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I - Introduction: Farming and agricultural poticy in 
a new setting 

A. Agriculture in a Europe without frontiers: the outlook for 
1992 

For many years farming and agricultural policy have played a pioneering role in the 
unification of Europe. Agricultural policy was one of the first areas in which the Member 
States transferred some of their sovereignty to the Community so that uniform rules 
could apply to all. The agricultural sector was quick to recognize the advantages offered 
by a common market without national frontiers. Now, however, new challenges face the 
common agricultural policy as Europe looks towards 1992 and the creation af a real inter· 
nat market within which goods, services, individuals and capital will be able to move 
freely. 

European agriculture has greatly changed over the past 25 years. In many Member States 
and regions farming has changed from a traditional activity into a modern economic sec· 
tor maintaining close links with its suppliers and the processing industry, a change which 
must continue in the years to come if farmers are to make full use of their opportunities. 

These challenges include the elimination of the barriers to trade in farm produce resulting 
from monetary compensatory amounts, certain plant health measures and the disparities 
between Member States as regards taxation. In addition the common agricultural policy 
has to be adjusted so as to eliminate any provisions which are such as to hamper the pro­
cess of integration of agriculture at Community level, thus encouraging more balanced 
and efficient use of the human and natural resources and capital which are devoted to 
farming. 

Yet the production of food and raw materials is only one aspect of European agriculture. 
Over large areas of the Community agriculture plays a fundamental role in maintaining 
balanced social and economic structures and in providing a healthy natural environment. 
In the less prosperous Member States and regions in particular, agriculture is still crucial 
to the rural balance. 

If the Community hopes to integrate still further and to improve social and economic 
conditions in the backward regions, new initiatives will be needed in the countryside to 
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ensure that development is not restricted to the agricultural sector alone. Economic alter­
natives to create new jobs and new sources of income are essential to the continued im­
provement of agricultural structures and thus to the balanced development of rural areas 
generally. 

B. The changing face of European agriculture 

European agriculture has changed more rapidly and more radically than almost any other 
economic sector. In 1960 some 15.2 million people were still employed in agriculture in 
the Community of Six. By 1987 their numbers had dropped to 5.2 million, i.e. by almost 
two-thirds. Since the accession of Spain and Portugal, however, the Community ofl\velve 
has had an agricultural work -force of just over 10 million. On average this represents more 
than 8 % of the working population, but there are considerable differences from one 
Member State to another: whereas in Greece almost 30 % of the working population is 
in agriculture, the corresponding figure for such countries as the Federal Republic of Ger­
many, l.llxembourg, Belgium, the United Kingdom and the Netherlands is less than 5 %. 

The numbers employed in agriculture declined rapidly in the years up to 1973. The expan­
sion of the industrial and service sectors provided the necessary jobs for those leaving 
the land. Since the mid-1970s the rate at which the agricultural population is declining 
has slowed down, from about 4.5 % to less than 2 % per year. 

At the same time the number of farms has been greatly reduced. In the Community of 
Six there were 6.4 million farms in 1960 but 20 years later there were only 4.8 million, 
whilst between 1960 and 1986 the average size of a farm rose from 12 ha to just under 
20 ha. In the Community of 1\velve, however, the average size is only 9 ha, since there 
are very considerable differences from one Member State to another. Whereas farmers 
in Greece and Portugal have less than 5 ha on average, their counterparts in the United 
Kingdom are farming on 65 ha. 

The drift from the land has led to a considerable faU in the number of farms and thus 
to an increase in the size and degree of specialization of existing structures. 

Farmers are increasingly concentrating on the one or two lines of production which offer 
the best chance of success in view of the natural conditions or available sales outlets. 
Capital investment in terms of machinery, buildings and plant has shown a sharp in­
crease; the volume of production has risen thanks to technical progress and specializa­
tion. Farmers are now using more fertilizer, pesticides, high-quality seed and feedingstuffs 
than ever before. Higher yields, rather than any increase in the areas farmed, have been 
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Bale data Oil Ellrotlaa -- lltnt'Dres, 1986 

Unit B DK D GR E F IRL I L NL p UK EUR 12 

Utilized 
agricultural area million ba 1 412 2 823 12 ()()() 5 741 27 213 31418 5 616 17 445 128 2 025 4 532 18 612 129 023 

Value of final qricul- million 
tura1 production ECU 5 391 6 701 26 859 7 887 20 356 41 062 3 815 33 964 164 14 162 - 19 429 179 789 

Apicu1tura.l contribution 
to 11'0115 domestic product % 2.5 5.0 1.8 16.6 6.1 3.7 10.2 5.0 2.6 4.2 - 1.8 3.5 

Numbers employed in 
qricuJture, huntin&, 1 ()()() 
forestry and fiSheries persons 103 178 I 348 1 026 I 742 1 536 168 2242 6.5 248 890 619 10104 

Working population 
enpaed in qriculture % 2.9 6.8 5.3 28.5 16.1 7.3 15.8 10.9 4.0 4.8 21.9 2.6 8.3 

Number of qricultural 
holdiup 1 ()()() 98 92 740 952 1 818 1 057 220 2 801 4 136 769 258 8947 

Avezqe size of farm ha 14.1 30.7 16.0 4.3 12.9 27.0 22.7 5.6 28.6 14.9 4.3 65.1 8.9 
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the main reason for the rise in the volume of production over the last 20 years. In fact, 
between 1973 and 1986 the area sown to cereals fell by more than 3%, but rising yields 
per hectare had the effect of increasing production by 27%. Table on p. 7 provides some 
basic data on European agriculture. 
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II - The common agricultural pollcy - the reasons 
and the background 

A. Arguments for a common agricultural policy 

1. Why is an qricu)tural poticy necessary? 

Does Europe in fact need an 'agricultural policy'? Are the customary instruments of 
economic policy not sufftcient to reaulate the economic aspects of the agricultural sector? 
Many people must have pondered over this question whenever public attention has focus­
ed on the 'sins' of the common qricultural policy, with its surpluses and high market­
organization costs. It is all too easily forgotten, howe-ver, that farmers undertake, for 
society as a whole, a wide range of tasks which would be diffteult to perform without 
interwntion by the Community authorities, given the special nature of the agricultural 
sector. 

Security of supply 

Agricultural products are mainly intended for consumption as food, which is one of 
humanity's basic needs. Most civilizations have therefore placed IJ"C&t importance on 
developing and safeguarding agricultural production. In Europe, on the other band, 
reliable food supplies are now taken for granted, largely thanks to a farm policy which 
has made it possible to expand agricultural production. Self-sufficiency in foodstuffs does 
not, of course, rule out trade with the rest of the world but such trade must be kept in 
balance and must not lead to one-sided and therefore potentially dangerous dependence 
on other countries. 

Stable prices for farmers and consumers 

Despite all the technical and biological progress made in recent years, agriculture con­
tinues to depend on natural conditions such as the soil and the weather, under the in­
fluence of which production may fluctuate widely from one year to another, not to men­
tion the threat posed by diseases and pests. The demand for agricultural products and 
foodstuffs, on the other hand, remains at a fairly constant level in most industrial coun­
tries. The fluctuations in supply, if not offset by regulatory measurea, would lead to sharp 
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GR 

Individual Member States' shares in the value 
of final agricultural production (0/o) 

(EUR 12 • 100) 

NL B 

F 

(Excluding Portugal.) 

Source: Eurostat. 

OK 

E 

price swings which would be in the interests of neither the farmer nor the consumer. One 
of the tasks of agricultural policy is, therefore, to regulate prices and markets, thereby en­
suring the stability desired by all concerned. 
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Agriculture and environment 

Agriculture determines the very appearance which a country presents. Owr the cen· 
turies farmers have shaped the European countryside which we see today. It is important 
to the farmers' own survival that the soil should be fertile and the environment in balance. 
Over the past 30 or 40 years, however, the pressure on the rural environment has become 
much greater, not only as a result of increasing industrialization, heavier traffiC and ur· 
ban powth but also as a result of ever more intensive farming. In many areas modem 
farming is now approaching its ecological limits: the pollution of groundwater with 
nitrates and pesticides is assuming dangerous proportions, the number of wildlife species 
is shrinking and the appearance of the countryside is changing for the worse. In regions 
handicapped by poor soil and a harsh climate moreover, agriculture has an essential part 
to ptay in pmenting the depopulation and dereliction of the countryside. It will therefore 
become an increasingly important task of the common agricultural policy to maintain 
a sensible balance bet..wen economy and ecology and between environmental and 
agricultural requirements. 

Problems of at:Qustment 

The close relationship with nature, the ties with the land and the dependence on the 
weather help to account for another feature of agricultural production: for centuries 
agriculture has been, and still is, not just an economic activity but also a way of life. Since 
there is frequently no other employment available in rural areas. a change of job usuaHy 
entails a move into the city and means a radical upheaval for the farmer and his family. 
This is one reason why many fanners remain on the land for as long as possible, eYeD 

after they find their income inadequate. Moreover, there is often little prospect that oCher 
employment can be found for elderly farmers who have had either a purely agricultural 
training or none at all. For this reason, farmers and farm workers often continue working 
on the land until retirement. 

All these factors. jointly and severally, impede the adjustment of agricultural production 
structures to the rapid changes in economic and social conditions. Obviously, the solution 
cannot be to fon:e thousands of farmers into unemployment. If apiculture is to have a 
real chance of developing and is to perform its many and varied functions within society 
as a whole, asricultural policy must promote structural change and enable fanners and 
farmworkers to benefit from general prosperity and development. 

Close links with the rest of the economy 

Although in an industrial society agriculture may account for only a small share of the 
gross domestic product, its importance within the economy as a whole is not as small as 
it would seem. The agricultural sector has many links with its suppliers and customers. 
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For example, farmers buy in machinery, plant, pesticides and fertilizers and produce raw 
materials for a wide range of processing industries. Developments in agriculture are not 
therefore without implications for the rest of the economy and the rest of the working 
population. 

2. A common apieultural polky: the best solation 

A wealth of contfflSts 

In the mid·1950s the Community of Six had some 65 million ha of utilized agricultural 
area ranging from the north German plains over the Alps and down to the coasts of 
southern Italy. The farming population consisted of some 17.5 million people (33% of 
the working population in Italy, 25% in France, 10% in Belgium). Holdings with 
between 0.5 ha and 5 ha of land represented about 85% of all farms in Italy, as compared 
with 55% of all farms in the Federal .Republic of Germany and less than 35% in France. 
The breakdown of production also differed from one Member State to another. In 
northern regions stockfarming predominated, whilst in the south crop production was 
more common. 

Agriculture accounted for 36% of all the goods produced in Italy and 30% in France, 
but only 15% in the FR of Germany. Whereas the agricultural sector provided 8.4% of 
the gross domestic product in Belgium, the figure for Italy was almost three times as high, 
at 23%. At that time a Belgian farmer was earning, on average, almost three times as 
much as his Italian counterpart. In terms of value, yields per hectare were highest in the 
Netherlands and Belgium, being two-and-a-half times greater than those achieved in 
Italy. The difference between agricultural and non-agricultural incomes was also nar· 
rawest in Belgium and the Netherlands; in the FR of Germany, France and lllxembourg 
the gap was more than twice as wide. 

Impossibility of a common market without agriculture 

Despite all these differences it would have been unthinkable to set up the European 
Economic Community without including such an important area of economic activity 
as agriculture. If a common market was to be established and if the frontiers were to be 
opened and the obstacles to trade removed, then countries with a large farming sector 
had to reap the benefits in the same way as countries with a more industrial economy. 

An advantageous solution for farmers and consumers 

The introduction of a common market in agricultural products promised a number of 
substantial advantages to the whole Community, advantages which could hardly have 
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EUR8 

Intra-Community trade in agricultural products 
(excluding fishery and forestry products) 

based on exports 

(mllllonECU) 

1173 11110 11111 1816 

EUR9 EUR10 

Soutce: Euroatat, United Nations. 

13 



been available within the narrow goegraphic boundaries of the individual Member 
States. The common market provided the farmer with prospects of new outlets, but it also 
meant keener competition, which was to encourage farmers to specialize in the products 
best suited to their particular region. For the consumer it meant that a wider and better 
choice of food became available. Specialization and large-scale farming were also prere­
quisites for more rational production and relatively cheap prices. Lastly, the common 
agricultural market held out the promise of the urgently needed stability which could 
only be offered in a large geographical context where regional fluctuations in supply 
balanced each other out and where food supplies were less dependent on the vagaries of 
the world market. 

The arguments in favour of a common agricultural policy (expansion of markets, stability 
of supply and optimum use of regional advantages within a large market) fell on fertile 
soil in postwar Europe. the food shortages of the early postwar years were still fresh 
memories, and the increasing tensions of the Cold War made a stable supply base seem 
all the more desirable. Even before the European Economic Community was established 
in 1957, trade in agricultural products had significantly increased between the future 
Member States. It therefore seemed only logical to extend and consolidate the existing 
trade relations within a common agricultural market. This would entail more than the 
gradual elimination of tariff barriers and other obstacles to trade, the adoption of com­
mon rules on competition and the introduction of a uniform customs tariff at the Com­
munity's external frontiers. If the common market was to operate smoothly and be given 
a chance to demonstrate its advantages, it would be necessary to construct, on the basis 
of the agricultural rules and regulations of the Member States, a single framework for 
European farming: the common agricultural policy. 

3. The beginnings of the common agricultural policy 

From the beginning, the common agricultural policy has had ambitious aims. In the late 
1950s the Community's 17.5 million farmers had only 65 million ha from which to feed 
a population of 150 million. At that time the United States had over 400 million ha to 
feed 200 million inhabitants, and the Soviet Union over 600 million ha for just 
under 250 million inhabitants. The average size of farm in the USA was 100 ha, almost 
20 times larger than the average European farm. Each American farmer could feed 
50 inhabitants on average, whereas the European farmer could feed only 10. The 
Community produced only some 85% of its own food requirements. 

The Treaty of Rome 

The Treaty establishing the European Economic Community was signed in Rome in 
March 1957. The main objectives of the common agricultural policy, as defined in Article 
39, are to increase agricultural productivity, to ensure a fair standard of living for the 
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agricultural community, to stabilize markets, and to ensure that supplies are available to 
consumers at reasonable prices. The policy thus takes account of both farmers' and con· 
sumer's interests. The simultaneous pursuit of all these objectives must inevitably lead 
to conflicts, however, since beyond a certain point some objectives can only be achieved 
at the expense of others. Compromises must therefore be worked out and priorities must 
be set. 

The Conference of Stresa 

In July 1958 the Stresa Conference laid down the first guidelines for the future common 
agricultural policy, on the basis of the objectives set by the Treaty of Rome. Of particular 
significance for later developments was the call for the progressive approximation of 
agricultural prices. Since production costs were in general higher in the Community than 
in the other main producing countries, prices had in many cases to be above the world 
market level if Community production was to be guaranteed. The aim for the Communi· 
ty was to achieve not self-sufficiency but a proper balance in its trade with the rest of the 
world. To improve the competitive position of the Community, European agricultural 
structures were also to be improved, without jeopardizing the future of the family farm. 

Common management of the market 

It was on this basis that the Council of Ministers, meeting in December 1960, adopted 
the principles for the construction of a 'green Europe~ The centrepiece was to be the policy 
on markets and prices, which would mean uniform management of the internal market 
and the application of common rules at the Community's external frontiers. Then began 
the gradual process of planning and implementing market organizations for the various 
products. In the early stages these market organizations covered just over half of the six 
Member States' agricultural production. One of the first market organizations was that 
for cereals, which came into force in 1962. By 1970 some 87% of agricultural production 
was subject to common rules and by 1986 this figure had risen to 91%. 

The policy on agricultural structures: a new departure 

Over the years it became clear that the problems of European agriculture could not be 
resolved solely by a common policy on prices and markets. Additional measures were 
necessary if there was to be any significant long-term improvement in 'agricultural struc­
tures' such as production methods, farm sizes and training levels. In 1962 the first modest 
steps were taken towards a structural policy, although this involved little more than the 
coordination and partial financing of the structural measures taken at national level. A 
Commission memorandum of December 1968 finally provided the impetus for a real 
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policy on agricultural structures. This took the form of the structural directives adopted 
by the Council in Aprill972. 

The two pillars on which the present agricultural policy rests were now in place: the policy 
on prices and markets regulates the latter and determines the economic framework for 
agriculture, whilst the structural policy provides selective support for the adaptation of 
farm structures. 

4. Clear principles 

The common agricultural policy is essentially based on three principles: the single 
market, Community preference and financial solidarity. 

The single market 

The 'single market' means the free movement of agricultural products from one Member 
State to another. lhlde in agricultural products should encounter no more obstacles 
within the Community as a whole than it would within an individual Member State. The 
aim is a single large internal market in which it is prohibited to charge customs duties, 
to raise other barriers to trade or to grant subsidies which could distort competition. The 
prerequisites are common prices, common rules on competition, stable exchange rates 
in the agricultural sector and the approximation of administrative, public-health and 
veterinary rules and regulations. If there is to be a single market, it must be managed cen­
trally by the Community and uniform rules must be applied at the Community's external 
frontiers. 

Community preference 

'Community preference' means the principle whereby priority must be given to the sale 
of Community produce. Since Community prices are higher than those on the world 
market, the common agricultural policy must protect the internal market against cheap 
imports and any excessive fluctuations on the world market. This is done by means of 
various instruments which regulate the flow of imports and exports, thus cushioning the 
Community from the effects of price fluctuations elsewhere. In cases where no such ex­
ternal protection is possible, subsidies are paid to make the prices of Community products 
competitive with those of imported goods. 
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Financial solidarity 

Any policy costs money. In the case of a common policy it is only logical that the costs 
should be shared by all concerned. Financial solidarity is therefore an essential principle 
of the common agricultural policy. To put such solidarity into practice the Member States 
decided in Aprill962 to set up a common fund, the European Agricultural Guidance 
and Guarantee Fund (the EAGGF). It is from this Fund that any necessary expenditure 
on the CAP is financed, irrespective of the product or Member State in which such 
expenditure is incurred. 

5. The role of the national agricultural poHcies 

The Community has gradually taken over a large share of the Member States' agri­
cultural spending. The policy on prices and markets, for example, has now become the 
exclusive responsibility of the Community. The course of this policy is decided jointly 
by all the Member States and the measures taken are binding on all concerned. Due ac­
count is taken of national interests and particularities, thanks to the intensive bargaining 
between the Member States which takes place during the decision-making process and 
in the course of day-to-day market management. 

A sensible division of labour 

However, the scope of Community decision-making does not extend to all measures affec· 
ting agriculture: such matters as direct taxation and social security for farmers and farm· 
workers are still national responsibilities. 

The same applies to many special arrangements designed to cope with particular condi­
tions in a given region or a given Member State. 

In any case, national administrations are left some room for menoeuvre, either where 
there is flexibility in the implementation of Community directives or through the tern· 
porary continuation of State aids, subject as these always are to examination by the Com­
mission, to ensure that they are compatible with the Community's objective and to avoid 
any distortions of competition. 

B. The policy on prices and markets 

Common prices and market organizations are the basic instruments used to steer 
agricultural production along the desired lines and to stabilize the markets. 
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Levy and refund system for wheat 

Target price 

1. The chief types of market organization 

Market prices 

tree on quay 
Community port 

Production and marketing conditions differ greatly from one agricultural sector to 
another. It would therefore have been pointless to set up a single market organization for 
all products. For simplicity's sake the market organizations may be regarded as falling into 
four different categories. 

External protection and intervention 

This type of market organization applies in one form or another to over 70% of 
agricultural production. It has two components: intervention arrangements on the inter­
nal market and a system of external protection. The aim is to prevent market prices in 
the Community falling below certain minimum levels. 

For many products, including cereals, butter, skimmed-milk powder, sugar and beef, the 
Community has established special intervention agencies. When supplies are abundant, 
these agencies buy in the surplus production in order to stabilize market prices. The pro-
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duce is sold again once the market is back in balance, or other outlets are resorted to, for 
example, exports to non-Community countries. 

Until a few years ago the intervention agencies bought products in at a fixed price, the 
'intervention price: which was fixed annually by the Council of the Community. New 
arrangements have since been introduced: the intervention agencies issue invitations to 
tender and the buying-in price reflects the market situation. On the sugar market the full 
intervention price is paid for those quantities which the Community needs to supply its 
own market. If the farmers produce more, they themselves will have to shoulder the 
burden of disposal. 

The intervention arrangements for pork, table wine and certain types of fruit and 
vegetables are even more flexible. When supplies are plentiful the Community may, for 
example, pay aid for private storage to take a proportion of output temporarily off the 
market. Once the sales prospects have improved, the products are released from storage 
and offered for sale. 

Generally speaking, minimum prices in the Community are higher than on the world 
market. For this reason, support for the internal market is pointless unless, at the same 
time, external protection is provided for the products concerned. 

External protection without intervention 

For a second group, which covers about 25% of production, the market organization is 
essentially limited to external protection. This group includes the market organizations 
for eggs and poultry, quality wines, flowers and many types of fruit and vegetables. These 
products are either not staple foods or can be produced more or less independently of the 
soil. Special schemes are not necessary to support the internal market for such products. 
The external protection takes the form of levies, which are calculated differently for each 
market organization, or customs duties, or a combination of the two. 

Aid to complement prices 

Under the General Agreement on Tariffs and Trade (GATT) the Community has under­
taken to keep its import duties on a number of products at a constant level. Essentially, 
therefore, the market organizations for such products must do without any external pro­
tection. The products concerned include rapeseed, sunflower seed, cottonseed and pro­
tein plants such as peas and field beans. To ensure that Community growers can still sell 
their produce despite the competition from cheap imports, the processing industries 
receive a subsidy if they use Community-grown products. The aim is to make up for the 
gap between the Community price set by the Council and the price of imports coming 
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in. This enables consumer prices to be kept at fairly low levels whilst providing support 
for farmers' incomes and Community production. 

Flat-rate aids 

Lastly, certain market organizations include flat-rate aids by the hectare or by the quanti­
ty produced. The products concerned are highly specialized and, taken together, account 
for only a very small percentage of total Community production, although they are of 
great importance in certain areas and to certain types of farmer. Flat-rate aids are paid 
to the growers of flax, hemp, hops, silkworms and seeds. In other sectors (e.g. durum 
wheat) such aids are combined with other market-organization instruments. 

At frrst sight this appears a very confusing system of minimum prices combined with ex­
ternal protection and assorted aids, but any 'simple' solution would fail because of the 
great variety of agricultural production in the Community. If all the various forms and 
facets of agriculture are to survive, the policy on prices and markets must take due ac­
count of the diversity of conditions. lilking cereals as an example, let us explain in some 
detail how a market organization operates. 

2. A classic example: the market orpnlzation for cereals 

The market organization for cereals, which was introduced in 1962, was regarded from 
the beginning as a model. It has been much revised over the years, but is still based on 
the three main features common to most of the Community's market organizations: 
(i) prices fixed each year by the Council (target, threshold and intervention prices); 
(ii) a system of external trade based on a protection mechanism whose most orginal 

feature is a variable levy on imports; 
(iii) internal market support based on direct buying-in, in certain conditions, by inter­

vention agencies. 

Prices are also supported by sales outside the Community, for which operators are 
granted aids called 'export refunds', to bridge the gap between market prices inside the 
Community and what can be fetched on the world market. The amount of refunds is 
arrived at either by direct logging of prices or by a tendering procedure. 

3. Farm prices: a special packqe 

Each year, at the time of the price review, agriculture hits the headlines. For the price deci­
sions have a crucial impact on the incomes of more than 10 million farmers in the Com­
munity. laking into account their families, this means that more than 40 million 
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individuals are affected by the negotiations in Brussels. But it is not only the interests of 
the farmers which are at stake. Changes in farm prices affect food prices in the shops, 
and this affects the 320 million consumers in the Community, who spend about 20% of 
their incomes on food. 

Other questions are also taken into consideration: how have farm incomes developed in 
the past? Have production costs increased in recent years? What will be the effect of price 
increases on market equilibrium and on imports and exports? What additional expen­
diture or savings will be entailed for the agricultural budget? Should the prices be 
increased to an equal extent across the board for all products or should different 
increases be used to provide incentives to reorientate production? What are the products 
whose market organizations require adjustment? 

Given the complexity of these questions and the many conflicts of interest, it is not sur­
prising that the final decisions concerning the prices usually take a long time. The out­
come is, of course, bound to be a compromise, i.e. a balancing of interests, acceptable to 
all those involved. 

Common prices = high prices? 

When the first market organizations were introduced in 1962, there were still just under 
14 million people engaged in agriculture in the then Community of Six - nearly 20% 
of the total active population. The vast majority of these people worked on small or 
medium-sized family farms. Their incomes were low - considerably less than those in 
other sectors. 

Under these circumstances, improving farmers' incomes was one ofthe most urgent tasks 
facing the common agricultural policy. Incomes can be increased either by direct finan­
cial aid to low-income farmers or by higher prices. The founder members of the Com­
munity chose the second approach for most products. Price support, in view of the large 
number of farmers and the confusing multiplicity of their economic conditions, was 
judged less expensive and less bureaucreatic than direct fmancial aid. It was also much 
the commonest practice in most Member States, thus avoiding radical change. 

Income support via farm prices worked quite well as long as the Community was import· 
dependent. In recent years this policy has reached its limits. The secure guaranteed prices 
encouraged producers to take advantage of all possible opportunities offered by technical 
progress and to produce more and more, without having to worry about selling it. The 
'food mountains' thus came into being, the Community having to foot the enormous bills 
for their storage and disposal. Under pressure from the surpluses, both market prices and 
farmers' incomes fell. Since the mid-1980s the Community has thus been endeavouring 
to pursue a restrictive price policy in order to restore market equilibrium. Support prices 
have been frozen or indeed cut. Direct income aids and other support measures have been 
introduced to prevent the pressure on producers' incomes getting out of hand. 
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World prices - an unreliable yardstick 
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100 
Ill 
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215 
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8.5 

The aim of these reforms is by no means, however, that the Community's farmers should 
in future produce at world prices. Securing common agricultural prices remains a priority 
objective of the common agricultural policy, not only with a view to maintaining farmers' 
incomes but also in order to safeguard supplies in the Community. 

World prices for agricultural products are no reliable yardstick for agriculture in the Com­
munity. The quantities traded on the world market are often very small compared with 
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total production (for example, in the case of sugar, cereals and milk products), sometimes 
merely reflecting short -term variations in supply in the main producer countries. For this 
reason prices are liable to fluctuate widely. For products such as beef and veal, wine and 
tobacco, a world market is vitually non-existent and prices differ according to the destina­
tion of exports. Critics of the common agricultural policy often point out that world 
prices for agricultural products are low. They may well be at times, but the crux of the 
matter is to achieve long-term security of supply at reasonable and stable prices. 

Reasonable agricultural prices even by international standards 

A look at the statistics shows that since 1975 farmgate prices in the Community have 
risen more slowly than food prices, which in turn have lagged behind the overall cost of 
living (see Table on p. 22). Agricultural prices have therefore had a stabilizing effect on 
the cost of living. That Thble also compares the trend in agricultural and food prices with 
disposable per capita income in the Community. Once again the picture is clear: 
agricultural and food prices have risen more slowly than disposable income. Expenditure 
on food as a percentage of total consumer spending by private households has thus 
decreased substantially in recent years. 

Even by international standards the European consumer can be quite content with food 
prices. We would draw attention here to some statistics of the US Department of 
Agriculture comparing the prices for a particular assortment of food products in various 
capitals (Table below). In May 1988 this shopping basket cost between USD 53 and USD 
59 in Bonn, Paris, London, Rome and Madrid. This was roughly the same cost as in 
Washington, Ottawa or Seoul and slightly more than in Canberra. Food was substantially 
cheaper only in Pretoria and some South American cities, where income levels are much 
lower than in European capitals. In Bern, Stockholm and Tokyo consumers had to pay 
two to three times as much as in the Community for the same basket of shopping. Even 
though international price comparisons are difficult on account of differences in in­
comes, currencies and demand structures, these figures confirm the impression that con­
sumer prices in the Community are quite reasonable. 

Food prices in cities In the Community and outside 
(in USD for a basllet of 15ltems) 

lin USDI 

Community cities Cities in non-member countries 

Bonn 53 Bern 108 Ottawa 49 Washington 50 
London 56 Brasilia 19 Pretoria 33 
Madrid 59 Buenos Aires 32 Seoul 58 
Paris 59 Canberra 40 Stockholm 98 
Rome 57 Mexico-City 31 Tokyo 139 
Source: Foreign Agricultural Service of the US Department of Agriculture, May 1988. 
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4. A corredin1 medwlillll: monetary compeuatory amounts 

To date there is no single European currency in all the Member States. The common 
apicultural prices are set in Community units and then converted into the different na­
tional currencies. Unti11979 the common unit was the 'unit of account'. After the in­
troduction of the European Monetary System in March 1979, this was replaced by the 
ecu (European currency unit), which is a kind of Community currency used for accoun­
ting purposes. It is made up of a 'basket' of the various national currencies. 

A requirement still to be met: stable exchange rates 

The system of common agricultural prices can work smoothly only if the rates of ex­
change between the national currencies remain stable. This was largely the case until 
1969. From then on, however, the parities began to chanse, first between the French 
franc and the German mark and then between all the currencies. 

It is true that the European Monetary System has helped to cushion the impact of the 
parity adjustments, but it has not prevented them. Exchange-rate fluctuations constitute 
a lasting threat to the very existence of the common agricultural market. In view of this 
threat, it was necessary to set up a correcting mechansim, the monetary compensatory 
amounts. 

Their operation is unfortunately a very complex matter. The aim is to guarantee con­
tinuity in intra-Community trade should some Member States be unwilling or unable 
to let their agriculture bear the consequences of currency movements (devaluation or 
revaluation). 

A mechanism with shortcomings: dangerous effects in the long term 

On the whole, the compensatory amounts have so far made it possible to maintain unity 
of the market, in spite of the differences in prices when expressed in national currencies, 
and thus ensure the survival of the policy. However, the mechanism has shortcominp. 
For one thing, it is very expensive. About 12% of agricultural expenditure went on 
monetary compensatory amounts in 1977, when there were big currency movements. 
But it is the long-term effects of the system which are perhaps the most important. Per­
sisting differences between the official parities and the green rates tend to distort com­
petition, hamper structural adjustment of agriculture and jeopardize the optimum 
allocation of available recources in the Community. 

When the green rates are applied to agricultural prices in a country which has revalued, 
the prices expressed in the national currency of that country remain initially at their pre­
revaluation level. However, imported farm inputs, not subject to MCAs, are paid for at 
the official (revalued) rate of exchange and thus cost less. A devaluation has the opposite 
effect. 
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This unequal treatment of inputs and agricultural products has important effects in some 
sectors of production (for example, pork, poultry, eggs and to some extent also milk, beef 
and veal). If the differences between the official and green rates remain fixed for too long 
or are increased owing to frequent revaluations and devaluations, serious distortions 
which could undermine the policy itself may occur. This is why efforts have been made 
to phase out monetary compensatory amounts, and this objective has been emphasized 
within the context of completing the internal market. 

Progress. but no ideal solution yet 

By progressive adjustment of parities, the Community has managed to eliminate nearly 
all monetary compensatory amounts, most notably by the introduction in July 1987 of 
a system for automatically dismantling them, but so Iona as the economic and monetary 
policies of the Member States are not really harmonized, further changes to the parities, 
are only a matter of time. The introduction of the European Monetary System in 1979 
was a major advance towards establishing an area of relative stability in an otherwise 
turbulent world~wide monetary system. Building on this, the Community must now fur­
ther integrate its various currencies and genuinely harmonize its economic and 
monetary policy. 

C A new dimension: the structural policy 

The market organizations and the policies on prices and trade are the main instruments 
of the common agricultural market. But these alone cannot provide a satisfactory 
response to the problems of Community agriculture. 

1. Community qriculture: a motley patchwork 

For convenience, the expression 'European agriculture' is commonly used as if this were 
a homogeneous entity that can be described in terms of average f~gures. In fact, there are 
tremendous differences among the 10 million holdings in the 12 Member States of the 
Community. These differences relate not only to natural conditions such as soil and 
climate, but also to the size of the farms, specialization, production methods, the fanner's 
age and degree of education. Equally important for the development of agriculture are 
the economic and social environment and the level of development of other sectors in 
the various regions. The differences in agricultural structures, dating a long way back and 
sometimes reinforced by national policies before the establishment of the common 
market, have not been eliminated by 25 years of the common agricultural policy. Indeed, 
as new countries have joined, the disparities have actually become wider. 
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The implications for the policy on prices and markets are obvious. Price increases are a 
welcome windfall for a large modern holding; they provide the big farmer with the funds 
for further investment and may encourage him to boost output beyond market needs. The 
situation is quite different for a small holding which is just managing to make ends meet. 
In this case higher prices may enable the farmer to survive but, generally speaking, price 
ajustments alone cannot tackle the real causes of his poor economic position, whether 
they be shortage of land, inadequate training or insufficient marketing facilities. In 
regions without alternatives to agriculture the farmer can do nothing but carry on, unless 
he gives up his farm and goes to seek work in the town. 

If the Community wants to increase productivity, as the EEC Treaty requires, and thus 
boost the incomes of those working on the land, price and market measures alone are 
not enough. It needs instruments which contribute directly to an improvement in 
agricultural structures but the Member States were slow to accept a truly common struc­
tural policy. Structural conditions were too different and consequently so were the 
expectations which the Member States had of a structural policy. 

2. From the coordinadon of national poUcies to a common poUcy on agricultural 
structures 

Unlike its approach to the policy on prices and markets, therefore, the Community 
refrained at first from replacing the structural policies of the Member States by a common 
concept. 

Modest beginnings 

The first steps taken in 1962 were quite modest: the Commission did its best to carry out 
its task of coordinating national measures in order to bring them into line with 
agricultural market policy, general economic policy and regional policy. At the same time 
it took part in the funding, through the Guidance Section of the common agricultural 
fund. The aim in the early 1960s was that one-third of the funds made available for 
guarantee expenditure was to be devoted to the improvement of agricultural structures. 
It was decided as early as 1964 to tackle the major structural problems in the Community 
by means of comprehensive programmes, but the Community confined itself for nearly 
another 10 years to contributing towards individual projects submitted by the Member 
States for Commission approval. 

Common measures in place of piecemeal action 

The projects to which the Community contributed proved very successful economically 
and socially. In many regions farmers managed to improve productivity significantly 
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during the 1960s. Despite all efforts of the Commission to coordinate the measures, 
however, there was a strong tendency on the part of the Member States to go their own 
way with large numbers of individual measures. It was very clear, moreover, that the 
structural policy was least successful where it was most urgently needed, namely in the 
less-developed regions with the greatest problems. The limits of the prices and markets 
policy were also becoming apparent: despite increasing production, farmers' incomes 
were still well below those in other branches of the economy, and income disparities 
within agriculture had increased. 

In December 1968 a Commission memorandum recommended a common policy on 
agricultural structures to go hand in hand with the prices and markets policy. The main 
aim was to speed up the improvement of productivity in order to raise agricultural in­
comes and increase aid to the disadvantaged areas of the Community. A decision of the 
Council of Ministers in 1970 marked the breakthrough. The Member States agreed that 
in future they would decide jointly on structural measures instead of making a Communi­
ty contribution towards national schemes. The way was thus clear for a genuine common 
policy on agricultural structures. 

3. Modernization, rejuvenation and training: the 'socio-structural' directives 

The Community's first socio-structural directives date from April1972. The basic pro­
blem in European agriculture at that time was that a large number of farms were still 
operating very uneconomically. They either had insufficient land to use modern 
machinery and production methods or were not in a financial position to make the re­
quisite investments. Many farmers had insufficient training or were reluctant to moder­
nize their farms because of their advancing age. Others only clung to farming because 
they had no vocational training for jobs outside farming. 

A balanced view 

The Community set to work with a package of coordinated measures. Farmers who were 
able to submit a farm development plan received aid for modernizing and expanding their 
farms. Investments in agriculture are generally very expensive. They are only profitable 
if a holding is of at least a certain size so that a reliable income can be derived from farm­
ing in the long term. In order to qualify for modernization grants, farmers therefore had 
to prove that the planned investment would boost their holding to such an extent that 
they could earn the regional average income within a certain time-limit. Training grants 
for farmers and advisers were designed to help disseminate economic and technical pro­
gress and make farmers think like entrepreneurs. At the same time the Community of­
fered early pensions to farmers over 55 years of age if they would transfer their land to 
expanding farms. The package was rounded off with retraining aids for young farmers 
interested in finding employment outside farming. 
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New parameters 

In a nutshell, the directives were designed to encourage farmers willing to leave 
agriculture to give up their holdings, thus releasing land for other farms in a position to 
expand, and also to taJiet aid on the development of such farms. This could succeed only 
if the non-agricultural parameters were favourable, however. The general economic reces­
sion and rising unemployment figures from the mid-1970s onwards made farmers less 
keen to give up their farms. The mobility of both farmers and land sank to a minimum, 
and the Community measures were powerless to change this situation. Inflation and high 
interest rates pushed up investment costs, which put many farmers off modernization 
schemes. With reduced numbers leaving farming, farm incomes came under even more 
pressure compared with non-agricultural incomes; the aid threshold, i.e. the comparable 
non-agricultural income, thus became unattainable for many farms. 

New aid schemes 

The Community was forced to adapt the socio-structural directives to the changed cir­
cumstances. The minimum qualifying limit was lowered, and limited investments could 
be approved even without proof that the comparable income could be attained. On ac­
count of the diffteult situation on the labour market and also on sociological and en­
vironmental grounds, the Community also included part-time farmers in the investment 
aid scheme, but only in the case of rationalization measures to ease the workload and 
improvements in farm organization. 

In view of the increasing surpluses on the agricultural markets, the rules on aid for main­
income farmers also had to be reviewed. Investment aids for stockfarming have been 
made subject to a limit on herd size or have been completely eliminated or permitted only 
where no expansion of production is involved. Farm development plans have been replac­
ed by more flexible farm improvement plans. These concentrate on cutting production 
costs, improving quality, switching to products in short supply and improving living and 
working conditions in agriculture. The Directive on incentives to cease farming lapsed 
and has not been retained in its old form. There is now a new scheme, which we shall 
examine in more detail in the chapter on the reform of the common agricultural policy. 

4. Regional programmes and specific measures 

The socio-structural directives could be implemented anywhere in the Community, but 
the Community's financial contribution was at a higher rate in the case of those Member 
States and regions with the worst structural problems. However, experience showed that 
the directives were of limited value in certain regions because of the conditions imposed 
on the beneficiaries. Furthermore, because of their general character, they would not 
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always solve local or specific structural difficulties. Hence the idea of supplementing the 
'horizontal' measures by special regional programmes and specific measures. 

Help for less-favoured areas 

In many hill-farming and other less-favoured areas agriculture is the main form of 
economic activity. Poor soil, climate and terrain make for very limited yields, however. 
Incomes are often correspondingly low. Agriculture has an important part to play, 
however, in conserving and tending the landscape in such mountainous areas. In 1975 
the Council thus decided on a special aid programme for these regions. A special compen­
satory allowance (a kind of direct income aid) was introduced to compensate farmers for 
their diffiCult production conditions. The Community allows farms in mountainous and 
less-favoured areas to receive investment aids on special terms. The Community aims in 
this way to enable farmers to continue working the land despite the permanent natural 
handicaps. Only in this way can a minimum population density, the basic economic struc­
ture and the cultivated landscape which has developed over the centuries be maintained 
in many areas. 

From farming to agri-business 

Although the modernization of agricultural production on individual holdings is an im­
portant prerequisite for the development of the farming sector, only a very small propor­
tion of agricultural products are now sold directly by the farmer to the consumer. The 
chain from farm to shopping basket involves a complex series of wholesalers, processors, 
dealers and shopkeepers. Since 1977 the Community has therefore also been making a 
financial contribution to measures to improve the marketing and processing of 
agricultural products, financing investments in the modernization and expansion of pro­
cessing and marketing capacity. The main aim is often quality improvement and cost 
reduction. 

The farming sector is often handicapped by production being split up among a large 
number of units, whereas marketing and processing are being concentrated in ever fewer. 
1b combat this trend, and to increase farming's negotiating leverage as against other sec­
tors, the Community has since 1978 been granting aids for the formation of producers' 
organizations for specific products. Here again the emphasis is on mergers aimed at the 
supply of high-value, good-quality products. As far as the farmer members are concerned, 
the producers' organization generally has the major advantage that it secures sales outlets 
and enables higher prices to be obtained. 
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Special measures in the worst-off areas 

In particularly disadvantaged rural areas the Community supports agricultural develop­
ment by means of supplementary regional aids. Schemes in this connection often relate 
to the improvement of agricultural structures or the creation of suitable sales and 
marketing facilities. The Community thus contributes financially to irrigation and 
drainage schemes, supports the development of farm road networks and grants aids for 
the construction of storage and processing facilities. A large number of such projects have 
already been completed. 

In the case of Portugal with its backward agriculture, special provisions were adopted. 
Even before its accession to the Community, this country was receiving Community aids 
for the modernization of its agriculture. A large-scale special programme to improve 
agricultural structures is being implemented up to the mid-1990s, over and above the 
other Community structural measures. 

An overall approach 

In the least-favoured areas, it is not enough to strengthen the structures of farming and 
the related branches of the economy. The entire economic fabric is vulnerable and must 
be reshaped in order to open up job opportunities outside farming and create additional 
sources of income for the rural population. Accordingly, novel provisions have been in­
troduced since 1979 under the 'integrated' programmes, which concentrate the available 
funds on those sectors which can have a leverage effect on regional development as a 
whole. Such integrated programmes covered the Western Isles of Scotland, the French 
department of I..ozere and the Belgian province of Luxembourg. They encompassed 
agriculture, food processing, tourism, crafts, training and general regional infra­
structures. 

The integrated Mediterranean programmes 

In connection with the accession of Spain and Portugal, the Community has been 
endeavouring since 1986 to do more to improve social and economic conditions in the 
Mediterranean areas of France, Italy and Greece. The integrated Mediterranean pro­
grames concentrate particularly on agriculture. In the lowland areas aids are granted 
mainly for fruit and vegetables and for wine-growing (sectors in which there are problems 
of disposal). Particular emphasis is laid on the improvement of product quality and the 
reduction of production costs. At the same time the Community supports the conversion 
of farms to the growing of crops with good market prospects, such as seeds, ornamental 
plants, medicinal and aromatic plants, oilseeds and protein plants. In the less-favoured 
areas of these Mediterranean regions the measures to assist agriculture are supplemented 
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Aarlcultural yields 

Product Unil EUR 6 EURIO EUR 12 

Wheat 100 kg/ha 31 55.8 50 
Barley 100 kg/ha 32 48 37.7 
Maize 100 kg/ha 40 70.3 67 
White sugar t/ha 54 74 72 
Rape 100 kg/ha 19.5 30.5 30 
Sunflower 100 kg/ha 22.7 16.5 
Potatoes tlha 33 27.5 
Wine hllha 47 70 50 
Milk kg/cow/year 3 280 4 535 4 340 

by aids for the development of tourism, crafts and small and medium-sized businesses. 
The general aim is to improve the standard of living and the basic infrastructures in order 
to maintain an adequate working population. 

5. Ambitious aims, modest achievements 

The success of the common policy on agricultural structures cannot really be measured 
in concrete terms. It is only one of many factors affecting the development of agricultural 
structures. These include the situation at the outset, the general economic context of 
prices and markets policy and the regional policy pursued at national and Community 
levels. These conditions can amplify the effect of the structural policy but may also, on 
the other hand, seriously hamper it. 

For instance, the rising unemployment figures and general recession have had an ex­
tremely adverse effect on the implementation of the Community socio-structural direc­
tives since the mid-1970s. The number of farm modernization plans approved annually 
rose steadily to about 30 000 in 1978 and then fell sharply. In 1985 only 12 000 plans 
were approved. In all some 230 000 holdings had received modernization aid up to the 
beginning of 1986. The effect of these measures as regards improving structures was 
limited, however. On the one hand, the thresholds tor aid had to be lowered on a number 
of occasions so that farmers could qualify at a time of falling agricultural incomes and 
rising investment costs. These adjustments were justified on the grounds of social and 
employment policy considerations; the structural improvements, on the other hand, did 
not measure up to expectations. 

On top of this was the fact that the Directive on the cessation of farming did not function 
in an entirely satisfactory manner. The payment to outgoers was too small to constitute 
a real incentive. The land released was supposed to go to farmers implementing a develop­
ment plan. In practice, however, the 'growth holdings' tended to be in different areas from 
the farmers taking early retirement, or the land released became available at the wrong 
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time. Since the poor employment opportunities in industry more or less prevented 
younger farmers from changing jobs, many holdings lacked the land they needed to 
develop into larger, efficient units. 

The biggest success was without doubt the aid for the training of farmers and advisers. 
This scheme manifestly met a real need. Thns of thousands of farmers attended basic, fur· 
ther and specialist training courses. Hundreds of advisers were trained or appointed. 
There were great differences from one Member State to another in the numbers of 
farmers involved. The annual average percentage of farmers attending further training 
courses was 5% in Belgium and France and 1% in Denmark and Ireland, while in the 
other Member States the figures were far lower. 

Attention should also be drawn to the success of the scheme for the improvement of 
marketing and processing structures for agricultural products. Counting national con­
tributions, this scheme has so far led to investments totalling over ECU 10 000 million. 

The Community has fallen far short of its target of devoting one-third of farm expenditure 
to agricultural structures. The funds available for the structural policy represent only a 
fraction of expenditure on market and price support. In the budget for 1989, appropria­
tions for guarantee expenditure total almost ECU 27 000 million, compared with just 
ECU 1 400 million for structural policy. The tasks of the structural policy will, however, 
increase in the coming years. The situation on most agricultural markets demands a pru­
dent price policy and new approaches to income support so as to prevent agriculture as 
far as possible from compounding the unemployment problem. Special attention should 
be paid to the environmental hazards presented by certain types of agricultural produc­
tion. On the other hand, society benefits in many regions from the landscape conserva­
tion services of a form of farming which is not itself remunerative. 

Despite all attempts to concentrate aid on the most backward regions, there is still a 
development gap. The compensatory allowance granted in hill-farming and less-favoured 
areas has, however, managed to maintain agricultural production in these areas on the 
whole and to prevent a major drift from the land and the dereliction of the countryside. 
Specific measures and integrated regional development programmes have proved promis­
ing, but they must be built on if the Community wants to improve economic and social 
conditions in the problem areas. These are the lines on which the structural Funds are 
to be reformed. 

D. A common policy and a common fund: the EAGGF 

Most policies cost money, and as the Community's agricultural policy is a common policy 
it is only logical that its cost should be borne jointly. The original 'Ireaty of Rome thus 
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provided for a common fund to finance the agricultural policy. Since it came into ex· 
istence, the European Agricultural Guidance and Guamntee Fund, or EAGGF, has been 
the bigest sinJle item in the Community budget. It is thus a constant focus of debate 
when the Council and the European Parliament are taking decisions about the Com­
munity budget. The Court of Auditors is an independent supervisory body which super­
vises proper useofthe financial resources voted. In 1987 the Fund bad a budget of almost 
ECU 27 billion, which is rather larger than, for example, the national budaets of Greece 
or Ireland. 

1. FiDIIldal solidarity: a bask prlndple of the Commuaity 

The EAGGF's resources are provided jointly be the Member States, irrespective of who 
will benefit most from the expenditure on agriculture. The EAGGF is a part of the 
geneml Community budaet, the financing of which is essentially determined by the 
economic performance of the Member States. This financial solidarity between rich and 
less rich Member States is one of the Community's basic principles. It is a prerequisite 
for a greater degree of economic and social balance within the Community - an aim 
which is coming to play an ever ~ter role in agricultural policy. In addition to national 
financial contributions to the Community budget, there is also moenue from customs 
duties levied by the Community on imports from non-EEC countries. The common 
agricultural policy itself also provides revenue, in the form of the levies on farm trade and 
the sugar levy. These are also entered in the Community budget as own resources. The 
sugar levy and other levies amounted in 1987 to about ECU 3.1 billion. 

A complicat«J budget procedure 

lbtal agricultural expenditure and its allocation amona the various products and 
measures are decided upon by the Council and Parliament under the general budget pro­
cedure. A preliminary draft from the Commission states expected requirements. All new 
decisions and proposals which form part of farm policy are eumined as to their financial 
implications, but it is not always possible to avoid a pp betw=n appropriations voted 
and actual requirements. Production trends in the Community, world market prices and 
exchange rates cannot be forecast precisely. In such cases resources may be mobilized 
from budget lines where there is still money left over or, where necessary, a supplementary 
budget may be adopted for the current financial year. 

A stable framework 

Spendina on the price and market policy is called 'compulsory' expenditure: the Com­
munity has to make available the resources necessary for ensurina the operation of the 
common agricultural policy. Thus the continuity of agricultural policy is ensured, 
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whatever financial disputes may arise from time to time. This does not of course mean 
that no effort need be made to put right untoward developments leading to unduly great 
expenditure. In that case, however, joint deci!;ions are necessary, taking account not only 
of the budgetary aspects but also of farm-policy requirements. The EAGGF provides a 
stable framework, making possible the long-term realization of the Community's farm­
policy aims. 

2. The financing of the policy on markets and prices: the Guarantee Section 

As its name indicates, the European Agricultural Guidance and Guarantee Fund falls 
into two parts. The Guarantee Section finances Community expenditure under the 
policy on prices and markets and the Guidance Section provides the resources for the 
common policy on agricultural structures. By far the greater part of EAGGF expenditure 
goes on the Guarantee Section- about 96% in 1987, most of this in turn being spent 
on the regulation of agricultural markets. The various types of intervention (such as the 
purchase and storage af agricultura1surpluses in order to stabilize prices, production, pro­
cessing and storage aids) accounted in 1987 for about 60% of total guarantee expenditure. 
Export refunds, to support exports of agricultural products outside the Community, ac­
counted for about 40%. 

A breakdown of this expenditure by sector shows that in 1987 over one-fifth was spent 
on dairy products, which thus rank as the most costly sector - although in 1984 the 
Community took steps to hold production back by introducing a quota system. Then 
come cereals with 18% of expenditure, followed by oils and fats (16.5%), beef and veal 
(9.3%) and sugar (8.8%). These markets together account for more than three-quarters 
of expenditure, and it is here that the structural surpluses are visible. Over the last few 
years the proportion of guaranteed expenditure going on price support for cereals, olive 
oil and oilseeds has risen sharply. 

In the first instance, expenditure on markets and prices is defrayed by the Member States, 
as it is their intervention agencies which pay export refunds and storage costs, but a 
system of advance payments to Member States has been set up. This system was reformed 
in 1987 because of the difficult budget situation, and the Member States now pre-finance 
guarantee expenditure for two-and-a-half months before it is refunded to them by the 
EAGGF. 

Any set of rules can give rise to fraud - in agriculture just as in other areas of activity. 
The Commission is responsible for seeing that EAGGF money is properly used: it has 
to monitor the implementation of the common agricultural policy by the Member States. 
Active cooperation has thus develpped between the national and Community depart­
ments concerned. A special working group has been set up to look into measures to 
combat fraud. 
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Gross EAGGF expenditure 
!million ECUJ 

1983 1984 1985 1986 1987 

Guarantee Section 15 812 18 347 19 744 22 137 22 9891 

Guidance Section 718 676 720 774 847 
Total 16 540 19 023 20464 22 911 23 836 

' Expenditure up to and including October. Expenditure of ECU 4 534 million in November and December was pre· 
financed by the Member States and charged to the Community budget for 1988. 

EAGGF Guarantee Section expenditure by sector in 1987 

Dairy products 
Cereals 
Olive oil and oilseeds 
Beef/veal 
Sugar 
Fruit and vegetables 
Others 

Total 

lin % off(llarantet tx~ndiiUreJ 

22.4 
18.2 
16.5 
9.3 
8.8 
4.2 

20.6 

100.0 

Source: Seventeenth fmancial report on the EAGGF Guarantee Section. 

3. The financing of the structures policy: the Guidance Section 

The Guidance Section administers the Community resources allocated to structures 
policy. Planning and execution of structural measures is fairly decentralized, in coopera­
tion with the individual Member States or regions and in some cases even directly with 
the beneficiaries. Given this division of labour, it is quite normal that the Member States 
or regions should themselves put up an appropriate proportion of the financing. In the 
case of investment aid it is also quite reasonable that the recipients, whether farmers, 
cooperatives or firms, should also make a contribution by assuming some of the financial 
responsibility. 

In the past the Community used to make a 25% contrib1,1tion to structural measures. 
However, with the reform of the structural Funds, the Community has decided to in­
crease its contribution appreciably and to vary it to cater for local needs. Thus, some 
regional measures or programmes in Ireland, Italy, Greece and Portugal qualify for much 
higher rates of contribution (50, 65 and even 75%). The Community also contributes 
to the financing of various special measures, usually carried out in a given field of produc­
tion for a limited period. These include, for example, aid to producer organizations. 

Unlike expenditure by the Guarantee Section, that by the Guidance Section thus consists 
primarily of co-financing. This explains, at least in part, why this Section's resources are 
much smaller than those of the Guarantee Section. In 1987 they amounted to ECU 847 
million, or about 3.5% of total EAGGF expenditure. Such a sum naturally permits no 
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appreciable expansion of the structures policy. The Community is therefore making 
efforts to concentrate the available resources on problem regions. In 1987 over half of 
structural expenditure went to territorially specific measures, including 24% for the 
less-favoured areas programme alone. A further quarter, or just under, of expenditure 
went on measures to improve the ways in which agricultural products are processed and 
marketed. General socio-structural measures (investment aid to individual farms and aid 
for training programmes) accounted for 14%. 

4. The level of qrleultural expenditure 

Over the last few years there has, very rightly, been much discussion about expenditure 
on the common agricultural policy. The figures speak for themselves: over the last l 0 
years farm expenditure has almost quadrupled. Since 1975, in terms of constant prices, 
it has been expanding at about 7.5% per year. This rate is three-and-a-halftimes the in­
crease in the Community's gross domestic product. Total expenditure on prices and 
markets in 1987 was the highest ever, at some ECU 27.5 billion. 

The reasons for this are clear: in many sectors agricultural production has outstripped 
consumption and ever greater amounts of money have become necessary to buy up and 
store surpluses, and then dispose of them, often at less than one-third of their purchase 
price. Despite high support expenditure, farmers' incomes have fallen under the pressure 
of structural surpluses, while the unchecked increase in farm expenditure has threatened 
the Community's freedom of manoeuvre: farm policy has swallowed up resources which 
are urzently needed in other f~elds. As far back as the late 1960s the Commission had 
warned the Council of this trend, but it was only the difficulty of financing the policy 
in the 1980s which brought matters to a head and finally led to a series of reforms design­
ed to restrain farm production and bring the Community's finances back onto a sound 
footing. 

The fact that the Community's budget is so strongly weithted in favour of agriculture 
is also due to Member States' slowness in setting up other common policies with the same 
degree of integration, requiring genuine financial solidarity in the same way as farm 
policy. Community policies in other fields need to be expanded further in order to become 
effective. The first steps have already been taken in regional and social policy. It should 
also be mentioned that EAGGF expenditure is sometimes attributable to factors which 
have nothing to do with qriculture, such as the need to maintain an adequate population 
in the very poorest areas. It would be sensible if part of such expenditure were taken over 
by other Community policies. 
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E. The Community and its external trade in agricultural products 

Farm products and foodstuffs play a major role in international trade. In 1987 farm pro­
ducts accounted for about 13% of total world trade. They represent about 8% of the 
Community's total exports, and about twice as much of its imports. 

1. Active partidpadon in world trade 

For all goods taken together the Community is the world's largest trading power. This 
goes for farm trade also: the EEC is by far the biggest importer and the second biggest 
exporter of farm products and foodstuffs. In 1987 the Community imported farm pro­
ducts and foodstuffs valued at over USD 58 billion. Its share of total world farm imports 
has admittedly fallen a little over the last few years but still amounts to 22%. Japan, the 
United States and the Soviet Union, each accounting for around 10%, lie far behind. 
Despite the improved supply of foodstuffs made possible by the common agricultural 
policy, the Community has by no means cut itself off from the rest of the world. 

Since 1973 the annual increase in the Community's exports of agricultural products and 
foodstuffs has been greater than in its imports. As an exporter of such products the Com­
munity is now second only to the United States, which is also the European market's main 
supplier. The Community's share of world farm exports is a good 12%, while that of the 
USA is about 16%. Although the common agricultural policy has made possible con­
siderable increases in production, the Community's farm trade balance is in deficit: the 
cost of its imports of farm products and foodstuffs in 1986 was around ECU 24 billion 
higher than the value of its exports. 

A large part of the Community's imports is accounted for by agricultural raw materials 
for industrial processing. In 1985 its imports of wood, cork, natural fibres, skins, hides 
and other agricultural raw materials were worth nearly USD 12 billion. Inexpensive feeds 
such as manioc, com gluten and soya are very important for European livestock farming. 
The Community is the world's biggest customer for these products: for example, around 
half of all the world's soya trade is accounted for by European imports. A major item in 
the list of imports is made up of products which cannot be produced in the Community 
because of its climate, such as coffee, tea, cocoa, spices and various fruits and vegetables. 

The Community's farm exports are predominatly processed foodstuffs, meat and grain. 
Large quantities of cheese, wine, spirits, preserved food, eggs and poultrymeat are ex­
ported by Europe's farming and foodstuffs industry, providing farmers with new outlets 
and contributing to the health of the food-processing sector. In the case of a few other 
products, however, exports have been increased as an expensive emergency measure to 
reduce the surpluses which have arisen. Thus, the Community has had to sell large 
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The Community's share of world farm trade 
(In billion USDJ 

Total world trode Community exports Community impons 
in farm products 

1973 100.1 9.6 31.2 
1980 243.6 28.8 62.8 
1982 220.8 26.4 50.3 
1984 229.6 26.2 48.6 
1986 230.1 28.3 51.9 
1987 256.9 32.8 58.1 

quantities of butter and beef at very low prices, in order to solve the problem of inter­
vention stocks, but the situation on the milk market has now eased and public stocks of 
butter are no more. Exports of other surplus products have been faUing back to something 
like 'normal: markets having been stabilized by the reform measures adopted. 

2. Promoting world trade: the poUcy on agricultural trade 

Even before the Community was founded, the Member States had already concluded 
trade agreements on agricultural products with many non-member countries. In addi· 
tion, most of the founder members belonged to such international bodies as the United 
Nations Food and Agriculture Organization and the Organization for Economic 
Cooperation and Development (OECD) and all had subscribed to the General Agree­
ment on Thriffs and Trade (GATT). With the establishment of the customs union and the 
introduction of a common external tariff the Community also took over responsibility 
for external trade policy: the international negotiation of rules to govern world trade and 
the conclusion of trade agreements with non-member countries are now Community 
matters. The priority objective is to keep international trade as free as possible - a vital 
matter for the Community, which imports about one-fifth of its raw materials and 
depends on markets outside the Community for the disposal of its industrial and 
agricultural products. 

A network of trade relations 

The Community has now concluded bilateral agreements with more than 120 non­
member countries and is a participant in about 30 multilateral agreements. Under 
treaties with the countries of the European Free Trade Association (Switzerland, Austria, 
Sweden, Norway, Iceland, Finland), customs duties and trade restrictions on industrial 
goods have been dismantled and trade in farm products has been facilitated. Similar 
agreements exist with various Latin-American countries, Yugoslavia and many Mediter­
ranean countries, for which the Community has a comprehensive development strategy. 
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External trade in agricultural products 
(excluding fishery and forestry products) 

(million ECU) 

I Imports 

Exports 

1988 1872 1973 1880 1981 11185 

EUR6 EUR9 EUR10 

Source: Eurostat, United Nations. 

1988 1987 

EUR 12 
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Most Mediterranean countries are able to export their industrial products to the Com­
munity free of customs duties and without quantitative restrictions, while trade in 
agricultural products has also been liberalized, with the Community introducing tariff 
concessions for many such Mediterranean products. 

International cooperation under GAIT 

The classical framework for international trade is provided by the General Agreement 
on Th.riffs and 'frade, to which the Community acceded in 1963. Under GAlT about 100 
States have agreed on common rules for trade in goods and the settlement of trade 
disputes. In a number of negotiating rounds import duties have been considerably reduc­
ed and quantitative restrictions on imports have been substantially removed. 

It has proved very diffteult, however, to integrate into this context the Community's 
system of levies for the main agricultural products. The main feature of these levies is 
precisely that they vary according to prices on the world market. This flexibility is one 
way of protecting the Community market (and this is the purpose of the market organiza-
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tions) against major fluctuations in world market prices, and thus of stabilizing it. Unlike 
customs duties, which are normally a fixed percentage of the import price, it has not prov­
ed possible to fix levies at any given level, or to 'bind' them, as the term is. 

In order that these levies should nonetheless be accepted by the Community's trading 
partners in GATT, the Community had to make concessions on many other agricultural 
products, including such important ones as oilseeds, protein plants, various feedingstuffs, 
sheepmeat, rice, fruit and vegetables, to name only a few. Up to certain maximum quan­
tities, beef, veal and live cattle may be imported without levies having to be paid . About 
70% of the Community's farm imports are now subject to low, bound rates of duty or 
may even be completely free of any duty or levy. Many non-Community countries have 
adapted to this situation and greatly expanded their deliveries of those products which 
are free of levies. 

The category of import from outside the Community which has caused most trouble for 
the common agricultural policy is livestock feed: such products as manioc, corn gluten 
or sweet potatoes, with low rates of duty bound under GAIT, tend to drive expensive in­
digenous grain out of the livestock feed market and lead to higher surpluses on the cereals 
market. In its negotiations with its trading partners, the Community is endeavouring to 
strike the right balance in the external protection afforded to the various products con­
cerned and to eliminate these disturbances. 

3. Fairness In world trade 

Despite the extensive concessions which the Community has made on imports of 
agricultural produce, international criticism of the common agricultural policy has not 
fallen silent. Many non-member countries accuse the Community of trying to insulate 
itself from world agricultural markets through its system of levies, for the benefit of 
domestic producers. They also claim that the Community has unwarrantably expanded 
its share of world trade by paying export refunds to offset its uncompetitive prices and 
that it is thus jeopardizing the outlets available to other countries exporting farm produce. 

This criticism is somewhat wide of the mark. Admittedly, the Community's imports of 
cereals and some other products which are of particular importance in European 
agriculture have fallen over the last few years. 

However, the Community's agricultural imports are still high enough to make the Com­
munity the world's biggest importer of farm produce. The United States (one of the 
sharpest critics of the common agricultural policy) had a surplus in agricultural trade 
with the Community of more than ECU 2.5 billion in 1986. 

Aids for agricultural exports are allowed under GAIT provided they do not lead to unfair 
changes in market share. The Community's share of world farm exports has not 
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signifiCalltly increased over the last few years: between 1973 and 1986 it rose from around 
10 to 12.3%. The Community cannot therefore be guilty of the cut-throat competititon 
of which it is accused, by the United States especially. Although the United States' share 
of world farm exports has fallen slightly over the last few years (from 19 to 17%), this 
cannot be explained by the increase in the Community's market share alone. This was 
the conclusion reached in 1983 by a GAIT investigation, after the United States had 
made a formal complaint against the Community's export refunds on wheat flour. 

The United States and other major producers also have special measures to support farm 
exports. These are frequently much more difficult to identify than the Community's ex­
port refunds. 

4. Apicultunl trade with the 1bird World: open markets to promote self-sustained 
deftiopment 

For many Third World countries the export of farm produce is an important source of 
foreign exchange and the basis of their further economic development. In order to sup­
port this process, the Community has considerably improved developing countries' ac­
cess to its markets. Unlike its trade with industrial countries, the Community does not 
insist on equivalent concessions from the beneficiaries. In this way, farm trade makes a 
considerable contribution to development aid. 

Generalized fllri/1 preferences 

Nearly 130 developing countries are able to send the Community industrial goods, tex­
tiles and farm products on preferential terms: import duties are appreciably lower than 
in trade with industrial countries, or they may even be waived completely. During the 
1970s, all the western industrial countries joined this 'generalized scheme of preferences', 
which stemmed from a European initiative of 1963. Since its introduction in 1971 the 
Community preference scheme has been considerably extended, especially for processed 
agricultural products. More than 400 farm products now qualify for preferences, and 
about 100 are imported completely free of duty. The Community has even granted the 
poot"eSt developing countries complete freedom from duty on about 700 farm products. 
The scheme has proved very successful: in 1985 farm products worth about ECU 2.3 
billion were exported by developing countries to the Community on special terms. 

The Lome Convention 

A cornerstone of the Community's relations with the Third World is the lDme Conven­
tion, to which 66 countries in Africa, the Caribbean and the Pacific (the ACP States) now 
belong. The Convention provides for genuine trade cooperation with the ACP States, 
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who are able to export almost all their products to the Community free of duty. A major 
innovation is that the Community also guarantees them certain minimum returns on the 
export of certain raw materials to Europe: this Stabex system, as it is called, covers about 
50 products, including many agricultural commodities such as coffee, cocoa, tea and 
sisal. The Community has also committed itself, despite its hiJh de&ree of self -sufficiency, 
to taking an annuall.3 million tonnes of raw sugar at the price obtaining on the internal 
Community market. In addition, the ACP countries are able to export nearly 40 000 
tonnes of beef a year to the Community at a fraction of the normal import levy. 

This means that all these exports by ACP countries are largely protected from the 
speculative ups and downs of world commodity markets and are thus ensured of a stable 
basis for their development. In addition, intensive technical and fmancial assistance is 
provided in the sphere of agriculture. 

The Community's trade policy initiatives on behalf of the Third World arc now bearing 
fruit: farm imports from developing countries have risen much m<n steeply than those 
from developed countries, and have moved into first place (see 1llble on p. 44). 

Food aid 

The Community takes an active part in the proceedings of international development 
bodies such as the FAO, Unctad, the World Food Conference and the World Food Pro­
gramme. Over the period from 1975 to 1987 the Community supplied food aid, either 
directly or via aid organizations, to a total value of over ECU 4 billion (chiefly wheat, 
milk products and sugar). Food aid should, in emergencies, allow the most urgent needs 
to be met and help to raise the standard of nutrition in the receivina country. Rightly used, 
it can contribute to its economic development. 

5. The apicultural oeaotlatlons in GATI: a new OfPOI1tmlty lor world farm trade 

It is not only the European Community which protects its agriculture: most industrial 
countries do so in one way or another. The United States, for example, spent USD 11 250 
per farmer on farm aid in 1987 -almost five times what the common qricultural policy 
cost per farmer. Just as in the Community, farm output in the United States and other 
industrial countries has been increasing appreciably faster than domestic demand. By the 
mid-1980s,large surpluses had accumulated all over the world and had come to oonstitute 
a major obstacle to international farm trade. World market prices collapsed and the grow­
ing competition between exporters led to ever greater tensions between trading nations. 

These were the main features of the international situation in September 1986 when a 
new round of GAlT trade negotiations got under way - the Uruguay Round, as it was 
called after the host country of the first meeting. From the beginning, alricultural policy 
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Breakdown of the Community's Imports of farm products and foodstuffs 

1973 1975 1980 1985 1987 

Value (in billion ECU) 24.0 25.4 42.2 58.6 50.8 
Breakdown in %: 

Industrial countries 49.0 48.3 48.2 43.7 40.3 
Developing countries 40.7 42.6 44.1 49.0 50.6 
State-trading countries 10.3 9.1 7.7 7.3 9.1 

was one of the main themes of the negotiations, which are to be concluded in the early 
1990s. The declared aim is freer world trade in agricultural products: existing import 
barriers should be dismantled, subsidies and other measures affecting trade should be 
limited and made subject to stricter international rules. Market forces should be given 
a greater role in agricultural production and trade, so that balance can be restored on 
the world market for farm products. 

For many industrial countries, including the Community, this means that they must 
freeze and in the longer term even reduce their aid to agriculture - a requirement which 
has basically been accepted by all the negotiating parties. The only question is how far 
this liberalization should go, in order to avoid disturbance in farm trade. And how far 
can it go, without jeopardizing the aims of the agricultural policy? 
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For a long time the United States adopted an extreme position here, demanding complete 
elimination of all aids which had any impact on trade in agricultural produce. Neither 
the Community nor many other countries where small and medium-sized farms 
predominate were able to accept this suggestion, which would have meant the end of the 
common agricultural policy and an end to farming on millions of holdings in Europe. In 
the last few years the Community has shown that it is willing to make alterations to its 
farm policy, but the basic principles of price support with the aid of import levies and ex· 
pon refunds cannot be called into question. 

The Community and the United States, accounting as they do for about two-thirds of 
world exports of such important products as milk, grain and oilseeds, have key roles to 
play in the GAIT negotiations. Both sides will have to make concessions if the negotia· 
tions are to be concluded successfully. One feasible solution might be a two-stage model, 
as suggested by the Community and other negotiating partners: agricultural support 
would first be pegged at the level of recent years, then, after a transition period in which 
production and trade would stabilize, reduced in stages to a realistic level which would 
be in the interests of all. 

At the same time, better and more effective rules would be needed for international 
agricultural trade. They must prevent new crises form occurring on world markets and 
promote trade in farm products. The first meaningful steps in this direction have already 
been taken: in late 1988 the GAIT countries decided on further tariff reductions for 140 
tropical products, accounting for a total trade volume of around USD 10 billion, and im· 
proved the arrangements for trade disputes. These interim results show that the 
negotiating partners have recognized the opportunity offered by the Uruguay Round and 
are ready to make joint efforts to put world farm trade on a firmer basis. 

F. The institutional framework: who decides what? 

The European Community's institutional system does not fit into any known category. 
The Community is far more than an intergovernmental organization: its organs have 
their own personality and extensive powers. Nor is the Community, however, a kind of 
federal government to which national governments and parliaments are subordinate. 
Rather it is a new type of arrangement tailored to European requirements, for which 
specific rules of procedure have been developed. 

1. The Community institutions 

The European Parliament, the Council, the Commission and the Court of Justice frame, 
supervise and interpret Community decisions and regulations. They are supported in this 
by the Economic and Social Committee and the Court of Auditors. 
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Commission 

The Commission is made up of 17 Members, each appointed for four years by mutual 
apeement between the aovemments of the Member States. The Members of the Com­
mission perform their duties in complete independence both of national governments 
and of the Council. The Commission ensures that the provisions of the 'Ireaty are applied; 
it is the ~utive organ of the Community, the driving force behing Community policies 
and the representative of the Community intmst in the Council. 

Aulilunent 

Since 1979 the European Parliament has been elected directly by universal suffrqe. Since 
Spain and Portupl joined the Community it has 518 Members. It examines the Commis­
sion's proposals to the Council and Ji~ opinions themon, which may include amend­
ments. These may lead the Commission to revise its position. This procedure bavinJ been 
gone through, it is then for the Council to make the fmal decision. Parliament also super­
vises the work of the Commission, which is politically responaible to it. By a motion of 
censure it may compel the Commission to resign. Parliament has the last word in 
establishing the Community budpt. The Single European Act of 1986 has considerably 
extended the role it plays in the IeJi*tive process. 

Council 

The Council consists of ~presentatila of the 12 national governments. It takes decisions 
on proposaJs from the Commission, after receiving the opinions of the Economic and 
Social Committee and the European Parliament. Go\'mlDlents send the ministers com­
petent in each case to attend ita meetings and on matters of apicultural policy they of 
course send their Ministell for Agriculture. The Presidency of the Council is held in turn 
by eKh Member State, for six months. 

Since 1974 the Heads of State or GcMmment of the Member States have met twice a 
year in the 'European Councif, to establish guidelines on important matters and to reflect 
on policy. 

Coun of Justice 

This is the highest legal authority for resolving disputes concerning the interpretation 
of the Rome 'Deaties and Community legislation. On the basis of complaints ftled by the 
Commission, the Court e:umines whether the Member States are complyina with the 
liuty provisions. Member States and private individuals may also apply to the Court 
if they question the legitimacy of a Commission or Council decision. 1b an increaain& 
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extent, the Court is also assisting the national courts with the interpretation of Com­
munity law in cases where it has a bearing on national judgments. 

2. Dedsion-maldng processes and legal acts 

According to the Rome li'eaties, all decisions of general scope or major consequence must 
be taken by the Council of Ministers; however, except in a few cases, it is only on a pro­
posal from the Commission that the Council can act. The Commission thus has not only 
a permanent right of initiative, but also a permanent duty in this respect. Without pro· 
posals from the Commission, the Council's hands are tied and the Community makes 
no progress. This is why the Commission is described as the driving force of Community 
policy. 

When the Commission submits a proposal, the Council first of all instructs a special com­
mittee of senior officials or a working group to prepare the way for discussions. The work 
of these bodies is coordinated by the permanent representatives of the Member States 
to the Community, which take over the role of the ministers for this purpose. The 
Economic and Social Committee is also asked for its opinion on the economic and social 
effects of the proposal. Its opinion is not binding on the Council. 

The Council may disregard a Commission proposal only by unanimous decision. In con­
trast, it may act on a Commission proposal by a majority decision. Thus, the Commission 
has genuine bargaining power with the Council. In the course of negotiations, it may 
amend its proposal to make it acceptable to the majority or to enable a unanimous deci­
sion to be taken. 

In this context it works closely with the Council President. As soon as the Council has 
agreed on a common position, the Parliament votes on it and the way is open for the pro­
posal to become law. 

The outcome of this procedure may take the form of a Council directive or regulation. 
A directive is a kind of framework law which lays down an objective. Member States are 
obliged, within a given time, to adopt the necessary national legislation to translate the 
directive into practical measures. Directives are the legal instrument most commonly us· 
ed in matters of structural policy. Regulations are directly binding in all Member States. 
They have the force of law. For instance, the agricultural market organizations are 
governed by regulations. Another type of legal instrument is the decision. Depending on 
the matter concerned, decisions are adopted by the Commission or the Council. They 
may be addressed to Member States, undertakings, or private individuals. They rank as 
administrative acts and are binding on those to whom they are addressed. 
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3. Management committees: the day-to-day management of the agricultural policy 

The Council determines the broad thrust of Community policy in its regulations and 
directives; the Commission is responsible for the finer adjustments. It draws up the 
necessary detailed rules, decides on the application of Community law in specific cases 
(for instance, whether national aid schemes are permissible) and administers Community 
resources within the framework of the general budget. This distribution of the workload 
relieves the burden on the Council and ensures that the Community can respond swiftly 
and flexibly to any changes that occur. The Commission works in close cooperation with 
the Member States. Several committees have been set up for this purpose, comprising 
representatives of the national governments and the Commission. 

The first management committees for agricultural policy were set up in 1962 and have 
proved to be both useful and efficient in practice. 

They include specialists from the Commission and from the ministries of the Member 
States. One important duty that falls to these committees is the day-to-day management 
of the market; for instance, at regular intervals, the committees fix the level of export 
refunds, import levies and aids. The technical details of Council decisions are also decided 
at management committee level. In the case of markets subject to sudden changes to 
which the Community must react as promptly as possible, committee meetings are held 
weekly (cereals, sugar) or fortnightly (milk products, oils and fats); longer intervals suffice 
for other products. In 1987 there were 346 meetings of management committees. As a 
consequence of these meetings, the Commission adopted some 2 000 regulations and 
decisions. 

How does the bargaining process between the Commission and the government represen­
tatives take place? Let us assume that the world market price for rape has altered and that 
the Commission has to adjust the level of processing aids. It submits a draft regulation 
providing for such adjustment ot the Management Committee for Oils and Fats. At a 
meeting of the committee, the government representatives then state their positions. This 
is not binding on the Commission; it takes the opinion into account but retains complete 
freedom of decision. Commission decisions are immediately applicable. If, however, the 
committee votes by a qualified majority against the Commission measure, the matter is 
laid before the Council, which may take a different decision within a four-week period. 
The management committee thus acts as a kind of warning system: an unfavourable opi­
nion indicates a difficult situation on which the Council itself should decide. The fact 
that this occurs only in exceptional cases reflects the effectiveness of the system and the 
good understanding between the parties concerned. 

4. A typical example: the farm price negotiations 

Agricultural prices and related measures are adopted each year by the Council. 
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This often involves lengthy and complicated negotiations, but the basic procedure is as 
described above. 

Preliminary step: Commission proposals 

Generally speaking the Commission submits its proposals for farm prices and related 
measures in January or February. It endeavours to take account of the interests of all con­
cerned. Determining factors are farmers' incomes, the general economic situation, the 
outlook for the agricultural markets, consumer prices and the budgetary implications of 
price changes. In recent years the related measures have chiefly consisted of essential ad­
justments to the intervention mechanisms and measures to improve product quality, 
together with agrimonetary measures. 

The Special Committee on Agriculture 

After the Commission has submitted its proposals and explanatory comments, the Coun­
cil instructs the Special Committee on Agriculture to prepare the negotiations. This 
Committee is composed of senior officials from the agricultural ministries of the 
Member States. They study the Commission proposals to see how far they correspond 
to their respective national desiderata; amendments are submitted and the latitude for 
negotiations is assessed. The Commission is also represented at these meetings and 
can thus influence the course of the bargaining from the start. 

On the way to compromise: negotiations in the Council 

Mter the preparatory work, negotiations begin at Council level; the opinion of the 
Economic and Social Committee has often been submitted by this stage. It is only in ex­
tremely rare cases that agreement is reached at this first stage; usually, the negotiations 
last for several meetings and there may even be marathon sessions. Between the rounds 
of talks, work continues in the Special Committee, which discusses the preliminary 
results in greater depth and endeavours, with the Commission, to find solutions accep­
table to a broad majority. 

The expectations which Member States have of the farm price decisions often differ con­
siderably, depending on their circumstances. The fact that, even so, the prices package 
is usually adopted unanimously is an indication of the willingness of the ministers to 
make compromises and reach agreement. Under the Rome 'Ifeaties it is sufficient for the 
prices package to be adopted by a majority vote; in practice the ministers endeavour to 
find a solution acceptable to everyone. 
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From a 'common position' to legally binding regulations 

On completion of its negotiations the Council arrives at a common position. Decisions 
do not acquire the force of law until they have been examined by the Parliament and em· 
bodied in Council regulations. The agricultural prices are then fixed definitively for the 
following year. However, some details of the related measures may still need to be clarified 
since these cannot normally be dealt with fully in the Council decisions. The Commis­
sion, through the management committees, must then intervene once again. The Com­
mission stipulates the necessary transitional periods by the management committee pro­
cedure, adopts the detailed rules of application, and decides on certain technicalities. It 
is not until these provisions have also been published in the form of regulations in the 
Official Journal of the European Communities that the price negotiations are finally 
completed. 
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III - The reform of the common agricultural policy 

The success or failure of any policy should be gauged by the extent to which it attains 
its objectives, and at what price. After more than a quarter of a century of the common 
agricultural policy, the picture is very mixed. Enormous increases in production have 
secured food supplies; the consumer can choose from a varied range of goods at 
favourable and stable prices. In many Member States and regions of the Community far­
ming has developed from a traditional activity into a modem industry. These are unques­
tionable achievements, but at a high cost to the Community: mounting farm surpluses 
and rising agricultural expenditure coupled with declining farm incomes and increasing 
strains on the world markets for agricultural goods have constituted the reverse side of 
the coin. The common agricultural policy was thus frequently and heavily criticized in 
the media, and divergences of view emerged between the Member States. Despite a degree 
of political resistance in the Council, the Community was forced, in the mid-1980s, to 
undertake a far-reaching reform of its farm policy. 

A. Why was reform necessary? 

The instruments of the common agricultural policy were conceived in the climate of the 
early 1960s. Since then, European farming and its context have changed fundamentally. 
For a long time agricultural policy was unable to adapt to the swift changes, by reason 
of its very success. The failure to keep pace was accentuated by the three enlargements 
of the Community, which changed the situation on the agricultural markets and ag­
gravated the structural disparities within Community agriculture. 

1. ne main problem: farm surpluses 

When the market organizations were set up, much of the Community's food re­
quirements was supplied by imports. Increased agricultural production was something 
which, with its common agricultural policy, it could envisage very happily. 

The external protection afforded by the levy system and relatively high farm prices did 
have that result: within a few years, the use of modem methods of livestock and crop pro-
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duction had greatly increased yields in both areas. As production expanded far more 
rapidly than domestic demand, the Community's degree of self-sufficiency rose substan­
tially, reaching 100% in certain key sectors (see Thble on p. 54). 

Slower growth of demand 

The economic crisis and increased unemployment accelerated the trend towards im­
balance between supply and demand. Because of poor employment prospects outside 
agriculture, the drift from the land slowed down markedly; despite the stagnation or 
decline in farm incomes, agricultural production continued to increase at annual rates 
of 2%. But the growth of domestic demand continued to slow down. Furthermore, per 
capita consumption of foodstuffs had reached a ceiling in many Member States. And 
population growth had slowed notably. Although the population of the Community was 
still increasing at an annual rate of 0.8% in the 1970s, it dropped to about 0.2% on 
average in the 1980s. Despite rising incomes, domestic consumption of foodstuffs is in­
creasing on average by only 0.5 to 1% per year. 

As a consequence, supply began to outstrip demand in certain heavily protected sectors 
(cereals, milk and beeO, giving rise to surpluses for which the Community had no pur­
chasers. In the 1980s wheat production exceeded consumption by almost 30%, whilst 
the surpluses of butter, skimmed-milk powder and beef represented 34, 28 and almost 
10% respectively. The world market was also amply supplied with these products. Effec­
tive demand in the Third World countries could only absorb a comparatively small part 
of the surpluses, and only if the Community subsidized its exports through export 
refunds. 

An inevitable change of role 

In the absence of outlets on the world market, farmers and processors had no alternative 
but to offer increasing proportions of their production to the intervention agencies, which 
were obliged to buy up these quantities at the fixed intervention price. While production 
had remained below the level of domestic demand, public intervention had operated, as 
planned, as a kind of safety net: at times of plentiful supply (such as harvest time or the 
peak period of milk production in the spring) the intervention agencies had taken the 
surplus quantities from the market in order to stabilize prices. But, as surpluses mounted, 
intervention was increasingly misused as the 'normal' disposal route. A guaranteed outlet 
at a guaranteed price, without any restriction, made the intervention agencies an attrac­
tive alternative for many producers and processing industries. In some instances, pro­
cessors were even producing goods specifically for intervention instead of seeking new 
market outlets. The consequences were inevitable. 

Public stocks rose very swiftly to very high levels: at the end of 1986 the Community's 
cold stores housed almost 1.3 million tonnes of butter and about 600 000 tonnes of beef, 
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while cereals stocks amounted to almost 15 million tonnes, skimmed-milk powder stocks 
to 850 000 tonnes, and olive oil stocks to 280 000 tonnes. Such quantities bore no 
relation whatsoever to any provident policy intended to compensate for fluctuations in 
production due to seasonal or meteorological factors. The common agricultural policy 
had indeed attained its objective of increasing farm production, but it had become the 
victim of its own success! 

2. A flagrant paradox: mounting agricultural expenditure and plummeting farm incomes 

The growth in farm surpluses became a heavy burden on the Community budget. Storage 
and disposal measures took an ever-larger slice of the budget and brought the Community 
to the verge of insolvency. In the space of a few years, between 1975 and 1988, EAGGF 
guarantee spending increased sixfold, reaching ECU 27.5 billion in 1988. At constant 
prices, guarantee spending rose by more than 160%, while gross domestic product in the 
Community increased by only 32% in real terms, and the volume of agricultural produc· 
tion rose by over 25%. 1\vo-thirds of the Community budget (and in some years 
significantly more) were steadily poured into agricultural market support, to the detri­
ment of other Community policies, which had to be pruned to a minimum because of 
the tight budgetary situation. 
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Dearee ollelf-lldlldeacy In miD qricultaral products 
(%1 

Tol&l 
Wheat Supr 

Fresh 
Butter Cheelc Beef 

Sheepmeat 
cerealo fruit andptmeal 

1968/69 86 94 82 80 92 99 95 56 
(EUR 9) 
1973n4 91 104 100 82 98 103 96 66 
(EUR 10) 
1984/85 118 129 101 83 134 107 108 76 
1985/86 119 120 126 88 130 106 106 80 
(EUR 12) 
1986/87 Ill 119 127 85 105 106 108 80 

LeJtl of pOlk ltocks In the Commllllity 
(I ()()() r.und of ywr) 

1979 1983 1986 1987 1988 
EUR9 EUR 10 EURIO EURI2 EUR 12 

Cereals 2677 9 542 14 717 8 147 8 312 
Olive oil 53 121 283 299 346 
Skimmed-milk powder 215 957 847 600 II 
Butter 293 686 I 297 860 120 
Beef 
-carcasses 

equivalent 310 410 576 776 425 
Alcohol (I 000 hi) 4026 9000 10 556 

Even so, the common agricultural policy stiU failed to improve or even stabilize 
agricultural incomes consistently. 

Until1978 average farm incomes remained approximately in step with those in other sec­
tors of the economy, albeit with much greater year-to-year variations. However, since 
1978, under the pressure of the structural surpluses, producer prices have fallen in real 
terms, or at best held steady. This has meant a fall in farm incomes, despite increased pro­
duction, and this situation looks set to get worse. As a consequence. the average real in­
come of European farmers in 1988 was below the level of the mid-1970s. 

The picture is astonishing at first sight: the Community spends billions on the 
agricultural policy while farmers' incomes decline steadily. The apparent contradiction 
is explained by the breakdown of market support spending. In 1987 about half the 
EAGGF guarantee expenditure was taken up by schemes solely concerned with the 
storage or disposal of surpluses. Almost 40% of EAGGF money was spent on export 
refunds and a good 15% on storage. In addition, large subsidies were granted, for in­
stance, to reduce the price of milk products to a level at which they could be sold on the 
Community market. Expenditure on beef-market support was by far the least effective: 
49% of all expenditure on this sector went towards the storage of unsaleable surpluses. 
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lllta'mHiate COIIIUqltioa (lee4, fertllzen, Yeterlury fees IIIII odler expeues) 

1967 1973 1981 

BeJijwn 68.7 100.0 101.3 
Denmark 100.0 119.6 
FR of Germany 93.0 100.0 113.6 
Greece 100.0 144.9 
France 65.7 100.0 119.9 
Ireland 100.0 133.4 
Italy 75.9 100.0 131.3 
Luxembourg 85.6 100.0 94.6 
The Netherlands 69.9 100.0 133.8 
United Kinadom 100.0 94.4 
EUR6 76.3 100.0 120.1 
EUR10 100.0 116.2 

Sourcy: Eurostat. 

De, ...... olllllk ecOHIIIc bMikaton .. real 
tenu 197S-17 EUillO 

1975- 100 

EAGGF Tocal Final APullural 
Guarantee' GOP' llricullural NVA1 

prQducliaa I 

1975 100.0 100.0 100.0 100.0 
1976 112.4 lOS .I 99.9 100.6 
1977 126.4 107.9 104.0 96.3 
1978 148.8 111.2 109.4 96.9 
1979 166.3 115.1 113.5 93.1 
1980 164.8 116.5 115.3 86.2 
1981 146.8 116.7 115.7 86.8 
1982 151.6 117.5 121.8 92.9 
1983 182.2 119.2 121.4 87.4 
1984 199.1 122.1 125.3 88.6 
1985 207.4 125.1 124.4 82.7 
1986 223.5 128.3 127.2 82.7 
1987 264.0" 131.3 126.5 77.5 

~: Eurostat- DO VI. 
1 In real terms (GOP deflator). 
I At COIIItant prices. 
1 Indudina expenditure for November and December 1987 carried over to 1988. 

GOP: gi'OIJI domeltic product at market prices. 
NVA: net value·added at factor cost. 
AWU: annual wort unit. 

(1911- /00) 

1987 

116.10 
124.42 
117.45 
160.56 
130.21 
143.03 
141.77 
109.60 
149.27 
100.80 
129.11 
124.66 

NV A per 
AWU1 

1()0.0 
102.5 
95.1 
97.9 
96.3 
91.1 
94.9 

104.7 
98.8 

102.1 
97.2 
98.7 
94.9 
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These figures suffice to show that one of the most urgent tasks facing the Community 
is to use the available budget resources more efficiently, and for the benefit of the farmers 
themselves. As long as the markets carry structural surpluses, the support measures can 
do no more than prevent market prices collapsing. 

3. Growing international tension 

The farm surpluses are not only a dead weight on the CAP and the Community budget; 
with time, they have developed into a burden on the Community's international 
relations. 

As long as stocks and storage costs were not completely out of control, the Community 
relied on increasing its exports to non-member countries. For instance, between 1973 and 
1985 cereal exports increased by 150% (over the same period production increased by just 
over 30% ). In 197 3 only 8% of production was exported, but 12 years later the percentage 
leaving the Community was twice as large. Even on the world market, however, there 
could only be a limited demand for such an ever-increasing abundance of agricultural 
produce. 

Although many developing countries and East European countries have substantial im­
port requirements, their foreign-exchange resources are grossly insufficient for them to 
import farm products on a large scale. Other countries, such as India and China, have 
succeeded in increasing production considerably in the past few years and have even 
become net exporters of certain products. 

By the mid-1980s the world markets for farm commodities had become totally desta­
bilized, especially because of soaring production in many industrialized countries. 
For instance, stocks of feed grain stood at 200 million tonnes, about two-and-a-half 
times the volume of world trade. With exports at 85 million tonnes, wheat reserves 
world-wide in 1985 stood at about 150 million tonnes, and sugar stocks exceeded poten­
tial outlets by one-third. 

Under the pressure of these large surpluses there was a sharpening of competition for 
markets; world market prices dropped and reached an all-time low in 1987. This situation 
resulted in increasing tension between the major farm commodity exporters, poisoning 
the climate of international trade, especially relations between the Community and the 
United States, but also with New Zealand, Canada and Australia. 

In 1985 Washington adopted a special export promotion programme for farm products, 
seen as a response to the Community's export refunds and directed primarily towards the 
solvent markets of North Africa and the Near East. All the Community could do, 
in order not to be left with all its stocks, was to grant higher refunds for these countries. 
This sparked off a veritable subsidy war simply to get rid of unsaleable farm surpluses. 
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Transatlantic relations also suffered severe setbacks as disputes arose in connection with 
the Community's most recent enlargement. Newspaper readers no doubt remember 
these as the 'spaghetti and maize wars'. 

The disturbed situation on the world market for farm commodities also weighs heavily 
on North-South relations. The chief victims of the subsidy war between the industrial­
ized countries are the developing and newly industrializing countries, whose export 
prospects for certain farm products (such as sugar, beef or even cereals) would otherwise 
be promising. On other countries, currently dependent on imported foodstuffs, the effect 
of the extremely low world market prices is to take away any incentive to build up their 
own production sector and to become self-sufficient in the long term. 

Obviously, the tensions in world trade are not solely attributable to the common 
agricultural policy. However, as the principal trading partner on the world market, the 
Community cannot deny its international responsibility. Open trading relations in a spirit 
of partnership are vitally important to the Community if it wishes to maintain its position 
as one of the world's biggest exporters. With the reform of the common agricultural policy 
the Community has shown that it is prepared to make a contribution towards fair world 
trade and to initiate a process of international agricultural reform. 

4. Future tasks and challenges 

For a long time the main focus of the common agricultural policy was prices and markets. 
The regulation of the latter was the main instrument used for achieving the agricultural 
policy objectives of the Community. Structure policy and related measures generally 
received not more than 5% of the total agricultural budget and played only a very secon­
dary role. An 'active' incomes policy, founded on relatively high farm prices, thus remain­
ed the key instrument with which to safeguard the economic and social fabric of rural 
areas. 

This paved the way for the subsequent build-up of surpluses. In the end the level of the 
common prices was determined not by market conditions, but by the problems of the 
economically weakest categories of farm and the regions with the lowest productivity. 
Although, numerically, the 'problem farms' constitute the majority, they produce only 
a small part of total output. Consequently, a support policy geared primarily to produc­
tion bypasses the target groups almost completely. 

About 80% of all farm production is now in the hands of only 20% of all farmers. Given 
their level of productivity these high-performance farm businesses have derived comfor­
table incomes from the relatively favourable farm prices and have thus been able to ex­
pand their production even further. 
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The fact that the old type of 'income-oriented' policy had reached its limits is clearly ap­
parent from the increasing surpluses and budget problems of recent years. These are for­
cing the Community towards a restrictive pricing policy, geared more closely to the 
demands of the market than to considerations of income and structure. Farmers must 
therefore accept that market conditions are now Jess favourable for their products; pro­
ducer prices and incomes will be under even greater pressure, at least for a transitional 
period, until the markets regain stability at lower prices and at a lower level of supply. 

Where farms are economically healthy and of reasonable size, this adjustment process 
will be accompanied by a drop in earnings but their survival will not be threatened. The 
situation is different for the many small farms in disadvantaged areas, which are already 
in serious economic difficulties. Unless back-up measures are adopted, the contrasts 
within European farming (with large, well-structured farms on one side and low-income 
smallholdings on the other) will become more acute. Many small farms in regions with 
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relatively unfavourable natural conditions will cease to be viable; agricultural production 
will become concentrated in the most favourable areas and large parts of Europe will be 
threatened with economic desolation. Such a scenario would almost certainly induce the 
wealthier Member States to adopt national aid schemes which could endanger the com­
mon agricultural policy in the long run. 

Small farms still predominate and still play an extremely important role, both 
economically and in terms of employment policy, in the poorest regions of the Communi­
ty. This was particularly the case after the enlargement of the Community towards the 
south. With the accession of Greece, Spain and Portugal, the number of agricultural 
holdings in the Community increased by half, while the farming population rose by 35%. 
In Greece, about 28.5% of the working population is employed in farming; in Portugal 
22%. If a more restrictive price policy were to cause a large-scale exodus from farming, 
the effects would be fairly damaging for the economic and social fabric of many areas, 
gravely affecting their future development. Some regions have in fact already reached the 
stage where their social structure and the natural environment are endangered by rural 
depopulation. 

The range of instruments deployed under the common agricultural policy must therefore 
be expanded and diversified if the policy is to continue to fulfil its function. Measures 
are needed to help farmers adjust to the new requirements set by a market-oriented price 
policy. Models are needed for a policy on farm incomes and social welfare, with the 
spotlight no longer on production but on the income of the farmer and his family. Ways 
must be found to maintain at least a minimum level of farm employment wherever this 
is necessary on economic and environmental grounds. Finally, strategies are needed for 
the overall economic development of the countryside, offering the rural population new 
prospects in non-farming sectors. 

Structural data on European agriculture In 1986 

farm Area per Share of Share of 
siz.c aaricultural agricultu~ in agriculture 
I hal work unit groos domestic in workins 

product 1%1 population 1%1 

Belgium 14.1 13.7 2.5 2.9 
Denmark 30.7 15.9 5.0 6.8 
FR of Germany 16.0 8.9 1.8 5.3 
Greece 4.3 5.6 16.6 28.5 
Spain 12.9 15.6 6.1 16.1 
France 27.0 20.5 3.7 7.3 
lreland 22.7 33.8 10.2 15.8 
Italy 5.6 7.8 5.0 10.9 
I.JJxembourg 28.6 19.7 2.6 4.0 
The Netherlands 14.9 8.2 4.2 4.8 
Portugal 4.3 5.1 23.1 21.9 
United Kingdom 65.1 30.1 1.8 2.6 

EUR 12 8.9 12.8 3.5 8.3 
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B. The reform of the policy on markets and prices 

By the end of the 1960s the Commission had already drawn attention to the looming pro­
blems of surpluses and budget difficulties. That was the start of the problems, but it was 
only 10 years later, when the imbalance had become more acute, that the necessity for 
a reform of the common agricultural policy was generally recognized. 

1. From the Commission's Green Paper to the decisions on reform 

The first steps to limit farm production were taken in the 1970s, but they consisted of 
sporadic intervention or emergency solutions for individual markets rather than a unifted 
approach. At the beginning of the 1980s there was gradual acceptance of the idea that 
guaranteed prices and outlets should be restricted to certain maximum quantities and 
that farmers should contribute more towards the cost of surpluses_ In 1985 the Commis­
sion submitted a policy paper on the 'Perspectives for the common agricultural policy', 
known as the Green Paper. This initiated an extensive debate on the future of European 
farming and its role in society, finally leading towards practical guidelines providing a 
framework for the subsequent reform of the common agricultural policy. 

Essential principles unchallenged 

Despite aU the necessary adjustments, the basic principles of the common agricultural 
policy have never been challenged. The basis remains the objectives written into the 
Rome 'D'eaty: unity of the markets, Community preference and financial solidarity will 
continue to be the cornerstones of the common agricultural policy. Equally unquestioned 
is the special development model of European agriculture: an agricultural sector in which 
the family farm predominates and production structures vary widely. If the social fabric 
of the rural areas and the centuries-old farming landscape are to be maintained, 
agriculture with large expanses of cropland and very few farmers is the wrong choice for 
Europe. 

Clear guidelines for the policy on prices and markets 

Given these basic principles, the Commission has defined its priorities for imparting a 
new direction to the common agricultural policy. The main emphasis is on the gradual 
reduction of surplus production and the burden which this places on the budget. To attain 
this objective, two totally different courses were available: either to lay down quotas for 
all products or to adopt a pricing policy more closely geared to the market, possibly ac­
companied by back-up measures to protect the economically weakest holdings and to 
maintain rural stability. 
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The Community opted for the second approach. Production quotas do have the advan· 
tage of reducing both market organization costs and production very swiftly to the 
desired level. On the one hand they present certain major disadvantages: considerable ad­
ministrative costs are entailed in allocating and monitoring the quotas and adjusting 
them whenever the range of potential outlets is narrowed; production structures become 
immobilized and further specialization is made difficult; finally, farmers have less 
freedom of choice as entrepreneurs. Production quotas can therefore be no more than 
an emergency solution - as they were for milk products, when the problems became 
pressing in 1984. 

Accordingly, the Community has opted for a package of coordinated measures. The first 
of these is a more restrictive pricing policy, involving not drastic price cuts but a gradual 
scaling-down of the support prices for products in surplus. Secondly, the principle of pro­
ducer co-responsibility has been settled and is to be extended to all sectors, producers be­
ing made to bear a larger share of the costs of disposing of surplus production. Finally, 
it has been decided to impose limits on intervention guarantees, together with a more 
stringent policy on quality, to oblige producers to tailor their production more closely to 
market requirements. 

Modest initial mutts 

The guidelines recommended in the Green Paper were followed by the first decisions at 
Council level, which continued firmly along the lines mapped out since the beginning 
of the 1980s. Farm prices were effectively reduced and several market regimes made more 
flexible in order to restore intervention arrangements to their original role as a safety net. 
Ahhough these changes produced effects, they were not sufficient to pteVellt further rises 
in production and costs. Under the pressure of a sinking dollar and falling world market 
prices, agricultural guarantee expenditure rose by 40% between 1984 and 1987, plunging 
the Community into a severe budget crisis. 

Unless the budget could be set on a stable course, however, the major aims of the Com­
munity, the creation of a single internal market and assistance for the economically less­
developed regions, were doomed to failure. Limiting agricultural expenditure and intensi­
fying budget discipline thus became an urgent task if Europe was to have any prospects 
in the future. Further adjustments to the policy on prices and markets were therefore 
unavoidable. 

Budget stabilizers and flanking measures 

In June 1987 the Commission presented additional proposals for the potentially most 
costly agricultural markets, involving a comprehensive system of 'budget stabilizers' 
which would automatically become effective when production and the costs of market 
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support reached certain maximum levels. A scheme for the set-aside of arable land was 
to reinforce the effect of stabilizers, while providing support for farmers. At the same time 
the Commission recommended a 'pre-pension' scheme to make it easier for elderly 
farmers to retire early and to speed up the process of structural change in agriculture. 

In February 1988 these proposals were finally accepted in principle by the Heads of 
Government of the Member States and were adopted soon afterwards. The prospect of 
an effective curb on farm spending was the key to the success of this summit meeting, 
which enabled Europe to take a big step forward by introducing a budget reform to 
guarantee the Community's ability to act, doubling the structural Funds for the benefit 
of the economically weakest regions and making a clear commitment to a more market· 
oriented agricultural policy, without which long-term support for agriculture would have 
been impossible. 

2. 1be milk quota arrangements: a special case 

The market in milk and milk products has always been a particularly awkward sector to 
manage. The Community reached self-sufficiency in this area as long ago as 1974, but 
over the next 10 years milk deliveries climbed gradually by 2.6% a year on average while 
demand rose by only about 0.6% annually. All attempts to halt these trends and restore 
market balance proved fruitless - mainly because price policy reacted far too late to the 
altered market situation. At last in 1984 the Community had to put on the brakes and 
introduce strict quota arrangements for milk production. 

The guaranteed quantity was first set at around 99 million tonnes for the Community 
as a whole. This was some 5 million tonnes less than the volume of production in the 
previous year. This quantitiy was then apportioned among the Member States, which 
assigned production quotas to their farmers or dairies. Producers who overshoot their 
reference quantity must pay a heavy special levy on the excess quantities of milk 
delivered. The levy is now set at such a high level that production over and above the 
guarantee threshold is practically no longer profitable. 

At first the quota system was intended to remain in place for five years, that is, until 
1988/89, but the Council extended it for three years. The quotas originally set were still 
well above consumption within the Community. The Community therefore 'bought 
back' part of the quotas (3.5%) from the farmers and 'suspended' a further 5.5% of the 
reference quantities in return for compensation. 

These measures have enabled a degree of balance to be achieved in the dairy sector. The 
main task over the next few years will be to consolidate this balance and apply a milk 
policy enabling production to be brought into harmony with the requirements of both 
internal and international markets. 
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3. Price restraint 

Like any businessman, when making production decisions, the farmer takes into account 
the profitability of the various products. When there is a change in selling prices or pro­
duction costs he will try to adjust his business to the new situation. In the case of products 
which, like the various types of cereals require much the same natural conditions and 
production techniques, this is generally no great problem. In most cases, however, conver­
sion involves considerable expenditure. The farmer may have to buy new machines, con­
vert livestock housing or familiarize himself with completely new production processes 
which only become profitable after a long running-in period. Even when their returns 
are shrinking, many farmers put off making such investments as long as possible. Possibly 
as prices sink they will even try at first to expand production so as to maintain their in· 
come. The productivity of agriculture is admittedly still increasing by I or 2% a year on 
average and should eventually, through improvements in the means of production, 
achieve better economic results without having to produce more. But such a strategy will 
take a long time, and full application will require conversion aids and income compensa­
tion for those most affected. In the 1984/85 price review the Council of Ministers for the 
first time in the history of the Community lowered agricultural prices in nominal terms, 
by an average of 0.4% for the Community of Ten. In national currency, after adjustment 
of the green rates in some devaluating countries, there might be a slight increase, but one 
in any event wen below the rate of inflation, so that market support prices in the Member 
States fell on average by 3.5% in real terms. The picture was similar for the next few years, 
when institutional prices were regularly either frozen or else slightly lowered (see Thble 
on p. 64, top). 

If we look at the combined effect of all the reform measures adopted in recent years we 
find that agricultural price support has declined even more markedly than the trend of 
support prices would suggest. Since 1987, for example, grain has been bought in at only 
94% of the intervention price. The periods during which intervention operates have been 
shortened and the quality criteria have been tightened up. Similar changes in the in­
tervention mechanisms have led to 'indirect' price cuts on other markets, most notably 
for butter, oilseeds and beef (see point 4). 

Guarantee thresholds: price signals to producers 

One of the main items in the reform of the CAP, as far as markets go, is the introduction 
of maximum guaranteed quantities (MGQs), which may also be regarded as production 
objectives for European agriculture. 

For almost all crop products (cereals, oilseeds, protein crops, olive oil, tobacco, cotton, cer­
tain fruit and vegetables, wine) and for sheepmeat and goatmeat, when production ex­
ceeds the MGQs set by the Council, price or aids are automatically reduced. 
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1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 

Market support prices In the Community 
(annual percentage change) 

In ECU In national currency 
nominal real 

4.9 
9.3 

10.3 
4.3 

-0.4 
0.1 

-0.3 
-0.2 
-0.1 

4.5 
13.3 
10.5 
6.6 
3.3 
1.8 
2.2 
3.3 
0.6 

-3.9 
0.9 
0.6 

-2.5 
-3.5 
-4.5 
-0.7 
-1.1 
-3.2 

(1980, 1981: EUR 9, thereafter EUR 10) 

Real fall in agricultural support prices including the impact of nanking measures, 
annual percentqe chanKe for EUR 10 

1984 1985 1986 1987 1988 

Cereals -3.2 -5.6 -8.9 - 9.6 -4.7 
Oilseeds -4.5 -5.8 -2.5 -16.8 -3.0 
Sugar -2.2 -2.5 -3.9 - 2.7 -1.5 
Beef/veal -3.3 -3.8 -2.0 -12.8 -2.9 
Sheepmeat -3.6 -3.4 -2.1 + 0.9 -1.1 

4. Making producers more subject to the market 

1989 

-5.3 
-2.1 
-4.2 
-2.6 
-3.1 

The basic idea of guarantee thresholds is the automatic penalties involved, making the 
producer directly responsible. 

Usually this involves a reduction in market support prices or subsidies; for cereals there 
is also an additional co-responsibility levy. Unlike the milk quota system and the ar­
rangements in the sugar sector, where the Commission decided from the outset on quotas, 
the maximum quantities and the penalties apply not ot individual holdings but to the 
sector's total output. The guarantee threshold arrangements as it were imitate the market 
mechanism. Any 'overproduction' results in a drop in average returns for all producers. 
Thus, the limited sales volume again becomes a factor in production planning. 
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How stabilizers operate 

The details of the guarantee threshold arrangements differ depending on the market 
organization. 1\vo examples make this clear. In the case of oilseeds and protein crops every 
percentage point by which production exceeds the maximum guaranteed quantity causes 
market support prices to be reduced by 0.50% (0.45% in 1989/90). In the 1988/89 
marketing year, for example, the sunflower harvest in the Community of Thn was 2.8 
million tonnes (44% above the guarantee threshold of 2.0 million tonnes). This gave rise 
to a reduction in market support prices of 0.45% x 44 = 19.8% for all the sunflower 
produced in that year. As a result, despite the abundant harvest, the cost of market sup­
port in the Community remained within bounds. In addition, the substantial loss of in­
come sent a clear signal to producers that they should rethink their production options 
for the following year. 

The system operates somewhat differently for cereals. If the guarantee threshold is ex­
ceeded in the cereals sector intervention prices are cut by 3% in the following marketing 
year, irrrespective of the extent of overproduction. If production stays above the 
guarantee threshold for several consecutive years, the price cuts become cumulative until 
production eventually declines. The impact is increased by means of a special levy equal 

The household shopping basket 
Expenditure on food, beverages and tobacco as a percentage 

of final consumption of households 

(%) B OK 0 GR E F IRL 
Source: Eurostat. 

L NL P UK 
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to 3% of the intervention price, coUected in 1988/89 in addition to the 'ordinary' co­
responsibility levy. If it emerges in the course of the marketing year that the maximum 
guaranteed quantity will not be reached or will be overshot by less than 3% the Com­
munity pays back aU or part of the additional levy to the farmers - which should en­
courage them not to allow production to rise above the guarantee threshold. 

In 1988/89, the first }Ul" in which the guarantee threshold arrangements applied, the 
Community cereal harvest was 2.5 million tonnes, or 1.6%, above the maximum 
guaranteed quantity. In addition to the 'ordinary' co-responsibility levy, therefore, 1.4% 
of special levy was definitively retained, making a total levy of 4.4% of the intervention 
price. As a further consequence, intervention prices were cut by 3% from the start of the 
following marketing year. 

Producing for the market instetu:J of for intervention 

More responsibility on the part of producers also implies that farmers and processors 
should step up the search for real market outlets for their products instead of relying on 
public intervention. The Community has therefore made some adjustments to the 
market rules and made them more flexible in order to restore intervention to its oriainal 
role as a safety net intended to cushion excessive price fluctuations and thus contribute 
to market stability. 

This is seen particularly clearly in the case of the milk market. Up untill987 the dairies 
could sell butter and skimmed-milk powder into intervention throughout the year at a 
fured price. This represented an easy marketing channel with no expense and no risks 
which fmaUy resulted in the notorious butter and skimmed-milk powder mountains. 
Public buying-in of skimmed-milk powder has now been restricted to the summer peak 
supply period. When the quantities bought in go above a certain ceiling, intervention can 
even be discontinued completely. 

For some time now butter has not been bought in at a fiXed price but by tendering pro­
cedure, under which the lowest tender is most likely to succeed. In conjunction with the 
quota arrangements, this system has worked very well so far and has resulted in a sizeable 
cut in the quantities of butter taken into public intemmtion. There would only be a return 
to permanent intervention on the old model if market prices started to slide and fell below 
92% of the intervention price. Thanks to the success achieved in reforming the market, 
butter prices are showing a tendency to rise and there is as yet no prospect of this escape 
clause being applied. 

Permanent intervention for beef is also a thing of the past. As in the case of butter, the 
Commission can invite tenders as soon as market prices fall below certain thresholds. The 
quantities bought in are subject to an annual ceiling of 220 000 tonnes, with the possibili­
ty of additional buying-in or other support measures if market prices threaten to fall too 
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far. Finally, on the cereals and oilseeds markets, intervention is no longer possible 
throughout the year but only outside the harvest months. The intention is to force pro­
ducers to exhaust all possible marketing channels before turning to intervention as a last 
resort. 

Quality in place of quantity 

Quality considerations are playing an ever-increasing role in the marketing of agricultural 
produce. Consumers are becoming more choosy and traders and processors are attaching 
more importance to top-quality produce. This trend is reflected in the agricultural 
surpluses, which in many cases involve only certain quality classes or varieties. Wine is 
the best example. The balanced market for high-quality wine contrasts with the big 
surpluses of ordinary table wine, for which there is often no other outlet than the various 
distillation measures provided for in the market organization. For several years the Com­
munity has been stepping up its efforts to ensure that agricultural production is better 
geared to quality and market requirements. Since high quality is very often correlated 
with lower yields, this policy also contributes to curbing supply. 

At the heart of the quality policy as at present applied is the differentiation of prices and 
of the guarantees given. Especially in the case of products whose market price very close­
ly reflects the intervention price, such differentiation is an effective way of encouraging 
producers to adopt a market-oriented approach. Thus, for example, there are three dif­
ferent prices for common wheat depending on its quality grade. Lower qualities receive 
the price for feed grains, the price for breadmaking wheat of 'normal' quality is somewhat 
higher, while for wheat with especially good characteristics the intervention agencies pay 
an additional premium. There are special premiums to support the growing of varieties 
which are particularly sought after, such as certain qualities of rape and rice. On the other 
hand, the Community has considerably tightened up the minimum requirements for 
goods offered for intervention, by lowering the maximum moisture content for cereals, 
for example. 

These few examples are indicative of the general trend. The common agricultural policy 
is shifting the emphasis from quantity to quality, which is the best strategy if Community 
agriculture is to keep its place on altered markets. 

S. A new approach: set-aside, extensiflcation and diversification 

With its schemes for set-aside, extensification and diversification the Community has 
adopted a new approach to agricultural policy. These measures are not intended to replace 
the price and market policy. They are an attempt to exhaust all possibilities for restoring 
market balance and guiding production in the right direction. At the same time they pro­
vide farmers with alternative sources of income for a transitional period and therefore 
help to cushion the effect of the social hardships caused by market policy measures. 
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Set-aside: a 'wonder drug' with limited effect 

The Council approved the set-aside scheme in the spring of 1988. Farmers wishing to take 
part in the scheme must undertake to take at least one-fifth of their arable land out of 
production for five years. They can either leave the land fallow, plant trees on it or use 
it for non-agricultural purposes. Depending on the quality of the soil and the average crop 
yields, the farmers receive a premium to make up for the loss of income. In addition, 
farmers who set aside at least 30% of their arable land are exempt from the co-respon­
sibility levy on 20 tonnes of cereals. This scheme must be offered to farmers in all the 
Member States (with the exception of Portugal). Only regions with a very low population 
density and areas where agriculture cannot be abandoned for ecological reasons are 
exempt. 

Set-aside is no cure-all, and on its own it cannot do away with the agricultural surpluses. 
This would mean taking about 11 to 13 million ha, or around one-tenth of the Communi­
ty's total utilized agricultural area, out of production. Just to make up for the extra pro­
duction caused by rising yields, farmers in the Community would have to set aside an 
additional 2% of their area every year. No miracles can be expected, therefore, but there 
should be a faster easing of the market in sectors where falling market prices make set­
aside an attractive proposition. In regions which are already suffering from over-fertiliza­
tion and groundwater pollution the scheme also contributes, albeit on a modest scale, 
to the protection of the environment. 

Easing the situation: ecology and extensification 

Under an 'extensification' scheme, the Community provides support for farmers who 
undertake to cut their output of products which are in surplus. 

They must reduce production in a sector which is in surplus by at least 20%, without 
increasing production in another sector in which there are surpluses. As in the case of 
set-aside, the undertaking relates to a period of at least five years. There are two ways 
in which extensification can be achieved. Farmers can either reduce their production 
capacity, for example by keeping fewer fattening cattle or dairy cows, or else in crop pro­
duction they can switch to Jess intensive farming practices. Here too, therefore, the Com­
munity is killing two birds with one stone. Fewer fertilizers and pesticides not only mean 
lower yields and reduced surpluses, they also cut down the environmental pollution 
which intensive farming inevitably brings in its train. 

Aid for diversification: utilization of market niches 

There is no reason why it must always be cereals, milk and meat. Natural conditions and 
closeness to markets give many farmers the opportunity to switch to products which offer 
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better prospects than the traditional kinds of agricultural produce. The Community 
grants temporary transitional aid for a whole range of possibilities to make it easier for 
farmers to diversify and to exploit market niches. The list of eligible products is a long 
one. It includes, for instance, flowers and ornamental plants, medicinal plants, aromatic 
herbs, various kinds of berries and dry fruit, and plants which are intended for use in the 
chemical or textile industry. Even farmers who want to go in for fur farming or take ad· 
vantage of the public's growing interest in horses and ponies for riding can apply for aid 
in order to reorganize their businesses. Obviously this scheme is no patent recipe for Com· 
munity agriculture. In individual cases, however, it can help to open up new sales 
possibilities and provide new sources of income. 

6. Greater bud1etary disdpUne 

Since the European Council decisions in February 1988, EAGGF Guarantee Section ex­
penditure and budgeting in the agricultural sector in general are subject to strict rules. 
These are intended to ensure that the successes achieved in reforming the price and 
market policy are not a flash in the pan but contribute to placing the Community budget 
on a sound footing on a lasting basis. 

Budgetary discipline 

A key element in the new budgetary discipline is a form of medium-term financial plan­
ning which places strict annual ceilings on Guarantee Section expenditure, the so-called 
agricultural guideline. Under this system the annual growth in Guarantee Section expen­
diture compared with 1988 must remain well below the rate of increase in Community 
GNP. According to a forecast worked out by Parliament and the Council, until1992 the 
agricultural guideline will increase by no more than 1.9% annually. This is only about 
a quarter of the average growth in guarantee expenditure in the period from 197 5 to 1988. 
At the same time the Community's overall budget is to grow by some 5% a year, so that 
the Guarantee Section's share will have declined markedly by 1992. Even if the guideline 
were completely exhausted, the proportion of the budget accounted for by guarantee ex· 
penditure would be no more than 56% in 1992, compared with over 62% in 1988. 

The agricultural guideline is not a 'target' which has to be used up to the last ecu, but 
simply an absolute ceiling on expenditure. In the 1989 budget, for example, guarantee 
expenditure was about ECU 1.8 billion, or some 6%, below the guideline. 

Tighter budgeting 

When the agricultural budget is adopted at the start of the year it is not known how high 
production in the various sectors will be or what will be the future level of world market 
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prices and exchange rates. It is true that, despite these imponderables, guarantee 
thesholds and production quotas ensure that agricultural expenditure remains relatively 
stable, but the Community was forced in addition to take further measures in order to 
avoid unpleasant financial surprises in the course of the year. 

Effective monitoring 

Since 1988 there has been an 'early warning system' to ensure that agricultural expen­
diture stays within the budget. At regular intervals, usually once a month, the Commis­
sion compares actual expenditure on the agricultural markets with the figures in the 
budget. If the rate of expenditure is above the estimate it can take appropriate counter­
measures. The effectiveness of this system was demostrated for the first time in the sum­
mer of 1988 when market support costs for cereals shot up. The Commission reacted by 
restricting cereal exports in order to bring expenditure down to its 'planned' level. If 
measures taken in the course of 'normal' market management turn out to be insufficient, 
the Council can step in and may decide on additional measures to stabilize the market. 

The monetary reserve: a StJfety margin in the event of currency fluctuations 

A major factor of uncertainty in forecasting agricultural spending is the exchange rate 
of the dollar. If the dollar falls in value this causes an increase in the Community's expen­
diture on export refunds and subsidies intended to bridge the gap between Community 
and world prices. Previously in such cases the Community had to mobilize all the funds 
necessary from other budget headings or if necessary cover the increased expenditure by 
means of a supplementary budget. Since 1988 the budget includes a special monetary 
reserve which is intended to cushion the financial impact of exchange-rate fluctuations 
on the world market. As soon as a given 'franchise' (ECU 400 million) is exceeded, the 
monetary reserve takes over the additional costs. Vice versa, 'monetary savings' are 
credited to the reserve. 

Reserves for regulating the market 

In order to ensure regulated and stable markets, intervention must continue to absorb 
a part of agricultural output at periods af abundant supply. 

Obviously this means that new stocks will be built up form time to time - nothing too 
serious, provided that arrangements are then made for speedy disposal. The prices obtain­
ed on resale, whether on the world market or within the Community, are naturally lower 
than the buying-in prices paid by the intervention agencies. Whenever surplus produce 
is taken into storage, therefore, the operation gives rise to potential losses which later have 
to be financed from the Community budget. Under the Community's new budget rules, 
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as soon as agricultural surpluses are bought in, appropriate reserves are created which 
make possible a speedy resale. 

7. Dilposina of old stocks 

Although new budget rules and market policy measures can stop new surplus mountains 
from building up, this does not solve the problem of old stocks. In Chapter 3.2 we saw 
how by the end of 1986 alone 1.3 million tonnes of unsaleable butter, 850 000 tonnes 
of skimmed-milk powder and nearly 15 million tonnes of cereals had accumulated in the 
Community. They were placing pressure on market prices and costing the common 
agricultural policy huge sums every year in storage costs. In spite of this, the Community 
had to carry these old stocks over from )'W' to year. It simply did not have the funds to 
offer them for sale so cheaply that they found buyers. The cost of disposing of all 
surpluses combined was estimated at ECU 7 billion at the end of 1986, about a third of 
the entire agricultural budget. 

The butter mountain melts away 

Faced with this situation, in 1987 the Member States decided to take bold action. They 
made about ECU 3.2 billion available for a special disposal pf'OIJ'Ill1me to do away with 
the notorious butter mountain, the common agricultural policy's bigest problem. 
Within two years the Community succeeded in sellin& over 1 million tonnes of butter. 
Most of thM was exported to non-member countries, particularly the Soviet Union, or 
used in the feed industry. About 130 000 tonnes were sold off very cheaply as cooking 
butter w consumers in the Community. The costs of this propamme m to be paid back 
from the agriculture budget in four instalments from 1989. Thanks to the dispo&al pro­
gramme and reduced milk production, the butter mountain has now disappeared. By the 
end of 1988 public stocks had fallen to 200 000 tonnes, a level which can be reprded 
as normal stockpiling. 

Other measures to deal with old stocks 

The European Council's budget decisions in February 1988 gave the common 
agricultural policy the means of gradually dismantling old stocks in other sectors too. 
Since 1988large amounts are entered regularly in the agricultural budget for the deprecia­
tion of existing stocks of surplus produce and for current disposal measures. By 1992 
these amounts will have totalled at least ECU 6.8 billion. In addition, the Community 
uses all unused funds from the Guarantee Section to correct tho book value of 
agricultural surpluses and thereby anticipate the losses arising from subsequent disposal. 
A look at the figures (18ble on p. 72) shows that at the end of 1986 stocks of surplus pro­
duce were still valued in the balance sheet at nearly ECU 11.5 billion. 1Wo years later 
the book value of agricultural stocks had fallen to less than half that figure. 
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Public stocb- Quantity and book nlue (at year-end) 
((Jwntltits ill I 000 t; Valua In mil/loll ECU) 

1986 1987 1988 
Quantity V a1ue Quantity Value Quantity Value 

Cereals 14 717 2 977 13 764 2 937 10 752 1 509 
Olive oil 283 421 325 491 408 651 
Alcohol (l 000 hi) 666 65 I 092 103 2 892 140 
Butter 1 305 4 285 I 085 3 524 221 584 
Skimmed-milk powder 862 1622 722 I 380 14 28 
Beef 612 1 996 691 2 117 723 4663 

Total value of 
all stocks 11419 10 575 4663 

8. The ftnt Interim balance sheet 

In 1988 the Community spent only ECU 2.2 billion on disposing of its stocks of cereals 
and skimmed-milk powder. Stocks of skimmed-milk powder, which still amounted to 
some 860 000 tonnes in 1986, have now dwindled to practically nothing. The situation 
is similar in the case of cereals: in the course of two years stocks have shrunk by over 4 
million tonnes. In December 1988 the Council approved a special disposal programme 
for draining the Community's 'alcohol lake: As a first step, about half of this alcohol -
which comes from the compulsory distillation of table wine - is to be sold off on the 
world market and within the Community. Further efforts are also required in the beef 
sector, where the Council was unable to agree on an effective way of curbing buying-in 
until early 1989. As a result, so much meat was placed in store that despite sizeable ex­
ports to Brazil and some East European countries since 1986 stocks at first rose still 
further. 

Reform of the price and market policy is a long-drawn-out process. Agricultural produc­
tion reacts to altered conditions with a big time lag, so that it is still too early to pass 
definitive judgment on the reforms. 

The first big success is undoubtedly the reduction in stocks of surplus butter, cereals and 
skimmed-milk powder. However, positive developments can also already be discerned on 
some markets. 

C Aid schemes and structural measures 

To facilitate adjustment to the new policy on prices and markets and to alleviate social 
hardship, the Community has adopted a range of accompanying measures. Together with 
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the set-aside, conversion and extensification schemes (described in Chapter II), these pro­
vide the Community with a wide selection of instruments to provide effective back-up 
to its policy on prices and markets. 

1. A policy for 1111111 farmen 

Hardest hit by the reform of the price and market policy are undoubtedly the many small 
farms which predominate in the economically weakest parts of the Community. 
AlthoUJ}l such farmers account for only a small percentage of production, they are fre­
quently of great importance to the maintenance of socio-economic balance and for the 
protection of the environment. Alongside its regional and structural aid schemes the 
Commission has also differentiated its market policy to take account of the special pro­
blems facing small farmers. 

Thus, farmers whose production does not exceed certain maximum limits are granted 
total or partial exemption from various production levies. Small cereal producers, for ex­
ample, are refunded part of the co-responsibility levy paid on the sale of their products. 
Similar arrangements apply to the levies in the milk and olive-oil sectors. 

The Community has also taken steps to ensure that certain forms of aid are paid mainly 
to small farmers. This is the case with the special premiums for male cattle, which are 
intended to offset any loss of income resulting from the reform of the market orpnization 
for beef and veal. Such premiums are paid only on the f1rst 90 cattle per farm, so that 
small stock-farmers receive a relatively high dearee of income support. Another advan­
tage of such premium systems lies in the fact that there is no need to resort to market 
support and the inevitable losses can be avoided: the payments are made in full to those 
farmers for whom they are intended. 

2. Direct lacome aida: sodal welfare payments for farmen? 

Despite their preferential treatment under the market policy, many small farms are still 
encountering great economic diffiCUlties as a result of the reform measures. In 1987 the 
Commission proposed that the hardest-hit fanners should receive direct income aid. It 
took some considerable time, however, before this proposal was implemented. Many 
farmers had already become recipients of social welfare and were dependent on the State 
for their income. Some critics accused the Commission of 'genuflecting' to the United 
States who had urpd, in the course of the GAIT negotiations, that the policy on incomes 
be kept separate from that on prices and markets. Others saw the Commission's proposal 
as tantamount to a plan which would artificially ensure the long-term survival of ineffi­
cient farms. 
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It was not until early 1989 that the Ministers for Agriculture, after long discussions, 
reached agreement on an aid package which was not seen as a long-term solution but as 
a way of helping farmers to adapt to changing market conditions over a transitional 
period. The measures concerned will thus run only until1993. One basically new feature 
is the requirement that the aid should be linked neither to production nor to market 
prices. It must be determined solely on the basis of the income available to the farmer 
and his family. The aid arrangements are not binding on the Member States and it is left 
to their discretion whether they make such a scheme available to their farmers. They are 
to draw up a framework programme which must be approved by the Commission in order 
to prevent any distortion of competition between Member States. 

In principle, farms qualify for aid only if their income form agricultural and non­
agricultural activities does not exceed a certain maximum percentage of the national or 
regional average income. The level of the aid depends on the losses incurred by the farm 
as a result of changes in market conditions. The compensation paid by the Member States 
must not, however, exceed ECU 2 500 per work unit per year and the initial amount must 
be lowered from one year to the next. The total duration of the aid scheme must not ex­
ceed five years. 

The Community makes a financial contribution towards that part of the aid which does 
not exceed ECU 1 000 per work unit per year. In the most backward regions the Com­
munity provides up to 70% of the cost but a much lower percentage in the more pro­
sperous regions. Such differentiation was a necessary gesture of solidarity to ensure that 
farmers in the economically weaker Member States with limited budgetary resources 
could also participate in the scheme and that a further step could be taken towards the 
harmonization of living conditions in the various regions. 

3. An alternati've for elderly farmers: the early retirement scheme 

Many elderly farmers, particularly those on low-income holdings without any substan­
tial financial resources, find it difficult to adapt to the new situation on the agricultural 
markets. Since there are few alternative jobs available in the non-agricultural sectors, 
most of them have had no option but to continue farming on an ever-decreasing income 
until they reach pensionable age. To accompany its reforms the Community has therefore 
introduced an early retirement scheme for farmers who are over 55 years of age. The 
scheme is also open to full-time farm workers who lose their jobs as a result of the farmer 
taking early retirement. 

As with the direct-income aids, this is an optional scheme, that is, it is left to the discretion 
of the Member States whether they offer the early retirement scheme to their farmers. 
The scheme may take one of two forms and the form selected also determines the level 
of the pension provided. One alternative is for the farmers taking early retirement to set 
their land aside or to use it only for non-agricultural purposes (for example, afforestation). 
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In this case the early retirement pension is supplemented by a premium per hectare. The 
other alternative is for the land to be sold or leased on a long-term basis to expanding 
farms. In this case the purchaser or leaseholder must give an undertaking not to increase 
his output of surplus products following the enlargement of his farm. The early retire· 
ment programme is not only of social significance but should also help to unburden the 
market. At the same time it assists the process of structural change by releasing areas for 
incorportaion into expanding farms. 

The level of the early retirement pension is fixed by the Member States in the light of 
current income and pension levels. The maximum amount eligible for Community finan· 
cing is ECU 3 000 per farm per year. As a rule the Community will pay half the cost pro­
vided that all agricultural production is halted on the land concerned. In other cases the 
level of Community financing depends on the level of prosperity enjoyed by the region 
concerned. 

4. Structural poUcy: a change of emphasis 

The problems currently facing agricultural markets must not be allowed to conceal the 
fact that farming requires to undergo further modernization and rationalization if it is 
to keep abreast of overall economic development. The improvement of agricultural struc· 
tures thus continues to be an important objective of the common agricultural policy, par· 
ticularly since the accession of Greece, Spain and Portugal where farming is still a 
relatively backward sector. 

Obviously, the structural policy must not create any new incentives to production. Aid 
for individual farms is therefore granted mainly for investments which help to reduce pro· 
duction costs, to improve living and working conditions and to direct agricultural produc· 
tion along new lines. The Community also provides support for various forms of coopera· 
tion which make for more rational and cheaper farm production, for example, the joint 
use of machinery or other expensive capital goods. In many regions agricultural develop­
ment and specialization cannot proceed without a substantial improvement in the level 
of training, both among individual farmers and among those in charge of cooperatives 
and producer groups. 

Particular importance is attached to aid for young farmers. The Community contributes 
towards the cost of special settlement premiums and investment aids designed to make 
it easier for newcomers to farming. In view of the high average age of the farming popula· 
tion (in 1988 about half of all farmers were over 55 years of age) such aids are both impor· 
tant and necessary. On the other hand, however, it would be highly irresponsible to en· 
courage young people to take up farming without carefully assessing their chances of suc­
cess. The aid is therefore granted subject to strict requirements relating to occupational 
skills and the outlook for farm development. 
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5. Better orpnlzatlon of producers 

In Europe, where the family farm predominates, production and supply are necessarily 
spread over a large number of relati\'ely small producers. The bargaining power of the 
individual farmer is correspondingly weak in the face of the highly concentrated demand 
for agricultural products (for example, dairies or slaughterhouses) and the suppliers of in­
puts and capital goods (for example, the manufacturers of fertilizers or farm machinery). 

Over the years fanners have developed numerous forms of cooperation in order to 
strengthen their position on the market. They have established purchasing associations 
which are able to negotiate more favourable supply prices than could the individual 
buyer. On the marketing side, producer groups have been formed to ensure that farm pro­
ducts meet standard quality requirements and that the quantities supplied by individual 
farmers can be brought together and sold in bulk. 

These endeavours have been highly successful, partly as a result of the generous 
assistance granted under the common agricultural policy, which has made available since 
the early 1970s substantial sums to support producer groups and to improve processing 
and marketing structures. The next step will be to investigate ways in which cooperation 
between fanners, and between fanners and their suppliers or customers, can be further 
intensified at Community level. In this context great importance attaches to the various 
forms of vertical integration linkina farmers, traders and processors. Such integration 
already works successfully in some Member States and could possibly be used as a model 
for Community purposes. 
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IV - Prospects for the future 

The reform of the common agricultural policy has changed the direction of European 
farming. The wrong turnings taken by the policy on prices and markets have been cor­
rected; the situation on agricultural markets is becoming somewhat easier; new measures 
to improve structures and incomes are providing support for the economically weakest 
farms or are guiding them towards alternatives. These initial successes are significant and 
they should now be consolidated and improved upon. In the 1990s, however, the CAP 
must do more than simply continue the process of reorganization. New strategies are 
needed if the CAP is to cope with the changing economic climate, even out the structural 
differences within the Community and meet environmental and consumer requirements. 

1. The agricultural sector as part of the general economy 

As pointed out earlier, agriculture in the European Community has long since come out 
of its isolation and now has close links with the rest of the economy: the demand for 
agricultural products is determined by demographic trends and by purchasing power; in­
come levels and job opportunities in other sectors have an important influence on the 
pace of structural change in agriculture, whilst improvements in farm productivity are 
dependent on research and technological progress. On the other hand, many non­
agricultural sectors are dependent on developments within farming, either because they 
supply inputs or capital goods to farmers or because they obtain their raw materials from 
the farmer. 

Although such interdependence plays only a subordinate role within the national 
economies of the more prosperous Member States where agriculture's contribution to the 
gross national product has greatly declined, the links between agriculture and industry 
are still important (even in these Member States) to the structure of the economy at 
regional and local level. 

This interlocking of the sectors means, of course, that there is a close connection between 
the various aspects of economic and structural policy. The success of measures to improve 
agricultural structures, for example, depends greatly on the course taken by regional 
policy. If economic assistance is granted to encourage firms to set up in rural areas, this 
provides a new impetus for structural change within the agricultural sector itself. The bet­
ter the coordination of the various policies, the more efficient will be the use made of 
the budgetary resources available. 
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2. Greater integration of Community policies: the reform of the structural Funds 

In 1988 the Community therefore decided on a far-reaching reform of its structural policy. 
Five priority objectives were laid down for the three structural Funds (the Regional Fund. 
the Social Fund and the EAGGF Guidance Section) and all efforts were to be concen­
trated on the achievement of these objectives. The Community's other financing in­
struments (for example, loans from the European Investment Bank) were also to be used 
within this framework. 

Objectives 

'Objective l', as it is known in Community jargon, is to promote the development of those 
regions whose development is lagging behind. These regions are to receive the combined 
assistance of the Social, Regional and Agricultural Funds as a step towards making living 
conditions more uniform throughout the Community. Objective 2 is the economic 
restructuring of declining industrial areas. Community assistance is granted through the 
Regional and Social Funds. Objective 3 is to combat long-term unemployment and Ob­
jective 4 is to facilitate the occupational integration of young people. Lastly, Objective 
5 is to speed up the adjustment of agricultural structures (Objective 5(a)) and to promote 
the development of rural areas (Objective 5(b)). Whereas operations designed to achieve 
Objective 5(a) may receive assistance only from the EAGGF, the development of rural 
areas qualifies for assistance from all three Funds. 

'Illrget regions 

Especially targeted are those rural areas with the most serious problems. Priority is given 
to those regions where a relatively high percentage of the population works in the 
agricultural sector and where both farm incomes and the level of socio-economic develop­
ment are well below the Community average. Other areas can also receive special 
assistance as 'Objective 5(b) regions' if they have to cope with certain problems (for exam­
ple, low density of population, high level of environmental pollution or sensitivity to 
changes in the common agricultural policy). Member States may also apply for priority 
treatment to be given to less-favoured areas or mountainous areas where the Community 
supports agriculture by means of a compensatory allowance and to rural regions where 
farm structures and the age structure of the farming population are particularly un­
favourable. 

The Community's structural policy is implemented in close cooperation with the 
Member States, no longer in the form of individual projects but through the joint financ­
ing of measures under comprehensive multiannual programmes. The Member States 
submit plans which ensure that the various measures are carefully coordinated and 
achieve the maximum combined effect. This is, of course, particularly important in the 
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Final qrlcultural production 
(In t~rms of qUilntlty /973 • /00) 

1967 )973 1981 1987 

Belgium 78.7 100.0 101.5 114.81 
Denmark 100.0 121.7 137.33 
FR of Germany 89.0 100.00 110.8 115.36 
Greece 100.0 121.3 123.44 
France 83.6 100.0 103.4 129.09 
Ireland 100.0 120.6 133.26 
Italy 95.3 100.0 118.6 125.84 
Luxembourg 98.0 100.0 96.9 104.03 
The Netherlands 74.8 100.0 137.2 158.78 
United Kingdom 100.0 108.6 117.97 
EUR 10 100.0 112.4 125.87 

Source: Eurostat. 

most backward regions and in those rural areas where economic and living conditions 
are to be improved through the coordinated application of the regional, social and farm 
structures policies. 

3. The future of rural society 

Rural society in the Community (as elsewhere in the industrialized world) is undergoing 
profound changes. In many areas developments have taken place which threaten the sen­
sitive balance of the countryside and call for urgent Community action. The reform of 
the structuraJ Funds reflects the importance which the Community attaches to the pro­
tection and development of rural areas. In 1988 the Commission presented a report to 
the Council and Parliament outlining a European model for rural development and defin­
ing Community strategies for the 1990s. 

A clear diagnosis 

The Commission bases its analysis on two fundamental trends. First of all there is the 
situation in the vicinity of the large conurbations, mainly in central and northern Europe 
but also in some coastal regions. Here the population of the rural areas has increased con­
siderably in recent years. Industries and services have been moved to the periphery of the 
cities or into the surrounding countryside: infrastructural, recreational and residential 
developments compete with modem intensive farming for the use of space, which is in 
increasingly short supply. Industrial, housebuilding and agricultural activities have in 
many cases reached or exceeded the limit of what is ecologically tolerable. The task here, 
therefore, is not so much to speed up economic development as to provide greater protec­
tion for the rural environment. 
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The situation is totally different in the more remote regions. Many areas in the south and 
west of the Community are now suffering from depopulation and the gradual ageing of 
their remaining population. In such areas, agriculture is still of major importance but has 
to contend with many natural and structural handicaps. Small farms predominate, given 
the lack of alternative employment or sources of income in the industrial and service sec­
tors; hidden unemployment is on a wide scale, as is underemployment, and many young 
people are forced to leave the land. 

Where the soil is of relatively poor quality, farming is gradually abandoned and the threat 
of erosion raises its head. As farmers come under increasing pressure to adapt to market 
requirements, the process of agricultural restructuring is likely to speed up still further 
over the next few years. As yields steadily improve, less and less land is needed for 
agricultural production. By the end of this century the 'surplus' of agricultural land could 
amount to as much as 16 million ha in the Community as a whole. Over the same period 
there will be an increase in the number of holdings which cannot earn an adequate in­
come from farming activities alone. 

The cure: the stimulation of indigenous development potential 

Measures confined to the agricultural sector will be insufficient in the regions threatened 
with rural decline. Action must be taken to enhance each region's overall development 
potential so that permanent and economically sound jobs can be created outside the 
agricultural sector. Given the structural shortcomings of such regions and the difficult 
economic context, the Community cannot place any great reliance on investments 'from 
outside~ It is therefore essential to activate and make full use of regional economic 
resources, thus setting in motion a growth process which has its own momentum and 
which can open up new prospects for rural areas. 

Timber: a marketable commodity with beneficial side-effects 

It will take a relatively long time for the measures outlined above to bear fruit, particular­
ly in the most isolated areas. In these areas, therefore, further support will be necessary 
for the small and economically weak family farm if the rural population is to be maintain­
ed and if the long-term development prospects are not to be jeopardized. Although no 
panacea, the growing of timber and the expansion of wood-processing and related trades 
could prove to be profitable lines of business. The Community has in fact a wide-ranging 
action programme to promote the afforestation of agricultural land and the development 
of the timber-processing sector, which could provide an alternative to farming in many 
rural areas. At the same time, by virtue of their role in maintaining the water balance, 
safeguarding wildlife species and protecting the soil against erosion, woodlands make an 
essential contribution towards the conservation of the rural environment, and their role 
as recreational areas is steadily gaining in importance. 
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Small is beautiful 

Apart from the 'traditional' activities of agriculture and forestry, much may be achieved 
through measures targeted on small and medium-sized rural businesses. The spread of 
new technologies, particularly in the computer and telecommunications industries, im­
proved services and infrastructures, and easier access to the necessary investment capital 
could all help to make such businesses more competitive and enable new firms to move 
into the areas concerned. The regional policy of the Community and its Member States 
must no longer be focused on a small number of main economic centres but must give 
priority to the establishment of a larger number of medium-sized centres distributed even­
ly throughout the regions, to serve as 'poles of development' for the surrounding rural 
areas. 

In no circumstances mtist the countryside become a technological 'Third World' doomed 
to underdevelopment in the long term. The Commission therefore proposes that the 
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Community's numerous research and development programmes should take fuller ac­
count of the needs of rural economic structures. For example, in exchange programmes 
and Community activities involving science and industry, preference should be given to 
firms and research establishments located in rural areas. Tourism is another activity 
which could usefully be expanded in regions with attractive scenery. For this reason alone 
it is essential to protect the natural environment and the cultural assets of rural areas. 
The Community's aim is not a featureless mix of town and country but viable rural areas 
whose inhabitants share in the general level of prosperity without detriment to the 
regional and cultural variety of Europe. 

4. The farmer's role in the environment: custodian or poUuter? 

The effect of farming on the environment is like that of a two-edged sword. In many areas 
farming is essential to preserve the landscape and the natural environment. In this sense 
farmers perform a public service for which there is no 'market' and consequently no 
remuneration. Nonetheless, agricultural policy measures are possible, for instance the 
mountain and hill allowances which compensate for the extra costs resulting from the 
natural handicaps of such areas. This type of aid has certainly helped in maintaining 
beneficial agricultural practices in the uplands. Since 1985 the Community has also been 
contributing directly to the protection of sites of high environmental value, under suitable 
management contracts. 

On the other hand, the ecological effects of increasingly intensive agricultural production 
cannot be overlooked. Nitrates in the groundwater, pesticide residues in food and cruelty 
to animals kept in intensive production units have all hit the headlines in recent years 
as the media have turned their attention to agriculture and the environment. The Com­
munity has already adopted a wide range of measures to make farming more ecologically 
acceptable. These have included Community-wide tolerances for residues of plant protec­
tion products and nitrates in drinking water, the prohibition of dangerous pesticides and 
Community investment aid for environmentally acceptable production facilities. 
Although much has been done, it is far from sufficient to ensure a healthy balance bet­
ween agriculture and environmental protection requirements. 

Limiting the damage 

One of the priorities in the 1990s will be to control environmental pollution caused by 
intensive livestock production and by practices harmful to wildlife, such as the excessive 
use of fertilizers and pesticides. The Commission has already put forward some specific 
proposals. It recommends strict rules to govern the application of manure and mineral 
fertilizers to help prevent the leaching of nitrates and phosphates into the groundwater, 
rivers and seas. It plans uniform rules for the approval of pesticides, with a view to 
minimizing the use of dangerous substances. The Commission also has far-reaching plans 
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for the protection of animals: minimum Community standards for the keeping of pigs 
and calves should ensure that production methods are appropriate to the species concern­
ed and should prevent unnecessary suffering. In addition, the Community must make 
improved provision for training and counselling. The farmer must be made aware of the 
fact that his role is not simply to supply agricultural products but also to preserve the rural 
environment. 

A network of biotopes 

If the Community is to safeguard the natural environment and endangered animal and 
plant species, better use must be made of the land available. The Commission has 
therefore proposed that a comprehensive network of protected areas should be establish· 
ed by the year 2000. Between 10% and 20% of the territory of all Member States con­
stitute biotopes which are of prime importance for the conservation of the natural en­
vironment. In the most sensitive areas agricultural use should be subject to the strictest 
safeguards; even in some other areas farmers should convert to more extensive farming 
methods. In this context consideration should also be given to making the assessment 
of the environmental risk compulsory when any large-scale agricultural projects are to 
be implemented (for example, the restructuring of farms, irrigation and drainage works, 
the building of farm roads). 

S. The increasina demand for quality and variety on the food market 

Demand for foodstuffs in the Community is undergoing certain changes which are likely 
to continue and become even more pronounced in the 1990s. These trends determine the 
outlets available to European farmers on their home markets. 

Although food consumption overall is unlikely to expand much further, the demand for 
high-quality products is steadily increasing in line with rising income levels. Fresh fruit, 
green vegetables and expensive types of meat are taking the place of staple foods such 
as bread and potatoes. This trend is partly attributable to the fact that the public is becom· 
ing more health-conscious: the customer is placing greater importance on freshness and 
quality. At the same time new demands are being placed on the processing industries. 
As more wives go out to work, there is a greater need for pre-cooked foods which can be 
served quickly. Consumers are also looking for greater variety in their food: holidays and 
business trips have revealed the culinary delights of neighbouring countries, with the 
result that many foreign products are gradually being adopted as part of the national diet. 
This trend should become even more marked with the further integration of Europe on 
completion of the single market. 

These developments are both a challenge and an opportunity for farmers, whose future 
prosperity can only be ensured by high-quality products which are acceptable to con-
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sumer taste and which satisfy the requirements of the processing industry. On the other 
hand, the consumer is ready to spend more money in order to obtain quality and variety, 
so that in several sectors prices may tend to increase. 

The demand for 'organic' products bought straight from the farm 

As incomes improve, so does the demand for 'natural' foods which have been grown 
without the assistance of chemical products such as pesticides and fertilizers. Many con· 
sumers, particularly in northern Member States, are already travelling far afield and pay­
ing high prices in order to purchase foodstuffs which they consider to have been grown 
by 'organic' farming methods. For many consumers, buying direct from the farm of from 
the farmer's stall at the weekly market has become an experience with which the sterile 
supermarket cannot compete. High prices and the close relationship to the consumer 
make organic agriculture an interesting alternative for many farmers, despite the lower 
yields and the labour-intensive nature of the work involved. This change of attitude is 
in line with the Community's endeavours to promote environmentally acceptable farm­
ing methods and to curb surplus production. 

In order to prevent some operators cashing in on the customer's enthusiasm for organic 
foods by marketing produce obtained by methods not offering every guarantee, the Com­
mission is drawing up a legal framework which will provide the customer with a 
guarantee of each product's authenticity (for example, in the form of a quality mark) 
whilst protecting the producer against unfair competition. The wider the range of pro­
ducts and the higher the quality requirements, the greater the importance which attaches 
to the labelling and description of foodstuffs, including those produced by 'conventional 
methods: especially as the single market nears completion. Products approved in one 
Member State can already be sold in any other Member State - this is one reason for 
the wide variety displayed on the shelves of supermarkets and grocery shops. 

6. New industrial and bioteclmological outlets 

Since time immemorial farmers have been producing not only foodstuffs but also the raw 
materials for certain crafts and industries. Oils, fats, starch and plant fibres are among 
the best-known examples. In view of the difficult position on the market for some foods, 
the question arises as to whether farmers could find new outlets for their produce in the 
non-food sectors. 

From the technical point of view, agricultural raw materials are suitable for a large 
number of applications. 1\vo main types of use may be distinguished, i.e. as basic products 
for industrial processing or as biomass for the generation of power. 

In both cases Community-grown raw materials have to compete with fossil fuels such as 
petroleum, gas and coal and with imported products such as coconut oil and palm oil. 
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For industrial uses in particular, petroleum derivatives are much cheaper and more ver· 
sa tile than agricultural or forestry products. The latter have maintained their share of the 
industrial market mainly in those areas where their specific chemical properties favour 
their use (for example, vegetable oils, starch and sugar for use in fermentation processes). 

The industrial processing of agricultural raw materials in likely to acquire new momen­
tum through the promise of biotechnology. On the one hand, scientists are rapidly 
developing new varieties and products geared to the requirements of industry and the 
market at large. On the other, biotechnologists are working on new and improved process­
ing techniques which could make agricultural products more competitive and widen their 
range of uses. The Community has launched a multiannual research and development 
programme (Eclair) which aims to promote the agricultural and agro-industrial exploita­
tion of new developments in biotechnology and the natural sciences. 

As things stand, however, the industrial market for agricultural products is fairly limited, 
at least in the short term. Apart from the existing outlets, new markets could be opened 
up for certain specialized products, but it would be quite wrong to think that industry 
can solve all the marketing problems which face European agriculture. The same applies 
to the energy sector. Although the use of agricultural alcohol or vegetable oils as a motor 
fuel now presents few technical problems and is already the subject of pilot schemes 
financed by certain Member States, petrol from the farm is still too expensive as compared 
with that derived from mineral oil and it would require very considerable subsidies. It 
must be remembered, however, that fossil fuels are not inexhaustible. In the long term, 
petroleum and coal will become too expensive and precious to bum. The Community 
should therefore retain the option of using renewable agricultural raw materials as a possi­
ble source of energy for the future. 
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