DEVELOPMENT OF COMMON AGRICULTURAL POLICY

The Common Agricultural Policy has been the biggest, the most contentious and the one with the largest budget of all the Union's policy areas. The EU has more power in agricultural policy than it has in any other policy area and it has passed more legislation on agriculture than in any other single policy area. 

The Common Agricultural Policy (CAP), is the most complex example of common policy in the European Union. Introduced from 1958 to 1962 and still in existence today, it has brought controversy, dispute and political tension within the EU and with the rest of the world. 
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Program 
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In the last period of the war, especially, there was a fall in output due to the fighting, the passage of the front and other wartime ravages. Capacity in the agricultural sector was severely depleted and at the end of the war there were widespread shortages. We observed that, in particular, in the case of France. In Germany the situation was made worse by the separation of the zones, since there had been much integration between East and West - the East producing much of the agricultural goods needed in the West. 

Demand for food rose because the war brought full employment and a rise in earnings. 

Rationing was the norm but it was undercut by black markets.

In its aftermath national governments sought to overcome the devastation of the continent and secure adequate supplies of food by creating a comprehensive system of price controls and guarantees. Food policies had been directed at maximising agricultural production. In terms of agriculture, this was seen in the protection of farmers and nation specific rules and regulations as to production, imports and exports etc. 
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Much food had to be brought in Europe from North America under the aid programs. Shortly after World War II, there was a global interest in revitalizing the shattered European economy. The agricultural and industrial economies needed to be rebuilt in such a way to encourage prosperity and to prevent Germany from regaining status as a superpower. 

In June 1947, U.S. Secretary of State George C. Marshall proposed a program designed to provide assistance to Europe in the form of monetary aid, food and raw materials. U.S. intervention and France’s distrust of Germany contributed to the rebuilding of the European economy via: 

· the Marshall Plan, 

· Organization for European Economic Cooperation (OEEC) and 

· European Coal and Steel Community (ECSC). 
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The American aid came with a stipulation that in order to receive such aid, the European nations had to work together jointly to reestablish their economies. The conditions were set everywhere for the State to intervene heavily in the agricultural sector in order to:

a) Guarantee incomes

b) Increase food supplies

c) Substitute for imports coming from the dollar zone

As a result of this intervention, in every single Western European country, agriculture became like a large subsidised and protected industry.
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During the economic boom of the Fifties accelerated industrialisation allowed large numbers from the agricultural sector to be absorbed in manufacturing industry, or in the service sector (for example construction). There was a vast exodus from the countryside and this meant that the productivity of the people who remained there began to rise. 

Some authors have called the improvement in performance in the agricultural sector after 1945 a second agrarian revolution, after the one in the 18th c. Things began to change in the early 1950s, with the more widespread application of technology. Productivity in the rural sector grew, because of improvement in techniques. 

In the 15 years following the war, European agriculture underwent greater changes in the methods of production than in the whole of the preceding century. Much of agriculture went from being a cottage industry to an industrial operation. By end of the 1950s, food production began to outstrip demand for the first time. Rosemary Fennel observes that “by the mid-1950s many of the initial difficulties of the post-war period had passed: food supplies were adequate and the level of consumption was satisfactory”
 demonstrating the success of the OEEC. There was a vast increase in mechanisation, for example tractors, and also a great increase in the use of fertilisers. The result was that productivity grew as fast as in the manufacturing sector. In France and Germany, where the agrarian sector is very large and diverse with the presence of many small units as well as some big ones, productivity grew at the same rate in industry and agriculture. Considering how fast industry was growing this was quite a remarkable achievement.
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Despite this, however, incomes of people working in the agricultural sector lagged behind those of people employed in the other sectors. The reason for this is easy to see. The growth of cities, rapid industrialisation meant that more and more of the national output depended on the non-agricultural sectors. Wages in industry were higher; farm incomes had a tendency to decline in relation to urban incomes. The only exceptions were the largest, most profitable farms, but these were relatively few. Moreover there were non-economic factors involved. Conditions in the manufacturing sector appeared more secure and urbanisation exercised a great attraction for the rural population. This threatened to reopen past conflicts once again, so that governments decided to step in to keep farm incomes in line with the other sectors.

Summing up, during the Fifties there was a shift of labour from the countryside to the towns. 
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Downward trend of agricultural prices!!!!!
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One of the reasons for the lag in incomes in the countryside was the downward trend of agricultural prices, and this was due to the fact that demand for food was relatively income inelastic. This means that although incomes grew very rapidly, because of economic growth in the industrialised world, people did not use their higher income to buy more food, but to buy other, higher-value commodities. Only certain foodstuffs were in much greater demand, such as meat. Meat prices in fact moved up, but prices of all the other major foodstuffs, such as wheat, sugar and diary products moved downwards. Falling prices have the effect of worsening the terms of trade for the farmer - his costs rise and his profits are squeezed. 
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· Government aid to the farming population therefore took the shape of protection of domestic markets, support of prices, official purchasing at set prices, subsidies to producers. The policies varied slightly from one country to another. 

· A second widespread intervention came in the form of encouragement to productive improvements, through low rate credits, subsidies etc. These had the effect of encouraging mechanisation and thus contributed to higher yields, but in turn it generated overproduction.

Farm incomes, therefore, were increasingly dependent on government aid. The hope of many governments was that eventually the smaller, uneconomic units could be eliminated by amalgamation and the larger farms could achieve a level of productivity such as to make them competitive without undue subsidisation. Protection was important especially for those commodities that were most cheaply produced outside Europe: 
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Example of grain....-  European prices were higher by a considerable extent than prices in North America, Australia and Argentina. In other commodities such as meat, and diary products, many European products were competitive, so that the effect of protection was much less. There was a paradox here for wheat and cereals were the crops for which demand was more stagnant. By protecting them the governments were in effect encouraging surpluses and discouraging shifts to other crops and products, such as diary products and meat, for which larger export outlets could be found. This kind of distortion and misallocation was greater in the countries which produced large quantities of cereals such as France, Germany, and much less prominent in countries were agriculture was heavily geared to specialised diary products such as the Netherlands.

This convergence was already evident in the first attempt to solve agricultural problems through integration; 
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What was the international framework for agricultural negotiations before the Common Market was created? 

The "Green pool"

 It consisted of hard bilateral bargaining for quotas in which national governments were shouldered by professional associations who took an even narrower, more nationalistic line. It's against such a background that (especially from the Dutch side) came the first ideas for a European solution.
In 1951 the Minister for Agriculture in France was Pierre Pflimlin, who was a close associate of Jean Monnet and had been put in charge of the Ministry of Agriculture with the task of modernising the French agricultural sector. He took the initiative of launching a first scheme of integration couched in very similar terms: a High Authority with extensive supranational powers. The idea was to form a common market for a number of key commodities such as wheat, sugar, wine, and dairy products in such as a way as to guarantee an outlet for French exports. 
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The Dutch had a very important export trade in agricultural products: their most important market was Germany. They did not particularly like bilateral deals considering that the French and the Germans would probably squeeze them. They were afraid of Danish competition in Germany, the Danes being the only ones in Europe who could beat the Dutch in exporting products like meat, cheese and butter. The best way to secure their position making their gains irreversible seemed to the Dutch, therefore, to achieve a supranational European regulation of markets. 

At the same time the Dutch Minister of Agriculture, Sicco Mansholt, put forward his own plan, based on a common market in Western Europe in order to achieve efficiency and specialisation. He argued that whereas for manufactures it made sense to work towards a liberalisation of the market, as far as agriculture was concerned the problem was to equalise government policies on prices and costs across Europe. This could be done by establishing a European Board to standardise prices in intra-Western European trade, avoiding unfair competition and organising common exports to Third countries. In other words there would be a maximum price inside the Common Market, which would allow for national diversities, but prevent their interfering on other countries policies.
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The two proposals generated a number of Conferences - known as the Green Pool talks - held in Paris between 1952 and 1954. Fifteen countries were initially represented including Britain. The disagreements between them, however, proved too great and nothing was achieved. In particular it appeared that the farming associations which were so influential at the level of governments wanted nothing to do with any supranational machinery. They wanted to bargain among themselves on a bilateral basis on market sharing arrangements. 
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Liberalisation in intra-European trade in agriculture was extremely slow and in fact in many cases non-existent throughout the Fifties. The situation would change towards the end of the decade, because of the Treaty of Rome, which intended to bring down all barriers between the Six. Also by that time surpluses in France were a much more serious problem than they had been at the beginning of the decade.
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THE COMMON AGRICULTURAL POLICY

There were many motivations for the original formation of the CAP:

· Europe in 1958 was quite different to the Europe we know today. 

· There also remained some political mistrust between the central European countries, namely France and Germany
. 

· In 1958, a large proportion of the population of Europe was employed in agriculture, and the industry accounted for a significant percentage of GDP, indeed as high as 27% of the population of France and 5% of total GDP amongst the original members (Belgium, Luxemburg, Holland, France, Germany and Italy).   

· The agricultural sectors of the members consisted primarily of small farms with the majority run by poor farmers. There were millions of family farms too small to provide productive employment unless they concentrated on some specialist crop or livestock. There were, therefore, social incentives in addition to economic ones. Each member country had a series of safeguards in place to protect their own farmers. All of this was an ongoing effect of the World War and the rules of supply and demand. 
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When the Treaties of Rome were negotiated it was decided that for agricultural products as much as for manufactured goods barriers between the Six should fall in the course of the so-called transitional period (of 12-15 years). However it was also said that a Common Market would be accompanied by a common policy, meaning that markets for agricultural commodities should be organised. There was much disagreement on how this could be achieved.
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The French argument was that European agriculture should be protected against the rest of the world and surpluses should be used up internally, before consuming them anywhere else. At this time in France it was the farmers association to make policy and they had never liked a common policy base on supranational machinery. They preferred a simple preference scheme, which would allow them to sell their products on other markets: in particular, because wheat in France was cheaper than in Germany, they thought that they stood a good chance of selling it there. 

In order to appease French farmers it was decided by the Six that they should enjoy favourable contracts in the first few years of the community for certain specified commodities. This was a concession by the Germans. It, however, was only a provisional arrangement. Art 39 of the Treaties of Rome elaborated the main points of the common agricultural policy that was to be worked out in the next few years.

The proposals for the common market as applied to agriculture were presented in the Spaak Report which formed the basis for the article pertaining to this in the Treaty of Rome of 1957. The possible social and economic reasons for it being adopted are clear, but there are some that argue that it was for political reasons that the agreement was really made. The large central powers of France and Germany held a lot of negotiating power. France had the largest agricultural sector of the original six and Germany had a vastly growing industrial sector. Both wanted access to the other at competitive prices, and France still wanted to ensure(garancija) Germany did not grow too powerful. In 1962, Charles de Gaulle of France and Konrad Adenauer of Germany struck a straightforward deal: France signed up to a free market and customs union that allowed German industry access to its lucrative markets, while Germany channelled subsidies to France's farmers via Brussels. Therefore, the complex CAP was included in the Treaty, almost as a trade off between these two powers
.
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The Treaty of Rome defined the general objectives of a common agricultural policy. The principles of the Common Agricultural Policy (CAP) were set out at the Stresa Conference in July 1958. In 1960, the CAP mechanisms were adopted by the six founding Member States and two years later, in 1962, the CAP came into force.
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The Common Agricultural Policy has been the most uniting and troublesome contributor since the Treaty of Rome was signed in 1957.  Article 33 (1) of the Treaty of Rome sets forth five objectives of the CAP which can be summarized as: 

· to increase agricultural productivity by promoting technical progress and by ensuring the rational development of agricultural production and the optimum utilisation of the factors of production, in particular labour;

· to ensure a fair standard of living for the agricultural community, in particular by increasing the individual earnings of persons engaged in agriculture;

· to stabilise markets; 

· to assure the availability of supplies;

· to ensure that supplies reach consumers at reasonable prices.
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In order to attain these objectives, Article 34 of the EC Treaty provides for the creation of the common organisation of the agricultural markets (COM).

The next stage of the decision making process was at Stresa in July 1958, when Sicco Mansholt, vice president of the Commission with responsibility for agriculture, convened a conference of the Commission, government and farmers representatives. Although this conference failed to reach full agreement a few key principles of the new policy were decided. They were:

· a unified market: this denotes the free movement of agricultural products within the area of the Member States; for the organisation of the unified market, common means and mechanisms should be used throughout the EU;

· Community preference: this means that EU agricultural products are given preference and a price advantage over imported products; also, the protection of the internal market from products imported from third countries at low prices and from considerable fluctuations in the world market;

· financial solidarity: all expenses and spending which result from the application of the CAP are borne by the Community budget.
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The COMs were introduced gradually and now exist for most EU agricultural products. 

They are the basic instruments of the common agricultural market in as far as they eliminate the obstacles to the intra-Union trade of agricultural products and maintain a common customs barrier with respect to third countries.
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The solution proposed was a reactionary one: protectionism. This would support farmers through maintaining artificially high prices. There would be a single market for agricultural products and EEC preference meant granting European producers privileges at the expense of overseas suppliers. A common system of price support and import controls was set up that was so complicated it became synonymous with bureaucracy, mismanagement and fraud. 
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Community would be protected from imports coming from the rest of the world. This was done by establishing threshold prices - i.e. prices, which prevented imports enjoying a competitive advantage - at the common external frontier, and import levies equivalent to the difference between world prices and threshold prices (Threshold prices varied all the time and were set by the Commission).

The intervention price, therefore, was a minimum guaranteed price for farmers. Exports to third countries, on the other hand, were to be subsidised, by way of export refunds, corresponding to the difference between the Community price and the external price.
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This set the stage for a huge expansion of agricultural output that was to lead to the infamous meat and butter "mountains", wine "lakes" and the pouring of milk down drains.
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The creation of a highly protected area greatly benefited Community exports at the expense of exports from outside the Community. It was especially French and Dutch exports that benefited and the losers were Danish and US exports to the Community and especially to its largest market.

The aim of setting high prices of course was to sustain the standard of living of the farming population, preventing their falling behind the level of incomes in other sectors of the economy. Previously this had been achieved at the purely national level, with the CAP this policy was europeanised. What was in fact achieved was that incomes in agriculture continued to grow, which was no small feat in a period of accelerated industrialisation and urbanisation. However because incomes in the other sectors grew even faster, in fact the gap continued to widen at least for the large majority of farmers. Because the CAP works by setting high prices, the farmers who benefited most were the large ones, or in the case of the Netherlands, the very productive ones, which were most of them. 
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The CAP met most of its initial objectives:

· self-sufficiency of food supplies in the Community. This was indeed achieved with a wengeance since agricultural output increased greatly

· Farmers enjoyed a fair standard of living (although large farmers and farmers in the North of Europe benefited most from this situation)

· Agricultural markets were stabilised

· Food security was assured

· Consumers however lost out because of high prices in shop and supermarkets driven up by high target prices for farm products and high levies on imported foodstuffs
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What went wrong?

· Guaranteed prices bore no relation to demand and encouraged massive overproduction. Why have the surpluses emerged? Clearly if prices are set at a high level and the guarantees extended by the Cap are unrelated to output that provides a strong stimulus for farmers to maximise output. Because also yields were increasing as we said earlier, this was bound to lead to massive overproduction

· the problem of surpluses began to emerge, notably of wheat, butter (mainly out of surplus milk production) and beef. They had to be stored, which was very costly or eventually sold at a loss in Third Markets.. The increasing cost of accumulated surpluses had finally led to attempts at reforming the Cap, beginning in the Seventies and with increasing urgency in the Eighties.

· Big farmers produced more and thereby earned more money, whereas small farmers who most needed assistance earned less;

· In order to increase output farmers indulged in overworking the soil with excessive amount of fertilisers, herbicides etc, thus creating environmental problems

· Quotas, levies, tariffs in agricultural trade angered exporters to the EC and contrasted with the efforts to promote open trade and further liberalisation

· Dumping on world markets distorted prices and antagonised non-EU producers.
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(EAGGF)

The CAP is financed from the European Agricultural Guidance and Guarantee Fund (EAGGF), which accounts for a substantial part of the Community budget. The EAGGF was set up in 1962 and separated in two sections in 1964:
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· the Guidance Section, one of the structural funds, which contributes to the structural reforms in agriculture and the development of rural areas (e.g. investing in new equipment and technology);

· the Guarantee Section, which funds expenditure concerning the common organisation of the markets (e.g. to buy or store surplus and to encourage agricultural exports).

The Guarantee Section is by far the more important one and is classified as compulsory expenditure within the Community budget. The Guidance Section is one of the structural funds aimed at promoting regional development and reducing disparities between areas in Europe.
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Sico Mansholt - Memorandum in 1964

This model was challenged at an early stage by the then Agriculture Commissioner Sico Mansholt. In his famous Memorandum in 1964 he advocated radical change in agriculture policy. The Mansholt Plan, as it became known, proposed sweeping agricultural reforms, notably a reduction of five million people in the workforce between 1970 and 1980 and a parallel cut of five million hectares in the agricultural land area. Perhaps more radical still, the Memorandum proposed a substantial long term cutback in CAP price supports and parallel expansion in structures policies to help small farmers with the process of adjustment.

Indeed, it was only in the mid 1980s that arable set-aside was adopted as a policy instrument within the CAP on a much reduced scale than that envisaged by Mansholt or adopted in the US. However, the debate over the Mansholt Plan formed a foundation for the development of EC structural measures.
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CAP STRUCTURAL POLICIES
‘Structural policies’ have been an significant component of the CAP from the outset. In the six founding Member States, average farm size was small and the fragmentation of many holdings was inhibiting mechanisation, investment and improvements in productivity. There were major disparities in farm incomes between different regions, and overall farm incomes lagged well behind those prevailing in manufacturing industry. 

A structural policy was regarded as important to assist the modernisation of farms, increase productivity, and reduce disparities between regions, partly by providing special assistance to more marginal producers in poorer regions. At the time it was hoped that farm modernisation could help to contain the drift from rural to urban communities which was occurring on a large scale in much of the continent.

The first CAP budget for structural measures was established in 1964, later becoming the Guidance Section of FEOGA. 
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Most of this was devoted to support for ad hoc projects, including rural electrification, road building, land consolidation, drainage, food processing, among others. This was a relatively modest operation, with the Community funding only about 20 per cent of the cost of measures. Later, in the early 1970s, this pragmatic approach of assisting proposals put forward by national and regional authorities was to give way to ‘horizontal’ measures operating throughout the Community, providing assistance for farm modernisation, support for Less Favoured Areas, and other measures based on common EC Rules.
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In 1972, structural measures were introduced into the CAP, with the aim of modernising European agriculture. 

· Directive 72/159 on farm modernization provided aid for investments on farms considered "sutible for development" and able to generate an income comparable with other occupations for one or two labor units.

· Directive 72/160 on farmer retirement ofered payments to outgoers in the form of annuities or lump sums to elderly farmers or premiums to younger ones.

· Directive 72/161 on socio-economic guidance and training and education to the agricultural labour force, both for those who wanted to stay in the agricultural sector and for those who wanted to leave.

The uptake of these directives was rather disappointing. The number of outgoers was small, as the directives were put into effect during economic recession from 1973 onward. The directive on farm modernization excluded the majority of small farms, whereas modenization on larger farms often resulted in intenzification of production on the existing area as few farmers could benefit from land expansion. Directive 72/161 was also rather ineffective as it failed to restructure the extension system and suffered from competition from other national and EU programmes. On the other hand, regulation 355/77 on processing and marketing of agricultural, forestry and fishery products - launched in 1977 - was more successful, particulary in encouring the setting up of farmers processing and marketing cooperatives.
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In 1985, the Commission released the Green Paper on “Perspectives for the Common Agricultural Policy” to bring the system of supply and demand back into balance. Combined of the small uptake of the regulation 1972 directives, this Green paper resulted in the replacement of these directives by regulation 797/85 on impoving the efficiency of agricultural strucutures. Under this regulation, investments aids could be provided to almost any low-income farmer. Other measures of this regulation refer to special aid for young farmers, support for conversion and extensification of production methods as well as set-aside, protection of the environment and lendscape, and encouragement of forestry on agricultural holdings. Short the reafter, the European Council passed budgetary expenditure reforms in 1988 limiting the expenditure on CAP. Discussion papers put forward by Ray Mac Sharry contained changes that included cutting back the agricultural prices for competition and compensating farmers for loss of income.
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REFORMING THE COMMON AGRICULTURAL POLICY

Mc Sharry reform - First reform of the CAP

The CAP succeeded in reaching its initial goals: it encouraged both production and productivity, stabilised the markets, secured supplies and protected farmers from fluctuations in world markets. Nevertheless, along with the success came undesirable side-effects and problems: EU farmers were producing more than the market could bear, creating excessive surplus and EU spending in agriculture increased exponentially. 

It should be noted that there has been constant opposition to change from the existing policy. In Brussels there are strong farmers lobby groups. It has become imperative to the interests of many farmers that things remain as they are because many have become entirely dependent on the CAP for survival. There is also significant opposition from France and Germany, each for their own reasons. 

Slide 48

The reform of 1992 was generally regarded as successful, with positive effects on European agriculture. However, developments in the ensuing years - international trends, the enlargement towards Central and Eastern Europe, the preparation of the single currency causing budgetary constraints, the increasing competitiveness of products from third countries and a new round of World Trade Organisation negotiations - forced further adaptation of the CAP, in other words, a new reform. Agenda 2000 was a step in this direction.

Mc Sharry reform and WTO
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The first reform to be forced by external as well as internal forces was the McSharry Plans of 1992. Not only was there still a disproportionate percentage of the community budget being put into agriculture, but also there was mounting tension between Europe and other trading nations, such as the USA. The 1992 Uruguay meeting of GATT was held up considerably because of this tension.  The most radical reform in 1992 was the move from focus of assistance from prices to direct payment to farmers based on income. It was the intention that this would reduce costs as the over production would no longer be rewarded. In addition, if the price was no longer the focus, then Europe would no longer be undercutting the World market to such an extent, thus relieving at least some of the international tension. In addition to this advantage, the focus moved exclusively to poor farmers, intervention prices were cut and some compensation paid to farmers who improved the efficient capacity of their farms. Opposition came from farmers themselves who didn’t like the implication of welfare, and who felt that this form of subsidy was unstable. It was these reforms that led to conclusion of the GATT talks and to the Blair House Agreement of 1992 reached by the US and the EC. Importantly, this dedicated a ‘peace clause’ for trade disputes between the two.  
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In WTO terminology, subsidies in general are identified by “boxes” which are given the colours of traffic lights: green (permitted), amber (slow down), red (forbidden). In agriculture, things are, as usual, more complicated. The Agriculture Agreement has no red box, although domestic support exceeding the reduction commitment levels in the amber box is prohibited; and there is a blue box for subsidies that are tied to programmes that limit production. There are also exemptions for developing countries.

The ‘amber box’ 

For agriculture, all domestic support measures considered to distort production and trade (with some exceptions) fall into the amber box. The total value of these measures must be reduced. Various proposals deal with how much further these subsidies should be reduced, and whether limits should be set for specific products rather than having overall “aggregate” limits.

Amber box: who can use it?
34 WTO members have commitments to reduce their trade-distorting domestic supports in the amber box. Members without these commitments have to keep within 5% of the value of production — 10% in the case of developing countries. Bulgaria
Croatia Czech Republic EU, Hungary, Moldova, Poland, Slovak Republik, Slovenia... 
The ‘green box’ 

In order to qualify for the “green box”, a subsidy must not distort trade, or at most cause minimal distortion. These subsidies have to be government-funded and must not involve price support. They tend to be programmes that are not directed at particular products, and include direct income supports for farmers that are not related current production levels or prices. “Green box” subsidies are therefore allowed without limits, provided they comply with relevant criteria. They also include environmental protection and regional development programmes.

Some countries say they would like to review the domestic subsidies listed in the green box because they believe that some of these, in certain circumstances, could have an influence on production or prices. Some others have said that the green box should not be changed because it is already satisfactory. Some say the green box should be expanded to cover additional types of subsidies.


The ‘blue box’ The blue box is an exemption from the general rule that all subsidies linked to production must be reduced or kept within defined minimal (“de minimis”) levels. It covers payments directly linked to acreage or animal numbers, but under schemes which also limit production by imposing production quotas or requiring farmers to set aside part of their land. Countries using these subsidies — and there are only a handful — say they distort trade less than alternative amber box subsidies. Currently, the only members notifying the WTO that they are using or have used the blue box are: the EU, Iceland, Norway, Japan, the Slovak Republic, Slovenia, and the US (now no longer using the box).

At the moment, the blue box is a permanent provision of the agreement. Some countries want it scrapped because the payments are only partly decoupled from production, or they are proposing commitments to reduce the use of these subsidies. Others say the blue box is an important tool for supporting and reforming agriculture, and for achieving certain “non-trade” objectives, and argue that it should not be restricted as it distorts trade less than other types of support. The EU says it is ready to negotiate additional reductions in amber box support so long as the concepts of the blue and green boxes are maintained.
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· Until the closing of the Uruguay Round in 1994 there were hardly any enforceable rules for international agricultural trade. Countries were not prepared to keep their import tariffs below a certain level and there was hardly any limit to export subsidies. The GATT agreement has ended this situation. Commitments were made concerning: 

· Market access: all variable import restrictions are to be converted to fixed tariffs, which are to be reduced by 36 percent in six years. 

· Export subsidies: expenditure must be reduced by 36 percent in six years. The volume of subsidized export has to be reduced by 21 per cent in six years. 

· Domestic support: the total budget for agricultural support must be reduced by 20 per cent in six years, with the exception of permitted support measures. 

The GATT agreement restricts the CAP in other ways as well. With the double restraint on export subsidies, the classic price support policy means that the pressure on the European market will become higher and that the market share of EU products in third countries will decrease. 

As policy can only be adjusted using instruments that are compatible with a more liberalized trade (direct payments), all the more so since also in the numerous bilateral trade agreements with third countries, agriculture must increasingly comply with the rules of free-trade arrangements. 

In short, the GATT agreement brings agriculture under the regular international trade rules. The present agreement does not require short-term adjustments of policy, but the limitations and disadvantages of the present CAP in benefiting from a more liberalized world trade are becoming obvious. Further CAP reforms will to a large extent be determined by the results of negotiations in a new GATT/WTO round. 

� Rosemary Fennel, The Common Agricultural Policy: Continuity and Change (Oxford: Clarendon Press, 1997) 2.


�  Both the Federal Republic of Germany and the united Germany will be referred to simply as Germany.
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