COMMON AGRICULTURAL POLICY AND THE ENLARGEMENT OF THE EUROPEAN UNION
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The enlargement of the Union is well underway. Accession negotiations have been formally opened with twelve candidate countries. The accession of the Central and Eastern European countries (CEECs) is significant from an economic perspective in general.

· Copenhagen Council 1993 - agreed that the associated countries of CEE desire  become EU members and that accession should take place as soon as the applicant countries show they can assume the obligations of membership and satisfy the economic and political conditions required (the 'Copenhagen criteria').

·  Essen Council 1994 - launched a pre-accession strategy designed to provide a route map for the associated countries as they prepared for accession. This strategy encompassed as instruments the Europe Agreements, the Phare technical assistance programme, a 'structured dialogue' at political level, and the White Paper on the Internal Market. 

· Agenda 2000 published by the Commission in 1997 - included Opinions on the readiness of each of the applicants for membership and recommended opening negotiations with a first wave of five CEECs (+ Cyprus). These Opinions were endorsed at the Luxembourg Summit the following year - hence the first wave are called the 'Luxembourg group'. 
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· Berlin Council 1999 - accepted the Agenda 2000 package and adopted a reinforced pre-accession strategy, including a medium-term financial perspective for the 2000-2006 period.
· Brussels Council October 2002 - reached agreement on the financial parameters for the CAP (Pillar 1 measures) in the context of enlargement up to 2013 (the period of the next financial perspective) 

· Copenhagen Council December 2002 - reached agreement on the outstanding negotiating chapters (including agriculture and budget). Negotiations successfully concluded. 

· 1 May 2004 - intended date of accession.
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The pre-accession strategy
Essentially bilateral trade agreements designed to bring about free trade between each of the candidate countries and the EU. The process of trade liberalization was asymmetric in that the EU reduced its barriers faster than the candidate countries, but there is now essentially free trade in industrial products (subject to safeguards and meeting Single Market standards). However, because of the sensitivity of agricultural trade, concessions here were limited to reduced tariffs on a limited quantities of imports (tariff quotas) from the applicant countries. The tariff quota amounts were increased over time.

Despite these limited concessions, the evolution of the agricultural trade balance has favoured the EU. 
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In terms of agriculture, the enlargement is expected to double the agricultural labour force as well as the arable area of the EU, and to add over 100 million food consumers to the internal market. It is worth mentioning that the EU is already the most important trade partner in agricultural products for many of the candidate countries.

On the other hand, enlargement will offer considerable opportunities to the candidate countries and help them to use their potential for agriculture production efficiently. However, candidate countries have a long way to go before reaching this point. 
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At present, however, agricultural production in the CEECs suffers from the shock caused by the transition from a centrally planned economy to a market economy. In these countries the share of agriculture in GDP has halved since 1989, mainly as a consequence of the sharp drop in production. This drop was caused by economic uncertainty (privatization), decreasing demand due to reduced purchasing power, elimination of food subsidies and a lack of capital for the required investments in agriculture. The poor condition of processing and distribution companies was also an important factor. Now there are signs that production is slowly increasing, particularly arable crop production.
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Agriculture in the applicant countries has many deficiencies and requires substantial restructuring and modernisation. 

The EU has intensified activity to support the restructuring process in the candidate countries in Central and Eastern Europe and, among other measures, has introduced pre-accession instruments. The agricultural instrument for pre-accession aid is SAPARD (Special Accession Programme for Agriculture and Rural Development), developed in the framework of Agenda 2000. SAPARD, which is designed to assist the candidate CEECs with agricultural development, will have an annual budget of 520 million euros for the period 2000-06. 

The adjustment of agricultural policies in candidate countries is a complex undertaking but the ongoing reform of the CAP, within the framework of Agenda 2000, facilitates this process.
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Much more pressure for CAP-reform will result from the high dimensioned direct payments. A plain extension of the present system of direct payments would have two problematic consequences:

Further, this would not fit to the specific necessities of the CEECs. The dimension of transfers to the agricultural population according to EU-15 conditions would not be in balance with the income situation of other groups of the population. But still more important: The large dimensioned financial transfers from EU-15 to the new member states should be concentrated more on the investment side (infrastructure, support of private investments) than on general income support, i.e. on the consumption side.
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Therefore, the following suggestions for the EU-enlargement process may be drawn from the viewpoint of agricultural policy:

According to some political high level pressure for an early integration of candidate

countries, the creation of a common market for agricultural commodities could be  envisaged from the beginning.  The already realised degree of market convergence should enable this step without restrictions. 

· Some special problems would be created by the markets with quota regimes, milk and sugar. 

· Further, the ful filment of quality and safety standards according to the acqui communitair will be a difficult task, but of crucial importance.

The alignment of structural policies and income transfer policies could be realised

stepwise during a somewhat longer transition period, according to the example of

previous enlargement steps. For the CEECs this would have the advantage, that during the interim period, the foreseen support measures could be better tailored according to their specific needs.
CAP Direct payments foreseen for new member states, as a % of EU-15 levels


2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

EU funded
25%
30%
35%
40%
50%
60%
70%
80%
90%
100%

Option: Nationally-funded top-up

Either 

/ or
+30%
+30%
+30%
+30%
+30%
+30%
+30%
+20%
+10%
-


To the level of 'CAP-like' aids provided nationally in 2003, plus 10%

SAPARD
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The SAPARD programme enables the Community to provide financial and technical  ssistance for agriculture and rural development in candidate countries as they prepare for EU accession. The countries are Bulgaria, the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovenia and Slovakia.

SAPARD is one element of the Pre-Accession Assistance available to candidate countries and applies solely to the agriculture and rural development sector. Other Pre-Assistance is

provided under the Phare Programme and ISPA (Instrument for Structural Policies for Pre-Accession). SAPARD (Special Accession Programme for Agriculture and Rural Development) is the focus of this assistance in agriculture and rural development. The SAPARD regulation, adopted in June 1999, provides the basis for Community support for implementing the  agricultural acquis and adapting the agricultural sector and rural areas in candidate countries. 
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Within the Single Framework for Accession, candidate countries receive intensive technical and financial assistance for economic and administrative reform. It is therefore vital that all negotiations fit into a logical and transparent policy framework, where all players are clear about the potential benefits and the work required leading up to accession.
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The Accession Partnership brings together in a single framework all the resources and forms of assistance available for facilitating the adoption of the Community acquis. Two main policy documents act to guide each country down the road to accession. 

1. The Accession Partnership outlines the key priorities for short and mid-term reforms, including the EU financial assistance which will be necessary to achieve them. In the agri-food sector these particularly include:

= Alignment to the agricultural acquis

= Implementing veterinary, phytosanitary and marketing requirements

= Upgrading food processing standards

= Restructuring the agri-food sector to improve competitiveness

= Implementing coherent structural and rural development policies

2. The National Programme for the Adoption of the Acquis (NPAA) translates the principles into detailed practical steps. It is adopted by the candidate country in consultation with the Commission and sets out how the country concerned will prepare for accession in each  sector. The SAPARD programme, although two other types of pre-accession assistance are also important; Phare, which is the main source of investment in institution building and economic and social cohesion and ISPA, which covers large environmental and transport infrastructure projects.
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Phare programme

Set up in 1990 in the wake of the fall of communism in Eastern Europe, the Phare programme has been the main source of EU financial and technical support to the CEECs. This remains the case, with a budget of 1.5 billion euro for the period 2000- 2006. The most important priority is to develop the necessary institutions and administrative structures to implement the acquis communautaire. 30 % of the budget is devoted to this task. Investment support accounts for 70% of the budget and includes investments related to institution building and in economic and social cohesion. 

ISPA (Instrument for Structural Policies for Pre-Accession)

ISPA implemented from the year 2000 has a role similar to the Cohesion Fund. The ISPA budget has been set at 1.058 billion Euro for 2000-2006 for infrastructure projects in the key areas of transport and the environment. With environmental projects, particular emphasis will be given to upgrading standards for drinking water, water treatment, solid waste management and air pollution.
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SAPARD

The Special Accession Programme for Agriculture and Rural Development (SAPARD) is an ambitious programme of assistance for restructuring the agriculture and rural sectors of candidate countries leading up to accession. This huge task is defined by two main priorities; to help each country implement the acquis communautaire and to solve priority and specific problems related to developing a sustainable agricultural sector and rural areas. The programme also breaks new ground in conferral of financial management, by giving candidate countries full responsibility for managing investment projects from selection through to final payments.
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SAPARD principles

Unlike the Phare programme, SAPARD is based on decentralised management of aid. The candidate countries must apply similar mechanisms to those required under Community legislation for existing Member States in implementing the European Agricultural Guidance and Guarantee Fund. An essential element of the system is the implementation by the Commission of the ex-post clearance of account control procedures applied currently in the Member States to expenditure incurred under the EAGGF Guarantee section, which involves financial corrections. 

Guiding priorities

The SAPARD agencies will be faced with a huge diversity of development projects, all seeking financial assistance for improving aspects of the agricultural sector. Tough choices will have to be made to ensure the most needy sectors are covered and that projects contribute to implementing the acquis rather than just solving current problems. In its considerations the SAPARD agency must put three priorities above all else.

1. Improving market efficiency, quality and health standards

2. Maintaining and creating jobs

3. Environmental protection
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SAPARD eligible measures

SAPARD meets the practical challenges of enlargement head on with a comprehensive list of measures eligible for funding. Out of these measures will come many relatively small-scale investment projects, each tailored to dealing with specific problems in their rural areas.

= Investments in agricultural holdings

= Improving processing and marketing

= Improving structures for quality, veterinary and plant-health controls

= Agricultural production methods protecting environment and maintaining

the countryside

= Economic diversification

= Setting up farm relief and farm management services

= Setting up producer groups

= Renovation and development of villages

= Land improvement and reparcelling

= Creating and updating land registers

= Improving vocational training

= Developing and improving rural infrastructure

= Water resources management

= Forestry measures

= Technical assistance
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Co-financing rules

All projects will be co-financed by the EU and the candidate country. The aim here is to provide generous assistance while also engendering commitment and responsibility by the candidate country. The rules for co-financing distinguish between investments which are entirely public sector funded and those which generate revenue of their own, generally those involving private sector finance. Out of all public financing, EU funding may reach a maximum of 75%, with a 25% contribution from the candidate country.

The minimum rate for private investment is 50%, i.e. projects must be funded equally between the public and private sector in the candidate country. Of the public sector element, EU finance may be up to 75%, again leaving a minimum 25% contribution by the candidate country. Aside from these rules, there is also provision for technical assistance funding, where the EU can fund up to 100%.

Technical assistance rules

Technical assistance is included in SAPARD funding to ensure each programme is

supported by prior research and technical/administrative expertise. Thus money is

available for specific measures within a programme, for preparing and monitoring the

programme and for providing information and publicity.
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SAPARD implementation

There are three key elements in implementing SAPARD and only when all three are

complete can programme implementation begin.

 The SAPARD programme

The first element is the adoption of the seven year SAPARD programme. This sets

out the full range of SAPARD measures which each candidate country believes is

necessary to implement the acquis and resolve priority problems within the agricultural sector

The SAPARD agency

A SAPARD agency must be accredited in each candidate country and the accreditation verified by the Commission before any Community funds can be transferred to a country. The National Fund is the body responsible for accrediting the SAPARD agency.

The Bilateral Financing Agreement
A multiannual Financing Agreement, and an annual financing agreement must be concluded with each of the candidate countries. The multiannual financing agreement lays down the Community rules including management and control rules for the whole period of the programme. The annual financing agreement sets out the community financial commitment in respect of each country in respect of each year. 

[Slide 34]

 Farm structures and output

At the start of the transition process came the huge task of privatising collective farms. The official process is now largely complete, but establishing land markets and achieving a definitive settlement of property rights is still an ongoing process. In agricultural processing, privatisation has also taken place, but structural problems continue to dog the industry, with widespread overcapacity in milling, slaughtering and dairies. Agricultural output has generally stabilised in most countries, but many CEECs are still struggling with the combined forces of trade and price liberalisation. 
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Agricultural products

Commodity Situation and Land Use

Crop production suffered during transition from drastic reductions in inputs following the removal of subsidies. During this time, the total area planted remained fairly stable, although there was a relative increase in cereals. Today, output for the CEC-10 is generally near pre-transition levels, due to increases in area and some recovery in yields, but some countries still remain well below their 1989 level.
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 Animal sectors

The livestock sector was devastated by the switch to free-market economics, as producers responded to the severe cost/price squeeze by selling stock. Cattle and sheep numbers stand at roughly half their 1989 level, while cow, pig and poultry numbers have fallen by around 30%. At today’s levels, the CEEC cattle herd represents 20% of the EU herd, cows about 38% of the EU dairy cow herd, pigs 34% of the EU herd and sheep 17% of the EU flock.
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 Medium term outlook for the crops and livestock sectors

With a gradual increase in yields expected, the forecast surplus for the CEC-10 by 2005 stands at 7-8 million tonnes. The combined arable area equals 55% of the EU arable area. Thus even with the moderate state of recovery in the crops sector, enlargement would have a major effect. A CEC-10 surplus post-enlargement would be in addition to a projected EU surplus of 30 million tonnes and a large proportion of the CEEC surplus would have to be exported at world prices.

Recovery will be a much slower process in the livestock sector than for crops, due to the investment and longer-term planning requirements for rebuilding herds. The traditional dairy surplus would be somewhat reduced to around 2 million tonnes, due to rising domestic demand, while the beef and pigmeat sectors are forecast to be more or less self-sufficient.
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Agricultural employment

Agricultural employment in the CEC-10 is high relative to the EU, employing around 9.5 million people compared to the EU’s 7.5 million. Enlargement would therefore more than double the number of farmers, although productivity in the CEECs is far lower at only 11% of the EU level. Despite the high numbers employed in agriculture, rural unemployment and underemployment are also high. Productivity gains are essential to making the industry more competitive, but even an improvement to half the EU productivity level would release 4 million people from agricultural jobs. Economic diversification in rural areas must therefore be a high priority.
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