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To the Cabinet Minister and Head of the
Ministry of Agriculture

On 27 July 1995 the Swedish government decided to set up a
parliamentary committee with the aim of developing, from a Swedish
perspective, a comprehensive proposal for reform of the EU’s Common
Agricultural Policy (CAP).

On 6 October 1995 the Head of the Ministry of Agriculture
appointed the Director General and Head of the Swedish Board of
Agriculture, Svante Englund, as chairman of the committee and, as
members of the committee, the Members of Parliament Bo Bernardsson,
Sinnikka Bohlin, Lennart Brunander, Inge Carlsson, Dan Ericsson, Ann-
Kristine Johansson, Gudrun Lindvall, Leif Marklund, Maggi Mikaelsson
and Carl G. Nilsson, and also research student Cecilia Malmstrom. On
28 December 1995 Member of Parliament Bengt Kronblad was
appointed as a member to replace Bo Bernardsson with effect from 1
January 1996.

On 6 October 1995 Principal Administrative Officer at the Swedish
Board of Agriculture Hans G. Ohgren was appointed secretary to the
committee, and on 7 December Anna Lagerkvist (née Osterling),
Administrative Officer at the Swedish Board of Agriculture, was
appointed deputy secretary.

On 7 December the following special advisers were appointed to the
committee: Arne Gabrielsson, Director of the Federation of Swedish
Food Industries, research secretary Lars Erik Hellberg of the Swedish
Agricultural Union, farmer Eva Karin Hempel of the Federation of
Swedish Farmers, and research secretary Mikael Kullberg of the
Swedish Food Workers’ Union. On the same day the following experts
were appointed: First Secretaries Carl Asplund, Ministry of Finance, and
Hikan Bjorklund, Ministry for Foreign Affairs, the Assistant Under-
Secretary Johan Bodegérd, Ministry of the Environment, and Assistant
Under-Secretaries Anders Klum and Dag von Schantz of the Ministry of
Agriculture. On 26 September 1996 General Secretary Maicen Ekman
of the Swedish Consumers’ Association was appointed expert to the
committee from 1 October 1996 onwards.

We have assumed the name KomiCAP.

In order to analyse various parts of the Common Agricultural Policy
the committee appointed three expert groups. The task of the first expert



group was to analyse the factors from the rest of the world which now
and in the future can have a bearing on the Common Agricultural Policy.
A first report on the consequences for the Common Agricultural Policy
of the WTO commitments and an enlargement to the East was presented
to the committee in November 1996 and has also been published as SOU
1996:171. The expert group was lead by the Head of Division, Christina
Nordin, National Board of Trade, and was otherwise made up of the
following members: Hikan Bjérklund, Ministry for Foreign Affairs,
Mikael Andersson, Ministry of Agriculture, Erland Karlsson, Swedish
Board of Agriculture, and Kristina Radkvist of the Federation of
Swedish Farmers. Secretaries were Bo Magnusson, Swedish Board of
Agriculture, and Nils-Gunnar Forsberg, National Board of Trade. In a
second report the group have analysed how the CAP affects food supply
in the world, especially its effect on food production in the developing
countries. Whilst working on the second report the members of the
expert group were changed in that Christina Furustam of the Federation
of Swedish Farmers replaced Kristina Radkvist and Hakan Loxbo,
Swedish Board of Agriculture, replaced Erland Karlsson. The secretariat
comprised Thomas Hagman, Anna Lagerkvist and Bo Norell, all from
the Swedish Board of Agriculture. The expert group’s second report
“EU:s jordbrukspolitik och den globala livsmedelsforsorjningen™ was
published in February 1997, SOU 1997:26.

The task of the second expert group was to analyse the Common
Agricultural Policy as practised up to the present day and also to analyse
the extent to which the various instruments of the CAP contribute
towards achieving the objective that market orientation should increase,
and that the number of agricultural policy instruments should be reduced
along with their influence on the market. Chairman of the expert group
was Head of Department Harald Svensson of the Swedish Board of
Agriculture, and the group was otherwise comprised as follows: Carl
Asplund, Ministry of Finance, Hikan Bjorklund, Ministry for Foreign
Affairs, Are Gabrielsson of the Federation of Swedish Industries, Lars-
Erik Hellberg, Swedish Agricultural Union, Marie Ingerup, Ministry of
Agriculture, Rein Karm, Federation of Swedish Commerce and Trade,
Mikael Kullberg, Swedish Food Workers’ Union, Barbro Lindahl,
Consumers Committee on Food Policy, and Lars-Erik Lundkvist,

! »Common Agricultural Policy and World Food Supply”. Only available in Swedish.

(Transl. note)



Federation of Swedish Farmers. Bengt Johnsson from the Swedish Board
of Agriculture was secretary of the group. The expert group has
presented two reports to the committee. The first report “Effekter av
EU:s jordbrukspolitik”> SOU 1996:136, presented to the committee in
September 1996, comprises an analysis of the Common Agricultural
Policy in practice up to the present day. In a second report, ” Alternativa
utvecklingsvigar for EU:s gemensamma jordbrukspolitik”®, SOU
1997:50, March 1997, the group has presented two alternatives for how
the Common Agricultural Policy can be developed in the future, based
on analysis of the objectives and instruments of agricultural policy.

The task of the third expert group was to analyse how issues relating
to the environment, regional allocation along with quality and ethics are
addressed within the CAP. Prof. Ewa Rabinowicz of the Swedish
University of Agricultural Sciences was chairman of the expert group.
Otherwise, the group was comprised as follows: Birger Backlund of the
National Rural Area Development Agency, Johan Bodegérd, Ministry of
the Environment (up until July 1996), Nils-Gunnar Forsberg, National
Board of Trade, Carl Johan Lidén, Swedish Board of Agriculture,
Sverker Lindblad, National Board for Industrial and Technical
Development, Bengt Rundqvist, National Environmental Protection
Agency, Bengt Sjoholm, Federation of Swedish Farmers, Peter
Westman, Ministry of the Environment (from August 1996, replacing
Johan Bodegard) and Mats Aberg, Ministry of Agriculture. Secretary to
the expert group was Erik Fahlbeck of the Board of Agriculture. The
report “EU:s jordbrukspolitik, miljon och regional utveckling™, SOU
1997:74, May 1997, comprises the group’s analysis of the consequences
of the current agricultural policy particularly in environmental and
regional allocation issues, and how various alternatives for reform might
affect agriculture in Sweden.

% «Effects of the Common Agricultural Policy”. Only available in Swedish. (Transl. note)

3 “Future Options for the Common Agricultural Policy”. Only available in Swedish.

(Transl. note)

# «Common Agricultural Policy, the Environment and Regional Development”. Only

available in Swedish. (Transl. note)



Now that the mission has been completed we would hereby like to
present our report “Food and the Environment - Swedish strategy for the
future of EU agriculture” Reservations and special comments are
attached to the report.

Stockholm June 1997

Svante Englund

Sinikka Bohlin Lennart Brunander Inge Carlsson
Dan Ericsson Ann-Kristine Johansson Bengt Kronblad
Gudrun Lindvall Cecilia Malmstrom Leif Marklund

Maggi Mikaelsson Carl G. Nilsson
/Hans G. Ohgren

Anna Lagerkvist
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Summary

Aim

The committee has been directed to produce a comprehensive
proposal for reforms of the EU’s Common Agricultural Policy - the
CAP. The reforms should be aimed at making the CAP more market-
oriented, deregulated and environmentally adapted. In order to analyse
different aspects of the CAP in line with the directive, the committee

has appointed three expert groups. Their work is presented in five SOU
reports and may be regarded as appendices to this report.

Objectives and instruments of the current CAP

The objectives of the Common Agricultural Policy of the European
Union were set out in the Treaty of Rome in 1957, and were intended
to ensure that the European Union would be self-sufficient in food by
stimulating agricultural production and protecting the production from
competition from the outside world. The CAP is therefore largely
aimed at supporting the producers within the European Union. The
CAP’s objectives reflected the needs which existed after the second
world war but have not been changed in the 40 years which have
passed since then, despite the fact that the European Union is currently
self-sufficient, and furthermore is a net exporter of many agricultural
goods.

Since the introduction of the CAP new measures have been
adopted alongside the old ones which remain in force, albeit in
somewhat different forms. Today the instruments of the CAP comprise
market price support (chiefly export refunds, measures of intervention,
production limitations and border protection), direct support (area and
headage payments), environmental payments and regional and
structural support, which are different according to the types of
products concerned. The major part of EU funding to agriculture goes
to market price support and direct support. Market price support
maintains a generally high price level within the European Union
which stimulates production within the Union and leads to lower prices
on the world market. This means that the CAP, in addition to its budget
costs, places a burden on consumers through high costs for food. In
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addition to this, producers in developing countries are disadvantaged
by the low prices created by the agricultural subsidies of the industrial
countries. Environmental payments and regional and structural support
make up a fairly small, yet increasing, part of the EU agriculture
budget. Areas less favourable for agricultural production suffer
because of the market regulations in the sense that the elements of
market regulation support with the highest price tags accrue to
agriculture in the EU’s high producing areas. However, without
regional support agricultural production would probably be less than it
is today in less favoured areas. As far as the environment is concerned
it can be observed that agricultural production leads to both a series of
environmental problems and to certain beneficial environmental
effects. On the other hand it is more difficult to determine which
environmental effects are the result of the CAP. It is, however, clear
that there is a lack of instruments to ensure that agricultural production
will be environmentally friendly.

Why is the CAP in need of reform?

There are a number of reasons why the CAP is in need of reform,
both from internal and external point of view. Firstly, the CAP’s
objectives have not been adapted to the fact that the food situation has
changed in the 40 years which have passed since they were formulated,
both inside the European Union and in the rest of the world. Our
preferences today are also different. Issues relating to consumers, the
environment, animal welfare and questions of regional development
must be given more emphasis in the agricultural policies of the future.

Secondly, we see a number of shortcomings and disadvantages in
the system of CAP instruments. Measures taken today within the CAP
are complex and difficult to grasp. Certain types of instruments
counteract each other, questioning both the efficiency and legitimacy
of those instruments. In addition, the CAP leads to food prices and
budget costs which are excessively high. We also consider that the
efforts made within the CAP for animals, the environment and rural
development are insufficient. Greater attention must be paid to the
measures agreed at the United Nations Conference on Environment
and Development in Rio, 1992.

Thirdly, there are also several factors in the world around us which
indicate that the CAP is in need of reform. Producers in developing
countries suffer from the low prices caused by the EU’s high levels of
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tariffs and subsidised exports. The commitments of the World Food
Summit 1996 in Rome are not sufficiently fulfilled in the present CAP.
Forthcoming WTO negotiations will be likely to lead to demands for
significant reductions in agricultural subsidies. Furthermore, an
enlargement of the European Union towards the East is a high priority
issue. A reform of the CAP is also desirable in that it would pave the
way for such an enlargement.

New objectives for the Common Agricultural Policy

We consider it desirable that the Common Agricultural Policy is
reformed in such as way as to ensure an optimum use of agricultural
resources in the future. We therefore propose the following objectives
for the Common Agricultural Policy:

The Common Agricultural Policy should aim to facilitate:
¢ awide and varied supply of safe food at reasonable prices
e sustainable agriculture

In addition to these two principal objectives, the agricultural policy
should also aim at ensuring that production, processing and distribution
of food is carried out in such a way that
¢ biodiversity is conserved and promoted
cultural heritage is preserved
a varied farming landscape is promoted
environmental load is minimized
livestock production is carried out under strict requirements for
animal welfare
regional balance and viable rural areas are promoted
internationally competitive agriculture within the European Union
is promoted

Instruments for achieving the proposed objectives

A new Common Agricultural Policy must be designed so that
production is given the best possible chance of achieving the objectives
we have proposed. It is important that society should pass legislative
measures and pay for services which can ensure the achievement of
these objectives.

In order to achieve a wide and varied supply of safe food it must be
ensured that there is market competition at all stages of the chain of
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production and distribution, that producers are responsible for food
safety and provide information on production methods, contents, etc.
Public provision of training and information are other measures which
may help to ensure that objectives are attained. Current EU market
regulations generally work against developments in which the supply
of food is driven by consumer demand and are therefore unnecessary.

In order to achieve the proposed environmental objectives joint
legislation which defines minimum requirements for permissible
environmental impact is needed, together with the possibility of stricter
environmental requirements at national level. Additionally, agriculture
should be compensated for various types of environmental services,
such as preservation of biodiversity, varied farming landscape and
cultural heritage.

Furthermore there is a necessity for stricter legislation to achieve
better conditions for animals throughout the European Union. As far as
possible, there should be a common legislation, but individual
countries must, inter alia for ethical reasons be given the opportunity
to impose stricter national requirements.

The level of ambition for this common legislation both for the
environmental and animal fields should be of the highest order.

To promote a regional balance and viable rural areas it would be
reasonable that support is made available to these ends. This should be
done within the framework of common legislation in cooperation with
other sectors of society. Measures should be designed to facilitate
flexibility and structural development within agriculture.

Interim measures

As such it would be desirable for the EU common market
regulations to be removed in the long-term. The starting point for this
should be that all sectors are reformed at the same time to avoid any
profit imbalance between different agricultural goods. Care must be
taken to ensure that reforms are carried out in ways which are socially
acceptable. It may be reasonable to retain EU border protection during
an interim period.

It would be reasonable for direct payments for a limited time after
the reforms to facilitate a re-shaping and re-structuring of the
agricultural sector. These payments should provide the producers
affected with the greatest possible flexibility in decision-making so
that resources are not tied up in unprofitable production. The extent of
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the need for thess payments must be determined by the prevailing
conditions in each sector.

A reform of the CAP before the next round of WTO negotiations,
due to begin at the beginning of next century, is desirable since it
would lead to a better negotiating position for the European Union. It
would provide the European Union with more room to negotiate on the
issues of special concern to us, i.e. ensuring environmentally friendly
production and making demands for food safety. Given a driving role
within the WTO the European Union would also be acting in line with
the commitments subscribed to by Member States at the World Food
Summit in Rome and at the 1992 UN Conference in Rio.

An enlargement of the European Union to the East is, as mentioned
previously, a high priority issue since it would favour peaceful and
economic development both in Central and Eastern Europe and within
the European Union itself. In order to assist prospective Member States
in their EU entry planning it is important that a relatively quick
decision is taken on new directives for the CAP.

When and how the Common Agricultural Policy can be reformed is
primarily a question of negotiation, both within the European Union
and at international level, and is affected by factors such as market and
economic development within and outside the Union. We are seeking
to reform the CAP in ways which would in time lead to the
achievement of the objectives we have proposed. In order to be able to
press for the measures we consider important, both within and outside
the European Union, it is desirable that the reform process should start
immediately.
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1  Aim of the inquiry

1.1 Directive

In accordance with the directive (Dir 1995:109), see appendix 1, the
committee is to produce a comprehensive proposal for reforms of the
Common Agricultural Policy (CAP) together with a strategy for
implementation of the reforms. The purpose of the reforms should be to
make the CAP more market oriented, deregulated and more adapted to
environmental needs.

The committee shall analyse the agricultural policy carried on in the
European Union up to the present time, paying special attention to the
macro-economic perspective and the interests of consumers and
taxpayers. The committee shall also analyse how agricultural policy
affects efficiency, structures and incomes in production. The
consequences of an enlargement of the European Union towards the East
shall also be analysed. Against the background of the analysis of policy
up to the present time the committee shall propose reforms aimed at
market orientation and deregulation of the CAP.

The committee shall analyse how current policy should be reformed
so that established environmental objectives can be achieved. An
important part of the ongoing CAP reforms is a strengthening of the
resources which, in the framework for agricultural policy, are reserved
for the rural development, for example support in the development of
supplementary employment to traditional agriculture. The committee
shall analyse how current policy should be reformed in order to achieve
these objectives more efficiently.

The effects of the current policy on food production in the
developing countries are to be examined. The consequences for the CAP
of an enlargement of the European Union towards Central and Eastern
Europe, plus the effects of the WTO commitments shall be analysed.

The effects of an increased interest in quality and ethical aspects of
production are also to be included in the analysis. The increased relative
importance of processed products in relation to raw materials shall be
examined. The appropriateness of current competition legislation should
be analysed. The committee shall also present proposals for the division
of responsibility for provision of finance between the common budget
and national budgets. Proposals shall be made with regard to the need
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for and the possible forms of compensation for the agricultural sector.
The committee shall also propose how the reforms are to be implemented
and give an account of strategic considerations.

1.2 Organization of the work

Given the very wide scope of the task in hand we have imposed
certain limits. In recent years a number of committees have made
suggestions concerning competition legislation. Within the time given,
we have not found it possible to provide further analysis and
consideration of this legislation. Neither have we found it possible to
cover all of the strategic considerations as to how the reforms should be
implemented stipulated in the directive. The work towards reform is an
ongoing process. Furthermore, the positions of other Member States are
not, in many cases, clearly expressed. They may also be changed in the
course of time.

At the beginning of 1996 we appointed three expert groups whose
tasks were to analyse various parts of the CAP. These groups have
submitted five different reports which we have approved for publication
in the SOU series as follows':

SOU 1996:136 Effekter av EU:s jordbrukspolitik

SOU 1996:171 Konsekvenser for CAP av WTO-atagandena
och en 6stutvidgning

SOU 1997:26 EU:s jordbrukspolitk och den globala
livsmedelsforsérjningen

SOU 1997:50 Alternativa  utvecklingsvagar for  EU:s
gemensamma jordbrukspolitik

SOU 1997:74 EU:s jordbrukspolitik, miljon och regional
utveckling

' Only available in Swedish. Translation of titles: SOU 1996:136 Effects of the Common
Agricultural Policy; SOU 1996:171 Consequences for CAP of WTO Commiments and
Enlargement to the East; SOU 1997:26 Common Agricultural Policy and World Food Supply;
SOU 1997:50 Future Options for the Common Agricultural Policy; SOU 1997:74 Common

Agricultural Policy, the Environment and Regional Development. (Transl. note)
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These reports should be seen as appendices to this report since they
formed a background material for our analyses and conclusions.

Chapters 2 and 3 describe and analyse the current Common
Agricultural Policy. These chapters are based on the analyses of the
expert groups. In the chapters which follow, proposals for a new
Common Agricultural Policy within the European Union are put forward
and discussed. The various chapters of this report are concerned in
principle with the following:

Chapter 2 contains a description of the current Common
Agricultural Policy. The objectives of the CAP are compared with the
objectives of Swedish agricultural policy prior to EU membership. There
is also an account of the instruments used within the CAP.

Chapter 3 contains an analysis of the effects of the CAP on
consumers, taxpayers and producers, effects on economy, employment,
the environment and regional development. There is also a discussion of
the CAP’s effects on the rest of the world, with special attention to the
food situation in the developing countries. Consequences for the CAP of
existing WTO agreements, expected requirements of the next round of
WTO negotiations plus the effects of an enlargement towards the East
are discussed. As such, chapters 2 and 3 constitute a description and
analysis of current agriculture policy, thereby providing a starting point
for the proposals and discussions relating to a new agricultural policy
which can be found in the following chapters.

In chapter 4 we take up the most important reasons for our view that
the CAP is in need of reform, followed by proposals for future objectives
for the Common Agricultural Policy.

In chapters 5-8 we develop our arguments relating to future
objectives for the Common Agricultural Policy and also discuss the
instruments needed to achieve those objectives. Chapter 5 contains a
discussion of food production. We discuss food quality and safety, the
need for competition and consumer needs for information.

Chapter 6 takes up the subject of agriculture and the environment. It
includes a discussion on sustainable agriculture and its significance in a
future society in ecological balance. The impact of agriculture on the
open landscape, culturally sensitive environments and biodiversity is
discussed.

Chapter 7 includes discussion of objectives and instruments for
livestock farming. We discuss and suggest the requirements for animal
production which society should put in place.
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In chapter 8 we discuss agriculture and regional development. We
examine how structural and regional policy measures should be formed
so as to facilitate the adaptation of agriculture to new circumstances.

Chapter 9 is a summary of the objectives and instruments for future
agricultural policy which we have proposed. This is followed by a
discussion of how current agricultural policy must be changed to achieve
the objectives we propose.
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2 Current Common Agricultural Policy

2.1 Objectives for the Common Agricultural
Policy

The objectives for the Common Agricultural Policy (CAP) were
formulated in the Treaty of Rome in 1957. Article 39 of the treaty states
the aims of the CAP to be:

e 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;

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

e to stabilise markets;

e to assure the availability of supplies;

e to ensure that supplies reach consumers at reasonable prices.

The Treaty of Rome also states that in determining policy and the
special measures necessary to implement it, attention should be paid to:

e the particular nature of agricultural activity, which results from the
social structure of agriculture and from structural and natural
disparities between the various agricultural regions;

e the need to effect the appropriate adjustments by degrees;

e the fact that in the Member States agriculture constitutes a sector
closely linked with the economy as a whole.

When the objectives were drawn up the six Member States (France,
Germany, Italy and the Benelux countries) were net importers of most
agricultural products. The objectives drawn up, which have been in force
since that time, concentrated on production. Improved productivity and
increased agricultural production were seen as reasonable and
meaningful needs in the light of the situation of Europe after the war.
Stable supplies on the domestic market were important. The objective
for income assumed an important role and agriculture was the main
occupation of almost a quarter of the population.
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The agricultural policy objectives of the Treaty of Rome have not
been changed, despite the major economic changes which have taken
place. However, the goals may be said to have changed indirectly in that
new instruments have been created, especially for structural,
environmental and regional measures. The economic role of agriculture
in society has decreased. In 1993 agriculture accounted for approx.
2.5% of GDP and approx. 5.7% of employment in the current EU15
(Swedish Board of Agriculture 1995).

2.2 Former Swedish agricultural policy
objectives

The objectives for Common Agricultural Policy have remained
unchanged since the 1950s. A comparison with Swedish agricultural
policy shows that the objectives in Sweden have changed more and that
their relative significance has altered.

In the immediate aftermath of the second world war Sweden also had
a need to build up its food production. The goal of production was
therefore pivotal. In the 1960s there was a strong demand for labour in
the industry and the goal for food production in Sweden was of lower
priority. At the beginning of the 1970s there were indications of world
food shortages and production reassumed its central role. This was given
less importance again in the 1980s as the consumer objective grew in
importance and new environmental objectives were introduced. The
agricultural policy decision in 1990 placed further emphasis on
consumer, environmental and regional issues. Objectives relating to
consumers can be briefly summed up as follows: “Production should be
driven by consumer demand. Consumers should be afforded ample
opportunity to choose between different types of food...”. As regards the
environment, the following is stated: The environmental objective is to
conserve a rich and varied farming landscape and to minimize the
environmental harm caused by agriculture.” (Prop. 1989/90:146)

The majority of the EU’s objectives for the CAP are centred on
production, such as productivity objective, income objective and price
stability objective. The emphasis is thus on the supply side. In Sweden
the structure of objectives remained roughly the same until the middle of
the 1980s when consumer objectives, i.e. the demand side, grew in
significance. The decision of the Swedish parliament in 1990 placed
consumer objectives in a central position alongside environmental issues.
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In 1995 Sweden became a member of the European Union, and for this
reason the implementation of the 1990 agricultural policy decision was
never completed.

2.3 CAP instruments

2.3.1 Development of the CAP

The formal objectives of the Common Agricultural Policy have
remained unchanged from the beginning. However, the CAP’s
instruments have changed over the years, something which can be seen
as an evolutionary rather than a revolutionary development. The various
rules have been gradually changed and new rules have been introduced
when required. It has, however, been rare for any instruments to
disappear. For this reason, the instruments have become increasingly
complex and difficult to grasp. An important explanation for this is the
nature of the decision making process, in which the often disparate
interests of different members can lead to compromises and package
solutions.

From the outset the CAP was wholly aimed at securing food supply
through stimulation of production. EU farmers received prices for their
production higher than world market prices thanks to market price
support in the form of administrative prices such as inter alia
intervention prices and border protection. This market price support was
developed to include more products and more or less special solutions
were often formulated for each sector. Several intervention measures
were introduced and export refunds were applied to exports outside the
European Union. The high levels of market price support together with
technical and economic developments led to an increase in agricultural
production within the European Union. However, consumer demand
within the European Union did not increase at the same rate. In the
1970s the European Union changed from being a net importer to a net
exporter of a number of agricultural products, especially crop and
animal products for which the European Union provides high levels of
support. On the other hand the European Union is still a major net
importer of, for example, fruit and vegetables, for which EU support
levels are relatively low. The European Union is also a net importer of
oilseeds and protein feed. Furthermore, the European Union imports
large quantities of agricultural products from developing countries, such
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as coffee, tea and cocoa, which are not subject to EU market regulations.
As a result of major production surpluses of certain goods, production
quotas became a new element of the CAP in the 1980s. These were first
introduced on milk production.

From the beginning the Common Agricultural Policy lacked the
means to deal with structural, environmental and regional issues. At the
start of the 1970s the so-called Structural Funds were introduced. These
come only partly under the CAP, and it was not until 1989 that
allocations to these funds increased significantly. Structural policy, like
the CAP in general, has become more complex over the years.
Characteristic of structural and regional policy is that it has changed
each time new Member States have joined the European Union. As
recently as 1995 a new support to sparsely populated regions was
introduced (objective 6), specially adapted for Sweden and Finland.
Environmental measures were first introduced into the CAP to a
significant degree in 1992.

In 1992 decisions were taken on the most far reaching change of the
CAP to date. The background to the decision was primarily criticism of
increasing surpluses and subsequent increases in budget costs. The
measures to limit production introduced during the 1980s had proved to
be insufficient. The Policy’s inability to handle cases of income
distribution and effects on the environment were also cited as motivating
factors. At the time of the reform there was also international pressure
for changes to the CAP from the on-going Uruguay round of the GATT
negotiations.

The basic changes to the CAP agreed on in 1992 were to:

e lower the administrative prices,

* compensate farmers for lower prices via direct payments,

e introduce production limitations,

e introduce environmental payments and other so-called accompanying
measures.

The sectors affected by the 1992 reform were cereals, oilseeds,
protein crops and beef The reform meant that levels of border
protection, export refunds, intervention prices, etc. were lowered and
that these instruments thereby became of reduced importance in the
sectors affected. In order to compensate for these lower prices, direct
support per livestock unit or per hectare, i.e. headage and area payments,
was introduced. However, direct support led to over compensation since
market prices have not fallen to the same extent as the administrative
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prices. The reform also included so-called accompanying measures,
covering measures for agri-environment, afforestation and early
retirement support.
Since the 1992 reform of the CAP, other reforms have been carried
out affecting various sectors such as rice and fruit and vegetables. There
are on-going discussions on changes to the regulations applying to wine,
tobacco and olive oil. Discussions have also been initiated on the subject
of future changes in the regulations pertaining to beef, milk and cereals.
The instruments currently used in the CAP are chiefly
e internal market price support (mainly export refunds, production
limitations and intervention measures),

e direct support (area and headage payments)

e border protection (mainly tariffs, in certain cases reduced by trade
agreements),

e environmental payments

e regional and structural support.

The internal market price support, direct payments and border
protection are all part of the so-called market regulations. These forms
of support place a 100% burden on the EU budget and are paid out by
the EAGGF’s (European Agricultural Guidance and Guarantee Fund)
Guarantee Section. Environmental payments, partly paid from national
funds, is also paid for by the Guarantee Section. On the other hand
structural and regional measures in the agricultural section are mainly
paid for from funds in the EAGGF’s Guidance Section together with
national funds. In addition to these there are Structural Funds which are
outside the agricultural fund.
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Figure 1 EU agriculture budget divided into various measures of
support 1996
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Figure 1 shows EAGGF expenditure for 1996 divided into various
measures of support. This is a way of gaining an impression of the
significance of the various components of the CAP. However, in order to
gain an understanding of the significance which various adjustments
have on the market and prices, the producers and consumers, attention
should not only be paid to budget. Calculations of this kind are presented
in section 3.1.

In 1996 EU spending on the CAP amounted to ECU 43 billion
(Around SEK 370 billion, at a rate of exchange of 1 ECU = SEK 8.70).
This was a major increase compared to 1995 when spending was at
ECU 37 billion (around SEK 320 billion). This budget increase
was,however, mainly brought about by the enlargement of the European
Union from 12 to 15 countries in 1995, which had a clear effect on
expenditure in 1996. Of the 1996 expenditure 45% went to direct
payments and 42% to market price support. The proportion of direct
payments has increased since they were introduced in 1992, and in 1996
they amounted to ECU19 billion (around SEK 170 billion). EU
expenditure of some ECU 18 billion (SEK 160 billion) on market price
support in 1996 was, however, lower than anticipated owing to high
world prices for cereals. The EU expenditure on the accompanying
measures doubled between 1995 and 1996 from ECU 0.8 billion to ECU
1.8 billion (from SEK 7.2 billion to SEK 16.1 billion) of which
environmental payments in 1996 was at ECU 1.4 million. EAGGF
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expenditure on regional and structural support has also increased, and
amounted to ECU 3,8 billion (appr. SEK 33 billion) in 1996. The
accompanying measures, along with structural and regional support, are
partly financed by the Member States.

2.3.2 CAP market regulations

Current CAP market regulations

Three basic principles were established when the first market

regulations were introduced in the 1960s. These are still in force:

e a common market with free movement for agricultural products with
common administrative prices,

e Union preference, i.e. goods produced within the Union are to be
given priority over imported goods,

¢ joint financing.

The Common Market inside the European Union has been created by
the removal of tariffs, export subsidies and other kinds of competition
distorting subventions between Member States. Common prices mean
that administrative prices determined in ECU apply throughout the entire
Union. Such a price is the intervention price. Export refunds, tariffs and
support are also common throughout the Union. On the other hand,
market prices can differ inside the Union, infer alia because of the size
of regional production in relation to demand.

The Union preference means that goods inside the European Union
are given preference on the market above goods from a third country.
This functions in that agricultural goods from third countries are subject
to border protection, chiefly tariffs. Other aspects of market regulation
also lead to the maintenance of a higher price level inside the European
Union than the prices which apply outside.

Joint financing means that measures of the market regulations are
financed with money from the EU budget. EU budget revenues consist of
tariffs, sugar duties and fees from Member States. In 1995 Member
State fees represented approx. 70% of EU budget revenue.

Market regulations comprise a wide variety of instruments including
export refunds and tariffs on trade with third countries together with
intervention measures and production quotas inside the Union. These
instruments support a generally higher level of prices inside the
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European Union compared to the world market, as can be seen from
Figure 2.

Figure 2 Diagram showing how EU market regulation affects the
prices of agricultural goods
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Export refunds, intended to compensate for the difference between
the EU price and the world market price for exports to third countries,
are paid out for EU exports to such countries. Export refunds, which
apply to the majority of agricultural goods produced inside the European
Union, help to boost prices inside the Union. Export levies may be
applied if world market prices are higher than EU prices. This keeps the
level of prices in the internal market down, to the benefit of consumers
inside the European Union. In recent years this has been applied to
cereals.

Imported goods from third countries attract tariffs, or some other
kind of border protection. This also has the effect of keeping prices
inside the European Union at a higher level than on the world market. As
a consequence of the GATT agreement from the Uruguay Round - the
UR Agreement - the former variable levies have been replaced by tariffs.
Despite the UR Agreement, however, there is still variable border
protection for certain agricultural products, inter alia fruit and
vegetables.
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Various kinds of production limitations in form of different quotas
have become more common within the CAP. By limiting production of a
certain product the supply inside the Union is limited and prices can
thereby be kept up. To what extent production limitations control the
supply, and thereby the price, varies between the different products.
Production limitations are for instance applied to the milk and sugar
sectors. For milk, quotas effectively mean that production in excess of
the permitted level is impossible, since production in excess of quota is
subject to a charge which is higher than the corresponding producer
price. For sugar, production which exceeds A- and B-quotas , i.e. C-
sugar, is not covered by EU market regulation and must therefore be
exported from the European Union without any export refunds.

Inside the European Union a number of infervention measures are
also applied in order to support a high price level. When there is a risk of
the price falling below a certain level the European Union can intervene
with buying in for intervention. Intervention measures also include
consumption stimulation measures in the form of price discounts and
measures to support markets.

Product support is mainly applied to agricultural goods for which
the European Union, because of trade policy commitments, does not
have any border protection. Support is paid out per kg of product
supplied. In general supply is stimulated by this type of support.

The majority of direct payments have been introduced to compensate
for reduced price support and consequently lower prices. Direct
payments which are paid per hectare or livestock unit do not have the
same direct effect on supply and prices as export refunds, intervention
and other forms of market price support. However, direct payments can
be said to have an indirect production stimulating effect.

Table 1 shows the market regulating measures which now apply to
the most important product sectors. Most processed food is also affected
by EU market regulations through export refunds and border protection.
This is due to the fact that these regulations affect the price of the
agricultural products used by the food industry.
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Table 1 EU market regulating measures for various agricultural

products
Product Inter-  Export Border Product Direct Prod.-
vention refunds protec- support support limita-

tion tions

Cereals X X X X X

Oilseeds X X

Protein crops X X

Sugar (x) X X X

Fruit/vegetables X X X (X)

Wine X X X X

Dried fodder X X

Seeds X

Tobacco X X X

Cotton X

Flax(fibre) X

Olive oil X X X

Milk X X % X

Beef and veal X X X X X

Pigmeat (%) X X

Sheep/Goat meat X X X X X

Poultry meat X X

Eggs X X

Source: SOU 1996:136. Own adaptation.

2.3.3 Environmental payments

Prior to 1992 there were only a handful of environmental measures
inside the CAP. With the 1992 reform of the CAP, the European Union
introduced environmental payments in the agricultural sector to
supplement the market regulations and to make them more
environmentally friendly. However, there is still a lack of formal
environmental objectives within the CAP.

The European Union has established a framework for environmental
payments, whereas the details are determined at national level subject to
EU approval. Payments are partly financed by respective Member
States. The purpose of these payments is inter alia to encourage less
intensive  production methods, promote environmentally friendly
extensification, promote the use of agricultural land which pays attention
to protection and improvement of the environment, the countryside, the
landscape, natural resources and biological diversity, promote organic
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farming and encourage long term removal of agricultural land from
production for environmental reasons such as wetland conservation and
protection of areas sensitive to erosion. EU environmental payments is
dealt with more fully in section 3.3.3.

2.3.4 Structural and regional policy

Structural policy in the European Union started to take shape at the
beginning of the 1970s when funding was made available to the so-called
Structural Funds. In the beginning there were only modest
appropriations. With the Single European Act of 1987 the objective for
economic and social unity, i.e. the will to reduce the differences between
different regions, was written into the Treaty of Rome. The result was a
thorough reform which came into effect in 1989 together with a
significant increase in money made available from the Structural Funds.
The Structural Funds, i.e. the European Regional Development Fund,
the European Social Fund and the European Agricultural Guidance and
Guarantee Fund Guidance Section and a fourth fund for fishing, were
co-ordinated and the current format, with a limited number of principal
objectives, was introduced.
Following the latest reform of structural and regional policy in 1993,
the following five main objectives were set up for the pericd 1994-1999:
1. economic development of regions whose development is lagging
behind

2. economic regeneration of regions with declining industrial activity

3. combating long-term unemployment and facilitating the integration
into working life of young people and of persons exposed to
exclusion from the labour market

4. preventive measures against unemployment (training)

5. promotion of rural area development, by
(a) speeding up the adjustment of agricultural structures
(b) facilitating the development and structural adjustment of rural
areas.

As a result of the entry of Sweden and Finland as members of the
EU, objective 6 was created to assist regions with low population
density. As far as the agricultural sector is concerned, the relevant
objectives are 5a, 5b and 6.

Objective 5a concerns support for re-structuring of agriculture and
forestry: (it also includes fishing, although this is financed from the
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fishery fund). Measures which can be financed by this type of support
include investment support, setting-up aid for young farmers, setting-up
aid for fruit and vegetable producers’ organizations, support on
improving the processing and marketing condition for agriculture and
forestry products, and support to less favoured areas (LFAs). Support,
which is voluntary, is financed both by the EU agricultural fund and by
the Member State concerned.

Objective 5b is intended to increase diversity and vitality in rural
areas. Efforts are chiefly concentrated on projects which are deemed to
contribute to development in rural areas. Examples of recipients are
measures for competence development in tourism, small and medium
size companies or in area-dependent industries, whether or not they
operate in the agricultural sector. A prerequisite to be included in
objective 5b is that a region have a low GDP per capita and a high
percentage of the population employed by the agricultural sector as well
as low incomes from agriculture. The support is financed by a
combination of the EU agricultural fund, regional fund and social fund,
together with national funding from respective Member States.

Objective 6 is intended for regions of extremely low population
density with a maximum of 8 inhabitants per km? As mentioned above,
Objective 6 was introduced when Sweden and Finland became members
of the Union and was created to be able to use some of the support in a
limited geographical area which was deemed to be justified, but which
for various reasons would not be applicable under conditions prevailing
at the time. Inside the target area, which in Sweden consists of the inner
areas of Norrland and parts of north west Svealand, the Structural Funds
can finance projects which contribute to the development of the area,
including measures covered under Objective 5a, i.e. measures aimed at
agricultural companies and rural development.
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3  CAP facing the future

3.1 The CAP, consumers, taxpayers and
producers.

3.1.1 Introduction

With the help of border protection, chiefly tariffs, and other market
regulating measures, such as measures of intervention, production
limitations and export refunds, the prices for agricultural goods inside
the European Union are generally kept at a level which exceeds world
market prices. The differences in price inside and outside the European
Union are determined in principle by the level of the export refunds for
the products exported by the European Union and by the level of tariffs
on goods imported into the European Union.

In recent years, following the 1992 reform some of the CAP’s
expenditure has been shifted from the consumer to the taxpayer. The
reform meant lower market price support and thereby lower market
prices for consumers, especially for cereals. By way of compensation the
producers receive direct payments which come from the EU budget.
Production limitations are being used increasingly in order to limit
budget expenses.

3.1.2 Effects of the CAP on producers

Economic effects on producers

Producers in the European Union receive support for their
production through a combination of prices which are higher than on the
world market and direct support. Each year the OECD works out PSE
data (Producer Subsidy Equivalent) which compares the level of support
with the total value of production. Where the European Union is
concerned, environmental payments are not part of the PSE calculations.
There is some degree of uncertainty in the calculations inter alia world
market prices are different in different places and changing exchange
rates affect results. The PSE should therefore be seen as a means of
describing trends and approximate levels of support. On the other hand,



30 CAP facing the future SOU 1997:102

the PSE does not say anything about what would happen to prices if
agricultural policy were to be deregulated. In the products for which the
European Union has a high level of support coupled with high
production, deregulation of the CAP would lead to higher world market
prices, since production within the European Union could be expected to
decrease.

The PSE calculations contain 12 of the most important agricultural
goods. Fruit and vegetables, wine and olive oil are, however, examples
of products, which despite constituting an important part of the EU’s
agriculture production, are not included in the PSE calculations. Figure
3 shows the percentage PSE for various OECD countries for the years
1986-88, 1993-95 and 1996.

Figure 3 The percentage of agricultural subsidy of the total value of
production in various OECD countries for the years 1986-
88, 1993-95 and 1996 (Percentage PSE)
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Source: OECD, 1997. Own adaptation.

Compared to other major OECD food producers such as Australia,
the USA and Canada, there are higher levels of support inside the
European Union. On the other hand, support levels in the European
Union are lower than in Japan, Norway and Switzerland. During 1996
the level of support in the European Union fell, due to the high world
market prices for cereals in the 1995/96 season. Reforms in recent years
have not changed the total level of support. On the other hand the
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reforms have altered the ratio of financing between consumers and
taxpayers.

Previously market price support, i.e. chiefly export refunds, border
protection and intervention measures , constituted a very large part of
the support within the European Union. From the 1986-88 level of 82%
of agriculture support,, they were at 51 % in 1996, according to the
OECD. Direct payments over the same period have increased from 8%
to 33%. Other support, including regional support, accounted for 16% in
1996, compared to a mere 10% between 1986-88 (OECD 1997).

Taking a look at support levels for various products between 1993-
95, the highest are for coarse grains, milk and beef, for which the levels
are over 60% (see figure 4). For rice, sugar, oilseeds and sheepmeat,
support account for more than half of revenue. For pork and eggs,
however, the PSEs are low. Costs for over-priced feed have been
removed. In 1996 the picture changed somewhat. The cereal sector,
which was favoured by high world market prices, received considerably
less support than before. In 1996 the percentage PSEs were highest for
beef, milk, oilseeds, sugar and sheepmeat.

Figure 4 The percentage of agricultural subsidy of the total value of
production in the European Union for the years 1986-88,
1993-95 and 1996 (Percentage PSE)
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Other effects on producers

Apart from providing prices which are higher than on the world
market, the CAP naturally has other effects for producers. Various quota
systems and limitations on production have become more and more
common within the CAP, leading to less flexibility for producers. In
some cases these systems mean severe restrictions on production
capabilities, e.g. in the case of milk production, whereas they in other
cases do not involve the same individual restrictions, such as the area
payment for cereals. Another effect, which has become more apparent
for producers in recent years, is the increased administrative burden.

3.1.3 The effects of the CAP on taxpayers

Expenditure from the EU agricultural fund

The common expenses of the agricultural sector are financed by the
EU agricultural fund (the EAGGF) which comprises roughly half of the
EU’s total budget. Sources of income for the EU budget comprise tariffs
and producer levies and a contribution from each Member State based
on VAT revenue and Gross National Income. Member State
contributions account for the major source of income for the budget.

Figure S EU total expenditure between 1986-97 (billions of ECU)
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Figure 5 shows the EU’s total expenditure for the period 1986-1997
divided into agriculture, other structural measures and other expenses.
As the figure shows, EU expenditure has more than doubled during this
period, from ECU 36 billion in 1986 (approx. SEK 310 billion) to ECU
86 billion in 1997 (approx. SEK 750 billion). CAP expenditure for the
same period has risen from ECU 23 to 46 billion. In 1986 CAP
expenditure corresponded to 64% of total expenditure, and in 1997 this
proportion had fallen to 53%. The part of the EU budget which goes to
structural measures lying outside the agriculture fund has risen from 14
to 24% during the period.

The agriculture fund is divided into two parts: the Guarantee Section
which finances export refunds, intervention measures and direct support,
environmental and other accompanying measures, and the Guidance
Section which finances structural and regional policy measures in the
agricultural sector. Budget costs for the EU Guarantee Section (see
figure 6) are estimated at ECU 42.3 billion for 1997 (approx. SEK 370
billion). This can be compared to the expenditure in 1986 which
amounted to ECU 22.1 billion (approx. SEK 190 billion). The
proportion which goes to direct payments and emvironmental payments
has increased in recent years, whereas the part which goes to market
price support has decreased.

Expenditure for the Guidance Section, which is also shown in Figure
6, was ECU 0.77 billion (some SEK 7 billion) in 1986, which was then
equivalent to 3.4% of the agriculture fund. EU expenditure for structural
and regional policy measures have increased by more than the
expenditure of the guarantee fund and for 1997 are estimated to amount
to ECU 3.7 billion (SEK 32 billion), equivalent to 8.0% of agriculture
fund expenditure.
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Figure 6 Guarantee and Guidance Section expenditure for the
period 1986-1996 (billions of ECU)
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Expressed in terms of per person per year EU budget expenditure for
the EAGGF are around ECU 110 or SEK 1000. This, however, is not
the entire cost to EU taxpayers for agricultural policy. Measures covered
by the Guidance Section are only partly financed by the common EU
budget. The remainder is financed by relevant Member States. The same
is also true of the accompanying measures in the Guarantee Section. In
addition there is also national agricultural support, e.g. support to the
north of Sweden.

The OECD estimates the total transfer of funds as a result of
agricultural policy in 1995 from EU taxpayers to the agricultural sector,
including national contributions, was ECU 48.2 billion, the equivalent of
ECU 130 (approx. SEK 1,100) per person per year (OECD 1996).

3.1.4 The CAP’s effects on consumers

Economic effects on consumers

As mentioned previously, consumers have to pay for the CAP
through higher food prices. The OECD calculates the proportion of the
consumer price at farm gate values which is the result of agricultural
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policy. This figure is known as the CSE (Consumer Subsidy Equivalent)
and, like the PSE, it contains a number of uncertainties.

Figure 7 The proportion of consumer prices resulting from
agricultural policy at farm gate values for the periods 1986-
88, 1993-95 and 1996 (Percentage CSE)
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Figure 7 shows that the percentage CSEs for the European Union
have fallen dramatically, which reflects the increased use of direct
payments. The same trend is also apparent in many other OECD
countries.

Compared to consumers in other major agricultural producing
countries, consumers in the European Union pay a higher cost for
agricultural support. However, consumers in Japan, Norway and
Switzerland pay even more.

During 1993-95 agricultural subsidies accounted for some 37% of
consumers’ expenditure. In 1996 the equivalent figure was around 23%,
which was unusually low because of the high prices for cereals on the
world market in the 1995/96 season. The OECD estimates that the
additional cost for the CAP in 1995 to the average EU consumer was
approximately SEK 1,200 at prevailing world market prices (OECD
1997). However, this additional cost only includes the traditional
agricultural products, whereas, for instance, fruit and vegetables, which
constitute a major part of consumption in certain EU countries, are not
included. However, the OECD calculations do not show how much the
consumers would benefit from a deregulation of the CAP. In the event of
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a deregulation, world market prices will probably rise for a number of
agricultural products, and this would mean that the gains for consumers
would probably be lower given such a scenario than the CSE indicates.

Figure 8 The proportion of consumer prices at farm gate values
made up of agricultural subsidies for the years 1986-88,
1993-95 and 1996 (Percentage CSE)
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Figure 8 shows the CSE for the European Union. As the table shows
the costs for consumers during the period 1993-95 were highest for beef
(55%), rice (55%), dairy products (50%) and sugar (48%). In 1996, the
costs were highest for beef, sugar and dairy products. Consumer costs
for cereals have decreased sharply during recent years. This is partly due
to the CAP reform, and partly to high world market prices.

Overall the inhabitants of the European Union pay for the Common
Agricultural Policy through taxation and through the price of food. As
shown in Figure 9, during the period 1993-95 EU taxpayers paid an
average of ECU 47 billion (approx. SEK 410 billion) for the agricultural
policy and consumers contributed by an average of ECU 61.5 billion
(approx. SEK 530 billion). In 1996 the corresponding figures were ECU
56.2 and 38.7 billion respectively (approx. SEK 490 and 340 billion
respectively). However, costs to the consumer via price have decreased
whereas costs via the European Union and Member State budgets have
gone up, chiefly due to the introduction of area and headage payments
in 1992 by way of compensation for reduced market price support. As
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mentioned previously the recent high world price for cereals is another
reason for the reduction in consumer costs for the CAP. The fact that
EU budget costs have risen is also due to the enlargement of the Union in
1995.

Figure 9 Transfer of funds from taxpayers and consumers to
producers in the European Union during the years 1986-88,
1993-95 and 1996 (billions of ECU)
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Information on consumer and taxpayer costs for the CAP are based
on prevalent world market prices. Since deregulation of the CAP would
lead to higher world market prices for the agricultural products for
which the European Union has high levels of support and high
production, the figures shown do not indicate how much the inhabitants
of the European Union would gain from a deregulation of the CAP. It is,
however, clear that within the EU food prices and budget costs would
fall if there were to be a deregulation of Common Agricultural Policy

Other effects for consumers

Because the regulating systems are different for different products
consumer choice is influenced by the CAP. For example, vegetable fats
are not affected by market price support, whereas for dairy fats and olive
oil the major part of the support is paid in the price of the food itself, and
this naturally has an effect on consumption patterns.

The European Union in general has common legislation covering all
areas which affect people’s lives and health in relation to food.
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Veterinary legislation, in addition to legislation on animal diseases, also
includes protection for human health in respect of food of animal origin.
In the framework of food legislation there are also a number of
stipulations regarding recipes to be followed if certain designations are
to be used. These cover products which are subject of large-scale trade
between Member States.

3.2 The CAP, the economy and employment

3.2.1 The effects of the CAP on the economy

Neither the PSE nor the CSE measure the costs of agricultural
support on the economy since they only measure transfer of funds
between consumers and taxpayers on the one hand and producers on the
other. Efficiency losses arise since agricultural policy affects the
allocation of resources. Because of agricultural policy more resources
are used in agriculture than would otherwise be the case without
support. This makes agricultural production higher and consumption
lower compared to a situation without support.

Various studies which have analysed the effects of agricultural
policy on the economy (as discussed by the expert group 3 in SOU
1997:74) show that support to agriculture lead to costs for other sectors
of society. These studies, which are based on different assumptions and
conditions, show that economic benefits to society in the form of
increased GDP would be the long term effect of a deregulation of
agriculture. According to the studies, deregulation would have the effect
of increasing GDP by in the region of 0.7 to 3%. However, these
estimations do not take environmental effects into consideration.

3.2.2 The CAP and capitalisation in land and quotas

The price of agricultural land is determined by various factors such
as tax legislation and price developments in agricultural goods. The
price of land is affected by the CAP in that the policy increases revenue,
and this in-turn leads to increased profits.

In the short term a price increase in the market, for example as a
result of higher subsidies, has the result of increasing compensation for
work done by the farmer. In the long term, however, new farmers are
willing to pay a higher price for land, a limited resource. The same
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arguments apply if the land is rented. Increases in income often lead to
an increase in land rental prices, which in the long term means an
increase in income for the passive landowner rather than the active
farmer.

In the same way an increase in income in production where quotas
apply leads in the long term to an increase in the price of quotas if they
can be traded in a free market. If the quotas cannot be sold, the price
increases on the factor that the quota is tied to, e.g. a certain agricultural
unit.

As such, an increase in revenue results in an increase for the owner
of a limited asset in the form of agricultural land or production quotas.
The advantage accrues to those who first held the resource. Thus anyone
not owning land or production rights and wanting to establish themselves
or expand production does not gain any advantage from the existing
support.

In Sweden there has been a marked tendency towards an increase in
rental price for those tenancies re-negotiated after EU membership. High
prices for milk quotas in the Netherlands and the UK, where free prices
are applied, are further examples of capitalisation of subsidies in a
limited resource.

3.2.3 Effects of the CAP on employment

The CAP market regulations stimulate agricultural production in the
European Union via high levels of support, and this leads to a level of
employment in agriculture which is higher than it would have been
without the CAP. It has been mentioned previously that high levels of
support to agriculture have a negative effect on other sectors. It is
therefore doubtful whether total employment in society would be higher
if the CAP is retained compared to a situation with deregulated
agriculture.

As Table 2 shows, the number of people employed in agricultural
production in the European Union has fallen significantly.
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Table 2 The number of people employed in agriculture in the
European Union also seen as percentage of total
employment for the years 1970, 1980 and 1993

1970* 1970 1980* 1980 1993 1993
Number Percent Number Percent Number Percent

(1000) (1000) (1000)
Belgium V7 5,0% 116 3,2% 99 L&
Denmark 266 11,5% 200 8,15 31 5,4%
Germany 2262 8,6% 1 403 5,3% 1272 3,1%
Greeced 1280 40,8% 1016 30,3% 791 21,3%
Spain 3662 29,5% 2229 19,3% 1212 10,1%
France 2951 13,5% 1821 8,5% 1195 5,1%
Ireland 283 27,1% 209 18,3% 151 12,7%
Italy 3878 20,2% 2 899 14,3% 1619 8,2%
Luxembourg 14 9,7% 9 5,5% 5 3,0%
Netherlands e i 244 4,9% 265 3,9%
Austria 553 18,7% 323 10,6% b 6,9%
Portugal Ly ¥ 1120 28,5% 516 11,7%
Finland 538 24,4% 314 13,5% %8 8,6%
Sweden 314 8,1% 211 5,1% b 3,4%
UK P A 681 2,7% 518 2,2%
EU 12 &2 had 11 946 9,6% 71773 5,6%

* Number employed 1970 and 1980 covers agriculture, hunting, forestry and fishing.
** Information not available.

Source: European Commission, 1996. Own adaptation.

The number of people employed in the agricultural sector as a
percentage of the total number of people employed in 1970 varied
between 5 and 40% in those countries which now belong to the European
Union. The corresponding proportion in 1993 was an average of 5.6% in
the European Union. In 1993 the proportion employed in agriculture was
highest in Greece at 21,3% and Ireland, 13.6%, whereas the UK had the
lowest proportion at 2.2%. In Sweden the proportion of people employed
in agriculture during the same period has fallen from 8.1 to 3.3%. In
absolute figures, the largest number of people employed in agriculture in
1993 was in Italy, 1.6 million. In Germany, Spain and France the
number employed in agriculture in each country is around 1.2-1.3
million.

For industry and trade there is a lack of statistics at EU level
covering developments in the number of people employed. Inside the EU
15 the total number of persons employed in the food industry was 2.4
million, as shown in Table 3.
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The percentage of people employed in the food industry in relation to
industry as a whole is highest in Denmark, Greece, Ireland and Spain,
where almost one fifth of all those working in industry in the respective
countries work in the food industry. In Germany that percentage was
only 7%, whilst in France it was 11% and in the UK 14%. In Sweden the
proportion was around 10%, roughly the EU average.

Table 3 Number of people employed in the food industry in the
European Union 1994

Number Percent of total

employed (1000) industry

Belgium 62 11%
Denmark 63 20%
Germany 460 7%
Spain 346 20%
France 367 11%
Greece 49 21%
Ireland 38 22%
Italy 191 8%
Luxembourg 2 7%
Netherlands 119 17%
Portugal 80 12%
United Kingdom 508 14%
Austria 38 8%
Sweden 60 10%
Finland 39 11%
EU 15 2422 11%

Source: SOU 1997:25.

3.3 The CAP and the environment

3.3.1 Environmental policy relating to agriculture

In recent years, environmental issues have gained in importance in
the European Union, both on a general level and also specifically relating
to agriculture, where various types of environmental measures have been
introduced in the 1990s. Inside the European Union there is a series of
general environmental objectives relating to all types of business. On the
other hand the objectives of the CAP in the Treaty of Rome do not
include any specific environmental objectives.
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EU environmental measures can be found in various places in the
Treaty of Rome (i.a. articles 2, 36, 100a and 130r-t). Where trade in
goods is concerned Member States have the right under certain
circumstances to apply import restrictions to protect the lives and health
of human beings, animals and plants. The Council can then take
decisions on the harmonisation of such regulations. Other environmental
measures which do not concern trade in goods are, on the other hand,
largely a matter of national concern, which means that Member States
are allowed to have stricter, but not less strict demands than the
harmonised regulations, so long as this does not conflict with any other
stipulation of the Treaty. Among the general environmental objectives of
the EU, which as such also cover agriculture, the following may be
mentioned:

e Each sector in society is to take responsibility for its own effects on
the environment.

e The Union should promote a sustainable, non-inflationary growth
which takes the environment into consideration.

e The EU’s environmental policy shall contribute to the conservation,
protection and improvement of the environment, protect human
health, use natural resources rationally and with care, and promote
measures at international level to solve regional and global
environmental problems.

Despite the lack of formal environmental objectives for agriculture in
the Treaty of Rome, the Commission has presented various papers
dealing with the environmental problems of agriculture, including a
proposal for a programme of measures aimed at sustainable development
(KOM/95/647). In the proposed programme of measures it is stated that
the link between controlling instruments for the agricultural market and
environmental demands should be further developed via a changeover
from market price support to direct payments and a better integrated
market policy, rural development and environmental policy.

3.3.2 The CAP’s effects on the environment

Historically agriculture has had major effects on the environment,
both beneficial and harmful. Agricultural production involves major
encroachments into the environment, since the very purpose of the
production is to influence the environment so that it results in
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agricultural  products.  Agriculture  contributes to  beneficial
environmental effects such as varied farming landscapes and cultural
heritage. However, economic and technical development has led to
higher levels of production and increased specialisation. Therefore, it is
for instance no longer economically justifiable to keep livestock on more
sparse pastures, and this leads to a threat to the wariety of species in the
farming landscape. Another significant environmental problem in
agriculture is the leakage of fertilizer and pesticide remains. The
majority of agriculture’s environmental problems in the European Union
today are due more to general economic and technical development than
to agricultural policy.

There are, however, links between the CAP and the environment.
High prices caused by various types of market regulation within the
CAP give rise to incentives towards more intensive production than
would have been the case without subsidies. This brings with it both
beneficial and harmful environmental effects. A more intensive
production leads to structural changes in farming landscapes and
increased pressure on the environment through higher use of fertilizers
and chemicals. Soil leaching and pesticide remains have also become a
growing problem in the intensively cultivated areas of the European
Union. At the same time, the high EU support leads to increases in the
value of land, and this means that it pays to look after land properly. It is
uncertain whether high EU support favours inmcreased specialisation.
There is also a high level of specialisation in New Zealand, for example,
where the support levels are very low.

Area payments, which were introduced by way of compensation for
the lowering of market price support, should have led to lower intensity
and as such have been beneficial for the environment. Its effects,
however, are not unambiguous. Whilst the land entitled to support is
limited, preventing meadow lands from being converted to arable
cultivation, a structure is preserved which in relative terms is favourable
to cereals as feed in livestock production at the expense of ley.

In Sweden, the extensive pasture lands which were under the land
conversion scheme of 1990 have largely been changed over to cereal
cultivation, and this is seen to be the result of the introduction of the EU
area payments. Increased sales of pesticides in Sweden since entry into
the European Union are probably due to the introduction of the CAP. On
the other hand, environmental payments to Swedish agriculture have
increased substantially as a result of EU membership, and this has
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among other things meant that organic production has increased
significantly.

It is clear that agricultural production in itself is the cause of various
environmental problems. However, most of those problems are not
primarily due to agricultural policy, but to economic and technical
development in general. Yet there may be grounds for criticism that the
CAP’s measures to minimize the environmental load are insufficient.
Furthermore, the CAP does lack any formal environmental objectives.

3.3.3 EU environmental payments

The programme of environmental payments within the CAP is fairly
recent, introduced in 1992 to supplement the commonly-financed CAP
and to make it more environmentally friendly. Environmental policy in
respect of agriculture is seen first and foremost as a matter of national
concern. This can be explained by the fact that some of the
environmental problems connected to agriculture are of a regional
nature. The regulation governing EU environmental payments
(2078/92/EEC) only provide the framework for environmental measures
through a series of aims, whereas the details of environmental payments
are worked out at national level. Levels of payment are flexible within
certain determined limits. The environmental payments are intended to
compensate farmers for the costs they have for various measures and for
loss of income which can occur when production is changed. If it is
considered especially warranted the totals can include an incentive
element. Environmental payments are basically paid out half and half by
the European Union and the respective Member States. In 1996, some
3% of the EU’s total agriculture budget or 1.4 billion ECU (approx.
SEK 12 billion) was spent on environmental payments, a marked
increase compared with 1995. This increase is mainly due to the fact that
the three new Member States, Austria, Finland and Sweden, receive a
higher proportion of environmental payments than the other EU
countries.

The Swedish environmental payments programme applies to ongoing
five year periods and is based on Swedish environmental objectives for
agriculture. These environmental objectives are those set down in the
1990 policy on food: “When deciding on land use and production
methods, consideration must be taken to demands for a sound
environment and long term management of natural resources. The
objective must be to ensure a rich and varied farming landscape and to
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minimize environmental loadof agriculture.” (Prop. 1989/90:146). The
Swedish programme for environmental payments currently comprises ten
different kinds of support, see SOU 1997:74.

It is too early to reach any thorough conclusions on the effects the
programme has had in Sweden. It is clear, however, that significantly
larger amounts have been available for use in measures to strengthen the
environment as a result of the EU environment payments. Yet the
programme appears to have been dogged by a number of teething
troubles. Certain payments, including payments for cultural
environments, have greatly exceeded the budget framework, whereas
payments for pasture lands have been claimed less than it was hoped.

3.4 The CAP and regional development

3.4.1 Objectives for structural and regional policy

In the Treaty of Rome it is stated that agricultural policy should
improve agricultural productivity. It also clear that special subsidies
within certain frameworks may be approved in support of enterprises
disadvantaged by structural conditions or as a result of special
conditions in certain areas.

With the approval of the Single European Act in 1987 it was written
into the Treaty of Rome that Member States should strive towards social
and economic unity. It was also agreed that the European Union would
be active in measures of structural adaptation in less favoured areas and
in regions where industry is on the decline.

3.4.2 Instruments for structural and regional policy

Structural support to the agricultural sector comes under the
provisions of objective 5a. Support is voluntary for each Member State
concerned. Examples are investment aid, setting-up aid to young farmers
and aid to formation of producer groups in the fruit and vegetable sector.
Under objective 5a support is also granted to LFAs (less favoured
areas). Compensation is given for higher production costs in the form of
grants per livestock unit and, in certain cases, per hectare.

Support from the structural sections may also be granted to develop
and increase diversity and prosperity of rural areas, objective 5b.
Measures which can be eligible for support are presented in special
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programme documents, produced in cooperation between the
Commission and the Member State for respective Sb regions.

Objective 6 is designed to assist the northern regions of Sweden and
Finland, areas characterised by low population density. Measures taken
in the area are in many cases the same as those of 5a and 5b, but in
addition there are major infrastructure measures designed to improve
opportunities for growth and employment in the region.

3.4.3 Regional effects of the CAP

Regional effects of CAP market regulations

From the outset the CAP was intended to stimulate production and
improve farmers’ incomes through market price support. This meant that
the areas with the best natural conditions also received the highest
support in terms of amount. Changes in recent years to market
regulations towards more direct payments have not changed the
allocation between different producers to any great extent. This is
because direct payments are also bound to levels of production, albeit
historical levels.

Products from the Mediterranean region, such as fruit, vegetables
and wine, widely produced in the southern parts of the European Union,
have, for the most part, lower levels of support than, say, cereals, milk
and beef, which are largely produced in the middle and northern regions
of the European Union. There are notable exceptions, however, such as
olive oil, tobacco and cotton. However, it may be generally stated that
the common market regulations favour the northern and middle parts of
the European Union, especially the high producing areas.

A general effect of market regulation is a higher level of production
in the European Union than could be expected from a deregulated
scenario. Market regulation thereby contributes to production and to
open landscapes even in areas less favourable for production.

Effects of support via the EAGGF Guidance Section

Support which fall under the EAGGF Guarantee Section, i.e. market
regulating measures in the form of market price support and direct
payments, and support for accompanying measures for environmental
improvement, etc., do not comprise the total support afforded to
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agriculture. Measures within the Guidance Section which are also part
of the agricultural fund EAGGF, are, as mentioned previously, intended
to contribute towards levelling out the economic and social differences
between EU countries and regions. Support is paid out inter alia to
farming in mountainous regions and in LFAs. Support paid via the
Guidance Section is partly financed from national funds. The EU
element of finance within the framework for LFA support is an average
of 30%. In countries in the south, this EU element is higher than in the
north. Direct support per farmer is generally speaking higher in the
LFAs. A substantial levelling out of agricultural income between normal
and LFAs has taken place in northem and central regions of the
European Union, yet this is scarcely the case in the south. The spread
between different regions in the European Union is greater for
agricultural income per farmer than for the overall economy measured as
GDP per capita.

Regional consequences of the CAP in Sweden

Market price support in Sweden, as in the European Union as a
whole, goes mainly to the fertile regions with high levels of production.
However, a certain levelling out has taken place thanks to the
regionalisation of the area payments in Sweden. Sweden has also levelled
out agricultural income via environmental payments, LFA support and
national payments. The same tendency exists in the other new Member
States Austria and Finland. The levelling out in Sweden is a result of
support which Sweden finances itself, partly or wholly. Roughly half of
Sweden’s agricultural land lies inside regions for which some form of
agricultural support is payable. In terms of figures, northern and central
Sweden get some 70% of the regional support.

3.5 The CAP and the rest of the world

3.5.1 World food supply

Although world food production has been on the increase for many
years, there are today some 800 million people who do not have access
to sufficient food. However, this is not because there is too little food in
the world, but mainly is a result of an uneven allocation of resources and
income in the world. In the declaration of the World Food Summit in
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Rome in November 1996 it was agreed that poverty was the main cause
of malnutrition. The participating nations are to strive towards food
security in the world by halving the total number of undernourished
people in the world by the year 2015. In order to reduce malnutrition,
natural resources must be protected from impoverishment and rural
areas must be developed. For this to take place a social, political and
economic development must take place in the developing countries,
alongside an increase of knowledge sharing and trade.

According to the report from expert group 1 on the CAP and world
food supply (SOU 1997:24), the majority of food forecasts (OECD,
FAO, World Bank, etc.) indicate that the amount of food in the world
will be sufficient in the short term. Current production resources are also
deemed sufficient to produce the food required for an increasing
population in the long term. According to the forecasts named, increases
in production are expected to be greater than increases in demand up to
the year 2010. This means that the world’s production of cereals alone,
seen in terms of calories, would be sufficient to meet the need for
calories of all the world’s inhabitants. In addition to cereals, an
important source of calories in the world, there is a considerable number
of other agricultural and fish products which further improve access to
food on a global scale. However, increased incomes in certain developing
country regions mean an increase in the consumption of animals, which
in the short term can lead to higher prices for cereals. As a result this
can be a problem for poor consumers of cereals who cannot afford to
consume the same amounts as earlier.

However, the view of the situation of food in the future presented by
the World Watch Institute is far more negative. The Institute considers
that the impoverishment of natural resources has gone too far and that
prospects for increased food production to feed a growing world
population are small.

An overall view of the world food situation shows that current
production takes its toll on finite resources such as land and water. For
food supply to be sufficient in the future, production should take place in
such a way as to conserve natural resources to reduce the risk of long
term environmental destruction, shortages of resources and thereby
rising production costs. Thus there must be increased investment in
knowledge, above all relating to production methods which actually
conserve natural resources. However, a sufficient resource base
combined with production sustainable in the long term, does not
necessarily mean secure food supply for the entire world population. It
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