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ABSTRACT

This MA thesis is an analysis of agricultural trditberalisation process and of the stimulus
behind this process in European Union. The mairudoof this study is the shift of
protective agricultural support policy to a morbkelial policy. The starting point is the
problems that protectionist agricultural policy hamused. Effects on agricultural policy
changes are analysed in the thesis by distinguydhétween internal and external factors.
Internal factors are regarded as budgetary cosStA®Y, over-production and costly storing
of food surpluses, trade-distorting instruments GAP, losers of CAP (consumers,
taxpayers, third countries) and non-agriculturak@es’ pressure. In this sense, the failures

and successes of the CAP reforms are analysed.

The new agricultural trade regime under three asp@omestic support, export subsidies
and market access) that GATT Uruguay Round eshaddliss explained as external factors
that led the EU to apply less protectionist measuféese three aspects are taken as the
basis to measure the support level in EU. BesidesGATT/WTO notification, OECD
indicator ‘Producer Support Equivalent (PSE)’ iedighe show the support level in
European agriculture. In accordance with this foaluthe thesis, its objective is to analyse
the enlargement effect on agricultural trade libsaéion in EU. The way, in which the
new member states have shaped their agricultupgdastiand their liberalization process
are explained. Poland and Hungary have been chasesxamples to indicate the new
member states’ agricultural support level. WTO dHCD notifications are used to
measure their support level. And as a candidateitopuTurkey’s agricultural support

level is analysed in this part with the help of agne indicators.

The way, which is proposed in the thesis to rehehobjective that EU has tried to shift its
agricultural policy to a liberal policy due to GAWVTO forces. The thesis proposes that
EU has changed its support structure and reduaedupport level. Now European Union

is less protectionist than before. However, theelleof agricultural support has not

decreased to desired level.



OZET

Bu tez camasi, Avrupa Birlgi'nde tarim ticaretinin serbesgi®me sirecinin ve bu streci
tetikleyen etkenlerin analizidir. Camanin ana odak noktasi, korumaci tarim
politikasindan liberal politikaya gegir. Baslangi¢c noktasi, korumaci tarim politikasinin
yol actgl problemlerdir. Tarim politikasindaki gigimin etkileri, icsel ve disal faktorler
seklinde ikiye ayrilarak incelenstir. Degisimin i¢sel faktorleri, Ortak Tarim
Politikasrnin  (OTP) butceye olan maliyetleri, lnet fazlasi ve bunun maliyetli
depolanmasi, OTP’nin ticareti bozan araclari, tgvofitikasinin kaybedenleri (tuketiciler,
vergi kaybedenler, tclincu ulkeler) ve taringi chektorlerin baskisi olarak ele alirgtm.

Bu baglamda, OTP reformlarinin karili ve baarisiz yanlari analiz edilstir.

DTO Tarim Anlgmasinin, tarim sektoriinde Uruguay Turu ilglégan ve pazara gisi
imkanlarinin artiriimasi, ihracat stbvansiyonlael i¢ destek kullaniminin sirec icinde
azaltilmasi yonundeki reform programina uyumda AB’nyakumlalukleri, tarim
politikasinda dgisiminin digsal faktorleri olarak ele alingtir. Bu yuktumlalikler AB’deki
tarimdaki destek seviyesini gostermek icin baznaknr. GATT/WTO yukumltlukleri
disinda, OECD tarafindan gglirilen “Uretici destek tahmini (PSE)” dlgutu, yindB

tarimindaki destek seviyesini 6lgcmek icin kullangtn.

Bu ana odak noktasinin yanisira, tezde, AB’de taticartei serbestignesinde son
genglemenin etkisi Ol¢ulmgtir. Yeni Gye olan Ulkelerin tarim destek politi&ahi nasil

sekillendirdigi ve bu Ulkelerin tarimda serbestiee sireci aciklanmstir. Polonya ve
Macaristan yeni Uye ulkelerden 6rnek olarak segilmWVTO ve OECD gdstergeleri,
Ulkelerin tarim destek seviyelerini 6lgmek icin leumilmistir. Ve aday ulke olarak,
Tarkiye'nin de tarimdaki destek seviyesi ayni gigtéer yardimiyla olgulip, analiz
edilmistir. Tezdeki amag, AB’nin tarim politikasini GATT/YD baskisiyla,
korumacihktan siyrilip, serbestfae yolunda adim atmaya gahasini géstermektir. Tez,
AB’nin destekseklini degistirp, seviyeyi azaltfiini gostermektedir. Artik, AB eskisine
gore daha az korumacidir. Ancak, tarimdaki destmkyssi ve serbesfme gerekii

Olctde azalmangtir.
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INTRODUCTION

From the standpoint of its contribution to econonoy, its consumption as food,
agricultural sector has an important place in tbenemies of nations. Each country
implements an agricultural policy, whether agriatdt has a great contribution to its

economy or not.

The agricultural conditions vary from one countoyainother in the world, that some of
them have more efficient agricultural structuresntiothers. The uneven distribution of
land resources and the influence of climatic zomegshe ability to ensure agricultural
products lead to trade between countries. But moosintries apply more protective
agricultural policies that can be an obstacle tprcaltural trade between the countries.

Some studies conclude that protectionist agricalturade policies in developed
countries are widely seen to have significant negatmpacts on developing and least
developed countries. Some studies claim thede liberalisationin agriculture have
positive effects for agricultural growth.

This thesis deals with agricultural trade liberatiisn process in European Union, and the

stimulus behind it.

In the European Union, protectionism of the agtimall sector was formalized under the
Common Agriculture Policy (CAP). European Union getits own agricultural policy in
the early years of its foundation, when there wasgweer self-sufficiency in almost all
products. European Union had to protect and supfso#gricultural sector in order to

ensure production and stabilize the markets.

But soon the protectionist agricultural policy oged problems inside and outside the
Union. The internal factors have forced Europeamimo make reforms in agricultural



policy. However, the main impact was the exteroatés (GATT/WTO) that forced the
European Union to make more radical reforms in orde to distort world trade. The
EU tried to shift its agricultural policy towards raore liberal (free-trade-oriented)
policy. Since 1992, due to the reforms and GATT/WidDbnds, European Union has
taken steps for a trade-friendly farm policy in therld, regarding the third countries
especially developing and least developed countries

Now European Union is on the way to be a big trggiower in the world including ten
new member states of Central and East Europe goeceng to include Bulgaria and
Romania in 2007.

An important aim of the Agenda 2000 and fundamergidrm of CAP 2003 has been
the preparation of the CAP for the challenges efribxt century, i.e. in particular for the
EU enlargement and the WTO rounds on trade litsatadin. So the future of the CAP

will be shaped through trade liberalisation in wwrld and the last enlargement process.

First chapter gives information about the impor&awé agriculture in world economy
and trade. In this part, ‘why there is protectiosispport policy in agriculture’ is briefly
explained. The reasons and the effects of prot@stipolicy in agriculture are discussed.

Second chapter summarises the concept of Commorncultgral Policy and the

importance of agricultural trade for EU.

Third chapter explains the internal effects on @agtural trade liberalisation. It gives
information about the evolution of support and eotibn in European agriculture.
Firstly, the problems of support policies and referin CAP are explained. Secondly,

the reform effects on reducing protection in adtice are summarised.

Fourth chapter examines the external effects (GMTO effect) on agricultural trade
liberalisation in European Union, thus in fact,raltlical changes in CAP started with the

external factors. In this chapter, the steps takerards agricultural trade liberalisation



by the EU are discussed. GATT/WTO commitments oérket access, export subsidies
and domestic support” are taken as the basis, wh&bropean Union has shifted the

Common Agricultural Policy (CAP) from protectionigblicy to a less-trade distorting

policy.

Fifth chapter gives information about the opennes$£uropean agriculture to third
countries (esp. developing and least developedtdeaj In this part, agricultural trade
liberalisation between European Union and third ntoes is analysed through the
European Union’s trade preferences to developirg laast developed countries and
trade relations with them.

The sixth chapter looks at the new countries’ pecipe on agricultural trade

liberalisation. In this respect, enlargement igraihg point for the European Union. The
challenge of enlargement can be a problem, if nember states will create problems in
WTO commitments of EU and in applying the tradegmences to third countries. In this
part, Hungary and Poland are analysed as an enfargecase. Furthermore, Turkey’s
point of view to agricultural trade liberalisatiomill be presented. As a candidate
country, liberalization of trade in agriculture éxpected to become top priority in
Turkey. Apart from bilateral trade agreements anbOAcommitments, Turkey will also

begin negotiations with European Union on NovemBger2005. The steps towards
membership will provide full liberalization of agtiltural trade with the European

Union.

Finally, some conclusions will be presented atethé of this study.



1 AGRICULTURE IN ECONOMY

1.1 Agriculture in world trade

The last 50 years have witnessed an impressive tigraw international trade. The
volume of global merchandise trade has increaseflily more than three times faster
than the growth in world economic output (FAO, 200233).

Agricultural trade has also grown during the la@tygars, but only at about the rate of
global economic output. Notable among the factbeg tontributed to this relatively
slow growth in trade was the failure to includeiagjture fully in the multilateral trade

negotiations under GATT that were successful incety industrial tariffs.

Table 1-1: World exports of merchandise and comrakservices, 2000-04
Billion dollars and percentage

Value Annual percentage change
2004 2000-04 2002 2003 2004
Merchandise 8907 9 5 17 21
Agricultural products 783 9 6 16 15
Fuels and mining products 1281 10 0 23 32
Manufactures 6570 9 5 16 20
Commercial services 2125 9 7 14 18
Transportation 500 10 4 14 23
Travel 625 7 4 10 18
Other commercial services 1000 11 10 16 16

Source: WTO 2005.



Agriculture has been one of the most protectedosedh the world. So, world trade in

agricultural products has not increased much (Taidle

World exports of agricultural products expandedlby?o, to 783 billion dollars in 2004.
Export growth was not only less rapid than in 2008t also lower than world
merchandise trade back to its long-term low of ®8The rise in the dollar value of
global agricultural trade is attributable largetygrice developments, as unit values of
agricultural products are estimated to have ine@dd % in 2004 (WTO, 2005).

The deepest decline in agriculture was experiemcdte period 1980-85, when there
were global recession, debt crisis in developingntdes and high protectionism in
world trade (Table 1-2).

After the establishment of new regime in agricidturade (thanks to GATT Uruguay

Round), world trade in agricultural products haveréased.

Table 1-2:  World trade in agricultural products 200
(billion dollars and percentage)

Value 783
Annual percentage change

1980-85 -2

1985-9( 9

1990-95 7

1995-0( -1

2002 6

2003 16

2004 15

Share in world merchandise trade 8,8

Share in world exports of primary products 37,9

Source: WTO 2005.



The major actor in world agricultural trade is Bpean Union (Table 1-3).

Table 1-3: Leading exporters and importers of adfiical products, 2004
(billion dollars and percentage)
Value Share in world Annual percentage change
exports/imports

2004 1980 1990 2000 2004 2000-04 2002 2003 2004
Exporters
European Union
(25) 344,52 - - 425 44,0 11 9 21 13
extra EU-25
exports 78,41 - - 101 10,0 9 9 16 12
United States 79,57 17,0 143 129 10,2 3 -2 11 4
Canada 40,10 5,0 54 6,3 51 4 -3 3 19
Brazil 30,85 3,4 2,4 2,8 3,9 19 4 26 27
China 24,12 15 24 3,0 31 10 13 18 9
Importers
European Union ) )
(25) 373,78 42,4 446 10 8 22 13
extra EU-25
imports 107,67 13,3 12,9 8 4 17 13
United States 88,11 8,7 9,0 116 10,5 6 5 8 14
Japan 65,43 96 115 104 7,8 1 -3 6 12
China 42,28 2,1 1,8 3,3 51 21 9 40 39
Canada 19,37 1,8 2,0 2,6 2,3 6 5 10 8

Source: WTO 2005.

European Union is the first leading exporter ofi@gtural products with a share of 44%

in world exports. The other leading exporters afi@gdtural products are United States,

Canada, Brazil and China. The main leading impasfeagricultural products is again



European Union with a share of 44,6 % in world impoThe other leading importers

are as follows: United States, Japan, China anada(Table 1-3).

1.2 The necessity of establishing a policy in agric  ulture

Agriculture is an important economic part of oveemlonomic activity in most countries.
It plays a major role in domestic agricultural puotion, employment and food security.
The fact that many agricultural products are \vitiédrests induces many governments to

apply an agricultural policy.

Given the characteristics below mentioned, the cafitral policy applied in most
countries is for the government to intervene in tharket on a large scale, often

regulating both prices and quantities:

Security of supply:

Agricultural products are mainly intended for comgiion as food, which is one of
humanity’s basic needs. Most countries have thezefdaced great importance on

providing and developing agricultural productioru(gpean Commission, 1992, p. 21).

Stable prices for farmers and consumers

Despite all the technical and biological progresadenin recent years, agriculture
continues to depend on natural conditions suchhassoil and the weather, under the
influence of which production may fluctuate widdhpm one year to another, not to
mention the threat posed by diseases and pestsp&um Commission, 1992, p. 21-22).
The demand for agricultural products and foodstuifs the other hand, remains at a
fairly constant level in most industrial countrid$ie fluctuations in supply would lead to
sharp price swings which would not be in the irgegeof either the farmer or the



consumer. One of the tasks of agricultural poligsytherefore, to regulate prices and
markets, thereby ensuring the stability desiredlbgoncerned.

Agriculture and environment

Over the past 30 or 40 years, the pressure onutta¢ environment has become much
greater, not only as a result of increasing indals&tation, heavier traffic and urban
growth, but also as a result of ever more intengarening (European Commission,
1992, p. 23). In many areas modern farming is nppr@aching its ecological limits: the
pollution of groundwater with nitrates and pestsds assuming dangerous proportions,
the number of wildlife species is shrinking and #qgearance of the countryside is
changing the worse. Agriculture has an essentiat f@m play in preventing the

depopulation and dereliction of the countryside.

Employment

For centuries agriculture has been, and still &d,just an economic activity but also a
way of life. Since there is frequently no other éogment available in rural areas, many
farmers remain on the land for as long as poss@len after they find their income

inadequate.

Close links with the rest of the economy

The agricultural sector has many links with its [@igrs and customers. For example,
farmers buy in machinery, plant, pesticides antlitears and produce raw materials for
a wide range of processing industries. Developmantsgriculture are not, therefore,
without implications for the rest of the economydahe rest of the working population
(European Commission, 1992, p. 24). In many rurgas agriculture and related sectors
are still the determining factors in the economyridultural policy, therefore, has a

decisive influence on general economic policy andegional policy.



1.3 Why there is Protectionist Support Policy in Ag riculture:
Reasons and Effects

For centuries countries have relied on trade incatjural and food commodities to
supplement and complement their domestic produciitle uneven distribution of land
resources and the influence of climatic zones enathility to raise plants and animals
have led to trade between and within continentsgF2003, p.3).

However, agriculture remains one of the most ptetkareas of international trade. The
cost of protection falls particularly hard on deaghg countries, where agriculture
typically accounts for a much higher share of eoaicutput, exports, and employment

than in developed countries (Thomas C. Beierle22p01089).

Achieving a supply and demand equilibrium in adtime is particularly different
(Figure 1-1).

Figure 1-1:  Supply and demand in agriculture

Price per Unit

P3 Supply
P2
P1
Demand
Q3 Quantity



High price levels represented by P3 occur as dtrebshortages due to low production levels
Q1 such as those that result from poor weather itong. Exceptional farming conditions

generate high production levels Q3 and low pricés Exuilibrium occurs at production levels
Q2 and price levels P2. However, the price wiltfiuate around this equilibrium level. The more
price inelastic the demand curve, the greater tll the magnitude of these fluctuations.
Agricultural products are also susceptible to pfloetuations arising from the fact that output

can not be immediately adjusted to current markieep.

If the price of a good is very unstable, it becorhasd to make a sensible judgement
about how much of good to produce. The underlyeason why surpluses and shortages
occur in agriculture is the influence of variableather patterns (Wyn Grant, 1997, p.
29).

Food security was an understandable preoccupatidghei years following the Second
World War in Europe, when there were real shortadeod in a number of countries.
In the immediate post-war period of food shortagles,aim was to expand agricultural
production by all possible means, both to raisalfeopplies and to relieve balances of
payment (Tracy, M., 1989, p. 219). World economiovwgh and its associated
technological changes have greatly increased iatimal food security during this
century (Gale Johnson, 1991, p. 156). Those whiershtinger do so ‘because they are
poor, not because the world does not produce enfmagh (Atkin, M, 1993, p.5).

There are a number of countries which implementeatenist policy in agriculture,
such as Japan, USA. But European Union is suclgmifisant player in the world

agricultural economy, that its protectionist polltys serious distorting effects.

The distorting effects of high level of protectiom agriculture (especially effect of

subsidised European exports) can be summarised (emt, 1997, p. 28-29):
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1. A substantial transfer of resources from theutaipon at large to a small segment
of the population (farmers) takes place. Subsigigacipally benefit larger

farmers, who are in least in need of them: theydeurvive in a free market.

2. Consumers have to pay higher prices for agticalltproducts than they would
have to do in a free market.

3. Agricultural tariff effect in developing courds: Producers elsewhere in the
world who have a comparative advantage in agricalltproduction may be
denied access to the EU market by import restnstiand may face competition
in third country markets from subsidised exportespite the EU’s special
arrangements with a number of Third World countri@sder the Lome

Conventions, the losers include relatively poorntaas.

4. Agricultural subsidy effect in developing coues: Agriculture plays a dominant
role in most of the economies of the developingntes. Subsidies applied by
developed countries, put exporters from develomiogntries at a disadvantage
.Many of which have lost out from limited marketcass opportunities and the
difficulties of competing with subsidised exporteorh developed countries
(Carmel Cahill & Jonathan Brooks, October 2001).

5. Because of its complexity it offers opporturstitor large scale fraud. So the
administration of the policy involves substantiasts.

6. Itis a source of damaging tensions in relatioeisveen the European Union and

the other countries such as the United Statesren@airns Group.
To summarise, agricultural policies in nearly altustrialised countries raise prices,

redistribute income regressively and towards a Issedtion of society, and impose

economic costs at both home and abroad (Winter&,, 11993, p. 11).
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2 ECONOMICS OF COMMON AGRICULTURAL POLICY

In the mid-1950s the Community of Six had some 6lian hectares (ha) of utilised
agricultural area ranging from the north Germannglaver the Alps and down to the
coasts of southern Italy. The farming populationsisted of some 17.5 million people.
And the average size of farm was 5 ha. (Commissiothe European Communities
Agriculture in Europe, 1992, pp. 24-26).

Farming in the Community has changed since 195Rirging of the Community from 6
to 15 member states changed the structure of dignieuin Europe. The utilised
agricultural area has almost doubled over thed@sgears and increased to 130 million
ha in 2002, while the number of persons workinggmiculture has fallen by more than
half to 7 million, accounting 4% of the working pdation of EC-15.

In the 1950s, Community produced only some 85% tsf awn requirements
(Commission of the European Communities Agricultime Europe, 1992, p. 26).
Improvements in farm efficiency and incentives oéte by the Common Agricultural
Policy led to a major increase in food productioont the 1960s onwards. There were
improvements in production and self-sufficiencydisv Now European Union is self-

sufficient in almost all products.

At the same time farmers’ incomes rose, helpedanyrcases by growth in the size of

farms. For instance, the average size of farmscieased to 19 hectares in 2002 (WTO).

Now European Union is self-sufficient in most agtiaral products and the world’s
leading trader of agricultural products due to@wmmmon Agricultural Policy.

12



2.1 Development of CAP

Even before the European Community came into exasten 1957, agriculture was a
sensitive issue for most European governments.nidraory of post war food shortages
was still fresh from the experience of World Waaiid thus agriculture constituted a key
element in European Community. So Common AgricaltuPolicy (CAP) of the

European Union is one of the oldest and the mopbitant policies of the European

Union.

CAP is essentially the product of a compromise betwFrance and Germany. France’s
interest in negotiations leading to the establighined# common market was to ensure
that its farmers secured outlets for their productin Germany. If this objective was
secured, France would allow German manufacturingoes to French market (Wyn
Grant, 1997, p.63).

When the Treaty of Rome established the Common &ladgriculture in the 6 Member
States was affected at that time by state inteimenkf agricultural production was to be
included in the free movement of goods, nation&rirention mechanisms had to be

removed. This is the basic reason on which the ComAgricultural Policy is founded.

Common Agricultural Policy is comprised of a setrofes and mechanisms which
regulate the production, trade and processing ¢@tural products in European Union.
It is covered by Articles 32 (Rome Treaty 38) to(&me Treaty 46) of the Treaty of
Rome. The crucial article is the Article 33 (Romeedty 39), which sets out the
objectives of CAP. The first is to increase agtiardl productivity by promoting

technical progress and by ensuring the rationatldgvnent of agricultural production
and the optimum utilisation of the factors of protion, in particular labour. The second
is to ensure a fair standard of living for the agiiural community, in particular by
increasing the individual earnings of persons eadaip agriculture. The third is to
stabilise markets. The fourth objective is to asghe availability of supplies. The final

objective is to ensure that supplies reach conssiatereasonable prices.



In fact, the second and the last objectives of G#& compatible with each other. To
increase the individual earnings of farmers, thegsrwere set at high levels. Consumers
paid more for their products than necessary. Aslfiobjective was to ensure that

supplies reach consumers at reasonable prices;ablat not be achieved in CAP.

2.2 Principles of CAP

Three main principles, defined in 1962, characgetii® common agricultural policy:

1. A single marketthis denotes the free movement of agriculturaldpcts within the
area of the Member States; for the organisatiorihef unified market, common

means and mechanisms should be used throughoktihe

2. Community preferencéhis means that EU agricultural products are mgjipeeference
and a price advantage over imported products; afteo protection of the internal
market from products imported from third countrias low prices and from
considerable fluctuations in the world market;

3. Financial solidarity all expenses and spending which result from gpieation of

the CAP are born by the Community budget.

The principle of “Single Market” required the fregculation of goods and common
pricing. But to ensure common prices throughout@oenmunity was not so easy. The
fact that prices that were set in a common currgiius) had to be converted into
national currencies with varying exchange rateseii problems. The European
Community applied agri-monetary system to aboltst ¢urrency problems. The agri-
monetary system resulted in major distortions. “El@any compensatory amounts” and

the “green rates” created advantages in competitionountries with a strong currency.

14



The introduction of the “Euro” ended most of thelgems that were caused by the agri-

monetary system.

The principle of “Community Preference” was extesdi® European farmers in the form
of price supports and export subsidies. Price supgpgstem has been an important
source of distortions and costs (Patrick A. Messe?i001, p.81). With this price system,
European Community became less dependent on impprises were stabilised,

production increased greatly, farmers enjoyed rastaindard of living, food security was

assured.

The principle of “financial responsibility” meankat all expenses and spending which
result form the application of the CAP are borntbg Community budget. European
Agricultural Guidance and Guarantee Fund (EAGGFjewset up in 1962 to finance

these expenses.

2.3 Characteristics of CAP

2.3.1 Common Pricing of the Agricultural Products

One of the fundamental principles of the CAP is own pricing. Establishment of CAP
brought about price levels in agriculture which aeignificantly higher than those in

member states before the introduction of CAP.

Under pressure from a significant farm lobby, ther@an government refused to open
its borders to a free community agricultural mariatess common prices for cereals
were set at levels favourable to its own membé@rsis(set a high price policy in CAP).
The price of thewheatwas the crux, determining the price of bread amdugh its
influence on grains for feeding animals, of mead ather livestock products. The
highest prices were in Germany, if these had beeptad across the common market,
they would have pushed production up to unacceptéhlels, as well as protecting

German farmers from French competition. (Wyn Gra@g7, p. 68-69)



From 1964, when common price levels for cereal®evget at German price levels, CAP

has provided farmers with a strong incentive fquasmding production.

Wheat price was above the world prices and theageein the member states was higher
than the Commission and French wanted. And the piigles promoted over-production.
Although other member states might benefit fromislens, the outcomes are comprises
between French and German interests. However, Ggrisaw itself as the loser. But
Germany sarted to protect its national interestthénfuture, with agrimonetary system
serving as a device to sustain the incomes of Qerfaemers within the common
market. (Wyn Grant, 1997, p. 69).

Agrimonetary System (System Failures)

The basic goals of the Agrimonetary System werera time achieved through the

application of a system of monetary compensatioon®ary Compensation Amounts

MCA, in the period 1969-1992) and with the applcatof the_Switchover mechanism

(period 1984-1994), and at another time throughethod of continuous adjustment of
the _Green Ratesvith the reinforcement of the institution of tteperative events for the

Green Rates” and the granting of monetary compmmsat

Monetary Compensation Amounts / MCAs (1969-1992)

System of border levies and subsidies known as tapnecompensation amounts
(MCAs) divided the EU into 12 national marketswias introduced in 1969 when the
French franc devalued and German marks revaluedAsViere created to ensure that
French consumers and German producers were noliggehdy the effects of the
exchange changes on agricultural prices and byutgtecs moving production from one
member state to another to gain advantage fromaexghrate windfalls. Farm prices,
levy and subsidy rates were fixed in Brussels inUEGnd converted into national
currencies by Commission at fixed exchange ratdsdcgreen ratesWhen green rates
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were lower than market exchange rate, then MCAg wbkarged as a subsidy on imports
and levy on exports. (Mc Donald F./Dearden, 199299-293).

This system gave incentive to smuggling and fraewluhctivities. This was propelled by
the establishment of EMS in 1979 and the movesrdsvaMU.

In 1984, process of eliminating the system was dmaied by a method of calculating

MCAs. This included the creation of Switchover maaism.

Switchover Mechanism (1984-1994)

Switchover ensured that, if a strong currency (IguBM) climbed within ERM
(Exchange Rate Mechanism) against EU, the effestived a revaluation of Germany’s

green rate but a devaluation of everyone else’s.

The result was that German prices expressed in @Mldvremain constant and prices

expressed in all other national currencies woldd.ri

In July 1988, Council of Agriculture Ministers aladiropean Commission declared the
end of system by the end of 1992 and return CABingito “real ECU” basis. In July
1990, all British MCAs had been eliminated by theesgth of sterling. Only Greece,
Portugal and Spain in July 1991 still had greeegathich were not perfectly aligned
with market rates. EU maintained the goal of alatig MCAs on 1.1.1993, but
switchover mechanism remained for at least 2 ydds.Donald F./Dearden, 1999, p.
293).

Near-collapse of the ERM in August 1993 led to Hart crisis and consideration of
further options to save CAP pricing structure. Ebaution arrived at in mid-1995 was to
allow a partial introduction of national compensgtaid for farmers in those member
states affected by currency fluctuations of othérsvas clear that, unless EMU came
about soon and eliminated such an expensive anglegnagrimonetary system, CAP
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might disintegrate and be renationalised by mensates. (Mc Donald F./Dearden,
1999, p. 293).

ERM (1992)

“With a single currency, there would be no needdgen currencies”. This was one of
the most convincing reasons for introducing a sirglrrency. In 1988 it was decided to
phase out the MCAs in the narrow band EMS by 19821992, variable MCAs
remained in UK and 3 southern countries. By the ehd992, Italy and UK left the
ERM. With the creation of the single market in uaty 1993, MCAs were abolished.
Adjustments of the green rates were supposed tor aedy if currencies moved outside
the narrow ERM margins. (Wyn Grant, 1997, p.90-91).

When the ERM collapsed in August 1993, a new gmewmey crisis ensured. The
Commission decided to freeze green currency rafess decision made the food
processing industry angry. In December 1993, tleemmrates were unfrozen. And the
Agrimonetary system continued to be costly for Elizens. The solution arrived at was
to remove the difference between the green ECUthadnarket ECU by dividing all

green rates by the switchover coefficient which, thg end of 1993 had risen to

1.207509. The basic spread of monetary gaps wasedi to move up to 5%.

One EU Currency — The Euro

The Treaty on European Union signed at MaastricHbécember 1991 committed the
European Union to establishing a single currencstages were proposed at Maastricht
for achieving European Monetary Union (EMU). Theali stage of EMU started with
eleven countries on 1 January 1999, and it ledOid22to the replacement of national
currencies by the Euro. (Denmark, Sweden and thietdKingdom retain their national

currencies).
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After all these currency adjustment applicationghwhe use of “Euro”, the problem of

common pricing in agricultural products is solved.

2.3.2 Price policy instruments

The CAP is a price management system sii@ports the income of EU farmers in two
ways (Figure 1-1). Firsthe authorities buy the surplus supply of produdten market
prices threaten to fall below agreed minimum (wé@tion) prices. Second, the CAP
applies _tariffs at the borders of th&U so that imports of most price-supported

commoditiescannot be sold into the EU below the desired itermarketprice set by
EU authorities. Methods used in managing agricaltyrices in the EU include

intervention priceandexport subsidies

Intervention price A market floor price (intervention pricéfiggers market intervention

mechanisms to support markgtices. Farmers are able to sell their productshto
interventionauthorities at the annually adjusted interventioicg) Products must meet
minimum quality requirements to baccepted into intervention. The surplus

commodities are thgpout into EU storage facilities.

Export subsidies (restitutionsyVhen world market prices ateelow the EU market

price, exporters are paid a subsidyet@mble them to export competitively to the world
market. Ifworld market prices are above EU internal marketgs; arexport tax may be
imposed to prevent the outflow of Eldoduct. Such taxes are usually adjusted weekly or
biweekly in line with fluctuation of world market prices. Eebmmitmentsunder the
Uruguay Round Agreement on Agriculture (URAA) datitls on the value and quantity
of export subsidies.



Figure 2-1: CAP Pricing System
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Target price results in excess supply of the amQUnQ?2 (figure 1). To keep the market
price close to the target price, the authoritiestrmamove this excess supply from the
market by setting an intervention price, usuallynedlO to 15 % below the target price
(P2).

If the market price falls to P2, the authoritiedl wnter the market and buy the product to
support the price. This is the origin of the largfecks of the foodstuffs which are
associated with CAP, and is the source of the latgigetary costs of operating system.
To get rid of large stocks on world markets, anagkpubsidy (CD) is required.

Prices for major commodities such as grains, daiogluctspeef and veal, and sugar are
dependent on the price suppsyistem. Other mechanisms, such as subsidies t&t assi
with storage of surpluses, and consumer subsidies paicntouragedomestic
consumption of products like butter and skinilk powder, supplement these basic
underpinnings of th€AP to strengthen domestic prices. Some items, witsh fruits

and vegetables, are withdrawn from the market loglypcerorganizations when market

prices fall to specifiedithdrawal prices.
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2.3.3 Common Organisation of the agricultural markes (CMOs)

Common market organisations regulate agriculturadpction and trade in the EU.

They aim to achieve the objectives of CAP.

Since the introduction of the common agriculturaligy, they have replaced national
market organisations. The following products areveced by a common market
organisation: cereals, pig-meat, eggs and poulegtpifruits and vegetables, bananas,
wine, milk products, beef and veal, rice, olive aild table oils, sugar, flowers, dry
fodder, processed fruit and vegetables, tobacar,ghd hemp, hops, seeds, sheep meat
and goat meat and other agricultural products faickv there is no specific market
organisation. There are no market organisationsafoohol or potatoes. (European
Commission, D-G for Agriculture).

The main tasks of the market organisations incliixieg single prices for agricultural
products on all European markets, granting aidramycers or operators in the sector,
establishing mechanisms to control production arghmising trade with non-member

countries. It also encourages farmers to form predorganisations.

Classification of the market organisations
There are three types of market organisations. Smge@nisations involve mechanisms
for production premiums and intervention, others asimple intervention system, some
of them merely provide production aid or just pdwithe products concerned with
customs protection.

All the common market organisations involve sinfglen payments.

1. COMs with supplementary aidpply to durum wheat, protein crops, rice, nuts,
energy crops, starch potatoes.
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2. COMs with intervention and production aidspply to milk and milk products
(from 2005), beef and veal, rice, olive oil, cesgadheep meat, oils and fats,

raisins.

COMs with interventionapply to sugar, milk and milk products, wine, pigat,

fresh fruit and vegetables.

COMs with production aidapply to flax and hemp, processed products besed
fruit and vegetables.

3. COMs with customs protectiorapply to poultry meat, eggs, live plants and

flowers, products for which there is no market migation.

Products for which there is no common organisationf the market

There are many agricultural products and goods lwhdo not benefit from the
mechanisms but may benefit from customs protecpowogluction aid or an extension of
the rules relating to the market organisations.ifstance, specific assistance is granted
for production of silkworms, grain legumes (chic&pgelentils and vetches) and cotton.
Protein crops are supported under the arable aopsgements. Albumin (ovalbumin
and lactalbumin) are covered by the arrangement®xports to third countries. The
rules on the market organisations in cereals amdili products have been extended to
certain types of chemically pure isoglucose. (Eeeop Commission, D-G for

Agriculture).
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2.3.4 Financing of Common Agricultural Policy:

European Agricultural Guidance and Guarantee Fund EAGGF)
The CAP is financed from the European Agricultu@lidance and Guarantee Fund
(EAGGF), which accounts for a substantial parthef Community budget. The EAGGF
was set up in 1962 and separated in two sectioh364.
Guidancesection, one of the structural funds, contributeshe structural reforms in
agriculture and the development of rural areas. (@¢esting in new equipment and
technology). Guarantee section finances expenditure on the agriculturadrket
organisations (e.g. to buy or store surplus arehtmurage agricultural exports).
There are two main pillars of agricultural expeucbs:

Agricultural expenditures

Pillar 1 (Market and income support):

Market and income support measures are those tbat atosely identified with the
farming. They cover direct payments to farmers ematinuing market-related subsidies
under the common market organisations such as @uwfiproducts into public storage,
surplus disposal schemes and export subsidies.iruridr Pillar 1 measures comes
from the EAGGF Guarantee section (EC, D-G for Agtire, “The Common
Agricultural Policy- A policy Evolving with the ties”, April 2004, p. 4).

Pillar 2 (Rural Development):

Agenda 2000 stated that “rural development” is #ezond pillar of CAP. Rural
development measures aim at encouraging environgatvices, providing assistance
to difficult farming areas and promoting food quglihigher standards and welfare. The
majority of expenditure for rural development measuis funded by the EAGGF



Guarantee section, though a significant part coinmes the Guidance section. (EC D-G
for Agriculture, “The Common Agricultural Policy- policy Evolving with the times”,
April 2004, p.4).

The financial perspectives for 2000-2006 are at teatre of the Agenda 2000
agreement. Under the interinstitutional agreemetwéen the European Parliament, the
Council and the European Commission of 6 May 1998 CAP budget (excluding rural
development), will average 38.1 bn € per year fog period 2000-2006. for rural
development, the average annual budget availablemount to 4.3 bn €. Finally, 520
mn € is available per year for pre-accession measun agriculture and rural
development i.e. the SAPARD programme (EC GeneualgBt of the European Union
for the Financial Year 2004).

2.4 Agricultural trade and its importance

Agriculture has traditionally been the most protelcsector in the Community. Since the
founding of the Common Agricultural Policy (CAP) 11959 one of the objectives was to
increase productivity. Through the principle ‘Conmmity Preference’, the internal prices
were defended against competitive imports fromvibed marketsAt that time and for
all these products, the Union was a inghorter. The situation, however, changed in the
early 1970s. The prices were set at high leveléhaburaged production. The initial net
importer situation turned into a net exporter ditwra in the beginning of the 1980s
(European Commission D-G for Agriculture, Decemb@94). Europe became a world
leader in the agricultural market. Protective measwand support mechanisms of CAP

provided this situation.

Figure 2-4 shows that EU has been a net importenglihe 1990s. But this situation

seems to turn into a net exporting position foriukin the future.
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Figure 2-2:  Agricultural trade with third countrjesU 15

65

EU15 trade in agricultural products with Extra-EU15 (billion Euro)

Source: European Commission, D-G Trazie April 2004.

In 2003, EU imports of agricultural products totall60.9 billion € (EC, DG Trade, 27
April 2004). I1ts major imports are tropical prodsidike fruits, coffee, tea, cocoa, spices,
as well as oilseeds, and oleaginous fruits. Majmpsers include countries in central
and eastern Europe, NAFTA members (Canada, Mexi&®4), Mercosur members
(Argentina, Brazil, Paraguay, Uruguay), and the Afrfican, Caribbean and Pacific
(ACP) countries (EC D-G for Agriculture, ‘Common Aaultural Policy Explained’,
2004).

Crops and crop products are still the most imporsargle category for imports with a
share on total agricultural imports of 42%. Them@swgignificant growth for prepared
foodstuffs (meat preparation /cereal based foodhadde preparations, sugar

confectionary, beer, wine, spirits, tobacco). Pregdoodstuffs now account for 36%



of total EU15 agricultural imports against 29% i89% (EC D-G Trade, 27 April
2004).

The European Union is the second leading expohter2003, the EU’s exports of
agricultural products reached 60.4 billion € (EG; Orade, 27 April 2004). Major
exports include wine and spirits, dairy producegfpevarious food preparations,
including preparations of cereals and rice. Majgaet markets are NAFTA, Russia and

countries in the Mediterranean region.

More than half of EU exports (53%) are concentratethe area of prepared foodstuffs
and notably in beverages (beer, waters, wine ai@s3pAlcoholic beverages (wine,

beer and spirits) accounted for 20% of EU exportagpicultural products in 2003 (EC,

DG Trade, 27 April 2004).

Export growth has generally been faster in proaegseducts than in primary products.
Compared to 1995 the main export growth areas magaped foodstuffs and vegetable
products. Between 1991 and 2000, growth in the gpof processed agricultural
products was 71.3% (6.2% annual growth) or 31.486esi1995 (5.6% annual growth),
while for primary products, it was 49.2% (4.5% aaingrowth) or 26.0% since 1995
(4.7% annual growth) (Eurostat, 2004).
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3 INTERNAL FACTORS AFFECTING AGRICULTURAL TRADE
LIBERALISATION IN EUROPEAN UNION (CAP REFORM EFFECT S)

In terms of its own objective, the CAP would seamhiave had several successes.
Firstly, the various agricultural support systemst texisted prior to the formation of the
European Community (EC) have been liquidated andommon system has been
achieved. Secondly, intra-EC free trade in agnigzalt products has been accomplished
through the removal of all intra-EC trade impeditsefhirdly, the EC as a whole has
become self sufficient in farm products. Fourtlilyshould be mentioned that agriculture
has experienced a high rate of technical prognedsrereased productivity and that the
CAP has resulted in stability of EC agriculturalrkets and in increasing self-supply;
these achievements are consistent with the obgctet out in Article 39. Finally, it
could be claimed that the CAP has achieved muchrpss in increasing the size of farm
holdings and in reducing the number of farm busasgA. M. El-Agraa, 1990, p.204).

However, problems occurred because of the supptidigs of European Community.

3.1 Internal factors affecting policy changes in CA  P: towards a more
liberal policy

Price support system caused many problems and ntassed by trade partners abroad
and within the Community. These problems led to eqgmlicy changes in the EC.
Although CAP threatened to break the Community’sidai, the EC hesitated to take
radical steps in the first years of CAP. The Comitytspriority was the continuation of

CAP based upon its existing principles (Carstendbgarg, 1999, p. 418). However, in
1990s the EC was forced to make reform in agriceltand to reduce the prices of
agricultural products. The incentives for signifitaeforms were budgetary costs of
CAP, over-production and costly storing of foodpuses, trade-distorting instruments
of CAP, losers of CAP (consumers, taxpayers, tlodntries) and non-agricultural

sectors’ pressure.
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3.1.1 Budgetary costs of CAP

The main problem was the increaskmglgetary cosof the policy.

From the beginning, the share of the budget alemt#&b the guarantee part of the fund
has dominated, accounting for about 95 % of thel ®AGGF budget. As a result of the
expense of maintaining above world market priceBumpean consumers, the EAGGF
has also dominated the entire budget of the E@hdrbeginning of 1980s the guarantee
section of the EAGGF was about 64.3 % of the tB&aC budget, while guidance was
about 3.2%. In the mid-1980s, guarantee actuadisessed to 65.3% and guidance fell to
2.7%. In 1990, guarantee had fallen to 54.8% andage had increased to 3.55. (Lary
Neal / Daniel Barbezat, 1998 p.115).

The share of the guidance and guarantee sectiofisndfon the budget shows that
(Table 2-1) nearly 2/3 of the budget went to exjteinels on agricultural market
organisations, i.e. on support mechanisms. Afte9019he rural development gained
importance and its share has increased since 1990.

Table 3-1: Outlay (in mn Ecu) on the European Guigsand Guarantee for
Agriculture, 1968-1987

1968-72 1973-77 1978-82 1983-87

1 Guarantee 10,100 22,800 55,700 99,000
2 Guidance 300 1,000 2,300 3,900
3 EAGGF 10,400 23,800 58,000 102,900
4 Total budget 11,900 30,900 83,500 151,600
1 as a percentage of 3 97 96 96 96
3 as a percentage of 4 88 77 70 68

Source: Willem Molle, 1990.
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3.1.2 Over-production and costly storing of food sypluses

Another result of the price system was that, thstitutional prices at high levels
encouraged production, although there was no sognif increase in demand. This led to
over-production and costly storing of food surplusesThe success of increased

production has led to food surpluses.

The disposal of surplus involved large budget ¢cagtsch were inflated by the negative
effect ofexport subsidiesn world prices.

The surplus that could not be sold on the world ketsr and had to be stored in
warehouses (large food surpluses were criticisedl expressed as butter mountains,
wine lakes... at that time).

Through the price systerarge farmers were benefiting much more than siaathers
So big farmers produced more and earned more ntbaeysmall farmers. Farmers used
herbicides, pesticides, artificial fertilisers irder to increase output. This caused

environmental problems

3.1.3 Competitiveness of European Agriculture

Other critic of the CAP was on tipgotectionist measures European Agriculture. The
principle of “Community Preference” encouraged tomsumption of EC’s agricultural
products. Much of the CAP operated througdde distorting subsidiesThe products
imported outside the Community faced levies, sot thansumers would prefer
Community’s production. Export subsidies were reggiito farmers to bridge the gap
between lower world prices and higher Communitggsi Quotas, levies, tariffs angered

exporters to the EC. Export price supports of CAdodted world prices.



3.1.4 Losers of CAP: Consumers, Taxpayers, Third Gmtries

The first group of losers in the EC were the corstanbecause they paid more for their
products than necessary. The second group inguiraifare losses are the taxpayers. If
consumers pay too much for products they needrgayars pay for production nobody

really wants. A third group of losers are the thealintries. They were facing not only

lower export possibilities to the EC, but also lowgport possibilities to the EC (Figure

3-1, 3-2), but also lower revenues of their satewarld markets due to dumping by the
EC (Willem Molle, 1990, p. 268).

Figure 3-1: Tariff effect

Price Supply (EC)

CAP price (P2)

World price (P1)

Demand (EC)

O A C D B Quantity

The price on the world market is P1, at which paog quantity can be obtained. In an entirely
open economy, domestic production will become Odmestic demand OB, and a quantity AB
will be imported, everything at the price P1. Theestic agricultural production is low in that
case, so are consumer prices. Government subsidiest apply so the taxpayer is not asked a

guestion.

At a guaranteed price P2 (CAP price), domestic petidn will rise to OC and demand drop to

OD. On the quantity imported, CD, European Comnyuinitposes an import levy of P2-Ra
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make prices on the world and EC markets equal. Yietds CD x (P2-P1)in tariff revenue, the
shaded area MNTI of figure 3-1.

The consumer is worse off: he consumes less aehiices (consumer loss ZXNKeadweight

loss NTK). The farmers’ gross return, achieved in one @atign, namely through selling to the
intervention authority, will amount to XOCM. Theear ZXMH represents an extra producer rent

transferred to farmers from consumers (HMI deadidioss.

Figure 3-2:  Export subsidy effect

Price

Supply (EC)
CAPprice (P3) | .S R
POel VvV _ _ _ _
World price (P1) ~ I 1) L
B T
| 1
| | Denlland (EC)
L 1] |
O E G B F Quantity

The price is raised to P (De), which indicates doenestic equilibrium between supply and
demand. It can be done without creating surplusdsaathout involving public budget expenses

to be born finally by the taxpayer, albeit at atdosconsumer.

At a price P3 (CAP price), the situation changesydver. Demand will drop to OE entailing an
additional loss in consumer surplus as less prooecbomes available at higher prices. As supply
rises to OF, market authorities find themselvesmelfed to buy a quantity OF-OE at price P3.
That quantity has to be sold on the world markdtictvimplies an export subsidgr restitution
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in the EC jargon) of the difference between therguoieed price (or intervention price) P3 and
the world market price P1. The amount is QJLR, Whidgll be charged to the taxpayer. The
gross return to the farmer, achieved in one traimgachrough selling of production to the

intervention authority, will amount OFRS (figure23-

3.1.5 Non-agricultural sectors’ pressure

One result of the price policy was the misallogatad production factors. Agriculture
and the industry producing inputs for it were usumresources that could have been
better employed elsewhere. Bio-technological indesthad difficulties developing,
among other reasons because their input prices twerdéigh (sugar, for instance). A
considerable area of agricultural land which colddle been used for other products
(wood for instance, which is in very short suppiytihe EC) or for nature reserves was
tied up in useless production. In some countrtes high product prices led to the further
extension of agricultural land at the expense adaviands (Willem Molle, 1990, p. 268-
269).

The large claims agriculture puts on the budgetstfaied the development of

programmes for the industrial and service sectiigm Molle, 1990, p. 269).

Finally, CAP price system resulted in increasencomes of farmers. This has caused a

gap between incomes in agriculture and other sectathe economy.

These negative effects of the high prices wererdasons why the CAP should be

reformed.
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3.2 Policy Changes: CAP Reforms

3.2.1 First attempts for CAP reforms

For almost 30 years from its foundation, CAP exgrased little change. The first attempt
at reform of the CAP was thBlansholt Plan in 1968 The plan mentioned that
consumption was not increasing as fast as produaim the surpluses of products
couldn’t be disposed of on world markets.1®72 structural measures were introduced
into the CAP, with the aim of modernising Europemgmiculture. But in the following
years, problems persisted; the supply and the demagricultural products were not in

balance, resulting in ever growing surplus.

The need for changes in the CAP became more imyorriathe 1980s because CAP
threatened to break Community’s budget. In 1€88#y quotaswere introduced. Dairy
guotas brought spending on dairy sector under cbritr 1988,budgetary stabilisers
came into effect. The aim of the budgetary stadriéisvas to reduce the attractiveness of
production for intervention by lowering prices whtte quantity produce exceeded a

threshold, and reducing intervention guarantees.

The stabilisers policy wasn't a fundamental refavmthe CAP and didn't attack the
underlying problems of CAP. It was a policy to sliab production and spending.
However support through the EAGGF remains propoaie to the quantity produced:
this factor caused permanent incentive to greatetyzction (Wyn Grant, 1997, p.75-76).
So this policy could not stabilise the productiol &pending.

3.2.2 1992 Reform (MacSharry Reform)

The reforms undertaken were not so effective dhgticultural spending has kept rising.
No reforms have broken that trend. The policy adpests of the 1970s and the policy

reforms of the 1980s were all driven primarily bydgetary crises. The MacSharry



(Agriculture Commissioner) reform in 1992 was alsggered by budgetary problems,
but unlike previous reforms this one was also causg pressure from the GATT
Uruguay Round in which particularly the United $tataunched a serious attack on the
CAP.

In fact, MacSharry was against liberalising worlgrieultural trade, arguing that the
whole idea of agricultural liberalisation was basedunreliable academic arguments.
EC Commission President Delors supported him bymitey that the abolition of EC
export subsidies would destroy the EC agricultadustry (Carsten Daugbjerg, 1999, p.
408, 419).

But the EC’s preference was the continuation of @&RBed on existing principles. So
despite the problems of support policy, no radatednges have been made till GATT
Uruguay Round. In 1990, the EC realised that GAdIKst could not be completed until
the CAP was reformed. For the first time, EC totdps to move agricultural policy in a

more liberal direction.

The refornt brought changes in the support system. It charthedway in which
subsidies were paid to farmers and made radice¢ uts. This reform was the first step
towards shifting farm support from product to proeu Market price support was

replaced by a direct income support scheme.

1992 CAP reform included the reduction of the cr@meseals, oilseeds, protein crops) by
29%. The purpose was to make EU cereals more tatgao the animal feed industry
(Jean-Christophe Bureau, 2002, p.16). Compensalogct income payments were

introduced. Basis of agricultural assistance sthiftem price supports to direct income

! Not all of the countries accepted the reform,thay did not veto it. Voting rules are also impattdn

Treaty of RomeAgricultural policy decisions can be adopted by tise of qualified majority voting (at

least 54 votes until 1996; total 76 votes). AccogdioLuxembourg Compromise 19@@ember State

could veto a proposal which conflicted with itsabibational interesSingle European Act 198%ktended

the use of qualified majority voting to other spggeof Community competence. Luxembourg Compromise
was not abandoned so there is an existence obpgtortunity.
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supplements. It was paid to big farmers for landasede of 15%. Small farmers were

exempt from the set aside requirement.

Compensation package agreed to by the Agricultiwen€il made the reformed CAP
more expensive than the unreformed CAP. But byirguguaranteed prices and taking
land out of production, the reform helped reduckd EU’s ruinous agricultural
surpluses. At the same time, farmers did not egped the drops in income predicted by
their leaders; on the contrary, farm incomes acithes board rose steadily in the

following years (Desmond Dinan, 1999, p. 344).

3.2.3 Agenda 2000

The radical changes in CAP started with 1992 refowas deepened and extended
through the Agenda 2000 reform.

The reform of 1992 was generally regarded as safideswith positive effects on
European agriculture. However, developments in ftllewing years — international
trends, the enlargement towards Central and EaBimope, the preparation of the single
currency causing budgetary constraints, the inargasompetitiveness of products from
third countries and a new round of World Trade Q@isgtion negotiations — forced

further adaptation of the CAP, a new reform. AgeRd@0 was a step in this direction.

The Agenda 2000 agreement reached at the Berliopean Council in 1999 shapes the
CAP until 2006. The agricultural budget will be treted to an average of € 38 billion
annually for market policy and € 4.3 billion foralldevelopment measures (EC General
Budget of the European Union for the Financial Y2@04).

Agenda 2000 reforms focus on increasing the comtiyetiposition of European
agriculture on the world market. This meant furtreslucing support prices for cereals
and beef from the year 2000 onwards and milk fr@®52



Direct payments to producers have been organise different way compared with
1992. Part of the direct payments for beef andydaitl take the form of a national
financial envelope from the EAGGF budget which MemBtates can distribute, thus
allowing them to target specific national or regbpriorities. Each Member State will
be able to allocate resources freely, subject ttaice Community criteria designed to

prevent distortions of competition.

Rural developmenteasures concern in particular support for strattadjustment of
the farming sector (investment in agricultural g, establishment of young farmers,
training, early retirement), support for farmingless favoured areas, remuneration for
agri-environmental activities, support for investise in processing and marketing
facilities, for forestry and for measures promotihg adaptation of rural areas insofar as
these are related to farming activities and tortbenversion. The policy brings together
for the first time all the measures related to diegelopment of the countryside which
were funded by the EAGGF and is to accompany antptament the proposed reforms

in market and price policy.

Moreover, there will be increased emphasis in tleev TCAP on food safety and
environmental concerns. The guiding principles difist policy are those of
decentralisation of responsibilities - thus stréeging subsidiarity and partnership - and
flexibility of programming based on a ‘menu’ of ixts to be targeted and implemented
according to Member States’ specific needs. AsleEnt package of measures it has

three main objectives:

» To create a stronger agricultural and forestigtaae the latter recognised for the
first time as an integral part of the rural devehgmt policy;
» To improve the competitiveness of rural areas;

* To maintain the environment and preserve Europeda heritage.
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Furthermore, the Agenda 2000 agreement gives Merfi@ies the opportunity to

modulate direct payments (modulation) made to fasrneder the CAP based on criteria
that can include the workforce on the holding,dkerall prosperity of the holding or the
total amounts of payments granted under suppogmsel (European Commission, D-G

for Agriculture, Agenda 2000 the CAP reform — Aipwglfor the future).

3.2.4 June 2003 reform

Today, the rules of Agenda 2000 still apply, bt @ouncil of Ministers decided in June
2003 on a new CAP reform. New CAP will be more gdatowards the interests of
consumers and taxpayers, while giving EU farmeesfteedom to produce what market
wants.

This new reform completely changes the way the &hperts its farm sector.

The elements of the new reform:

» Introduction ofsingle farm paymenthis payment is independent from production. It
is linked to the respect of environmental, foodeggfanimal and plant health and

animal welfare standardsrpss compliance
The amount of the payment will be calculated on lthsis of the direct subsidies
farmers received in a reference period (2000 t@220Che aim of the single payment

is to allow farmers to become more market-oriented.

Single Farm Payment will enter into force in 2006.a member state needs a

transition period, the state can apply single faaypment from 2007 at the latest.

= A strengthened rural development poliaggth more EU money, new measures to
promote the environment, quality and animal weltand to help farmers to meet EU

37



production standards starting in 2005. This willdshieved viamodulation —that

means a transfer of funds from direct paymentsittal development.

» Financial discipline mechanisrhas been agreed in order to ensure that the farm
budget is fixed until 2013.

Link between subsidies and production will make tatmers more competitive and
market oriented, providing the income stability.isTlheform will also strengthen the
EU’s negotiating hand in the WTO trade talks. BasaBU has made efforts to redirect
its farm policy towards more transparent and naderdistorting instruments. (European

Commission, D-G for Agriculture, September 2003).

3.2.5 Continuation of CAP reforms in 2004

The 2004 reforms concern "Mediterranean productd'sagar.

Luxembourg Council on 26 June 2003 invited the Cission to make reform of the
common market organisations for olive oil, tobaamtfon and hops that would be based

on the principles of the June CAP reform.

The largest part of support for the three secterslecoupled, based on historical
references for the 2000-2002 period, and is integranto the legal framework of the

single farm payment.

The reform of agricultural aid for cotton, tobaccbopsand olive oil and table olives

was negotiated together and included in the sangeilR@on (Council Regulation (EC)
No 864/2004 in what was know as the "Mediterranean packagdth®se products
were subsequently included (April 2004) in the cosmgnsive reform of the common
agricultural policy (CAP) of June 2003, with thepapval of the move from direct aid
(aid paid by hectare, unit of output or livestocktuto a system of single farm payments
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Cotton, tobacco and olive oil are grown in certagions whose development is lagging
behind. The reform aims to safeguard productiothose regions by according priority
to farmers' incomes rather than to providing aid gooduction. Coupled aid is to be
provided for tobacco and cotton to permit adjustimerthe new arrangements. Coupled
aid may be paid for hops to take account of pddicmarket situations or structural

situations within a region.

The current reform affecting "Mediterranean prodlds based on the Commission

communication to the Council and to the Europeanlidfaent "Accomplishing a

sustainable agricultural model for Europe through rieformed CAP - the tobacco, olive

oil, cotton and sugar sectofs The common main aim as regards tobacco, aive
cotton growing is to support sustainable develogmienthe sector, achieved by
reorienting the support to reward healthy, highhtygoroducts and practices, and
developing alternative sources of income and ecanantivity.

The Commission has also proposed a radical refdrtieo sugar CMO. This reform
includes a restructuring of the sector to reducgaswexports and export refunds by
removing _interventiorand capping Community production of sugar anddidsestic
price. The reform also provides for decoupled aepérated from production) to sugar

beet producers

3.2.6 Changes of supports in agricultural products

Arable crops

The arable crops sector covers cereals, oilseeamss and protein crops. The sector
production accounts for 11% of the value of thegtduction. It accounts about 42% of

EAGGF expenditure and uses 40% of the EU UsablécAljural Area.

The main innovation of Agenda 2000 reform for thexealsis the reduction of the
intervention price by 15% in two stages startinghi@ 2000/2001, bringing it down from



€ 119.19/t to € 101.31/t. Direct payments fixedpan hectare basis will be increased in
two annual steps from € 54/t to € 63/t in the mangeyear 2001/2002. The increase
represents 50% compensation for the overall prc€Regulation (EC) No 1251/99).

In the case of oilseedmd _linseeddirect payments per hectare will be reduced iaeh

annual steps so that they are the same as thdscpaganent i.e. be € 63/t in 2002/2003.

Protein cropswill receive a premium of € 9.5/t on top of thesladirect payment,
bringing in one step total aid to € 72.5/t as fr2d00/2001.

The minimum price of potato stardb cut by 15% over two years (2000/2001 and
2001/2002), with the aid rate being raised to EUR.84/t (equivalent to 75% of the
EUR/t intervention price cut). The minimum pricer fpotatoes intended for the
manufacture of potato starch will be set at EUR.QS4 for 2000/2001 marketing year
and EUR 178.31/t for 2001/2002 marketing year oawafmhe aid rate is matched by
lower production quotas so as ensure budget néytidhder these conditions, Member
States which have a quota greater than 100 00@sonill see a reduction in their quotas
of 2.81% in the marketing year 2000/2001 and o#%7n the 2001/2002 marketing
year. Member States which have quota less tharDQ0Gonnes will see a reduction of
1.41% and 2.87% in the respective years.

Rice

A first reform of the rice market organisation wasdertaken in 1995 (Regulation (EC)
No 3072/95). Intervention price for rice was set€aR98.35/t for the 1999/2000 and
subsequent marketing years. A national base aresaestablished for each producing

Member State, together with a more than proportipaaalty in case of overrun.
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Dairy sector

Milk production is the most important agricultueadtivity in the EU, representing 18%
of the total value of production. The reform of tdairy sector is delayed until
2005/2006.

The Regulation (EC) No 1255/99 introduces a 15%ucgdn for butter and skimmed
milk powder in three equal steps, starting from nierketing year 2005/2006. The milk
guota regime will be extended and will stay in gumntil 2007/2008.

In Member States (besides Italy, Greece, Spailarideand Northern Ireland) quotas will
be increased by 1.5% in three steps over threes yegrarallel with the price reductions
starting in 2005.

Beef and veal

Beef and veal sector is the second biggest comtribio the value of agricultural
production with a share of 10% at EU level (aftairy).

Agenda 2000 reform introduces a 20% reduction ef ¢brrent market support price
from € 2780/t to € 2224/t in three equal steps (Raegn (EC) No 1254/99).

Direct payments to farmers take the form of spgmiamiums for male animals, suckler
cow premiums, slaughter premiums. Special premifammale animals would be € 210
per head for bulls and € 150 for steers in 2002véwds). Suckler cow premium is € 200
in 2002 (onwards). Slaughter premium amounts td € bulls, steers, dairy cows,

suckler cows and heifers, and € 50 for calves DR2@nwards).
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Sheep meat and Goat meat

Regulation (EC) No 2529/2001 establishes the comorganisation of the market in

sheep meat and goat meat. The products conceraddrabs, sheep and goats, edible
offal and fats. In case of significant change ilcgs on the market, appropriate measures
may be taken. In the event of an outbreak of amahdisease, exceptional measures

may be taken to support the market.

Wine

In terms of production, consumption and trade, Elue wine sector plays a significant
role on a global scale. EU vineyards currently actdor 45% of the world’s production
area and some 60% of volume, whilst EU consumersuat for almost 60% of world-

wide consumption.

EC Regulation No 1493/99 maintains the principleagbrohibition until 2010 on the

planting of vine varieties.

Community support will take two forms. Firstly, cpensation for loss of revenue
resulting from implementation of the plans (no cemgation where old and new vines
coexist for a maximum of three years). Secondlyerehwill be a Community

contribution to the actual costs of the restructyrand conversion. The Community

contribution will not exceed 50% of these costs%7B Objective 1 regions).

An aid scheme has been introduced to assist proglwith the private storage of table

wine, grape must, concentrated grape must andieglctioncentrated grape must.

Olive Oil and Table oils

The common organisation of the markets in oliveaoi table olives has been reformed,
moving from direct aids to producers to a new systé single decoupled aid (single
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payment). At least 60% of all production aid paididg the 2000-2002 reference period
(100% for holdings of less than 0.3 hectares) baltransferred to the single payment
scheme. The remaining funding (a maximum theredd40%) will become an area aid
for the upkeep of olive groves of environmentalsocial value. The new system will
come into force for the 2005/2006 marketing yedre Turrent support scheme, which
provides for production aid of EUR 1322.5/tonne |l wemain applicable until 1
November 2005 (Council Regulation (EC) B@85/2004.

Tobacco

Council Regulation (EC) No 864/20@f 29 April 2004 amending Regulation (EC) No
1782/2003establishing common rules for direct support sagmnder the common

agricultural policy and establishing certain suppohemes for farmers.

The common organisation of the market in raw tobdws been fundamentally changed
in order to switch over completely to the singleaigpayment system by means of
decoupling (separating aid from production) withiour years, starting in 2006.

Decoupling will apply in full from 2010, but Memb&tates may opt for a four-year
transitional period starting in 2006. During tharipd, at least 40% of direct aid for

tobacco under the old system will be allocatedrigle farm payments.

From 2010, 50% of aid for the tobacco sector wél lised to establish a financial
allocation for restructuring tobacco-growing aredise reform will apply from 1 January
2006.

Cotton

Extensive changes have been made to the aid ameamge for cotton, with a partial
move to a system of single farm payments. The n®waly partial in that 35% of aid
will continue to be provided in the form of an arpayment (direct aid), with the
remaining 65% being provided as a single farm payme



(Council Regulation (EC) No 864/20@4 29 April 2004 amending Regulation (EC) No
1782/2003

Hops

From 1 January 2005 (end of transitional period:D&cember 2005) European Union
aid for hops will switch over to the decoupled syst(aid granted independently of
production) and to the single farm payment. Neaetbs, each Member State may grant
a maximum of 25% of aid to the sector as additiandlfor farmers and/or approved
producer organisations.

3.3 CAP Reform effects on reducing protection

From 1962 to 1992, the CAP relied on a managed ehaystem that relied on import
restrictions so as to maintain internal market gmicabove a pre-determined
administrative price; intervention buying to gudesn that every quantity produced
would be sold at least at a pre-determined prigbsislies to export or to destroy excess
supply that would have caused the internal pricaliobelow this administrative price
(Jean-Christophe Bureau, 2002, p.13). The probkmsen from the CAP system led to

some policy changes.

Before 1990s, CAP used the most trade-distortirsgrument “market price support”.
1992 MacSharry reform reduced the market price eupfor cereals and beef and
replaced the income loss through direct paymentedl to historical production levels.

This reform was the first step towards shiftingriasupport from product to producer.

As shown in the Figure 2-1, CAP was operating nyosfirough trade distorting
instruments before 1992 reform. 90.7% of CAP fugdiwent to refunds and
intervention. The rest of 9.3% of funding was lésgle-distorting that went to direct
payments. 1992 CAP reforms changed this situatibme share of refunds and
intervention fell to 36.9% and the share of diggayments increased to 50%.
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However, with this reform, for the first time, EQak steps to move agricultural policy
in a more liberal direction. But access conditidmis third country suppliers have not

improved.

Agenda 2000 is the continuation of MacSharry refrih was put into place to be

prepared for an enlarged EU.

Agenda 2000 lowered market price support and dipegtments are organised in a
different way compared with 1992: The reductions imervention prices were
compensated with direct payments. This means tieateforms change the structure of

the agricultural support, but not a change in éwel of support.

When compare to 1992 CAP reforms, with Agenda 2@8] market support (including
export subsidies) has fallen progressively from Qdf%otal support pre-1992, and will
reach a low of 21% by 2006; export refunds now esent only 12% of CAP
expenditure, compared with 25% in 1992 (EC D-GAgriculture, 2001).



Figure 3-3:  Share in CAP funding for the variousamees
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The share of funding for rural development haséased. Member states have to respect
environmental measures and food safety. Focus altyjis increased. This reinforces

the EU’s position in WTO.

But despite these developments, Agenda 2000 ik fetilsed on product support.
However, product support is decreased when compatedvlacSharry reforms.

Fundamental Reform of June 2003 made the CAP mmade tfriendly and acceptable

among its trade partners.

The way the money is spent is different in 2003 Ca&form. The most important

objectives of support will be for food safety, cafehe environment, animal welfare and
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rural development. This European Farm Model isscaMultifunctionality. The aim is to

make CAP more trade friendly and fully compatibiénWWTO obligations.
Centrepiece of the June 2003 reform is Single Payr&eheme. To receive single
payment, farmers must keep the land in good agualland environmental condition.

The farmers have the freedom to produce what thkehwants.

2003 CAP reforms break the link between supportEnts and production. These new
payments are decoupled and little trade distorting.

Figure 3-4:  Support to EU-15 farmers in billion €
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Source: European Commission, Directorate-General Agriculture: “Agricultural
Trade and its Importance”, December 2004.

*market measures: price support measures
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According to OECD, increased decoupling will redagtortions to international trade
and help boost farm incomes. The step towards ¢leeupling of support to farmers so
that the payments they receive are less dependemhat they produce (OECD, 2004, p.
43).

With the reforms in recent years, support to EUnfens is moved from the most trade
distorting amber box into blue box and finally intlee green bdx (Figure 2-2), i.e.
support has moved from the most trade distortingg@mmes into the less trade

distorting instruments.

However, single farm payments based on historiottlements remains linked to farm
size. So larger and richer farmers will benefit endhan the smaller ones from the

support. This can lead to income disparities (OEZI4, p. 44).

To conclude, European Union had to take some preéemeasures at the beginning.
Whenever the problems of support emerge, EU hasmmaate necessary structural
reforms. Instead EU has adhered to make tempodjostanents in CAP. So level of
agricultural support has not decreased to desénsl.|

Now, European Union has been still criticised ofinge highly protectionist in

agriculture.

2 Under the WTO, policies that distorted trade wewéddd into three boxes: Amber box (red box), Blue
Box, Green box.Kor further information, see Part 4, pages 41-45).
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4 EXTERNAL FACTORS AFFECTING AGRICULTURAL TRADE
LIBERALISATION: GATT/WTO INFLUENCES

The early 1990s was an extremely important perardtrfade liberalisation in Europe
because the completion of the single market inBble was achieved and the Uruguay
Round Agreement under the General Agreement off$amd Trade was signed.

Agricultural trade was not subject to the liberatisn in the GATT negotiations before
Uruguay Round (1986-1994). The negotiations staatethe time, when protectionism
was high in the world. With the Uruguay Round tlirstfsteps were taken towards
liberalisation. Following the Uruguay Round, GATrarisformed into the World Trade

Organisation.

For the first time, member governments were conealito reduce agricultural export
subsidies and trade-distorting domestic supporeyTiave agreed to prohibit subsidies

that exceed negotiated limits for specific products

A particular feature of agriculture is that it hmspecific agreement, the Agreement on
Agriculture. The Uruguay Round Agreement on Agricteé (URAA) came into force on
1 January 1995. The agreement set up a frameworkle$ and started reductions in
protection and trade-distorting support. It wabéoimplemented over a six-year period
(from 1995 to 2000) for developed countries; 10rge@d 995-2004) for developing

countries.

4.1 Uruguay Round Agreement on Agriculture and its consequences
for CAP

The Uruguay Round Agreement on Agriculture establisa new regime for agricultural
trade under 3 aspects: domestic support, markesaand export subsidies. Table 3-1

shows the commitments of the developed and devejaguntries.



Table 4-1: Key aspects of WTO

Numerical targets for cutting subsidies and trade potection

The reductions in agricultural subsidies andgmtion agreed in the Uruguay Round

Developed countries  Developing countries
6 years: 1995-2000 10 years: 1995-2004

Market access

average cut for all agricultural -36% -24%
products
minimum cut per product -15% -10%

Domestic support
cuts in total ("AMS") support -20% -13%
for the sector

Export subsidies

Value of subsidies (outlays) -36% -24%
subsidized
guantities -21% -14%

Notes: Least-developed countries do not have to redudéstar subsidies. The base
level for tariff cuts was the bound rate beforgahuary 1995; or, for unbound tariffs,
the actual rate charged in September 1986 whebthguay Round began.

Only the figures for cutting export subsidies @gpin the agreement. The other
figures were targets used to calculate countegglly binding "schedules" of
commitments. Each country's specific commitmeaty according to the outcome of
negotiations. As a result of those negotiatisesgral developing countries chose to
set fixed bound tariff ceilings that do not deeliover the years.

Source: WTO, 2003.

5C




41.1 Market Access

The main elements of market access are the leviHeotariffs, the existence of tariff

peaks and tariff escalation and the existence ofagu

Market access provisions required the convertingari-tariff measures such as quotas,
variable import levies, voluntary export restraimti® tariffs through tariffication. Tariffs

are more transparent than other forms of prote¢tlo@f W. T. Vol. 36, No: 6).

Developed countries were to lower their agricultuhaties by 36% in 6 stages over a
six-year period in relation to their level in th886-88 reference period. The developing
countries were to cut their duties by 24% overraytear period. The least developed

countries are not required to reduce them.

The market access rules of the WTO Agreement oicAlgure which came into force in
1995 did not improve market access conditions &wetbping countries. The reason for
that was the conversion of non-tariff barriers itdoiffs and tariff quotas established
high maximum tariff levels in the developed cousgr{“dirty tariffication”). Developed
countries, including the EU, have been accusedttiically increasing their protection

through this process, by basing their calculatmm#flated world prices.

Tariffs

Uruguay Round resulted in conversion of the EU'Salde import levies into tariff with
an obligation to reduce them by 36% over a six-ysaiod. The EU has continued to

reduce its tariffs since the Uruguay Round.

EU reports that tariff for agriculture is 10% (Epean Commission, Directorate-General
for Agriculture, 2003). But estimates of the Eleeage agricultural tariff range between
10% and 40%. There are three main reasons fobtbed range of estimate. First, most
studies rely on the bound tariffs, i.e. the taritie EU applies under the most favored
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nation (MEN) clause. The data are readily availagilece this is the official list of tariffs
submitted to the WTO. However, half of the valueagficultural imports in the EU enter
under preferential agreements or tariff rate quaaa much lower tariff than the bound
tariff (agreement with the PECOs, Lome/Cotonou,t&ysof generalized preference,
etc.). Second, the EU tariff structure is very c@rpwith a large number of specific
tariffs (i.e. in Euros per tonne, liter, head, ettn order to construct useful indicators,
one needs to convert them into ad valorem (i.ecqmdage tariffs). Not only this
introduces a bias in the appreciation of the oVexfiéct of the tariff (a specific tariff
affects low unit value commodities more than higialdy products), but the price used
for the conversion has, in practice, a considerabpeact on the value of the ad valorem
equivalent Third, there are several ways to constan average tariffs. Using a simple
arithmetic mean, or using a trade weighted avelege to different results, because of
the large quantities of commodities such as coffiesoybeans, that are imported with
very low tariffs (Jean Christophe Bureau, 20052).

Despite Uruguay Round commitments, the developiogntty market access to

European Union markets was restricted.

First reason was dirty tariffication. For examplee prices in the EU were established
(intervention price plus 10%) for the purposes ofiversion into tariff equivalents in
order to achieve higher initial tariffs (Marita Vgerthale, 2004 Heinrich Boll). An
important factor is the fact that rates of protctiduring the selected base period (1986-
88) were very high for many products in the EuropBaion (Table 3-2).
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Table 4-2: Tariff equivalents, bound and appliatfa

Common Coarse

Period Wheat Grains Beef Pork  Poultry Dairy Sugar
1 Tariff equivalents
(reference period) 1986-88  103.0 133.0 83.0 40.0 51.0 177.0 234.0
2 Uruguay MFN bound
tariffs 1995 155.6 134.4 125.0 51.7 44.5 288.5 297.0
3 Applied (out-of-
quota) tariffs 1995 34.8 99.2 80.9 40.3 16.3 147.5 n.a
4 Applied (in-quota)
tariffs 1995 n.a 45.7 20.0 13.3 8.1 33.2 n.a
5 Applied (out-of-
quota) tariffs 2000 55.5 78.1 36.8 19.2 12.7 103.8 248.1

n.a: not available
Source: Patrick A. Messerlin, 2001.

For example, the specific duty on wheat was eséth&t be equivalent to an ad valorem
tariff (i.e. percentage tariffs) of 155.6%, wherdlas ad valorem equivalent tariff for the
years 1986-88 was estimated to be 103%, thatugsta “dirty tariffication” amounting
to more than 52% (Patrick A. Messerlin, 2001, 2-306).

Tariffication exercise also withessed a protecsbrirend in the beef sector. The ad
valorem tariff equivalent for beef is estimatedow 125%, showing a dirty tariffication

of 42%.

The same trend is seen in dairy and sugar sedibesaverage ad valorem equivalents
for dairy products are estimated at 288.5% anddigiar at 297%, revealing a huge dirty
tariffication of 111.5% in dairy and 63% in sugar.

Secondly, reduction commitments applied to ‘bouradés, the legally binding ceilings
agreed to in the URAA, rather than ‘applied’ rat@pplied rates are what countries
actually charge on imports. Many countries’ applrates are much lower than their
bound rates, making reduction commitments on thenboates largely irrelevant (Table
2-6). The differential between applied and boun#gsalso allows countries to adjust

their rates according to market conditions whilaystg within commitments, just the



kind of variability the URAA was supposed to elirata (Beierle, C. Thomas, 2002, p.
1095).

Thirdly, average tariff reduction facilitated theo&dance of full tariff reduction of 36%
for sensitive products. With few exceptions the Bpplied three categories of tariff
reductions (20%, 36%, 100%) with 20% reductionsliagpo “sensitive” products such
as sugar, milk powder, olive oil, wine, many framd vegetable varieties, and semi-

processed products.

Finally, the market access in developed countreesdefended by a safety valve
incorporated into the URAA. The Special Agricultu@afeguard allows countries to
protect designated products from flood of imporgedds by raising tariff levels on an
emergency basis. The safeguard is triggered whporisifall below a certain price rise
above a particular quantity. Of the 38 WTO memlileas have reserved the right to use
the safeguard, European Union is a larger userinButhe implementation period,

European Union accounted for 57% of all value-baaetibns (Beierle, C. Thomas,

2002, p. 1095).

The Special safeguard clauseates as significant protection in additionawoffs in the
EU. For example, the special safeguard for buttet sugar, for example, could be
invoked almost everytime the EU wanted it during hyears following the Uruguay
Round. The trigger price for butter was set at 2,&8ro per ton, while the EU itself had
estimated (in the tariffication process) that tleéevant world market price for tariff
calculations was 943 Euro per ton. For white sutjee,threshold price was set at 531
Euros per ton, compared to the 193 Euro per tod taetariffication. The EU invoked
the special safeguard on the basis of prices fockeh carcasses, for processed
preparations, and for sugar and molasses in 2@ clause was invoked on the basis of
volumes for 15 types of fruits, on a temporary vddean-Christophe Bureau, 2002, p.
53).
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Tariff Rate Quotas (TRQs)

Since the Uruguay Round, there are no quotas appli@gricultural trade. Now tariff
rate quotas (TRQs) exist. Tariff rate quotas dbmiit trade. They provide for imports at
a favourable tariff up to a given limit. Beyond sleelimits imports are unlimited,

although they are subject to higher tariffs.

Two types of tariff quotas were introduced as péathe tariffication process. First, tariff
guotas had to be set up to establish minimum aaggssrtunities where there had been
no significant imports in the base period. The siakthe quotas were to increase from
3% of the 1986-1988 base period domestic consumptid 995 to 5% at the end of the
implementation period. In-quota tariff rates weegiuired to be “low or minimal”.
Second, tariff quotas were constituted to maintaiment access opportunities, where the
process of tariffication would otherwise have résailin a deterioration of market access
conditions. In this second case, tariff quotastodoe equal to quantities imported during
the base period. Both quota volumes and in-quotdf tates are specified in the

countries’ schedules of commitments.

For a number of products the EU opened up TarifERuotas (TRQs) in order to meet
the obligations of current access. When traditiomgiorts did not represent a sufficient
percentage of domestic consumption, TRQs were @emed so as to meet minimum
access commitments (Table 3-3).



Table 4-3:

Number of tariff quotas applied by Eweap Union, by product group

Products Current access (tonnes) Minimum access (tonnes)
Live bovines 194 000 (heads)

Beef 151.050 20.000
Pork 75.600
Sheep and goats 319.875

Poultry 29.000
Egps 208.000
Butter 76.667 90.000
Skim milk powder 69.000
Cheese 15.250 104.000
Cassava, sweet potatoes 6.857.390

Bananas 2.000.000

Citrus 45.000

Maize-sorghum 2.300.000 500.000
Wheat 300.000
Sugar 1.565.000

Bran 475.000

Mushrooms 62.660

Source: Jean-Christophe Bureau, 2002.

The six Members with the highest number of taritfotps are located in Europe.

European Union ranks fourth with 87 quotas (Norwawks first with 232 quotas,
followed by Poland with 109, Iceland 90). The disition of tariff quotas by EU, by

product group is as follows:

Table 4-4: Number of tariff quotas by European Wnioy product group
Cereals| Oilseeds| Sugar Dairy Meat Eggs Beverageés HRrui Tobacco| Fibres| Coffee,| Other | ALL
& etc.
veg.
15 - 3 12 28 3 1 25 - 87

Source: WTO, 2000.

TRQs are managed by the European Commission oflyatfansparent basis and are

handled either on a “first come first served” b3 TRQs out of 87) or on the basis of

licences (44 TRQs) or on historic imports (22 TRQH)ird countries have only used

around 67% of the TRQ each year (EC, D-G for Adtize, 13 February 2003).
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Tariff peaks

The percentage of total agricultural tariff linagogected to tariff peaks is around 10%,
covering a limited number of farm products suchbaef and lamb sectors, dairy
products and sugar. (EC D-G Trade, 13 February 2003addition, it is important to
underline that the majority of developing countrage not subject to these peaks in the
Community market due to their preferential accéssngralised System of Preferences,
Everything but Arms, Cotonou Agreement with Afri€zaribbean and Pacific countries,
Mediterranean agreements etc).

Tariff escalation

This is a real problem for development, becaus# &scalation in agricultural processed
products encourages developing countries to expmwir raw commodities without
adding any value. This is particularly the case lmast developed countries. It is
therefore very difficult to exploit the dynamicsiafiustrialisation and development that
accompany the processing of agricultural commaglitiehe EU is not a great user of
tariff escalation, i.e. does not have a tariff stowe (EC D-G Trade, 13 February 2003

4.1.2 Export subsidies

Export subsidies include direct government or poedusubsidies on exports,
transportation, and freight; marketing; and thee sai disposal of government stocks
below domestic prices. They are the most impottiaute-distorting agricultural policies

due to their direct effect on world commodity pace

Subsidies result in lower world prices and are dgntato foreign producers. When used
as an instrument to stabilize domestic market pritteey increase price instability on the
world market. Most economist also point out that export subsidy is a relatively

inefficient way to support farm income, since agkarshare of the money spent by
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consumers disappear in deadweight losses and sidse to foreign consumers. More
generally, it makes little sense to deteriorateryown terms of trade by subsidizing
exports (Jean C. Bureau, 2002, p. 27).

Developed countries were to cut outlays for expsuissidies by 36% and quantities of
subsidised exports by 21% over a six-year periogiveldping countries were to cut
export subsidy outlays by 24% and quantities ofsilibed exports by 14% over ten
years. The least developed countries are not redjuin reduce export subsidies or

quantities of subsidised goods.

25 WTO members (accounting the EU as one) can grgmdrt subsidies as a result of
the URAA. European Union is the largest user ofoekpubsidies, accounting for more
than 90% of global expenditures (Beierle, C. Thaor2862, p. 1096).

Figure 4-1:  Evolution of export subsidies, 1991200
Trends in total export refund expenditure 1991-2000 (EAGGF)
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Source: EC D-G for Agriculture, 2001.
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In the period 1995-1999, the EU used less than 6D#te financial possibilities allowed
by the URAA. Between 1995 and 2000 on average Bi@liédn of export subsidies were
provided, mainly by the EU. The EU budgetary exieme on export refunds has fallen
from 29.5% of the value of exports in 1991, to 7.5%@2001. Figure 3-1 shows the
decline in the export refunds from 1991-2000 arstb #he decreasing trend of burden of

export refunds in the EU budget.

In the marketing year 2001-02, the Commission reatifin allocation of € 2.6 billion to
export subsidies (down from € 5.6 billion 1999-0@)jncipally on milk and milk
products (37%), sugar (19%), and beef meat (15%).

The EU has benefited from high world prices in tae 1990s, then from the
depreciation of the Euro. This has limited the @ffef the constraints on export

subsidies, at least in value (Jean-Christophe Bu2202, p. 51).



Figure 4-2: EU export subsidies, Utilization of final commitnienOutlay
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Source: OECD, 2003.

Figure 3-2 shows the export subsidies notified He WTO, which hit the binding
ceilings in some cases, like coarse grains, skidk mpowder, other milk products,
pigmeat and alcohol in the period 1997-2000. Bug ttomparison is irrelevant, as
subsidized exports in the years before 2000/01 wetesubject to lower constraints for
the year (OECD, S. Tangermann, 2003, p. 74).

According to OECD (2003), there has been littlessabtial policy reform on export

subsidies in EU. The 1980s were a peak time foroexpubsidisation and both the

volume of and the outlays for export subsidieshm base period years of 1986-90 were
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historically high. The European Union benefitedage from the agreement to use a
1986-90 baseline because it received credit forstambial cuts in export subsidies
following 1992 reforms of CAP — before the URAA wiasalised.

4.1.3 Domestic Support

However, lower trade barriers alone may not beiaafit for developing countries to
benefit. In many developing countries, agricultina@s suffered not only from trade
barriers and subsidies, but has also been neglégteldmestic support policies (FAO,
2003, p. 4).

Domestic support measures are the aid grantedrtoufigral production that are not
export subsidies. Governments provide internal stigp their producers in many ways.
Some of these policies have significant consequehegond a country’s borders. Such
policies can impose costs on other countries andldwmarkets by encouraging

overproduction or inducing production of specifaramodities.

Under the WTO, policies that distorted trade wexedeéd into three boxes: Amber box

(red box), Blue Box, Green box.

Amber box (red boxprogrammes are regarded as the most trade digfahd are the
only form of domestic support subject to the reguctcommitments. They are those
whose payments to farmers are directly linked fegsr or quantities, such as market

price supports, input subsidies and direct per{payiments.

34 WTO members have commitments to reduce thedetdistorting domestic supports
in the amber box (i.e to reduce the “total aggregaeasurement of support” or AMS).
Members without these commitments have to keepiwifo of the value of production

(i.e. the “de minimis” level) — 10% in the casedaveloping countries.
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Green boxprogrammes are regarded as minimally trade disgpand are not disciplined
under the URAA. Green box policies have two maitegaries. First are programmes
that provide decoupled payments to farmers. Sea@edprogrammes that pursue a
variety of policy goals laid out in the URAA, suak environmental protection, research
and disaster relief. To qualify for the green bthese programmes must be publicly
funded and and must not involve price support. Timexgt be “non— or minimally trade
distorting”. “Green box” subsidies are thereforewakd without limits, provided they
comply with relevant criteria. They also includeveanmental protection and regional

development programmes.

Blue box policies, like green box policies, are exempt fratisciplines but are
acknowledged as trade distorting. Like the amber Hos box includes support policies
linked to prices and quantities, but here theyam@mpanied by offsetting policies that
limit production. The creation of the blue box wadast-minute compromise in the
Uruguay Round that allowed the European Union totinae compensatory payments
under the 1992 CAP reforms. Blue box was createthenreforms of 1992 when the
arable crop premium and the headage premiums weoeluced (European Agriculture,
D-G for Agriculture: “Agricultural trade and its portance”, December 2004).

For developed countries, commitment for the dornestipport is a reduction of the
amber box spending by 20% from levels existing miythe 1986-88 base period in 6
equal annual instalments. Developing countriesregeired to make reductions of 13%
over ten years. Least developed countries are Ioligenl to make any reductions but

must bind their levels of support.

Domestic support level is measured by an Aggrelysasurement of Support (AMS)
defined within the URAA.

GATT Uruguay Round Agreement on Agriculture resdilie reduction of EU’ domestic

support with an obligation to cut the AMS by 209heTEU’s declared level of domestic

support has fallen well short of its AMS (Aggregiteasurement of Support) constraint,
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largely because its area and headage payments lbeee declared as blue box
expenditure (Table-3-5 and Table 3-6).

Table 4-5: The EU’s Green, Blue and Amber Box Dextlans

Million
ecu/€ 1995/96 1996/97 1997/98 1998/99 1999/02000/01 2001/02

AMS
Commitment 78,672.00 76,369.00 74,067.00 71,765.00 69,463.00 67,159.00 67,159.00

AMS
Declared 50,026.0051,009.00 50,194.00 46,683.00 47,885.70 43,654.00 39,281.30

Blue Box 20,845.50 21,520.80 20,442.80 20,503.50 19,792.10 22,222.70 23,725.90
Green Box 18,779.2022,130.30 18,166.80 19,168.00 19,930.50 21,844.50 20,661.20

Total
Support 89,650.70 94,660.10 88,803.60 86,354.50 87,608.30 87,721.20 83,668.40

% AMS in
Total
Support 55.80 53.89 56.52 54.06 54.66 49.76 46.95

Source: EU submissions to the WTO, Alan Swinbafk52



Table 4-6: EU Aggregate Measures of Support, matiions to the WTO and
ceilings (million euros),
marketing year 1999/2000 (June 2002 notifications)

Category EU notification Ceiling
Green box 199305 none
measures
Blue box measures
mcluding Arable crops 15128 none
mncluding Beef 2930 none
mcluding Sheep, goats 1734
Amber box 47886 69463
mecluding AMS arable crops 7205
mcluding AMS sugar 5758
mcluding AMS olive o1l 2070
including AMS dairy 5814
meluding AMS beef 13089

Source: Jean-Christophe Bureau, 2002.

There are discussions on further criteria to hétpirdyuish the blue box from the amber
box and to invalidate the argument on ‘box-shiftiriche developing countries propose,
that it would be more useful, if the amber and bibwxes were combined under the
category of ‘trade-distorting support’ with the gnebox maintained under the category

of ‘non-trade-distorting support’ (Marita Wiggertea2004, p. 12).

The blue box represents 23% of the total domesfppart granted from 1995 to 1998. If
the blue box subsidies had been included in the Adi#8nition in 1995-96, the

European Union would have already been dangerdgastg AMS commitments; by 10

to 5 percent (Patrick, A. Messerlin, 2001, p. 93).
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OECD indicator of support: Producer Support Estimate

Outside the WTO natification, the most widely usadicator to measure support to
agriculture is the Producer Support Estimate (P&k) Total Support Estimate (TSE)
developed by the OECD. The Total Support Estim&&E( is an indicator of support to
the agricultural sector and the Producer Suppdmiase (PSE) is an indicator of support
to agricultural producers arising from agricultuglicy. The PSE includes transfers
from market price support (MPS) and transfers froodgetary payments classified

according to implementation criteria.

In the 1986-88 period total support to agriculturé©ECD countries amounted to € 278
bn, In 2002, total support increased and stood 22Ebn. The large share of it (€ 240
bn) was support going directly to farmers (PSE) QDE 2005, p. 13). This amount of

producer support means that 31 % of a farmer’'smese€omes from government support

in the world’s richest countries (Table 3-7).

Table 4-7: Producer Support Estimate, EuropeantJnio

1986-8¢ 1990 1995 1999 2000 2001 2002 2003

European Union

EUR mn 92 308 80,946 96,779 107,173 93,338 93,061 96,989 104,474

Percentage

PSE 41 33 36 39 33 32 34 36
OECD

EUR mn 220 776 197,307 204,439 256,083 263,649 245,094 240,279 227,268

Percentage

PSE 37 32 31 35 32 29 31 30

Source: OECD 2005.

In 2003, government support to farmers (PSE) in DE®untries was € 227 bn,

accounting 30% of farm income.



In European Union, producer support going to EUnfenis was € 104 bn in 2003,
accounting 36% of farm income (Table 3-8).

Table 4-8: Composition of Producer Support Estiniateuropean Union

1986-88 2002-04 2002 2003 2004p

Producer Support Estimate (PSE) 92,308 100,576 96,989 104,474 100,264

Market Price Support (MPS) 80,175 55,166 54,478 57,088 53,932

Payments 12,133 45,410 42,511 47,386 46,332

p: proviosonal

Source: OECD, 2005.

The PSE decreased from 41 to 36% of agricultureipts between the beginning and
the end of the period. In real terms, unit PSEeday0% above the OECD-wide average.
Real PSE dropped by more than 30% because of al2@4t in output volume and a

nearly 45% drop in unit PSE.

According to OECD’s report about CAP 2003 reforth@ugh the composition of the
support is modified, there is not any change inléwel of support. As shown in the

Table 3-8, payments more than doubled, while mgykee support was halved.

According to the OECD, the producer support esen{&SE) for the EU remains very
high, particularly for beef and veal, wheat andeotdrains, sugar, milk, and sheepmeat;

eggs benefit the least (Table 3-9).

66



Table 4-9: Main indicators of support by commodit986-02
1986-88 2000-02 2000 2001 2602
Wheat
PSE (€ million) 7,879 9,757 9,950 9,243 10,078
Percentage PSE 51 46 46 46 46
Maize
PSE (€ million) 2,928 2,616 3,038 2,812 1,997
Percentage PSE 53 35 41 37 28
Other grains
PSE (€ million) 5,238 6,110 6,014 6,199 6,116
Percentage PSE 56 51 50 51 52
Rice
PSE (€ million) 395 269 136 349 321
Percentage PSE 57 31 17 40 37
Oilseeds
PSE (€ million) 2,828 1,884 2,157 1,806 1,689
Percentage PSE 59 35 39 34 31
Sugar
PSE (€ million) 2,883 2,357 2,614 2,008 2,449
Percentage PSE 60 48 50 44 49
Milk
PSE (€ million) 19,002 17,523 16,335 17,088 19,147
Percentage PSE 57 44 42 41 48
Beef and veal
PSE (€ million) 11,956 21,047 17,720 20,108 25,313
Percentage PSE 55 73 66 73 79
Sheepmeat
PSE (€ million) 3,616 3,050 3,507 3,333 2,312
Percentage PSE 70 46 53 49 38
Pigmeat
PSE (€ million) 2,839 6,201 5,933 5,884 6,786
Percentage PSE 16 24 25 20 26
Poultry
PSE (€ million) 1,770 3,432 3,295 3,535 3,466
Percentage PSE 24 37 37 35 38
Eggs
PSE (€ million) 644 230 244 124 323
Percentage PSE 13 4 4 2 6
Other commodities
PSE (€ million) 24,740 25,791 25,205 25,474 26,694
Percentage PSE 29 22 22 21 22
All commaodities
PSE (€ million) 86,718 100,266 96,146 97,963 106,689
Percentage PSE 40 35 34 34 36

a Provisional

Source OECD (2003)Agricultural Policies in OECD Countries: Monitorirend Evaluation 2003Paris.
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4.2 The Negotiations from 2000 to Now: Doha and bey ond

Uruguay Round Agreement was the first phase of riferm towards agricultural
liberalisation. Despite the achievements of theguay Round, trade in agricultural
goods remained highly distorted. Article 20 of thgriculture Agreement committed
members to start negotiations on continuing thernefat the end of 1999 (or beginning

of 2000). Those negotiations began using Articlea&@heir basis.

The negotiations began under Article 20 of the &grent on Agriculture in March
2000. The direction of the reform was clearly sat m the Article 20: “substantial
progressive reductions in support and protecticultimg in fundamental reform. The
first phase began in early 2000 and ended in M2@di. In these meetings, member
governments submitted proposals about market acaegwort subsidies, domestic
support, special and differential treatment and-made concerns. The second phase
began in 2001 and ended in 2002. In this phasendetings were by topic, and included

more technical details (WTO, “where we are now )20

Negotiations on further agricultural reform begar2000, are mandated under the Doha
Declaration signed in November 2001. The Novemb®&012 Doha Ministerial
Declaration sets a new mandate by making the obgsctmore explicit, building on the
work carried out so far, and setting deadlines. Aégotiations were difficult because of
the wide range of views and interests among mengoeernments. They aim to
contribute to further liberalisation of agricultuteade. This will benefit those countries
which can compete on quality and price rather thathe size of their subsidies. That is
particularly the case for many developing countrm@sose economies depend on an
increasingly diverse range of primary and procesggttultural products, exported to an
increasing variety of markets, including to otheweloping countries (WTO, “where we

are now”, 2003).
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4.2.1 Fifth WTO Ministerial Conference in Cancun (®ptember 2003) and EU’s

position

In the Cancun Ministerial Conference, G21 counfrigke LDC group, the Africa-
Caribbean-Pacific (ACP) countries and the Africanidn (AU), representing in all
nearly 90 WTO member countries took part.

The negotiations were held in five groups: agrind@f development, non-agricultural
product market access, the Singapore issues (ctimpeinvestment, trade facilitation
and transparency in government procurements) dret points.

The countries’ ministers and experts tried to middedr positions closer. Nevertheless, a

consensus could not be achieved at Cancun.

Blockages between the developing countries ané&theontinued, with on the one hand
the EU stuck in its request for the opening of niegions on all four Singapore issues
and on the other the developing countries that ritl really want to open these
negotiations and in no case wished to addreskaljtiestions.

Agriculture has been the focus of tensions. Indedithough discussions broke down
because of a dispute concerning the Singaporeigossthe refusal of the developing
countries to address new issues was directly lingete fact that the Draft Statement of

13 September contained no significant progresgiirc@lture for these countries.

The Draft Statement proved to be catastrophic fillfams of farmers, in developing in
particular. In case of “domestic support”, the depang countries requested more
liberalisation (abolition of the blue box, limitingf the green box) while the developed

countries considered that the undertakings were dobstantial. So the measures

3 The G21 consists of South Africa, Argentina, Bolivia, Brazil, Chile, China, Colombia, Costa Rica, Cuba,
Egypt, El Salvador, Ecuador, Guatemala, India, Mexico, Pakistan, Paraguay, Peru, the Philippines, Thailand
and Venezuela.



concerning domestic support did not satisfy anytred member countries. For the
developing countries, the text about “market accésses up the concept of ‘special
products’ again, but plans a decrease in custoniifs tan these products, while the great
majority of these countries requested on the contreot to be subjected to any
undertaking on special products, including the iagy of increasing tariffs when they

are too low.

The paragraph on “export subsidies” was very simita the text of the EU-USA
proposal. It plans the end of export subsidies gooducts that interest developing
countries, the reduction of the other export subsi@nd a reduction in export credit.
However, the developing countries, and especialbgé belonging to G21, want more,
and in particular the total removal of export sdies (Anne Chetaille, Karine Tavernier,
September 2003).

Finally, a consensus could not be achieved at Ganthe Conference had failed.

Reactions were rapid at the conference centre. IDe&€e country delegates were vexed
and those of the developing countries were alsapgisinted (Anne Chetaille, Karine

Tavernier, September 2003).

4.2.2 WTO Doha Development Agenda 31 July 2004 Frawork and EU’s

position

The 147 Members of the World Trade Organisation Q)/Tinanimously agreed 31
July 2004 on a framework for modalities how to tdlese farm trade within the
context of the Doha Development Agenda (DDA). Themiework agreement will
deliver a much bigger farm trade liberalisatiorpstempared to the Uruguay Round. It
will bring a substantial cut in trade-distortingriaglture subsidies, the elimination of
trade distorting export practices, and a significapening of agriculture markets

closer. All developing countries will benefit frospecial treatment, allowing them to
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liberalise less over a longer period. The 50 pdareantries in the world do not have

to undertake any commitments.

Cutting trade distorting agricultural support

The framework locks in the recent reforms of the'sEGommon Agricultural Policy
(CAP). They will not be called into question. Thgreement also ensures that other
developed countries, will have to undertake reformbis will be achieved by a
combination of disciplines of the different formissoipport.

= OQverall levels of the most trade distorting donwestupport will have to be
substantially reduced.

= A down payment of 20% of this reduction will be readsh year 1 of the
implementation period. This is a bigger cut thaa teductions made following the
Uruguay Round over six years.

= Big subsidisers will make the deepest cuts.

= Blue box support cannot exceed 5% of agriculturabpction, no further reduction
is foreseen.

= The non-trade distorting green box remains untodiche

=  The de minimis-loophole will be reduced.

Ending trade distorting export practices

= EU export subsidies, export credits, credit guaasitand insurance programmes
with repayment periods beyond 180 days will be elated by an end date to be
agreed.

= Export credits, credit guarantees and insurancgranames with repayment periods
below 180 days will be subject to strict discipBnegarding subsidies and any other
trade-distorting elements.
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= Trade distorting practices with respect to expaateéS Trading Enterprises will also
be eliminated.

= Genuine food aid for people in need will obviousbntinue. However, for food aid
which is being abused for commercial displacemeanicrete disciplines will be
imposed. The question of providing food aid onlygnant form will be addressed in

the negotiations.

Opening agriculture markets

The deal will substantially improve market accéssm tariffs will be cut according to a
single, tiered approach: the higher the tariff, tigher the tariff cut will be. However,

the agreement caters for the EU’s concern to addsessitive products. Countries can
self select an appropriate number of sensitive yctsdwhich will can be treated in a
more lenient way. As compensation, tariff rate ggohave to be opened in order to

ensure better market access.

A special, better deal for developing countries

All developing countries will benefit from a specend differential treatment across the

board via:

= Longer implementation periods for all commitments.

= Lower tariff and subsidy cuts.

= Special treatment on market opening for so-calfgetsl products to address food
security, livelihood and rural development concerns

= Fullest liberalisation of trade with tropical prads.

= _Addressing the erosion of trade preferences.
Least developed countries do not have to undedgaiecommitments to reduce tariffs or

farm support. In addition, developed countries d@nose developing countries in a
position do so should provide duty-free and quota-imarket access for products from
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LDCs. The EU has already unilaterally implementechsa measure with its "Everything

But Arms" initiative.

To summarise, European Union benefited greatly ftbenagreement to use a 1986-90
baseline, when the protectionism was high. It piedi extra protection margin in all
GATT aspects. Although EU carried out all UruguaypuRd commitments, the

protectionism remained still high.



5 AGRICULTURAL TRADE LIBERALISATION BETWEEN EUROPEA N
UNION AND DEVELOPING COUNTRIES

Global agricultural trade has grown tenfold oves ffast decades from € 45 billion in
1965 to € 450 billion in 2000 (Morrison, Jamie & Nday, Sophia, 2004, p. 4).

The share of developing countries’ agricultural@xp in their overall exports fell from
nearly 50% at the beginning of the 1960s by mom tb% by 2000. Developing
countries will become significant net importersthwa trade deficit of almost US $ 35
billion by 2030 (FAO, p. 234-236).

Of the 142 WTO members in July 2001, four-fifthe developing countries. Agriculture
plays a dominant role in most of the economieshef developing countries, so they
should benefit from the liberalisation of tradertR#ation of developing countries and
in particular the least developed countries, in ititernational trading system should
therefore be promoted.

The 1994 Uruguay Round had a direct impact on Etitalgure. Since the Round, the

EU has opened up its market to imports of agricaltproducts from third countries.

The EU has respected the commitments adopted B U8t to reduce the level of tariff
as well as to reduce the level of domestic and exgupport afforded to agricultural
products. In addition, the EU has concluded a nurobéilateral free trade agreements
as well as preferential trade arrangements, whighe hsubstantially benefited third

countries and in particular developing countries.

EU is by far the largest market for the exportagficultural products from developing

countries. This is in large part a result of itgde preferences, which include the EU
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Generalised System of Preferences, the EU/ACP egmts, and other bilateral

arrangements.

5.1 Generalised System of Preferences (GSP)

Generalised System of Preferences provides bettesa of agricultural products from
developing countries to the European market. Theeme was initiated by the EU in

1971, and then adopted by other countries.

The present regulation governitie EC GSP-schementered into force in 1 January
2002 and will cover the period until the end of 20@fter its extension for an extra
year). A total of 142 developing countries bendfibm the General System of
Preferences. Current GSP provides an additionat&s¥6 reduction for countries who

meet additional environmental and labour conditions

The GSP regime is based on only two product caitegjosensitive and non-sensitive.
While non-sensitive products continue to enjoy duee access to the Community’s
market, all other products will benefit from a wrih flat rate reduction of 3.5% points
ad valorem duties and 30% for specific duties. Hewe the new regulation also
contains a ‘stand-still' clause assuring that thefgrential treatment provided under the

previous regulation continues to apply where ihwe favourable (EC, 2003, p. 156).

5.2 ACP-EU Lomé Cotonou Agreement

A cornerstone of the EU’s relations with the Thiibrld is the Lomé Convention, to
which 66 countries in Africa, the Caribbean andRagific (the ACP states) now belong.
The Convention provides trade cooperation withAlHP states, who are able to export
almost all their products to the EU free of duty.later years, the Lomé Convention
operated under a waiver from the GATT/WTO principie non-discrimination that
expired in 2000. In 2000, a major reform of thatieins between the EU and ACP took



place with the Cotonou agreement, to which 77 AG@Bntries took part. The new
agreement is designed to run for 20 years, anddes| and 13.5 billion euros budget for

the first five years.

Under the Cotonou Agreement, the all ACP non recak tariff preferences will be
maintained until the end of 2007. Then, a set aiprecal Economic Partnership
Agreement (EPAs) will normally replace them, foliogy negotiations that began in
2002. These free trade agreements will be WTO-ctibipawould cover “essentially all
trade” and will include provisions for cooperatiand support in areas other than trade
(structural adjustment, etc.). ACP countries axgténl to sign as groups or individually,
building on their own regional integration schem&t all ACP countries will have to
open their markets to EU products after 2008 ([&famstophe Bureau, 2002, p. 58).

Open to Trade for ACPs

EU agricultural imports from ACP are relatively Isi&a over the last 6 years at a level of
somewhat less than 9 Bill €. The growth rate ofdbacultural EU imports is relatively
small (3.1 %) and lower than the growth rate for iedport from ACP (5.8%).
Consequently the share of agriculture imports dedifrom 26 % to 21 % over the
period 1995-2003.

EU exports to ACP increased last years and repredsyut half of EU imports from
ACP (Figure 4-1). The growth rate of the agriclltuEU exports (6 %) is however
larger than the growth rate of all EU exports toFAG.4%). The agricultural EU export
share represents 10% of all EU exports. The leé&lade varies considerably between
ACP countries: Nigeria, Ivory Coast, Angola, Botsagaand Cameroon are the most

important exporters to EU.
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Figure 5-1:  EU agricultural trade with ACP

EU trade 1988-2003 with ACP incl. S-Africa
Agricultural products

1958 1999 2000 2004 2002 2003

Source: European Commission, D-G Trade, Novemb@4.20

The main agricultural EU imports from ACRe concentrated on few raw products: by
declining order: cacao, fish, coffee, tobacco,t&usugar and tea; from ACP Caribbean:
sugar, banana, fish and rice; and from ACP Pagqifatm oil, sugar and coffee. These
figures illustrate perfectly the reality of much #CP which remains commodity

dependent.

The main EU Exports to ACP are concentrated onatgrelairy, food preparation and

livestock.
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5.3 Everything but Arms Agreement

The agricultural sector plays a dominant role ie #tonomies of the least developed
countries. It accounts for a large share of grasseastic product (GDP) ranging from 30

to 60 percent in about two thirds of these coustrie

The European Union has opened its markets to tlastl2eveloped Countries (LDCs)
with the adoption of Everything But Arms Initiativdhe EBA Agreement came into
force in March 2001, and ensures unrestricted ac¢gsota and tariff free) for all

products (except arms and ammunition) from the LB&Cthe EC market is provided.
For a transitional period up to 2008/09 the threestnsensitive agricultural products —

rice, sugar and bananas — are exempted from imteddiaralisation.
United States criticises the EU because of itsgatote policies and argues that the EBA
agreement is not subject to WTO discipline, is atettal in nature and imposes strict

rules of origin requirements (USDA Foreign Agricutil Services).

Open to trade for Least Developed Countries (LDCs)

Where agriculture is often the largest sector ef élsonomy, the share of agricultural
exports declined from more than 65% in the earlg0k9to less than 15% by 2000. The
low shares for developing countries are a reflectid protectionist policies in OECD

countries. The agricultural trade deficit of theogp of LDCs is expected to widen
further and will increase overall by a factor ofif@ver the next 30 years.

The EU’s overall trade balance with LDCs becamghsly negative in favour of the

LDCs during the period 1988-2003. The figure 4-Dvgh the decline of agricultural
imports from LDCs.
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Figure 5-2:  EU agricultural trade with Least Deyeig Countries

EU trade 1988-2003 with LDCs
Agricultural products

/| ' . N
1991 1992 1933 19

BEN
1997 1988 1999

2000 2001 2002 2003

0 1996

Source: European Commission, D-G Trade, Novemb@4.20

Share of agricultural EU imports from LDCs declirfeain 25% to 11% over the period

1995-2003. In that period, the EU exports to LD€=dily increased and arrived at € 2
billion. This represents 18% of all EU total export DCs’ exports to EU declined in

that period and stayed below € 1.5 billion.

The main EU imports from LDCs are concentratedem faw products: mainly tropical
products, cotton, fruits & vegetables and sugare fimin EU exports to LDCs are

concentrated on cereals, dairy, livestock and foegharation



5.4 Free Trade Agreements (FTAS)

European Union has concluded Free Trade Agreemwttisa number of developing
countries (Mexico, South Africa, Mediterranean dos). For agricultural production,
the general aim of free trade is subject to nun®rexceptions, and any advanced
concessions are strictly defined for single proslitd countries. In all agreements, the
pattern of product coverage of liberalised impants the EU reflects the degree of EU

domestic protection (Table 4-1). Here, three gdmatas apply:

= High domestic protection leads to a low willingnésstariff reduction, as this
could undermine high domestic prices.

= High domestic protection supplemented by riskswtdral surpluses leads to
additional restrictions on imports by not extendiriRQs.

= Existing remarkable surpluses increase EU int@nastproving its access to the

markets of the contracting partner.

Table 5-1: EU strategic (sensitive) agriculturalgucts

High domestic protection High domestic protection with
remarkable surpluses

Bovine animals and beef Meat
\Domestic swine \

]Poultry \

\Dairy \Dairy
Cereals Cereals
\Sugar \Sugar
'Some fruits and vegetables |

Olive oil

|
Citrus fruit and grapes |
\Flowers \
Rice |

Source:European Centre for Development Policy Managemé42
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5.4.1 The Euro-Mediterranean (MEDA) Agreements

Since the first Euro-Mediterranean Conference ivéyober 1995, the EU and twelve
Mediterranean countries have been engaged in miggtiAssociation Agreement. The
overall objective is to form, by 2010, one Euro-Medanean free trade area from the
separate agreements in place. To date, bilaterabddation Agreements have been
concluded with seven trade partners: Tunisia (1985ael (1995), Morocco (1996),

Jordan (1997), the Palestinian (1997), Algeria (3Ghd Lebanon (2002).

The MED agreements aim at establishing a WTO coitripafree trade area for all

products, with a transitional period of up to twelxears.

Tariff reductions granted by the EU refer mainlygoatmeat, sheepmeat and to some
fruits and vegetables. Tariff reductions grantedtbg MED countries concern live

animals and meat, dairy products and some fruiisvagetables.

Tariff rate quotas are the key instrument to adahipreferences for MED countries. The
most important quotas refer to some of the stratggoducts such as citrus fruits,
tomatoes, apples, olive oil and wine. Some quasabject to seasonal constraints. For
certain products, reference quantities are definsttad of TRQs. (Rudloff, B. and J.
Simons,2004).

Open to Trade to Mediterranean Countries

The agricultural trade balance has traditionallgrbéen favour of the EU (Figure 4-3).
Over the last 15 years (1988 — 2003), EU importenfithese countries have ranged
rather stably between € 1,5 million and € 2,5 willi while exports have been

characterised by a more erratic trend, fluctuatietyveen € 2,5 million and € 4,5 million.
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Figure 5-3:  EU agricultural trade with MEDA Coueisi

EU trade 1988-2003 with MEDA countries
Agriculural products

Source: European Commission, D-G Trade, Decemb@4.20

Trade between the EU and MEDA is mainly conceattain raw products. Fruits and
vegetables account for approximately 50% of MEDAa@ks to the EU (34% and 15%
respectively). Tomatoes, courgettes and citrustsfrare the most important exports
falling within this category. The EU primarily exye cereals (20%), followed by dairy
products (15%), sugar and sugar confectionery fa),.Jpreparations of fruits and

vegetables (5.9%), beverages, spirits and vindgaA).

5.4.2 Agreements with South Africa and Mexico

The agreements with South Africa and Mexico araadtarised by the assumption of a
general liberalisation within a predetermined periof time. For most agricultural
products, tariff elimination is not achieved immeély but according to tariff reduction

schedules.
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The EU-South Africa Agreement

The EU and South Africa concluded their Trade, Dmw@ent and Cooperation
Agreement (TDCA) in 1999. Table 4-2 shows the ekoep from trade liberalisation.

Table 5-2:

Exceptions from trade liberalisatiorvizn the EU and South Africa

Main products excluded from liberalise
import into the EU

Main products excluded from liberalise
import into South Africa

beef / sugar / some dairy (powdered mill
products) / sweet corn / maize and maiz:
products / rice and rice products / starch
some cut flowers / some fresh fruits (cert
citrus, apples, pears grapes, bananas) /

prepared tomatoes / some prepared frui:
and fruit juices / some wines / vermouth

ethyl alcohol

beef, swine, goats, sheep / sugar / some:
dairy (butter and other fats and oils deriv
from milk: dairy spreads, cheese and cu
ice cream) / sweet corn / maize and mai
products / barley and barley products /
wheat and wheat products (incl. wheat
starches) / chocolate

ed
d,
e

SourceEuropean Centre for Development Policy Managemeat?2

Tariff rate quota concessions are implementeddaoresof the products that are excluded

from the overall liberalisation process (Table 4-3)

Table 5-3:

Tariff rate quotas conceded by the EW South Africa

Main TRQs (quota/year) conceded fo
imports into the EU

Main TRQs (quota/year) conceded fo
imports into South Africa

cut flowers (1,600 t, half duty) /
strawberries (250 t, half duty) / several
canned fruits (60,000 t, half duty) / sever
fruit juices (5,700 t, half duty / some win::
(32 million litres, duty free)

cheese and curd (5,000 t, half duty)

Source:European Centre for Development Policy Managemeat?2



The EU-Mexico Global Agreement

The EU and Mexico signed their Economic PartnersRiplitical Coordination and
Cooperation Agreement, also known as the “Globake@ment” in 1997. Trade
liberalisation was established by Decision 2/2000Et-Mexico Joint Council that
entered into force on 1st July 2000. (Rudloff, Bdd. Simons2004).

The Global Agreement sets out a transition periotkm years for the implementation
of all liberalisation commitments. Products whoseamination is protected within the
EU are excluded from trade liberalisation. Thistaies especially to cheese and wine

Table 4-4 lists the main products that are excludigdm liberalisation.

Table 5-4: Exceptions from trade liberalisationviEdn the EU and Mexico

Main products excluded from liberalise¢ Main products excluded from liberalised
import into the EU import into Mexico

bovine animals, beef, swine, poultry / daibovine animal, beef, swine poultry / dair /
/ eggs / honey / cut flowers / some fruits |eggs / potatoes / bananas / cereals except
and vegetables (e.g. olives for the buckwheat / roasted coffee / some oil ard
production of oil, sweet corn, asparagus, fats (palm oil, cobra oil, animal fats or oil) /
peas, beans, apples, pears, strawberriesssugar / cocoa / grape juice and grape most /
grapes, bananas) / cereals except buckyvjrum
/ sugar / some juices (tomatoes, citrus fri
pineapple, apple, pear) / vermouth / ethy
alcohol / vinegar

Source:European Centre for Development Policy Manageméft 2

The Agreement contains tariff quotas for certaimicadtural products that are not
subject to full liberalization, as well as revievawuses for further liberalisation. The
Decision contains provisions for co-operation ie field of customs, standards and
technical regulations, Sanitary and Phytosanit&®S) measures, and for the opening
of public procurement markets. To this purpose mber of Special Committees at

expert level was established.
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Tariff rate quotas (Table 4-5) are conceded bygtdor imports originating in Mexico.

Table 5-5: Tarif rate quotas conceded by the EUNexlico

Main TRQs (quota/year) conceded for | Main TRQs (quota/year) conceded for
imports into the EU imports into Mexico

eggs (1,500 t, half duty) / honey (30,000 t, no TRQs conceded
half duty ) / cut flowers (1,500 t, duty free)
aspargus (600 t, duty free; 1,000 t prepare
half duty) / peas (500 t, half duty) / cane
molasses (275,000 t, duty free) / prepared
tropical fruit (1,500 t, duty free) / juices
(orange 1,000 t, half duty; 30,000 t, 25%
duty; 2,500 t pineapple juice, half duty )

Source:European Centre for Development Policy Managemé42

5.4.3 The EU-Chile Association Agreement

The latest free trade agreement concluded by théoElate is the one signed with Chile
in November 2002. The Association Agreement defaémnsition period of maximum
ten years for trade liberalisation of agricultucammodities and processed agricultural
products. Regarding tariff concessiotisere are four tariff elimination schedules in
which the EU completely eliminates duties with Bitional periods of zero, four, seven
and ten years. In addition, duties are partialhgdalised in four other product schemes
(Art. 71). On the Chilean side, liberalisation tal@ace in three schedules of zero, five
and ten years, in which tariffs for the respecipreducts are phased out completely.
Besides TRQs, Chile has not committed to any furgfegtial liberalisation schedules.
(Rudloff, B. and J. Simong004).

As in the Global Agreement, products whose denotainags protected within the EU

are excluded from trade liberalisation. This isezsglly valid for cheese and wine. Table

4-6 lists other main products that are excluded mfroliberalisation.
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Table 5-6: Exceptions from trade liberalisationvmstn the EU and Chile

Main products excluded from liberalise} Main products excluded from liberalise
import into the EU import into Chile

beef, swine, sheep and goats, poultry / |dairy / leguminous vegetables / sweet con /
dairy / eggs / some fruits and vegetable{wheat and meslin flour, wheat groats anc
(e.g. beans, mushrooms of the genus |pellets of cereals / vegetable oil and
agaricus, olives for the production of oiljmargarine / sugar

sweet corn, manjoc) / cereals and the
corresponding products of the milling
industry / sugar / vermouth / ethyl alcor
/ vinegar

Source:European Centre for Development Policy Managemé42

Main tariff rate quotas for products excluded friperalisation are listed in Table 4-7.

Table 5-7: Tariff rate quotas conceded by the Ed @hile

Main TRQs (quota/year) conceded fo7 Main TRQs (quota/year) conceded fo
imports into the EU imports into Chile

beef (1,000 t, duty free) / meat of swine icheese and curd (1,500 t duty free) / oliv
prepared food (3,500 t, duty free) / meat |oil (3,000 t per year, duty free)

sheep (2,000 t, duty free) / meat of poul
and prepared food (7,250 t, duty free) /
cheese and curd 1,500 t, duty free) / wo"
cereal grains (1,000 t duty free) / prepar:
mushrooms (500 t, duty free)

D

Source:European Centre for Development Policy Managemé42

5.4.4 Negotiations with Mercostit

A cooperative agreement was signed in 1995 betwbkenEU and the four South
American states of the Mercosur. Proposals fordilieng agricultural trade, a condition
for Mercosur to sign an agreement, has so far mreng oppositions from some
members. As part as a regional negotiation, then&tJoffered to dismantle tariffs over

10 years on around 2.2 billion euros of agricultengorts from Mercosur countries.

* Mercosur was created by Argentina, Brazil, Urugaagt Paraguay in March 1991.
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However, for sensitive products, the EU offers tloat TRQs (beef, sugar, dairy and
cereals), a proposal which has so far met littlhhesiasm from Mercosur countries.
Mercosur countries have proposed a progressivergtion of tariffs on a significant

share of imports. However, Mercosur countries trisiat a larger access to EU markets

on commodities such as beef and sugar is crudiarfagreement.

Open to Trade for Mercosur

Agricultural goods account for over 50% of all Eunsports from the region, while only
4% of EU’s exports to Mercosur are in the agriaatwsector. It is surprising that the
EU’s agricultural trade balance with Mercosur lagr the years, steadily been negative
(Figure 4-4). Imports of agricultural products froktercosur have constantly been
increasing since 1988, passing from approximatey, %= million in 1988 to € 12,279
million in 2003. By contrast, after a period of neodte increase over the 1988-1995
period, EU’s agricultural exports to the region @asonstantly been declining since
1995.

Figure 5-4:  EU agricultural trade with Mercosur

EU trade 19882003 with mercosur
Agriculural products

Source: European Commission, D-G Trade, Decemb@4.20
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Brazil is the most important trading partner amdhgrcosur. The most important EU’s
agricultural imports from Mercosur include oilseedsl oils, which account for 53% of
all agricultural imports, livestock (14%), tropigatoducts (8%) and fruits and vegetables
(7%). Wines and spirits are the main agricultureddoicts exported by the EU to
Mercosur. Alone, they account for 23% of all EUgriaultural exports to the region.
They are followed by cereals (19%), food preparegi(il4%), olive oil (7%) and fruits
and vegetables (5%).

5.5 Evaluation of Market Access for Developing Coun  tries

EU is one of the world’'s biggest open markets tgans of farm products from

developing countries. As a largest importer of @gtural products from the developing
world (Figure 4-5) total agricultural imports amaua 33 billion € (as much as the US,
Japan, Canada, Australia and New Zealand takemh@gevhile the agricultural exports
to the same countries total 22 billion € ( Dr. Frdschler, Agra-Europe Outlook 2002
Conference, London, 21 March 2002).

Figure 5-5:  EU agricultural imports from DC — Avgeal997-2001

Imports from DC - Average 1997-2001

34.000
33.750
33,500
33250
33.000
32,750
32.500
32.250

32.000

in millions €

USA+IPN+CAN+AUST +NE EL

Blmports from DC 13.395 33576

Key: DC = Developing countries; USA = United States of America; JPN =Japan: CAN = Canada: AUST =
Australiaz NZ = New Zealand

Source: EC D-G for Agriculture, “ A policy evolvingth the times”, April 2004.
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However, some facts show that the EU has not opéredarket fully to developing

countries despite trade agreements with them.

Europe’s share in total agricultural exports frdra tleveloping countries declined from
30.5% in 1990 to 28.5% in 1994 and thereafter statahat level (Marita Wiggerthale,
2004, p.6).

The developing country market access was restridieatle in agricultural products is
far from being completely liberalised. The EU atsltrading partners retain many tariff
barriers concerning market access. So the agrialltparts of EU Free Trade
Agreements (FTASs) contend with the conflict of ediberalisation on the one hand and

national interests to limit market access on tiheohand.

The analysis of the different EU Free Trade AgreeéFTAs) shows that the EU
excludes important products from the targeted frade. The EU's domestic protection
and support pattern for certain agricultural praducan be identified as a key factor
determining these exceptions. For those produesdle excluded from liberalisation,
the EU grants important concessions by admittingketaaccess within the limits of
TRQs.

In fact, Dr. Franz Fischler (Member of the Europgaommission responsible for
Agriculture, Rural Development and Fisheries) ckdimthat fully liberalisation of
European markets for developing countries, andistiioh all tariffs and subsidies,
would help the most competitive among them and wigtethe export possibilities of the
weaker (F. Fischler, 26 August 2003).

F. Fischler stated in his speech in Agra EuropddoktConference in March 2004 that,
“Making trade free for all will not make it fair faall” (F. Fischler, 2 March 2004). In
this respect, trade must be good regulated indteur of developing countries too. All
developing countries should not be treated the s@meariff reduction and export



subsidy reduction, as it would only help the mosinpetitive amongst them. So he

rejects full agri-trade liberalisation for develogicountries.

Adjustments to market access for developing cogasitri

Adjustments have been adopted to encourage thetespprocessed products and to

take account of the accession to the EU of the Member States

Importers may be asked to produce an import licemmkto pay an import levy. If the

Community market is severely disturbed, the Comimisshas the power to take

safeguard measures.

Import licences are issued by the competent authorities of the Man$tates
after a security has been lodged. The securitetisrmed to the importer only
after he demonstrates that he has fulfilled higgalibns.

A single levy systenon entry into the European Union has been intrediuor

most products to ensure that import prices are las$s than those in the
Community. Some products are simply subject to rdtes laid down in the
common customs tariff while others are exempt. &ree also mixed systems.
Taxes having an effect equivalent to customs datres quantitative restrictions
on imports or measures having an equivalent etieetprohibited in trade with

non-member countries.

As a result of the EU's international commitments the World Trade
Organisation (WTO) or its relations with non-memloguntries or groups of
countries, the import of certain products may bgestt to quotas or preferential
tariffs may be granted on imports. Imported prodiwarte partially or completely
exempted from all customs duties. Tariff quotas alhfix the quantity of

products subject to exceptional arrangements mayrhated using the first
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come/first served method, simultaneous examinatiaditional operators/new

operators or other non-discriminatory methods.

» Safeguard measuregjoing as far as the suspension of imports mayakent if
there is a danger that the Community market will degiously disturbed by
imports or, in certain cases, exports. The Couragting by a majority on a
proposal from the Commission and after consultiagi&#ment lays down general
rules on the safeguard measures which the MembsesStmay take. The
Commission fixes these measures on its own iniBatr at the request of the

Member States.

Importance of food safety

The clear food safety rules necessary for tradestablished at the EU level. Guidelines
to explain the EU's import requirements for animaiel animal products have been
produced by the European Commission's Food andriiatg Office (FVO) as part of
efforts to facilitate safe food trade with thirducdries.

To ensure that imported products live up to EU featety standards, imports are only
allowed from "listed" countries and establishmefisis means that their compliance
with EU food safety rules has been checked and épgear on a list managed by the
European Commission on behalf of the EU MembereStathe EU imports from 100
countries around the world. A large country likeaBt has 473 listed establishments
while smaller countries often also have a signiftcaumber of establishments approved
for trade with the EU. For example, Ghana has G&abéishments listed for fishery
products (EC, D-G for Agriculture).
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6 ENLARGEMENT EFFECT ON AGRICULTURAL TRADE
LIBERALISATION

The challenge of enlargement for European agriceltis the problem whether
enlargement will shift European Union to a moréess liberal European agriculture. To
eliminate the problems, the way, in which the neemhber states have shaped their

agricultural support and their liberalization pregsemust be analysed.

This enlargement process is the largest enlargear@hthe most challenging event for
the European Union since its establishment. Tist Wave of accession, which includes
ten countries (Cyprus, Czech Republic, Estonia, gdm Latvia, Lithuania, Malta,
Poland, Slovak Republic and Slovenimok place in May 2004. The second group is
supposed to take place in 2007, which will incliBdggaria and Romania.

Europe as a whole will gain from an assured palitgtability and security, as well as
from the expansion of the internal EU market froB0 30 454 million people. This
larger market will also offer new and important ogpnities for the development of
European agriculture and of the EU’'s common agucal policy (CAP). The new
member countries have different economic and s@ubties. But they have relatively
large agricultural potentials. So enlargement meals® contribution of Accession

Countries to the agricultural potential of the Eagran Union.

Moreover, the Union’s position on the internatiomaéna and world markets will be

strengthened.

This enlargement is important not only becausehef iumber of the countries being
considered for accession or of the expansion djlsimarket, but also because of the
significant economic and political changes theg®na have faced since 1989. After the
end of the Communist regime in Central and Eadtemope, the countries of this region

have been moving toward becoming members of theg&an Union.
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6.1 Agriculture in EU-25

6.1.1 New Shape of European Agriculture

The new Member States form a highly diversified aeterogeneous group. They have

large agricultural potential.

The new Member States added about 38 million hdtidifed Agricultural Area to the
130 million ha of the current Member States, repméiag an increase of 30 % (Table 5-
1). This increase in total agricultural area in Bi¢-25 shows the production potential of
new member states. Nearly half of the increasdteeBom Poland with an UAA of 18,2

million ha.

Share of agricultural employment in the new mendiates is 21%, compared to only
4.3% of the active work force in the EU-15. Aftanlargement, a further 4 million
farmers are added to the existing 7 million farm@rable 5-1). The share of the total

work force employed in agriculture is particulanligh in Poland.

Table 6-1: Agriculture in EU-25
UAA (ha) Gross Share of Agricultural Food
Value Agriculture Employment expenditure
Added of | in Country's (% of total
Agriculture GDP (%) country's
(mn €) expenditure)
1998
new MS 38.312.300 11.934 4,6 3.776.100
EU-15 131.619.000 167.197 2,0 6.767.000 17,4
EU-25 169.931.300 179.131 10.543.100

Source: European Commission, D-G for Agricultureufitry Reports, 2002.

The contribution of agriculture to the economies Ge¥ntral and Eastern Europe is
relatively more important than in most current M@mnBtates of the EU. For example in
2000 agriculture in the CEECs produced 4.6% of@ness Domestic Product (GDP),
compared to 2% in the EU-15. Gross Value Added (GdfPagriculture will increase by



6% with the new member states. A large part ofimeds spent on food in new member
states varying from 18 to 45%. The expanding for-EUJto EU-25 will result in
increasing the share of food expenditure in totgdeaditure and also increasing the

importance of food safety.

These numbers confirm that the new Member States &darge agricultural production
potential. The new shape of European agricultumvshthat the enlarged EU will be

more agricultural than the EU-15.

6.1.2 Importance of Agriculture in new Member stats

The new member states have more agricultural gatethian the EU-15, particularly

Hungary and Poland.

Polish agriculture has many aspects of a self@afit economy, with very small and
fragmented farms, high rural employment and lowdpativity and product quality

standards. In terms of population with 38 millioeople and area with a size of
31.000.000 ha, Poland is the largest country ofrié& Member States and the fifth
biggest in EU-25.

The contribution of agriculture to total GDP fetl&0% in 1996 compared with 12.9%
in 1989 (EC report, 1998). In the process of restming and economic development,
the share of agriculture in GDP declined to 2.992000. The agricultural labour force
held a 26.7% share of the total employment in 19882000, only 18.8 % of total
civilian employmentwork in agriculture, fishery and forestry. Of adbtarea of 31
millions ha, Utilized Agricultural Area (UAA) repsents 18.2 million ha or 58.3 % of
the total. This is a relatively high share compavgth EU Member States (EU-15
average is 40.6 %). This share also represent®htilé total UAA of new member sates
(CEECs-10).
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Four fifths of agricultural land was not put intollective farms during socialist time and
therefore did not need to be privatised. The remgi20 % were owned by the state.
Now, more than 90% of the agricultural land is odrm@ivately, of which 83% by

individual farms.

Hungary has an area of 9,300,000 ha. From the &o&d, Utilised Agricultural Area
(UAA) represents 5,854,000 ha or 62.9% of the toAdlout 227,000 persons work in
agriculture, fishery and forestry correspondin@® of total civilian employment. GDP
of Hungary is about € 117 billion. Gross Value Add# agriculture is about € 1,913
million and accounts 3.9% of GDP. The Per capitaPGid € 11,700 is at about only
52% of the EU-15 average.

In Hungary, over 60% of agricultural land was ie tto-operative and around 30% in the
state-farm sector. There are two big farm sectodividual farms utilise 43% of the

total area of Hungary and 41% is utilised by coap@farms.

6.1.3 Applying the Common Agricultural Policy in the new Member States

In general, the new Member States will apply thecagural elements of the acquis
communautaire (body of EU legislation) from 1 Ma@02. But some of the CAP’s
mechanisms will not apply immediately. This is paldecause the new Member States
and farmers need time to establish and adopt to¢bhessary administrative procedures,
and partly because the continuing disparities im$a prices, structures and food
industries mean that immediate implementation & @AP as a whole could still
provoke sudden changes. (EC D-G for Agriculturenldggement and Agriculture”,
April 2004, p.7).



Direct Payments:

Direct payments would be introduced in the new memdbates equivalent to a level of
25% in 2004, 30% in 2005 and 35% in 2006 of thesgmé system. In a second step after
2006, direct payments would be increased by pesigersteps in such a way as to ensure
that the new member states reach in 2013 the supgesl then applicable (EC

Commission, successfully integrating into CAP).

Single Area Payment Scheme (SAPS):

The new single farm payment poses a problem fomtgwe Member States as it is not
possible to calculate payment entitlements forrtifegimers on the basis of the same
historical reference period as used in the EU-18022002). For this reason the EU
offered the new Member States the option of opsgaé simplified system of direct

payments — the Single Area Payment Scheme (SAPS).

SAPS involves payment of a uniform amount per heotd agricultural land. The level
of the per hectare payment shall be calculated\oglidg the national financial envelope
by the utilised agricultural area. As is the casth whe single farm payment, farmers in
the new Member States that apply the SAPS system ha obligation to produce, but
they must keep the land in good agricultural andrenmental condition.

SAPS is an option for three years (which can bered¢d for two years). Then the new

Member States must opt for the scheme in forcherEtU at the time.

Financial discipline and modulation:

As regards the mechanismsfisiancial discipline and modulationhe proposals foresee
that these should not be applicable to the new Merfbates until their level of direct

payments reaches the applicable level of directesys in the EU.
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Rural development measures:

In order to tackle structural problems in the ruaetas of the new Member States, the
Copenhagen Summit in 2002 agreed an enhanceddexralopment strategy worth € 5.1
billion for the years 2004-06. (Brussels / Copemma3 December 2002, “Enlargement
and Agriculture: summit adopts fair and tailor-mamdekage which benefits farmers in
accession countries”). In addition, approximateB iillion of structural funds resources
(EAGGF Guidance Fund) is also allocated to ruraketlpment measures. A wide range
of rural development measures will be co-financed maximum rate of 80% (85% for
agri-environment and animal welfare measures) bg ®U (Enlargement and
Agriculture). This will provide support for the folving measures:

_ early retirement schemes for farmers;

_ support for less favoured areas or areas witir@mwental restrictions;

_ agri-environmental programmes;

_ afforestation of agricultural land;

__specific measures for semi-subsistence farms;

_ setting up of producer groups;

_ technical assistance.

Additional rural development measures (Investmentagricultural holdings, aid for
young farmers, training, other forestry measuresprovement of processing and
marketing, adaptation and development of rural sreland improvement and
reparcelling, farm relief and management servieearketing of quality agricultural
products, renovation of rural villages, diversifioa of agricultural activities,
agricultural water resources management, developmkemgricultural infrastructure,
tourism/crafts, environmental protection, restoriagricultural production potential,
financial engineering, land registers and qualdptool structures) will also be financed
by the Structural Funds (European Agriculture Goaaand Guarantee Fund (EAGGF)

Guidance Section).
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Food Safety Standard

Obligations of EU membership will apply immediateiyless transitional measures have
been agreed. The principle example of this is theolding of food safety standards.
This is such an important issue for EU consumedsfanthe EU’s export markets that

standards can not be lowered.

Production Limitation

The limits of production to apply for each new membtate were established according
to common principles and based on recent referpadeds, taking into account special

production circumstances.

Production limitation is in the form of:

¢ Production quotas for milk, sugar, isoglucossato starch,
tobacco

¢ Base areas & reference yields for some arablescrop

¢ Maximum guaranteed quantities for some other prtsdu

¢ Maximum guaranteed areas for some other products

¢ Ceilings on premiums in the livestock sector

Financial assistance to new countries

In June 1999, the European Union Council of Minstedopted a Regulation (Council
Regulation (EC) No 1268/1999) enabling the Comnyuagsist in the restructuring of
the farm sectors of the candidate countries in rimeup to accession. The funds
available amount to € 520 million annually (at 1988ue) until 2006. Sapard (Special
accession programme for agriculture and rural agreent) funding aims both to
contribute to the implementation by the countriéshe acquis communautaire in the
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area of the CAP and rural development. Poland vesdahe highest amount of SAPARD
fund (€ 171.6 million) and Hungary receives € 3&ition.

6.2 Evolution of agricultural trade liberalisation process in new

member states (Country case: Poland, Hungary)

6.2.1 Agricultural transformation from planned economy to market economy

GATT Uruguay Round negotiations and European Uairession process played great

role in liberalisation of agricultural trade in Rod and Hungary.

Since the beginning of the 1990s, Poland and Hyndeve undergone a deep
transformation from a centrally planned economy atomarket economy open to

international competition.

In Poland, market mechanisms were introduced sirthsoearlier in the agricultural
sector than in the rest of the economy. Poland tbhekshock therapy’ approach in the
beginning of transformation. In this period of tségrmation agricultural support,
including border protection, was reduced, the ntankes opened to foreign competition
and farmers became were taxed rather than subgdidMest of the administrative
limitations to procurement and marketing of agtictdl products had already been
phased out by *1August 1989. The second stage of price liberatisatook place in
January 1990. Following this first “shock therapystructural reforms have been
continued to restructure and privatise state-owerg@rprises, create a legal framework
for business operations based on market mechanignis,develop capital markets.
Increased openness of the market to internatioadétand investment has been a major

element of Poland’s transformation process (Pau&e, 2001, p. 21).



In Hungary, the state owned most land and capiéh production and processing
coordinated through central planning, and conswnptistorted by subsidies under

Communism.

In contrast to Poland, Hungary has taken a mordugiast approach to agricultural
reforms. Hungary reduced the level of protectiod smpport (TSE) gradually, from 32%
in the end of 1980s to a very low level (9%) in &% . Later the level of agricultural
support increased as a result of the adjustmettieohational agricultural policies to a
CAP-like policy (Jerzy Wilkin, 2002, p.9).

In fact, general liberalization over the past decéas been combined with the two
countries’ step-by-step integration into the EU1892, European Union signed Europe
Agreements, based on Article 238 of the EC Treath wach of the Central and East
European Countries. The decisive step towardsuhermt enlargement was taken by the
Copenhagen European Council meeting in June 199%hwitecided that the countries
shall become the members of the Union as soon &g #éine able to assume the

obligations of membership by satisfying the ecorwamd political conditions required.

Poland and Hungary, after the market liberalizatrothe early nineties had a relatively
low protection for the agricultural sector. Sinbert, the expected membership in the EU
and internal pressure by farmers lead to a progigsslaption of CAP rules and, among
the two countries (and Czech Republic too), in Rdlep an increase in protection (Jorg-
Volker Schrader, 2000, p. 18).

6.2.2 Liberalization of trade in agricultural products between EU and the new

member states

In the socialist era, CEECs were seriously consddiin terms of market access to the

EU. They faced high tariffs, quantitative restocts and a wide range of contingent

protection measures. At that time, CEECs rankatieabottom of the pyramid of trade
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preferences granted by the EU to various grougoohtries. The liberalisation of East-
West trade began in 1988 (when the EU concludeddetand co-operation agreement
with Hungary), but the major change came in 198&:Europe Agreements» promoted
Hungary and Poland to the top of the pyramid ofidérgreferencesBut trade in

agricultural and food products is only partly caetby the agreements.

In 2000, the EU concluded bilateral agreements ®lith0 central and eastern European
candidate countries on further liberalization imiagjtural trade. The agreements should
be seen in the overall context of the accessiongs®and represent a major step — for
the EU as well as for each of the candidate coemtrin preparing for an enlarged single

market.

Poland

The agreement with Poland (Council Regulation (B©)2851/2000), which entered
into force on 1 January 2001, involved the libexation of a wide range of products,
either fully or within tariff quotas. For some prads — in particular pigmeat, poultry,
cheese, apples, wheat and butter — the partiesualdertook to grant no refunds for
exports to each other’s territory (the ‘double zexpproach: reciprocal elimination of
export refunds and import duties in certain segt@gurther round of negotiations (now
referred to as ‘double profit’) launched in Decemd@01 for the ‘double zero’ approach
being agreed in other sectors such as other cedaaty products, beef and sheepmeat,
together with improvements to the existing tradencessions. Several technical
consultations on trade mechanisms, in particulaff tauota management and import
licensing, have been held with the Polish authesitsince the entry into force of the

2001 agreement to liberalize trade.

The trade of agricultural products has a share®@®8 of total exports and 6.7 % of total
imports in 2000 in Poland. The agricultural trade total and with the EU-15 in

particular has an increasing tendency in the lasade (Table 5-2). Due to the financial
crisis in Russia the trade especially with thewasds laying neighbours suffered. Total
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imports have more than doubled (times 2.2) betw&@9? and 2000, while exports

increased only 1.8 times. Promising is especidily increasing export of processed

agricultural products in total, which improved tisn@.8 between 1992 and 2000. Also in
the trade with EU-15 the trade in the years betwi359? and 2000 tends to import more

raw products (times 2.4) and to export more prasgegsoducts (times 2.7). (EC D-G for

Agriculture, 2002).

Table 6-2: Poland’s agricultural trade with EU-hail(ion €)
1992 | 1993| 1994 1995 1996 1997 1998 1999 2 30@%%%’
Exports| 940 | 881| 941 989 981 1076 1107 1081 172 1.4
Imports| 890 | 1100] 1129 1219 1563 1653 1764 1647 1922.2
Balance 50 -219 -188 -230 -582 -577 -657 -566 -651

Source: Eurostat. 2002.

Despite this integration, the trade balance ofdPofigro-food trade worsened similar to

the development of total trade. In 2000 the balavfcagricultural trade amounted to a
deficit of 770 Mill. EUR. The main deficit was cted in trade with the EU-15 both for

processed as well as for raw products. Statistiossa positive balance in trade with the

CEECs and the FSU (Former Soviet Union), especiallythe area of processed

commodities.

Hungary

The agreement with Hungary (Council Regulation (B&©)1727/2000,), which entered

into force on 1 July 2000, involved the liberalipatof a wide range of products, either

fully or within tariff quotas. For some productsn-particular pigmeat, poultry meat and

cheese — the parties also undertook to grant nandef for exports to each other’s

territory (the ‘double zero’ approach: reciproctingnation of export refunds and import

duties in certain sectors).
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A further round of negotiations was concluded betwaegotiators in April 2002. This
further agreement (now referred to as ‘double pyag applicable from 1 July 2002. It
enhances the existing agricultural trade preferebedween the parties and promotes the
abolition or reduction of import duties either withtariff quotas or for unlimited
guantities in sectors such as cereals, dairy, deefsheepmeat. This further agreement
also includes a commitment by the parties to remexymort refunds for certain sectors.
Trade concessions on wine under a new wine andsspgreement have been in force

since 1 January 2001.

Of the acceding countries, only Hungary is a ngoeter of total agricultural products to
the EU (Table 5-3). But both Hungary and Poland aet exporters of specific
commodities to the EU live animals (mostly cattlejeat and meat products, dairy
products, and fruits and vegetables. Hungary isetaexporter of grain to the EU,
whereas Poland imports grain. Both are net impeéfeeds and processed foods.

Hungary is the largest agricultural exporter of téwe new member states. Only Hungary

has a positive trade balance.

The trade of agricultural products account for &®f total exports and 3.4 % of total
imports in 2000Agricultural trade in total, and with the EU-15 particular, increased
over the last decade. While imports from the EURBye doubled, exports increased
only slightly (1.2 times) between 1992 and 200, digricultural trade balance was still
at a level of € 1.27 Bn in the year 2000.

Table 6-3: Hungary’s agricultural trade with EU-(8illion €)

1992 | 1993| 1994 1995 1996 1997 1998 1999 2:)0%1%%%/

Exports| 953 843 984 966 998 1014 10p8 1083 1p41

Imports| 283 396 520 428 375 418 449 431 566

Balance| 670 447 464 538 623 596 579 652 575

Source: Eurostat, 2002.
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6.3 Agricultural trade regime under WTO aspects (Po  land, Hungary)

After enlargement, additional problems could arise the CAP stemming from the
obligations, the European Union and the new merstees have assumed within the
GATT/WTO framework. To eliminate the problems, theropean Union must look at

the way in which the new member states have stregtineir commitments.

Hungary and Poland belonged to GATT during the UaygRound (UR) negotiations.
They generally succeeded in binding their commitimem import tariffs, market access,

and export subsidies at relatively high levels.

6.3.1 Domestic support

Main Support Policies in Hungary and Poland

Market price support forms the main element of supm Hungary. It accounted in
1998 for one-third and in 1999 for half of totapport.

Market price support is based on a system of gteednprices in the case of crops. If
market prices are below the guaranteed pricesttdtie purchases limited quantities of
wheat (bread-wheat) and maize. Prices for milk, peat and beef are supported by a
guarantee and guidance price system. Subsidiepaddeto processors who pay prices
above the guidance price to farmers or to farmeisase the price they receive is below
the guidance price. In addition price premiums @a& for high quality production of

milk, pig meat and beef.
Poland sees agricultural support as a key elenfetg policy to promote rural areas of

the country, and envisages full participation ie thommon Agricultural Policy (CAP)

of the EU upon accession.
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Since 2001 market and price policies, particuldoly cereals and for pork meat, have
been characterised by a high level of interventions

The majority of agriculture-related budgetary exgigares in Poland is absorbed by the
Agricultural Social Security Fund (KRUS), whose han the years 1998 — 2001
approximated 80 %. The remaining agricultural buddgvoted to rural development,
agricultural market measures and institutions vhbetween € 706 million in 1999 and €
1,188 million in 2001 (EC D-G for Agriculture, “Catry Report” 2002).

WTO commitments of Hungary and Poland

Hungary and Poland are well within their AMS WTdightions.

Table 6-4: Total Aggregate Measurement of Suppgdvt%) commitments by
Hungary and Poland, 1995-99

1995 1996 1997 1998 1999
HUNGARY Total AMS
(Ft Million) commitment level 40851 39443 38034 36625 35217
Current AMS
level 20949
POLAND Total AMS
(US $ Million) commitment level 4022 3883 3745 3606 3457
Current AMS
level 254.5 226.5 295.8 300.6

Source: WTO, 2000.

Hungary has used its domestic support commitmends teven smaller extent, as shown

in Table 3-1. In 1995, Hungary had a current AMSaflaove its commitments.

Poland's commitments on domestic sup@oe expressed in $ and therefore shielded
against the devaluation of the zloty. Total Aggtegileasurement of Support (AMS)
was limited to 3.4 bn $ by the year 1999. Currentls of domestic support are much

lower than the commitments.
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In contrast to EU, both countries’ current AMS Isvare below their commitments
(Table 5-4).

Producer Support Estimate of the Countries

Hungary has reduced the level of protection anghstmgradually to 13% in 1995. Later
the level of agricultural support increased assallteof the adjustment of their national

agricultural policies to a CAP-like policy (Jerzyilwh, 2002, p. 9).

In Poland, Agriculture was heavily supported undbe old system. From the
transformation these levels declined dramaticdily, since that time the overall picture

has been one of increasing protection levels.

PSE-calculations show that at the beginning oftthasformation process in 1989-90,
Poland intended to build up a very liberal markairemy with low support levels. The
result was that overall support to agriculture e fperiod 1989-1991 was generally
negligible. Since then Poland reinforced the bordevasures and equivalent price
support systems mainly due to increasing compatipmoblems caused by structural
deficiencies particularly in the food processinglustries. Support to farmers as
measured by PSE has increased from 16% in 1991937% in 1999. The PSE
decreased in 2003 to 8%, compared to pre-transtamizvels in 1986-88 of 11%.
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Table 6-5: OECD, Producer Support Estimate, Hungad/Poland

1986-8t¢ 1990

2002 2003

European Union

EUR mn 92 308 80,946 96,779 107,173

Percentage
PSE 41 33

Hungary (1)

EUR mn 220 776 197,307 204,439 256,083 263,649 245,094

EUR mn 716 1,443

Percentage

PSE 16 23
Poland (1)

EUR mn 1180 -872

Percentage

PSE 11 -18
OECD

Percentage

PSE 37 32

96,989 104,474

34 36
1,986 1,492
33 28
2,844 1,084
19 8

240,279 227,268

31 30

(1) For Hungary and Poland: The figure in thet fo@lumn refers to 1991-93

and 2002-2004 is replaced by 2001-2003.
Source: OECD, PSE/CSE database 2005.

Both countries’ PSE levels are below the EU-15 @#ICD average (Table 5-5). A

comparison of the PSE of the two countries and BEkk show that the support of

agricultural producers in the EU has been morelestabd higher than in Poland and

Hungary, though the farmers in the new member stataild enjoy substantial support

in the European Union.
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6.3.2 Market access

Tariffs

In Hungary, imports are regulated by ad-valorenrdgetage of price) tariffs and tariff
rate quotas. In the period 1997 to 2000 Hungaryelew its MFN tariff rates for most
agro-food products in accordance with the UruguayiriRl Agreement in Agriculture
(URAA).

Prior to the Uruguay Round, Hungary applied rel{iviow tariffs on agricultural
products, and quantitative restrictions served msia protective tool against imports. In
accordance with the WTO Agreement on Agricultunese measures were completely
abolished as of 1 January 1995 with a parallelease in tariff protection. Though
agricultural tariffs have not been high in intefaaal comparison even after the

tariffication of Quota Rates.

The commitments of Poland on market access cooistato elements, the provisions on
minimum market access and the new tariff rates ltiegufrom the process of
tariffication. The base for calculation is the peril986 to 1989 when Poland's trade was

still state managed and controlled.

Due to the non-market nature of the Polish econonthe base period, Poland carried
out the tariffication process in a different mantiean the majority of GATT members.

Sensitivity of the markets for individual produetsd the level of tariff rates in the EU

was adopted as a basis for tariffication. In relatio all tariff items recognised as

sensitive, Poland was guaranteed the right to appgcial Safeguard Provisions (SSG).
These provisions allow for introduction, in the iementing period, additional customs
duties in the event of excessive quantitative ghosvtdecline in import prices.

Poland and Hungary’s membership in the EU and tloptzon of the EU external tariff
will affect significantly the level of import tafs.
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In the area of market access, the central isstleisiarmonization of tariffs among the
EU-15 and the accession countries. Given the GATII@MWequirement that the (trade
weighted) average of tariffs should not rise in phecess of enlarging the EU (OECD, S.

Tangermann, p. 72).

Applied tariff protection of agricultural producisll decrease or increase depending on
the product (Table 5-6).

Table 6-6: GATT Tariff Binding: final bound rates
Ad valorem equivalent, EU = 100

GATT TARIFF BINDING:final bound rates
ad valorem equivalent, EU = 100

White Milk
Wheat sugar Potatoes BeefPork Poultry Butter powder Cheese
EU-15 100 100 100 100 100 100 100 100 100
Poland 148 103 1113 169 162 292 83 159 216
Hungary 59 49 365 70 111 150 83 80 91

Source: EC Directorate General for Agriculture H9

Hungary has lower level of protection than EU-13gHprotection is seen in pork,

poultry and potatoes sectors. Higher tariffs inaadl are on products like tobacco, most
alcoholic beverages, apples, certain types of pesatcertain meat products, black tea,
etc. These sectors will be challenged after thesston only the by the competition from

the enlarged domestic market, but from the lowetgmtion against third countries.

Polish import tariffs are lower than the EU extértaiffs on cereals, milk products,
bananas, some fruits etc. And Hungary’s borderegtan is low in wheat and other

cereals, sugar, beef and dairy products.
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In these sectors, the border protection of thergathmarket might be more favourable

in relation to third markets after the accessioadme agricultural products.

Tariff Rate Quotas (TRQS)

Hungary opened preferential tariff quotas for mitv@n 100 products in order to provide

appropriate market access opportunities.
Hungary has 70 tariff rate quotas (Table 5-5). ffajuotas apply to a wide range of

imports mainly to fruits and vegetables, meat avftees.

Table 6-7: Number of tariff quotas by Hungary amdaiRd, by product group
Hungary Poland

Cereals 7 12
Oilseeds 4 4
Sugar 2 2
Dairy 4 8
Meat 8 14
Eggs 1 3
Beverages 4 5
Fruit & veg. 33 37
Tobacco 1 1
Fibres - 3
Coffee, etc. 6 11
Other - 9
ALL 70 109

Source: WTO, 2000.

Due to increase of import tariffs for some agriotdl and food products in the second
half of 1995 and the next years, and according Roddreement commitments, Poland
had to introduce "First come, first served” impqttotas with access conditions not

worse than those before December 1993. Quotasrdaegao commitments, are either
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constant or yearly progressively increasikigny of these quotas have been consistently
and substantially underutilized. Poland has alspliegh bilateral tariff quotas on

agricultural imports from regional trading partners

Poland ranks second with 109 tariff rate quotasrafiorway in Europe. In 1997 most
used were the quotas for: meat and edible offapailtry, egg yolks dried, natural
honey, tomatoes fresh (from 1April to 31 May), sdkimels of spices, vegetable saps and
extracts, some types of tobacco and gelatine. QUr#®7 there was no in-quota imports
of: milk and cream concentrated or containing adsiggar or other sweetening matter,
egg Yyolks fresh, eggs dried, cut flowers, ciderlegpstrawberries, rye flour, flour and
other products of potatoes, beet seeds, hop catble oil, potatoes prepared or
preserved, flavoured sugar syrups, wine, denatspéits, egg albumin dried, dextrins.
(EC, D-G for Agriculture, 1998, p. 89-91).

6.3.3 Export subsidies

In Hungary, in the field of agriculture, subsidiemtil the 1990s were heavily
concentrated on exports. Though in the processcohamic transformation the real
value of agricultural export subsidies decreasedne third of its previous level, the
seriously erroneous base period data on the pradwetrage and value of export support
presented at the Uruguay Round negotiations ancethdting schedule of commitments

led to a situation which required corrective action

Before 1997 expenditure on export subsidies wasitatwice the level of Hungary's
URAA Commitment and covered 149 products as agdiBsspecified in the WTO

schedule. Against this background the Hungariaregowent applied for a waiver.

According to the waiver obtained in 1997 from then@ral Council after lengthy
consultations, Hungary has been provided with@sition period until 2002 to gradually

adjust its support programmes to the limits osdkedule.
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The Ministry of Agriculture estimates that it wasing two-thirds of the export subsidies
allowed for under the WTO waiver in 1999.

The Polish schedule of concessions to WTO incledesrt subsidy commitments for 17
groups of agricultural products, but in fact upl@97 subsidies were imposed only for

sugar.

Export subsidies apply, including on sugar, pos#&rch and, in 1999, on pig carcasses.
Subsidies totalled US$13.9 million in 1998. Polan®/TO agricultural commitments
permit it to extend export subsidies to additiopadducts, such as animal products,

meat, fruit, vegetables, rapeseed, and rapese@&d/0D).

Table 6-8:  Agricultural export subsidies in the URBase period (1986-90)
relative to exports and agricultural output (Hurygd&oland)

Export Agricultural  Agricultural Exports/ _Exp.subsidy outlay/

subsidy
Country outlay exports output output exports output

uss
Us $ mill. us $ mill. mill. (%) (%) (%)

European
Union 11282.52 36460.00 148629.31 24.5 30.9 7.6
Hungary 421.29 1670.91 4687.00 35.7 25.2 9.0
Poland 783.60 1345.52 7141.61 18.8 58.2 11.0

Source: OECD 2003.

After enlargement, additional problems could arige, larger surpluses can be
expected. To eliminate the effect of larger exmutbsidies, the European Union must
look at the way in which the new member states hsmectured their export subsidy
commitments (OECD, S. Tangermann, p. 75).

Poland suggested large export subsidies duringdke period, amounting to about 58%

of the base period exports. Hungary, on the otlaadhnotified only a relatively low
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expenditure on export subsidies during the basegeequivalent to no more than 25%
of export value (Table 5-8).

6.4 Enlargement as a challenge for European Union ( Poland,
Hungary)

Enlargement will create the world’s largest tradbigc. Thus, for commercial, as well
as for general economic and political reasons, Wwhppens between the existing EU and
its Eastern neighbors will be of concern to evegyon

The new member states will apply all the EU bilatdrade agreements, the common

external tariff and the EU trade defence measures.

As they acceded to the European Union on May 1420 trade policy regime of the

new member states is going to change.

6.4.1 Applying the Free Trade Agreements (FTAS)

Enlargement is important for the third countriesé® how the new member states alter

their existing trading patterns and agreements.

The European Commission has expressed its viewshensubject of free trade
agreements entered into by new member countriestlaindl countries, taking into
account legal and political aspects with particuéayard to the relevant provisions of the

Europe Agreements and the WTO.
According to the European Commission, it is impairtdiat new member countries avoid

entering into obligations with third countries wihimay later on become obstacles with

regard to EU accession. With respect to trade aggats between new member
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countries and third countries, the preferencestgdashould not be more favourable than
the preferences granted by the Union to those desnPrior to the moment of accession
when such agreements would have to be cancelleddar for the new member country

to assume the obligations of the common commepahty, discrepancies would have

to be eliminated to ensure that the process ofsscmwe takes place smoothly (European
Parliament, 1999, p. 15).

The new Member States will have to bring their endéeconomic policies gradually in
line with the EU's. This means that they must exktpreferential treatment to third
countries in accordance with the EU's internatioagieements (bilateral free trade
agreements, the future Lomé convention) and thergéred system of preferences. In
the future, it is equally likely that the new cotes$ will have to take on further moves
towards trade liberalisation within the framewofkize WTO. By doing so and through
a gradual integration of the new Member States tiwoEU, they will contribute to the

expansion of the trade.

6.4.2 Discharging the WTO obligations

The new member states are successful in binding\WieO commitments. It seems that
the new member states will take further moves tdwdrade liberalization within the
framework of the WTO.

As the European Union stands for free trade in luid its commitments to the WTO
and for economic dynamism, enlargement can provatalyst in the process of further

trade liberalisation.

The new member states can cause difficulties forBb to respect WTO commitments.

However, the issue seems to be a problem mainllgararea of export subsidiesfter

enlargement, additional problems could arise whigeemarket situation in the countries
is such that larger surpluses can be expectedethdee WTO commitments of the new
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member states in terms of quantities that can Iporéed with subsidies are limited.
When facing EU-15 prices and payments, their cbation to EU-25 production will be
significantly larger. Simulations show that the mproblems raised by export subsidies
commitments for the EU-25 would result from thempéaat sector, followed by the grain
and the beef sector (Jean-Christophe Bureau, 20023). But generally, it is assumed
that the new member states are successful in lgrtigir export subsidy commitments,

so enlargement would not cause any problem fronEthrepean Union perspective.

In the case of domestic suppdrbth the European Union and the new member shages

below their AMS commitments. However, EU was ortiyeato meet its Uruguay Round
commitment to reduce domestic support becauseargstdoayments were classified in
the blue box. If the blue box were abolished, darged EU could run into difficulty in

meeting this commitment (Susan S. Nello, 20028p. 2

In the field of_market accesthe new member states will apply the common exzler

tariff of European Union.

Under WTO rules, a country has a right to claim pensation for lost or more limited
market access if it loses preferential access agsfhigher tariff rates as a consequence
of its trading partners joining a customs union till@ Kazlauskiene, 2003, p. 10).
Compensation is only applicable to third partiesiclvhare WTO members (Article
XXIV:6 GATT). Countries not members of WTO can metjuest compensation under

WTO procedures.
For instance, no compensation can be asked inathe @f the termination of preferential

agreements between new member states and thecturdries, as the tariffs applied

under preferential trade are not the MFN boundfgari
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6.5 Turkey’s Agricultural Trade Liberalisation Proc ess as a
Candidate Country

The Helsinki European Council meeting in Decemt#99lconcluded thatTurkey is a

candidate State destined to join the Union on & dof the same criteria as applied to
the other candidate States. Building on the exgsEnropean Strategy, Turkey, like other
candidate States, will benefit from a pre-accessategy to stimulate and support its

reforms."

As a candidate country, liberalization of tradeagriculture is expected to become top
priority in Turkey. Apart from bilateral concessantrade agreements and WTO
commitments, Turkey will also begin negotiationghMcuropean Union on October 3,
2005. The steps towards membership will providelifogralization of agricultural trade

with European Union.

6.5.1 Agricultural Sector in Turkey and Main Problems

Agricultural sector bears an important role in Thekish economy. After World War 2,
there has been significant change in the agrialltaector in Turkey. Especially in
1950s, the sector became mechanised and more tegiwdriven. In that period,
utilised agricultural area (UAA) and productionreased by 60% and 69% respectively.
(Sevket Pamuk, p.263-264). In 1960s and 1970s, thesenot been an important change.
In 1977, the world prices in agriculture decreasAdricultural sector in Turkey
witnessed a slowdown since 1978. After 1980s, tiaity of development was given to
industrialisation and agriculture fell in seconég®. But the importance of agriculture
can not be ignored.

Despite of its decreasing share in the economycgrre is still a large contributor to

GDP, employment, food industry and to trade. Infits years of Foundation of Turkish
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Republic (1920s), the share of agriculture in GD&&s wW0%. The share fell to 36% in
1970s, and to 25% in 1980. The share was 16% il 488 decreased again to 13,5% in
2000. But still the share of agriculture in GDPhigiher in Turkey than that of in

developed countries. (tarim.gov.tr)

In the latest years the labour force in the agtral sector decreased, which now
represents 33.2% of the whole labour force, egaitaio some 6.7 mn people in 2002.
Nevertheless, agriculture is the most importantigier of employment in the Turkish

economy.

Turkey has a total agricultural area of 39 millibectares. Subsistence and semi-
subsistence farming is an important characteratiturkish agriculture, which is similar
to the situation in regions in the EU-25 as wellmBulgaria and Romania. This type of
farms is characterised by very low productivityghihidden unemployment and low
competitiveness. These farms, however, are crdicraproviding income security and

livelihood to the majority of the rural populationTurkey.

Subsistence and semi- subsistence farms are dlifficceach with traditional market and
price policies, because they only market a minot patheir production with a very

limited regional scope.

Within the last 45 years, governments in Turkeyspliiyed a great concern in
introducing enough modern technology into agria@itAmong the other technologies,
agricultural mechanisation is generall the mostibles and easily recognized of
technological changes observed in the rural arédsidkey as in the other developing
countries. One of the main structural charactessand problems of Turkish agriculture
is that, agricultural holdings mainly consists @nsiderably small-scale ones. These
structural characteristics create difficulties ippkcation of technologies, in specific

agricultural mechanisation.
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There are about 4 million farms in Turkey, where %8of farm holdings has a size
smaller than 5 ha. Over 90 % of the farms and 6@e% of total land fell into the 0-20

ha size group. The farm structure is very fragneénke Turkey average farm size was
5.9 ha, while in the European Union it is 19 har@@ean Commission, Country Report
“Turkey”, 2003).

Income is also low. Inequalities of income betwadran and rural residents--and among
segments of the farm population--have created kdemsions and contributed to
emigration from rural to urban areas. The Kurdiskurgency in eastern Turkey has

added to problems in some rural areas.

In Turkey, quality agricultural land is a limitedesource. To increase and sustain
agricultural production, and to achieve the graabesefit from this as goods reach the
market, the use of contemporary technological acénsfic advances should be

expanded and continually reviewed (http://www.khgow.tr/aboutgdrs.htm).

As for water resources, Turkey is considered toehgeneral water management
problems. Accordingly the improvement of water@éncy for arid or semi-arid regions
has long been a priority. The best example is thélBSeastern Anatolia Project (GAP),
is the largest and most comprehensive enterprise wwdertaken in Turkey. GAP is a
combination of several sub-projects which incluge ¢onstruction of 22 high dams and
19 hydro-power plants. The ongoing implementatiébrthes project shows that it will

have a major impact not only on agricultural prddug but also on industry,

construction services, employment, and per capdame (http://www.mfa.gov.tr).

6.5.2 Agricultural Trade Liberalisation in Turkey
Liberalization of trade in Turkey dates back tolya®80’s. Prior to 1980, the imports of

agricultural commodities were highly restricted.riggltural commodities allowed to be
imported only by state economic enterprises (SEEsport tariffs, complemented by
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administered prices in some cases used to prouppost for domestic production. A
ban on imports of livestock has been applied faritasy purposes. Prior to 1980,
restrictions in the form of licensing and registrat requirements widely applied on
export of agricultural products and inputs. Exgdevies were applied on relatively high-
value products to raise revenue and to regulateedbensupplies. Subsidies also existed
to promote exports. Since 1980, many licenses aodopolies have been eliminated,
and export duties reduced or replaced by speciatl ftaxes. Export subsidisation

continued for a number of products (Cagatay, SSatinders and R. Amor, 2001, p. 3).

6.5.2.1 Main Support Policies

In the last decade Turkey has become a part of tigeeements which were expected to
shape the future of the agricultural policy instamnts and developments. The first
agreement was the Uruguay Round of the GATT whicinkey took part in the
negotiations and signed the resulting Agreementprl 1994. The second one was the
Customs Union (CU) agreement with the EU in 199%stly, Turkey has signed a stand-
by agreement with International Monetary Fund (IMfrDecember 1999 (Cagatay, S.,
C. Saunders and R. Amor, 2001, p. 4).

With IMF Agreement Turkey committed to phase oubduction-oriented agricultural

support and to replace it by income support paymduting the 2001-2004 period. The
Turkish Government has developed the AgriculturafoRn Implementation Project

(ARIP) to pursue the aim of this Agreement. Theggubparticularly aims a restructuring
in government institutions and encouragement ofosacinvestment, with emphasis on
harmonisation of Turkey’s regulations and procesdimegoreparation for European Union
accession. According to ARIP:

1. In 2000 a pilot programme of income support payts has started in four selected

regions.
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2. Simultaneously with the application of incomeort payments programme, price

supports and input subsidies would be phased out.

3. In the longer run, most agricultural state emises would be privatised. The

Agricultural Sales Co-operatives Unions would betmectured.

Current Support Policies:

Direct Income Support (DIS) Program

In 2001, the direct income support (DIS) Prograns wéroduced by the Government of
Turkey, aiming to compensate partially farmerstfe@ negative impact on their income
of subsidy reduction. The direct income suppomtended to provide the farmers safety
net as a result of the elimination of the curreichmnisms of support. The DIS is not
contingent on input use or output production deaisiof the farmer, and hence it is
decoupled. Currently, the payments are moderasetyeted. The farmers are eligible to

receive a fixed amount of payment up to 50 hectafesltivated land.

DIS reduced the cost of agricultural transfers gglibs and DIS) by over 2.3 percent of
GDP, contributing a third to the success in reaghie Government of Turkey target of

a 6.5 percent primary budget surplus (World Bankig@ch 2004).

By 2002, the input subsidies were cut (especialyilizer and credit). By the end of

2002, the reform program reduced the fiscal outlaysagricultural subsidies by about
US $5.5 billion to US $0.6 billion. This represeatsavings of over 2.7 percent of GDP
(World Bank, 9 March 2004).
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Farmer Transition

Farmer Transition helps farmers make the transitmralternative activities as the
governmental supports are reduced. The objectitbi®fcomponent is to cover the cost
of converting from previously highly supported csopCurrently the most serious
problems are with hazelnut and tobacco. As a resfulttigh support prices, there has
been a large expansion of cropping area for thespsc with significant amounts of

surplus production and stock accumulation. Under rsform program, the artificially

high prices of these products have declined sicamfily, and it is expected that many of
these farmers in areas which have good alternatiisvant to stop producing them.

This component provides grants to qualified hazeémd tobacco farmers to cover the
average cost of buying inputs for alternatives, preparing and tending fields in the

transition period; and to hazelnut farmers to cdkieruprooting costs.

Privatization of the related state economic enisggr and restructuring of the sales

cooperatives:

The state procurement activities were decreaseettieg with the privatization of the
related state economic enterprises and restrugtofithe sales cooperatives.

Progress in reducing the intervention purchaseshef Turkish (State) Grain Board
(TMO) has been significant, and the cost of intati@ purchases by the hazelnut
ASCU (Fiskobirlik) has fallen, but less progress leeen made in the sugar, tea, and
tobacco markets (World Bank, 9 March 2004).

The governments had a dominant role in the agtralltsales cooperatives. The major
sales co-ops are in the purchase and processimgttuin, hazelnuts, sunflower and
olives. Until the enactment of the new Agricultu&dles Cooperative and Agricultural
Sales Cooperative Union Law in June 2000, cooparstivere mainly channels for
implementation of government programs rather thammber-owned cooperatives.

Funded by government, the cooperatives were puerutite supervision and direct

121



control of the Ministry of Industry and Trade. Resturing Board of co-ops has been
trying to make them independent and responsibldiferr own finances, management
and operations (Erol H. Cakmak, 2003, p. 8).

6.5.2.2 Turkey’s Commitments under GATT/WTO

Turkey has been striving to improve and increasecttmpetitiveness of its agricultural
sector on the basis of the UR Agreement. With Agseement Turkey has committed
itself to comply with certain general rules on agliural support and protection. In
addition, like all member countries Turkey madecs#pe commitments in the areas of
market access, export competition and domestic@atippurkey’s commitments under

the WTO is summarized below accordingly with thaseas.

6.5.2.2.1 Market access

As a developing country Turkey had to reduce itplied tariffs by 24 percent on

average until the year 2004.

One problem for the tariffication is that, Turkemshchanged the product definitions
during the liberalisation process. This was thebfmm for tariffication because, the
definitons of agricultural products were not thensawith past periods (Prof. Dr. Fatma
Dogruel, 1998, p. 34-35).

However, before the Uruguay Round, Turkey has reduthe tariffs in agricultural

products during the liberalisation process. Fos teason, Turkey did not need to adjust

its tariffs because of its WTO commitments.
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6.5.2.2.2 Export subsidies

According to the Uruguay Round Agreement on Agtiod all existing export subsidies
had to be bound based on historical export sulssidfethe years 1986-88, and as a
developing country Turkey had to reduce its expalisidies by 24 percent (outlays) and
14 percent (quantities) until 2004 (which is 36 gest (outlays) and 21 percent
(quantities) by the year 2000 for developed coesjri Turkey had bound export
subsidies for 44 products/product groups but Turkeys below the bound limits for
most products and close to the limit (quantity addpet) for a few products only. The
total amount of the final (2005) bound for expanbsidies is about US$95 million in
2005 and this is less than 4 percent of Turkeytgcaltural exports and less than 0.25
percent of the value of agricultural productiorl®94 (FAO, 1997). In addition, in 1996
Turkey reduced the coverage of export subsidies gooup of five products (potatoes,
tomatoes, onions, citrus fruit and apples). Thasmabers show that export subsidies in
Turkey do not have the same importance as meagegttoid of structural surplus in
agriculture as they have in major industrializedrdoes (Cagatay, S., C. Saunders and
R. Amor, 2001, p. 4).

6.5.2.2.3 Domestic Support

WTOQO nottification

According to the AoA all domestic support policiegich are not in one of the
categories exempted from reduction commitments toade bound at the level of
1986/88 or 1986. As a developing country Turkey twaceduce its aggregate measure of
support (AMS) by 13 1/3 percent (which is 20 petden developed countries) during
the implementation period.

Turkey has bounde minimissupport for all products. This means that domgsticiuct

specific support policies applied by Turkey are allkdwed to exceed 10 percent of the
production value of the product concerned and rbaproduct specific support policies
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are not allowed to exceed 10 percent of the vafuagacultural production. Turkey's
commitments in the area of domestic support isagtién to discussions. This is basically
based on the way Turkey has calculated its probased AMS. The product based
support in Turkey was calculated by using the metbquivalent measure of support
(EMS) instead of AMS. According to FAO (1997) Tuykeasily meets thde minimis
provision for individual products (so doesn’t hdeaeduce domestic support) as long as
the EMS calculations are done according to the atetlogy applied to the base period.
However, for the calculations of EMS in the basarykurkey did not report any product
specific support other than market price suppottépt intervention buying) and these
other product specific support measures are nduded in the EMS. Therefore,
whenever such policies do exist (for example prodipecific premiums and credit

subsidies) it should be calculated whether theydamminimisor not.

Furthermore, in the area of nonproduct specificpsup Turkey did not report any
policies which would be subject to reduction conmaits if they exceeded thie
minimislevel. For example, input subsidies are an impomagans of agricultural policy
in Turkey. Turkey basing upon “Measures Exempt fr&aduction Commitment -
Special and Differential Treatment (which are exefnpm reduction commitments in
the case of developing countries)” declared thgilglity of these subsidies to be
included in the exemption category. However, ias clear whether these subsidies are
for low income farmers as stated in the above state. Similarly, credit subsidies are
not reported in Turkey's calculation of the basell®f domestic support and in Turkey's
notifications by basing upon the developing coungyemption of "... investment
subsidies which are generally available to agnigelt.” (AoA Art. 6:2). According to
FAO (1997) it is not clear to what extent thesessdibs are eligible for exemption. This
is because only part of these subsidies is forstmeents, the other part being granted for
inputs like fertilizer and seed. Credit subsidieanged for inputs, however, are not
investment subsidies and should therefore be bd®winimisFAO (1997) shows that
Turkey would have exceeded de minimiscommitment for example in 1995 and 1996
if it had calculated an AMS by considering the fastabove (Cagatay, S., C. Saunders
and R. Amor, 2001, p. 4-6).
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Producer Support Estimate

According to the OECD estimate the support for@gdture in Turkey is lower on a per-
ha and a per-capita basis than in the EU and inQRE€D countries on average.
However, agricultural policies in Turkey absorbigngicant higher share of the GDP as
compared to the OECD average (Table 5-9).

Support is largely paid by consumers through taxatAfter the middle of 1980’s, the
transfers to producers mostly occurred from consamnfeough support purchases for
major crops backed by high tariffs. The transferprioducers from the taxpayers did not
reach relatively high levels, but were accompargdiuge financial costs. Most of the
direct transfers from the state, i.e. deficiencymants, were not budgeted and the funds
of the state banks were utilized without paying koat due time. Another channel
increasing the financial costs of support purchasepped up through the related state
economic enterprises (SEEs) and Agricultural S&@esperatives Unions (ASCUS).
SEEs responsible for implementing agricultural gie (TMO for grains, Tekel for
tobacco, TurkSeker for sugar, Caykur for tea) hadborrow at market rates and
eventually had to either write them off as ‘dutgds’ or receive capital injections (Erol
H. Cakmak and Haluk Kasnaga, 2002, p. 2).
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Table 6-9: Indicators of Agricultural Support infkay, comparison with EU and
OECD average

1986-1988 2000 2001 2002

PSE per hectare of agricultural land (EUR)

Turkey 67 183 63 161

EU 644 697 [k 775

OECD 167 204 196 193
PSEin %

Turkey 15% 21% 10% 23%

EU 40% 34% 34% 36%

OECD 38% 32% % 31%
TSE per capita (EUR)

Turkey 55 169 88 120

EU 296 288 295 323

OECD 270 311 303 300
TSE as % of GDP

Turkey 3.6 5.3 3.6 41

EU 2.7 1.2 1.3 1.3

QECD 2.3 1.3 1.2 12

Source: OECD 2002.

Market price support accounts for three quartettisfPSE, and the remaining quarter is

largely input subsidies (Table 5-10).

Table 6-10: Producer Support Estimate (Real 206+ TL Billion)

1998 1999 2000 2001

PRODUCER SUPPORT ESTIMATE (PSE) 0467519 7567047 6550971 1,764,980
Market Price Support (MPS) 7600620 5626934 5478683 1900348
of which MPS commodities 4882082 3577990 3455037 1201294
Payments based on output 110,695 264030 307651 557007
Payments based on area planted / animal numbers 0 0 0 0
Payments based on historical entitlements 0 0 0 83,640
Payments based on input use 1747204 1675174 773,638 214.004
Percentage PSE 26.46% 214.44% 11.43% 10.29%

Source: OECD 2001.
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Table 5-11 shows the main PSE indicators by comiyo@verall, the reduction in
support is in line with the reduced market intetienduring the 2000-2001 period and
lower levels of deficiency payments. Before theddtiction of agricultural reforms,
almost 70 percent of the aggregate PSE was acabtortéy the crop component, while
the livestock sector garnered about one-third. &it®99, the support to the crop
component decreased by over 3.1 quadrillion TL $2% billion), with the grains sector
absorbing about two thirds of this reduction. Thgas sector absorbed about 20 percent
of the reduction. Support to the livestock sectapged by about 1.7%; proportionally
less than in the crops sector. Hence, the relativeortance of support to animal

production has increased, to over 40 percent catjggegate PSE.
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Table 6-11:

Main PSE Indicators by Commodity (BifliReal 2001 TL)

1998 1999 2000 2001

Wheat PSE (TL.bn) 1,575,871 1,254,393 588 -157,2b7

Percentage PSE 42 42 21 -6

NAC 1.72 1.72 1.27 0.94
Maize PSE (TL.bn) 183,722 141,555 101,055 20,098

Percentage PSE 45 39 32 7

NAC 1.82 1.64 1.47 1.08
Other Grains | PSE (TL.bn) 702,282 525,792 260,128 44,2118

Percentage PSE 55 48 27 5

NAC 2.22 1.92 1.37 1.05
Oilseeds PSE (TL.bn) 134,300 156,795 114,545 71,992

Percentage PSE 35 41 42 27

NAC 1.54 1.69 1.72 1.37
Sugar PSE (TL.bn) 1,078,794 860,893 564,918 184,1B1

Percentage PSE 65 70 56 30

NAC 2.86 3.33 2.27 1.43
Other Crops PSE (TL.bn) 3,113,186 1,809,413 2,704,841 1,479,35

Percentage PSE 13 9 13 8

NAC 1.15 1.10 1.15 1.09
Livestock PSE (TL.bn) 2,679,36% 2,828,209 2,226,6P3 1,122 53

Percentage PSE 42 42 44 25

NAC 1.72 1.72 1.79 1.33
Total PSE (TL.bn) 9,467,519 7,567,050 6,559,971 2,764,990

Percentage PSE 25 23 21 10

NAC 1.33 1.30 1.27 1.11

Source: OECD, Worldbank, 2004.

*NAC:Nominal Assistance Coefficient. The NAC is Birtige ratio of total farm revenue
including all direct subsidies reflected in the Pi@lative to the underlying value of farm
output at border prices without other output anduttbased subsidies.
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6.5.3 Agricultural Trade Liberalisation between Turkey and European Union

6.5.3.1 Agricultural Trade between Turkey and Eurg@ean Union

Turkey’s major trade partner of agricultural protduis the EU-15, with 4.3% of exports.
The market share of the EU-15 in Turkey’s agriaatimports is 24.7%.

Turkey has a trade surplus with the EU-15 in theddfiof agriculture mainly due to
exports of edible fruits & nuts, preparations afifrand vegetables as well as tobacco
and tobacco products. In 2001 Turkey expanded fgigntly its exports by 14.1% to €
1.93 bn (Table 5-12). Imports from the EU reachedl &3 bn that is 23.8% less than in
2000 due to the devaluation of the Turkish LIEBC(D-G for Agriculture, ‘Country
Report’, 2003)

In 2003, overall agricultural trade between Turleyd the EU saw a small increase.
Turkey’s exports to the EU-15 grew from €1,995 il in 2002 to €2,036 million,
while its imports from the Community increased fr@65 million in 2002 to €1,027
million. EU-15 imports were again dominated by framd nuts (though these were down
again on the previous year), followed by vegetanid fruit preparations. Key areas of
EU-15 exports were tobacco, cereals and animal eegetable fats (European

Comission, Regular Report, 2004, chp. 7).

Table 6-12:  Agricultural trade with European Un{@00 Euro)

1999 2000 2001
EXPORT 1,806,497 1,682,807 1,931,442
IMPORT 718,039 916,488 734,925
Balance 1,088,458 766,319 1,196,517

Source: European Commission D-G for Agriculturepu@try Report’, 2003.
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A number of complaints have been received from Bbhganies concerning technical
barriers to trade and infringements of the Custam®n or Association Agreement. A
ban on imports of livestock and meat products reewiin place. The ban on certain
energy drinks had been lifted by the adoption né& communiqué in March 2004 (EC,
“2004 Regular Report on Turkey’s Progress towardse&sion”, 2004).

6.5.3.2 Customs Union Agreement

Turkey and the EU signed a Customs Union (CU) Agwea® in 1995. The agreement
excluded agricultural sectors initially but confeth the possibility of eventual
agricultural integration in the course of time (2D0The CU agreement became effective

at the beginning of 1996.

Customs Union Agreement proposed in the field oicagure:

1. Adoption of Common External Tariff (CET) of tl&J by Turkey on imports

from the third regions.

2. Turkey is obligated to provide preferential ascto its markets to all countries to
which the EU grants preferential access. These tdeaninclude: Central and
Eastern European countries (CEEC) with whom the BA$ association
agreement, EFTA countries, Mediterranean countts$ are covered by the
Mediterranean Policy of the EU and African and Raciountries included in the

Lome Convention.

3. There will be no restrictions on tariffs imposeg Turkey on imports of

agricultural products.

4. The agreement proposes no restrictions on esobdidies to third countries or

export subsidies in agricultural products to anyntoy.
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EU Preferences Granted for Agricultural Products Originating from Turkey

The EU granted tariff preferences for agricultypedducts originating from Turkey and
at various stages these preferences have beendedteSince 1987 almost aid
valoremtariffs have been abolished and in some cases eddates were granted also
for specific duties. The preferences granted byEbefor Turkey can be grouped under
four categories based on the import regime apdiedhe EU to agricultural imports

originating from Turkey.

These groups are as follows (Cagatay, S., C. Sasiate R. Amor, 2001, p. 6:7

1. Products for which no most favoured nation (MkiNport barriers exist (MFN tariff
= 0; no minimum import price).

2. Products with a MFN tariff and/or a minimum innpprice, no preference for Turkey.
3. Products with a MFN tariff and/or an minimum ionpprice, partial preference for
Turkey (for example a reduced MFN tariff rate).

4. Products with a MFN tariff and/or an minimum ionpprice, no import barrier for

Turkey (tariff= 0 and no minimum import price).

9 percent of Turkey’s agricultural exports are aegory 1, where preferential treatment
was technically impossible. This group consistsniyaof products of guts, bladders,
stomachs, oilseeds and oleaginous fruit, cottonvamal. Approximately 20 percent of
Turkey's agricultural exports to the EU are in gatg 2 which are subject to a tariff
(and, in some cases, a minimum import price) at MBNditions. Hazelnut, grapes and
melons are in this group. Around 71 percent ofagral exports (categories 3 and 4)
are under preferential conditions (being about &rtgnt in category 3 and 60 percent in

category 4).

Category 3 consists mainly of olive oil (with a mnmal reduction of the specific MFN

duty) and various fruit and vegetables subject ENMminimum import prices but not to
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the MFN ad valoremduty. The most important product groups in categérare
preparations of vegetables and fruits, and vegesalherefore around 70 percent of
Turkey’s agricultural exports enter the EU markatift free and without any other
restrictive border measure. Again around 70 percam subject to preferential
conditions. However, high specific duties for altnal$ "core-products” of the Common
Agricultural Policy (CAP) like cereals and cereabgiucts, sugar and sugar products,
dairy, meat and live animals and for some othedpects of importance for Turkey like

olive oil still exists.

Turkey's Preferences Granted for Agricultural Products Originating from the EU

Turkey has granted only very few preferences farcafjural imports originating from
the EU and most of these preferences are relativetygnificant (FAO, 1997).
Significant preferences are limited to fish andeotimarine animals, some alcoholic
beverages and pectic substances. Some more higidggsed products are covered by a
special import regime for processed agriculturaldpicts. These are the so called "Non-
Annex Il Products". Import tariffs for these protkiceflect, in addition to the protection
granted to the processing industry, the protectgranted for the incorporated
agricultural raw products. Non-Annex |l product® qrotected by a fixed "industrial”
component of the tariff and an “agricultural” cormgait that is charged based on the
contents of certain "basic agricultural productsti he (agricultural) tariffs charged on
these basic products. Basic products for this mepare dairy products, cereals and

sugar.

The agricultural component charged on trade of Naonex Il products is exempted

from the CU. If preferences are granted for bagricaltural products, these preferences
must be taken into account if an agricultural congot is calculated to be charged on
any Non-Annex Il product traded between Turkey dmel EU. A second group of

processed agricultural products are considered estsgbindustrial products and are
therefore fully included in the CU.
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Completing the customs union between EU and Tud@ws to cover the agricultural
products would imply the abolition of all border aseires and the adoption of EU
external tariff applied to third countries by th&.EAs a result, agricultural prices of
products for which border measures still exist wlocbme much closer in the EU and
Turkey, with remaining differences due to qualitydatransportation/marketing costs.
But this will also require that agricultural pripelicy be harmonized between the parties

(Subidey Togan, Ahmet Bayener, and John Nash,. p. 6)

6.5.3.3 Adaptation of Turkish Agricultural Sector to Common Agricultural Policy

When we compare the European Union agriculture whil Turkish one, we see
significant differences in the fields of productyisizes of enterprises in the fields of
productivity, organisation of producers, technologysage, animal health and
phytosanitary conditions. Therefore, agriculturadter will be the hardest and the most
problematic area to be harmonised with the Commaric@ltural Policy of the

European Union.

One of the committees that will manage the relatibatween Turkey and the European
Union is the “Agricultural and Fisheries Sub-Contegf’ which carries on necessary
studies for the implementation of the national pangme for the harmonisation with the
Common Agricultural policy. Besides this, a refoemd restructuring programme has
been prepared both for a great challenge in th&igluragriculture and to harmonise

Turkish agricultural policy with the CAP. This pmagnme contains:
- Direct support system has been initiated andicoimy in co-operation with the World

Bank. The activities have been continuing for “FarsnRegistration System” as well.

- A draft law on Agricultural Producers Union wile enacted by the Parliament soon.
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- One of the most substantial problems in Turkighcaltural sector is the small sized
and fragmented agricultural holdings. Changes Ih&en realised in the Heritage Law in
order to optimise these holdings. Besides, actiwitior land consolidation are in
progress.

- A project for “alternative crops” such as tobacbazelnut and sugar beet has been
prepared in order to prevent the surplus of suppproduction and to avoid unevaluated
stocks as well as to increase the production ointiperted commodities.

- Draft Agricultural Insurance Law has been predasehich will protect farmers from
natural calamities such as draught, frost, hailfaed

- Moreover, a new “Soil Law” has been prepared aghb prevent the wrong and out of

target utilisation of the agricultural land.

The agricultural sector has been the subject ofafmkAgreement that established an
Association Between the European Economic Commuaitg Turkey (Signed at
Ankara, 1 September 1963).

Article 11 of the Agreement covers agriculture #&madle in agricultural products:

1. The Association shall likewise extend to agtiod and trade in agricultural products,
in accordance with special rules which shall take ccount the common agricultural

policy of the Community.

2. "Agricultural produces" means the products dste Annex Il to the Treaty
establishing the Community, as at present suppléedein accordance with Article 38

(3) of that Treaty.” (Ankara Agreement, availabléntip://www.mfa.gov.tr).

On January 11996 the Customs Union between the European UsmadnTurkey came
into effect, thereby creating the closest econaanid political relationship between the
EU and Turkey. Agricultural trade is excluded frone Customs Union. Article 24 of
Decision 1/95 lays down the principle that the ijparare committed to move towards the
free circulation of agricultural products.
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The Association Agreement between the Community amdkey and the Additional

Protocol of 1970 set out the fundamental objectiokthe Association, which include
establishing a customs union in three successagest One of the aims of both this
Agreement and Decision No 1/95 on implementingfih@& stage of the customs union
is to achieve free movement of agricultural produbetween the Community and

Turkey.

Despite the commitments which it entered into unither Ankara Agreement and the
Customs Union Decision with a view to achievingefremovement of agricultural

products with the Community, Turkey has not achieties objective and has made little
progress towards bringing its agricultural policyoi line with the common agricultural
policy.

(Accession Partnership: http://europa.eu.int/sazif@g/en/lvb/e04113.htm)

At its meeting in Luxembourg in December 1997, Bueopean Council decided that the
Accession Partnership would be the key featurdnefenhanced pre-accession strategy,
mobilising all forms of assistance to the candidaiantries within a single framework.
The purpose of the Accession Partnership is tosein a single framework the priority
areas for further work identified in the Commisssor2002 Regular Report on the
progress made by Turkey towards accession, thendiah means available to help
Turkey implement these priorities and the condgiarhich will apply to that assistance.
The priorities in the Accession Partnership areidéig into two groups - short and
medium term. Those under the short term have bettted on the basis that it is
realistic to expect that Turkey can fulfil them2003/2004. The priorities listed under
the medium term are expected to take more thanyeae to complete although work
should be taken forward substantially in 2003/2004.

The priorities in Agriculture are as follows:
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SHORT TERM

- Complete the establishment of animal identifmatsystems, which are a key element
of the Integrated Administration and Control Systekiso begin preparatory work on

other elements such as the land parcel identifinagystems.

- Prepare a strategy for the introduction of the f€l development policy and the

forestry strategy.

- Adopt a veterinary framework law and acquis harsed secondary legislation;
strengthen the human, technical and informatioauess of the relevant administrative,
scientific, testing and inspection bodies; ensunéoreement of legislation; step up

animal disease eradication efforts, contingencyimplay and monitoring capacity.

- ldentify sites for the development and operatban EC-compatible system of Border

Inspection Posts with third countries.

- Adopt a programme for transposition of the veigry and phytosanitary acquis;
strengthen the administrative, scientific and técdinstructures enabling the efficient
and effective implementation of the acquis on plamtection, in particular laboratory
testing; strengthen inspection arrangements bothefomestic production as imports

of plants and plant products, as well as in foankpssing establishments.

MEDIUM TERM

- Complete the establishment of the Integrated Adstration and Control System.

- Set up the administrative structures required tfe implementation of EC rural

development policy and the forestry strategy.
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- Adopt the legal basis, administrative structuaed implementation mechanisms for the
establishment of common market organisations afett@efe monitoring of agricultural

markets.

- Submit a plan and timetable for upgrading theéesysof Border Inspection Posts third

countries in line with the acquis.

- Re-organise and strengthen the food safety anttalesystem and upgrade its human,
technical and financial resources to ensure thafd®@ safety standards are complied
with.

- Establish an up-grading plan with timetables toodernise food-processing
establishments to meet EC hygiene and public heatdndards, and further
establishment of testing and diagnostic facilities
(http://ekutup.dpt.gov.tr/ab/kob/2003i.pdf).

In parallel with the priorities of the Accessionr@rship Document, the National
Program adopted by the Turkish government on Mal8th, 2001 contains the
legislative, institutional and administrative refes and human and budgetary resources,

Turkey intends to deploy in the above-mentionedass

Meanwhile, the internal efforts of harmonisatiomr dreing carried out by the relevant
public organisations and institutions through tbeoedination of the Secretariat General
for EU Affairs. In order to speed up the harmongatvork on the main issues listed in
the National Program, “working groups” are estdidis in the following areas:
veterinary issues, phytosanitary issues, food ofnttand registration, animal
identification system, fisheries administrativeustures and rural development.

To sum up, Turkey will begin negotiations with Epean Union on October 3, 2005.

Agriculture will be a difficult issue in the negations.
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CONCLUSION

The Common Agricultural Policy (CAP) was the fimbhd has still been the major
common policy in European Union. It has helped HEitegration and served as an

experimental field for the functioning of a econoras well as political union.

When the Common Agricultural Policy was foundeck thajor aim was to increase
productivity. Starting from 1960s, CAP and its atjees have undergone radical
changes. In the future, Common Agricultural Poligyill be shaped by trade
liberalisation in the world and the last enlargetp@ocess in the EU.

In the first years of its foundation, European Uni@ad to take some protective measures
to increase agricultural production. Much of theRCAperated through trade distorting
measures at that time. As the system created pnsbileside and outside the EU, new

reforms became necessary.

The first reforms after foundation of CAP maddditthanges. It helped in reducing the
budgetary costs of agricultural support policy dadancing the supply and demand of

agricultural products.

Recent reforms after GATT Uruguay Round were ddifey in that, the aims of the
reforms would not be driven by only internal probke but also by external problems.
Protectionist support measures were reduced to rn@a#e more trade friendly and
acceptable among EU’s trade partners, and fully padible with GATT/WTO
obligations.

The way the money is spent is different in the @&P reforms (Agenda 2000 and 2003

CAP reform). The most important objectives of suppall be for food safety, care of

the environment, animal welfare and rural develapmethe future.
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GATT Uruguay Round Agreement on Agriculture (URAA@S a turning point in CAP
history that European Union has tried to reducdetrdistorting support measures and

shape its reforms towards a more liberal policyardimng its URAA commitments.

European Union is one of the world’s biggest operk®ts to imports of farm products
from developing countries. Nevertheless, tradegimcaltural products is far from being
completely liberalised. Despite Uruguay Round cotrmants on “domestic support,
market access and export subsidies”, the develamngtry market access to European
Union markets was restricted. It is because, Ewopdnion like other developed
countries, benefited greatly from the agreementide a 1986-90 baseline, when the
protectionism was high. It provided extra protectimargin in all GATT aspects. So
protectionism in European agriculture remained highhough EU carried out all

Uruguay Round commitments.

The EU and its trading partners retain many téudffriers concerning market access. So
the agricultural parts of EU Free Trade Agreem@risAs) contend with the conflict of
trade liberalisation on the one hand and natiomarests to limit market access on the
other hand.

The analysis of the different EU Free Trade AgreeméFTAs) shows that the EU
excludes important products from the targeted frade. The EU's domestic protection
and support pattern for certain agricultural pradutan be identified as a key factor

determining these exceptions.
Another important issue in the future of Commoniégitural Policy is the enlargement
process. The problem is whether enlargement wiit $lle European agriculture to a

more or less liberal direction.

Since the beginning of the 1990s, the new memlmsest agricultural policies have
undergone a major transformation. They made libgiegds in agriculture. EU accession
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and the GATT Uruguay Round were the most powerfutralizing forces. In fact,
general liberalization over the past decade haas bembined with the new countries’

step-by-step integration into the EU.

The new member states’ agricultural policies becdess protectionist than the
European Union’s. They were successful in bindimegrtGATT/WTO commitments.

As, the new member states apply all the EU bilateesle agreements, the common
external tariff and the EU trade defence measuihese will not be any problem for the
third countries. However, the issue seems to beoblgm mainly in the area of export
subsidies. After enlargement, additional problemsla arise where the market situation

in the countries is such that larger surplusesbheaexpected.

In the case of domestic support, both the Europiaon and the new member states are
below their AMS commitments. However, EU was ortiyeato meet its Uruguay Round
commitment to reduce domestic support becauseargstdoayments were classified in
the blue box. If the blue box were abolished, darged EU could run into difficulty in
meeting this commitment. The blue box representd 28 the total domestic support
granted from 1995 to 1998. If the blue box subsiciad been included in the AMS
definition in 1995-96, the European Union would éalready been dangerously to its
AMS commitments; by 10 to 5 percent

As a candidate country, liberalization of tradeagriculture is an important issue in
Turkey too. The steps towards membership will previull liberalization of agricultural

trade with European Union.

In the last decade Turkey has become a part of tigeeements which were expected to
shape the future of the agricultural policy instants and developments. The first
agreement was the Uruguay Round of the GATT whicinkey took part in the

negotiations and signed the resulting Agreemenitpnl 1994. The second one was the
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Customs Union agreement with the EU in 1995. Lasftlyrkey has signed a stand-by
agreement with International Monetary Fund (IMFPDiecember 1999.

Due to the agreements, Turkey has changed itsudigiial support policies. Production-
oriented agricultural support was phased out andgai$ replaced by income support
paymentsThe state procurement activities were decreasextiiegwith the privatization

of the related state economic enterprises andusting of the sales cooperatives.
Furthermore, Farmer Transition helps farmers mhkdransition to alternative activities

as the governmental supports are reduced.

With the new support policies, Turkey’s agriculiusupport policy became more

harmonized with the European Union’s and more cdifjgawith WTO commitments.

Turkey will begin negotiations with European Union October 3, 2005. Agriculture
will be a difficult issue in the negotiations. Ali$ point, no certain claim can be foreseen

regarding contribution of each side.

In the future the new member states will take frrttnoves towards trade liberalization
within the framework of the WTO. As the Europeanidsh stands for free trade in line
with its commitments to the WTO and for economiaayism, enlargement can prove a

catalyst in the process of further trade liberaiisa

However, it seems that European agriculture cansaptive without protection. In the
future, EU can take steps to change the suppoitypwlth mostly external forces, i.e.
WTO negotiations. But again, CAP would seem mdrerhl than before, but the level of

support can remain the same.
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