Prof. drs. J. de Veer

NATIONAL AND REGIONAL IMPLICATIONS OF AGRICULTURAL POLICY

MEDEDELING NO. 277

N-Eogy,

§ ns»uum% SIGN : L 7'?'7"”'
3 H] 2 OEX.NO: A

v BBLOTEES MLV, 573051 6](.‘

4 A\
November 1982 Jwﬂlﬁ“
Landbouw—-Economisch Instituut
Directie
Conradkade 175 - 2517 CL Den Haag ' Prijs £ 13,50

Postbus 29703 — 2502 LS Den Haag
Telefoon 070 — 614161



REFERAAT

NATIONAL AND REGIONAL IMPLICATIONS OF AGRICULTURAL POLICY
Veer, J. de

Den Haag, Landbouw-Economisch Instituut 1982

47 pag.

Deze publikatie omvat twee artikelen:

- "The national impacts of changes in the CAP" (wordt gepubliceerd in Ita-
liaanse vertaling in Citt3d & Regione). Een analyse van de effecten op de
gemeenschappeli jke markt van prijspolitiek en structuurpolitiek en wvan
enige hervormingsvoorstellen op de economie van de lidstaten.

- "General report: Theory, analysis and methodology”
Gepubliceerd in European Review of Agricultural Economics 1982 (8.4).
Eindrapport van 1IIe Congres van de European Assoclation of Agricultural
Econcmists, Belgrado, 1981 waarin een samenvatting wordt gegeven van
theoretische en methodologlsche aspecten van onderzoeking naar problemen
van regionale agrarische ontwikkeling.

Inkomensoverdrachten/Maatschappeli jke kosten/Regionale agrarische problemen



CONTENTS

Btz,
THE NATIONAL IMPACTS OF CHANGES IN THE CAP
SUMMARY 5
1. INTRODUCTION 7
2. THE NATIONAL IMPACTS OF THE CAP 9
2.1 Price and income supports 9
2.2 The MCA's 12
2.3 Structural policies and dynamic impacts 15
3.  NATIONAL IMPACTS OF REFORM PROPOSALS 17
3.1 The decision making process 17
3.2 Recent reform proposals 18
3.3 Alternative proposals 21
4, CONCLUSION 25
LITERATURE 26
FINAL REPORT - THEORY, ANALYSIS AND METHODOLOGY
1. The theme of the conference 29
2. The importance of agriculture 30
3. The causes of divergent regionmal agricultural developments 31
4, Economies of scale ‘ 34
5. Regional agricultural development planning 37
6. 'Interdependent regional development 38
7. Agricultural policy and regional development 40
NOTES 43
LITERATURE 45



THE NATIONAL IMPACTS OF CHANGES IN THE CAP

Jan de Veer

Agricultural Economics Research Institute

at the Hague and University of Amsterdam.

SUMMARY

A survey is given of the national impacts of the CAP and of
changes in the CAP. After an introduction which describes the his-
torical origin and the basic principles of the CAP, section 2 gives
an analysis of the national impacts of the common agricultural price
policy, the monetary compensation amounts and the common and natio-
nal structural policies. In the third section the national impacts
of recent reform proposals of the commission of the European Communi-
ty and some alternative proposals i.e. direct income payments and
supply control measures, are discussed. As conflicting national inte-
rests impede the agreement on urgent adjustments of the CAP the
measurement of national impacts can contribute to the development of
pelitically feasible reform proposals. An interdisciplinary approach
incorporating the analysis of the policy decision making process is

advocated.



1. INTRODUCTION

Agricultural policy is primarily a sectoral policy which aims at
safeguarding an adequate provision with food at equitable prices to
both consumers and producers. The policy - in particular the structural
policy - also seeks to create favourable conditions for raising the
productivity of agricultural production and marketing, and to alleviate
the social consequences of the structural adjustments to technological
and economic change. In practice, however, the main effort is directed
to fair income opportunities for the farming population.

Because of the coincidence of high shares of agriculture in regio-
nal employment and income and low regional levels of economic develop—
ment and per capita incomes the agricultural policy generally has an
equalizing impact on regional income disparity. At the introduction
of agricultural protection in the West European continmental countries
at the end of the 19th century regional income objectives were an im-
portant consideration. The prevention of migration from the rural areas
to the cities at a more rapid rate as could be absorbed by the expan-
sion of the manufacturing industry and the tertiary sector and the
avoidance of political and social tensions involved in persistant rural
income depressions and an excessive growth of the urban proletariat ori-
ginally were the main motive for the initiation of agricultural market
and price policies. This is still so in the developing countries as is
increasingly acknowledged in recent thinking on the problems of economic

development.

At the founding of the European Community in 1958 the West Euro-
pean countries still conducted such agricultural policies aiming at the
stabilization of domestic producer prices at levels necessary for safe-
guarding the domestic provision with farm products and granting equitable
income opportunities teo the farming population. Besides all countries
operated structural policy programs.

The liberalization of intra-community trade and the development
of a common trade policy within the framework of the European Commu-
nity required the harmonisation and coordination of the national agri-

cultural policies, in particular the national market and price policies.



The establishment of a common market for the other goods and services
would have been difficult, if not impossible, without the levelling of
food costs, the elimination of trade barriers and the integration of
agricultural produce in the common trade policy. This implied that the
member states had to give up their national systems of agricultural
support, and required the development of a common agricultural policy
in order to pursue the same objectives as the natiomal policies. The
elimination of distortions in the competive conditions arising from
national structural policies also demanded a codrdination of the na—

tional policies in this field.

This connection with trade policy therefore necessiated the deve-—
lopment of a common agricultural policy at an early stage in the deve—
lopment of the community. The development of common policies in other
areas which were not under the pressure of the need to establish a libe-—
ralization of intra-community trade and a common trade policy made little

progress 1).

The establishment of any common community policy involves gains
and losses for each of the member countries and uncertainty about the
final net impact on the national interest. An agreement on such policies
is therefore difficult to achieve if there is not a strong common inte-
rest and room for a clear advantage for each of the member countries.
This was the case for the CAP (Common Agricultural Policy) as an indis-—
pensable element of the creation of a common market and the development

of a common trade policy.

The three underlying principles of the CAP are free trade within
the community, community preference, and common financial responabili-
ties. The first two principles of course proceed from the basic aim of
the creation of a common market and a common trade policy. The third

principle of common finamcial responsibility expresses the solidarity

1) For a discussion of the lack of progress in other areas of com-
mon policy see Buckwell et al. (1982: 4 and 5).



within the community in regard to the support of the agricultural
sector and the pursuit of the objectives of the common agricultural
policy as expressed in art 39 of the Treaty of Rome. It is part of
the package negotiated at the establishment of the European Communi-
ty aimed at granting a fair share in the advantages of the creation
of a common market to the countries with & relatively strong poten-
tial for agricultural exports. Moreover there was the practical com-
sidergtion that without the common financing principle a common agri-
cultural policy based on protection and community preferemnce would
not work. Without this principle countries in order to obtain the re-
ceipts of the levies would try to import as much as possible from the
rest of the world and in order to avoid the payment of export refuﬁds
would try to avoid as much as possible to export to third countries
(see also Buckwell et al. 1982:31).

2. THE NATIONAL IMPACTS OF THE CAP

2.1 Price and income supports

Due to the common financing price and income supports based on im-
port levies, export refunds or producers' subsidies give rise to bud-
getary transfers. These however are only the visible part of the in-
come transfers between members countries, and moreover are not necces-—
sarily in proportion to the total inter-country transfers. Trade with
a third country may arise from trade with other member countries in the
same commodity or export of processed products.

Essentially the common market and price policy involves a trans-—
fer of income from consumers and taxpayers to agricultural producers.,
Consumers are faced with higher prices due to protection and interven-
tion and taxpayers are taxed for the financing of the net expenditures
of the policy. The national gains and losses therefore mainly depend
on the national shares in the income redistribution between the agri-
cultural sector and the rest of the economy within the community. Im-
porting countries have a relatively high share in the income trams-
fered from the rest of the economy and a relatively low share in the
income transfered to agriculture and therefore will be net losers. Ex-

porting countries in turn will be net gainers.



Leaving out of account the costs of administration, etc. these
income transfers will balance and do not represent social costs to the
community as a whole. There are however also social costs involved
which can be allocated to the seperate member countries and which add
to the gains and losses involved in the income transfers. These social
costs can be distinguished into the welfare costs and the terms of
trade effects.

The welfare losses pertain to the situation that the producers'
gains are less than the income transfered to them by consumers and
taxpayers and that the consumers and users suffer losses in excess
of the income transfers. Part of the additional producers' revenue is
needed to cover the costs of additional production induced by the price
increase as far as the marginal costs exceed the initial price. Con-
sumers and users of the commodity when faced with a rise of its price
will substitute this for other goods and services and as consequence
will suffer an additional loss of welfare.

In the case of the CAP which raises the user prices of some agricultural
products like cereals, animal fats and proteins, olive oil etc, and

does not affect the prices of close substitutes like maniok and soy pro-
ducts, these additional users' and consumers' losses are quite consider-
able. One could say that as a consequence industries using imported sub-
stitutes for agricultural materials of which the domestic price is raised
by the CAP, benefit of a "negative protection™. This applies a.o. to mar-
garine producers and to feed millers and livestock producers using cereal
substitutes.

The increase of supply and the decrease of demand also affect trade
with third countries as they lead to a decrease of community imports or
an increase of community exports which will have a negative impact on
the world market price. If the community is a net importer this will re-
sult in a gain because of a price reduction of imports and if the commu-
nity is a net exporter it will incurr an additional loss because of re-
duced export prices. When the community has only a small share of the
world market these trade effects will be small as the world market de-
mand for the community'’s products will tend to be highly elastic. Par-
ticularly for dairy products and sugar and increasingly also for cereals
the community has developed comsiderxable export surpluses and the world

market demand for the community's products has become quite inelastic,
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The marginal revenue of additional exports consequently has become low
and even may become negative. In order to reduce such unfavourable trade
effects the community has looked for alternative market outlets outside
and within the community. (butter export to the Sovjet Union, use of
skimmed milk for feed, etc.). The unfavourable trade effects and costly
surplus disposals represent social costs to the community as a whole and
add also to the community's net expenditures and the financial burden im~-
posed on member countries,

The framework for the analysis exposed above can be visualized by
diagrams of the supply and demand situations of member countries and of
the community as a whole and can also serve for the measurement of the
economic impacts of the CAP on the various member states. An excellent
survey of studies using this framework to measure the costs and the
national gains and losses in relation with the CAP or changes of the
CAP has been presented by Buckwell et al. (1982).

The outcomes of these studies generally confirm that the importing
countries (Germany, Italy, United Kingdom) lose and that the exporting
countries benefit. The studies generally ignore or underestimate the
negative terms of trade effects which have become imcreasingly important.
Due to their partial equilibrium character the studies also do not take
full account of the interdependencies with prices, incomes, taxes, etc.
in the rest of the economy. Because of the comparative static framework
of the models adjustments of demand and supply furthermore are assumed
to occur immediately and procéed gsmoothly. The dynamic effects on the
short run (e.g. the effects of a change in the herd of dairy cattle on
cattle prices) and in the long Tun (e.g. on the regional structures,
technological developments, and the financing of investments) cannot be
analysed within such a framework,

The various market regulations differ considerably as to the rate
of protection with respect to the world market, the stabilising effect
on prices and the effective support of producers' incomes.

The most important land extensive types of production like cereals,
sugar and cattle production, which occupy about 90% of the community's
agricultural land are more heavily protected than vegetables, fruit,
wine and intensive livestock production (pigs, poultry, veal, etc.).

For some products like potatoes the protection is even confined to
a moderate tariff. Gemerally the agricultural output of North-West-
Europe is more heavily protected than that of the Mediterranean coun—

tries.



As the approaches exposed above can be elaborated on a product
basis these differences in the national impacts can be taken into
account.

The effectivity of a market regulation to support income and
stabilise prices, however, does not depend entirely on the rate of
protection and the effectivity of interventions on the domestic market,
It also depends on the world market situation of the product concer-
ned, the natural protection provided by relatively high costs of trans-
portation and _low storability, the comparative advantage of community
producers and the flexibility of domestic demand and supply. If world
market demand and supply depend strongly on the agricultural policies
of importing and exporting countries and this market can be considered
as a "surplus market" the need for protection is higher. If demand and
supply within the community are flexible prices will adjust more rapid-
ly and protection against third country producers, although it doés not
prevent cyclical fluctuations, will be quite effective for the long term
protection of producers' income. The protection of the major land exten-
sive productions like cereals and cattle production moreover indirectly
also provides a protection to other vegetable productions as farmers
have the opportunity to change to the more protected land uses.

A quantitative assessment of the national impacts of the various
market regulations with reference to free trade with the rest of the
world is moreover not very relevant as this is not a politically and
socially feasible policy nor for the community, neither for each of
the member countries. The measurement of the effects of a policy re-
quires the comparison with some alternative policy (Buckwell et al.,
1982:58) and to make sense this has to be a feasible alternative. The
approaches exposed above therefore are more appropriate for the
measurenment of the impacts of changes in the CAP as for dealing with

the elusive question of the national impacts of the CAP.

2.2 The MCA's
A common market with uniform prices for agricultural products

actually has existed only for a few years. At the beginning of the

seventies already soon after the harmonisation of national prices had
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been achieved, the instability of world currency markets and the lack
of codrdination of national monetary and economic policies within the
community led to a series of devaluations and revaluations. A change
in the national exchange rate with respect to other member countries
and with respect to the EUA in which the common prices are fixed,
leads to an immediate change in the intermal agricultural support
prices. Appreciating countries experience an immediate lowering of
the support prices and depreciating countries a rise of these prices.
As such abrupt.price changes were not acceptable a system of border
taxes and subsidies has been introduced to offset the effects on agri-
cultural prices and farm incomes. Appreciating countries have import
taxes and exportsubsidies (positive-MCA‘s) and depreciating countries
have negative MCA's.

There is no sound economic argument for such a full compensatioh
of the effects. An adjustment of the exchange rate generally is pre-
ceded by an internal monetary developiment leading to a growing diver-
gence of extermal and internal prices. An adjustment of the agricul-
tural support prices after a change of the exchange rate therefore
partly is to be consideréd as a correction on previous opposite changes
in price relationships. After the change of exchange rates the internal
prices moreover will gradually adjust under the impact of changing ex-
port and import prices. This implies that at the utmost there is a ground
for partial and temporary ¢ompensations. The discussion whether the MCA's
did provide fair compensations for changes in the terms of trade of the
agricultural sector in the various member countries therefore is rather
unfruitful. Not every charge in the terms of trade of a national agricul-
tural sector moreover should be offset. Within the framework of intra-
community trade a strengthehing of the competitive position of national
industrial sector should Tead to a relative declinme of the terms of trade
of the other sectors in order to induce a national and regional realloca-
tion of resources.

Actually the MCA system has allowed member countries to manipu-
late their agricultural prices in relation to the CAP and thus to re—
spond to national social and political pressures and pursue naticnal
policy objectives. (Ritson and Tangermann, 1979). This freedom to
manipulate national prices is not unconstrained as countries have on-

ly an opportunity to reduce their MCA's. A general reduction of MCA's
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is to be decided in the Council of Ministers and therefore is a mat-—
ter of negotiation which generally takes place within the framework
of the price negotiations. It therefore is a matter of compromise be-
tween conflicting national interests. Intermediate adjustments of
national MCA's are subject to community approval.

In practice, however, countries are free to diminish their MCA's;
mewber countries with negative MCA's thus can raise their prices vir-
tually autonomously and countries with positive MCA's although they
seldom make tuse of the opportunity, could raise them.

As has been exposed by Ritson and Tangermann (1979) both the
opportunities offered and the use made of them generally were in
accordance with the national needs, It is to be expected that high
income countries with a relatively poor farming structure and net
exporters strive for relatively high national prices and the other
way round. Until 1978 the evidence supported this hypothesis but
" gince then the United Kingdom, although being a net exporter with
a relatively low per capita income and favourable farming structu-
res in consequence of the revaluations of the pound has become a
positive MCA country. This requires another explanation (Buckwell
et al, 1982:65). Possibly a strong pressure on the United Kingdom
government by the farmers or the strive for a higher rate of self-
sufficiency in food in order to strengthen the balance of payments
position on the long term have been the motivation to maintain the
positive MCA's at the cost of national consumers and a budgetary
transfer to the community. -

Because of the commen financing the MCA taxes and subsidies in-
volve namely income transfers not only between national producers and
consumers but also between member countries and they moreover have im—
pacts on social costs in relation with production and consumption and
in relation with the community's terms of trade and costs of surplus
disposal. These effects on the community as a whole and on separate
member countries can be treated and measured within the same analyti-
cal framework as presented in 2,1 (Ritsown and Tangermann, 1979
Schmitz, 1979 and Buckwell et al., 1982). With regard to the common
price policy the impact on the communityy as a whole will depemnd
strongly on the effect on the average level of national prices in
relation to the common price. If the average price is raised the
community will face negative welfare cosiis and an unfavourable terms
of trade effect. The latter will also involve a rise in the net expen-

ditures for the CAP.

14



For separate countries the inter—country transfers represent na-
tional costs or bemefits., Net exporting countries with positive MCA's
(export subsidies and import taxes) will gain and also exert a nega—
tive influence on the community's terms of trade and costs of surplus
disposal and thus on the community budget (The Netherlands, e.g.). Im
ﬁorting countries in the same situation will lose but also contribute
negatively to the terms of trade and the costs of surplus disposal.
{(Germany, e.g.). Negative MCA's in reverse contribute positively to
the terms of trade and the costs of surplus disposal and induce posi-
tive (negative) budgetary tramsfers for net importers (exporters). The
effects on terms of trade and costs of surplus disposal generally are
neglected im the discussions about the effects of the MCA on the com~

munautary budget (Meester, 1980).

2.3 Structural policies and dynamic impacts

In the field of structural policies the member states still have
ample room for national policies. The community provides fimancial
supports for structural improvements in regional infrastructures con-
cerning agricultural production, processing and marketing. The commu-
nity also has issued guidelines (the so called Mansholt guidelines of
1972) to codrdinate national policies with respect to investment aids
to individual farmers, retirement schemes, socio-economic extension
work and professional training of farmers and participates in the
financing of national programs set up in agreement with these guide-
lines, Furthermore since 1976/77 income supports are provided to
farmers in mountainous and less favoured areas also in order to pre-
vent the detoriation of nature and landscape in these areas. Recent
developments in the common agricultural structural policy are to sup-
port regional agricultural development plans (Mediterranean regions,
Ireland) and to participate in setting up integrated regional develop-—
ment plans together with the Regional Fund and Social Fund of the com-
munity.

The amount of money spent in this Guidance Section of the CAP
is extremely limited and the direct impact on inter-country trans-
fers is negligible if compared with the transfers deriving from the
common agricultural price policy (EC 1981b). The national expendi-

tures for agricultural policy of the member states exclusive of
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social insurance premiums are considerably higher and for the com-
munity as a whole in 1977 were about equal to the total community

expenditures for the CAP (EC, 1980:243).

In particular the national policies have a considerable impact
on the development of agricultural production and on regional and
national competivity. Modern agriculture is embedded in systems of
geographically and functionally closely linked agricultural, indus-
trial, servicing, marketing and transporting firms and institutions.
If the conditions for an efficient functioning of such agri-busi-
ness systems are not fulfilled, and an efficient pattern of inter-
industrial linkages and institutional infrastructures cannot be de-
veloped, the development of agriculture itself also will stagnate.
International and interregional competition in agriculture increasing-
ly have become a matter of the over-all competitivity of such inter-
dependent systems of institutions and industries. Because of the
scale economies which can be achieved in the different components of
such systems, {(e.g. in processing, marketing and research and deve-
lopment) a sufficient gedgraphical concentration of agricultural acti-
vity and efficient transport facilities (rural road network, etc.)
are required.

Besides the development of such systems is favoured by the avail-
‘ability of specialized techmical skills, of facilities for education,
research and development, and of specialised supporting industries and
services, The locational requirements of the modern agri-business sys-
tems have become very similar te that of other industrial sectors.

The expansion of market outlets in consequence of the creation
of a common market and the price stabilisation and income protec—
tion measures of the CAP have favoured this modern agricultural deve-
lopment and thus favoured regional agricultural specialisation and
concentration., This is of course in accordance with the objectives
if the European Community to promote a more efficient production by
the realisation of scale advantages and the concentration of produc-
tion in the most favourable locations.

National policies are also aimed at the promotion of such deve-
lopments. Public investments are made in land reconsolidation schemes,
rural reconstruction programs, irrigation systems and agricultural

research, development, and extension services.
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There is a bias involved in such public expenditures which is bound
to reinforce existing differences in regional development in favour of
the economically more developed and agriculturally advanced regions.
Public funds for such investments in agricultural infrastructures, and
in research and development are generally more abundantly available in
the economically more developed countries and regions. They may be used
to acquiesce farmers when they complain about an increasing income
disparity arising from a rapid economic development in other sectors of
the national and regional economy (de Veer, 1982),

Common ‘and national agricultural policies thus reinforce the ten-
dency of regional specialisation and concentration of agricultural
production and growing divergencies in regional agricultural develop-
ment. The results of the RICAP-study (EC, 1981b)} confirm this; its
main conclusions are that the regional economic environment is the
main determinant of the developments in regional agricultural incomes
and that the CAP did not prevent the increase of the already existing
regional disparities in agricultural development and farm income.

The increase of agricultural output particularly taking place
in the economically more developed and agriculturally advanced
regions of course also have an impact on the self sufficiency rate
of the community and thus will raise the net, expenditures for the
CAP and the inter country transfers resulting from the CAP. As far
as the surplus production results in a lowering of producers' prices
the nations and regions which did not raise their production neverthe-

less are faced with a decrease of farm income.

3. NATIONAL IMPACTS OF REFORM PROPOSALS

3.1 The decision making process

The commission proposals for a reform of the CAP until now are
mainly inspired by the need of a cut on the net expenditures of the CAP
and a reduction of surplus productions and the problems concerning the
budgetary contribution by the United Kingdom. Actual decisions, however, .
have to be taken by the Council of Ministers at which each minister
will have to take account of the implications for the national inte-
rests. As exposed above changes in the CAP have complicated effects
on the national interests. Koester (1977) pointed out that it seems

even impossible to find a set of common price changes which is accep~
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table for each of the partners and considers this as a danger for the
existence of the community. To solve this problem a set of decigions
on a large number issues is combined in the same package in order to
allow every minister to return home with some positive result in terms
of the national interest.

Even if we assume that also the Council of Ministers is convin-
ced of the urgency of reforms, it is clear that it is extremely diffi-
cult to reach an agreement on radical changes of the CAP having large
and uncertain jmpacts on the national interests. On the one hand,
there is not like at the beginning of the EC a common benefit of suf-
ficient importance to enforce a consensus and, on the other hand, the
pressure to avoid a crisis which could endanger the future of the
community and puts at stake the economic and political benefits of
the community for each of the partners, has not yet been sufficiently
strong to make a postponement of decisions unfeasible and the accep—
tance of a compromise unavoidable.

In order to develop feasible proposals it is, therefore, impor-
tant to analyse the national impacts in order to aim at a balance of
national interests. One has to be aware, however, that the weights
given by a minister of agriculture to the various national impacts
generally will be quité different from the criteria applied by agri-
cultural economists at the measurement of the national impacts of
changes in the CAP.

National ministers of agriculture will primarily take account
of the impacts on national farm income, the national budget and the
national agricultural development and market shares and will be less
inclined to look after the effects on consumer prices and the commu-
nity's terms of trade and will hardly be interested in welfare costs.
Nevertheless for the sake of a well informed public discussion and an
adequate consideration of the various interests a thorough analysis

of the national and regional impacts is of great importance.

3.2 Recent reform proposals

The most recent reform proposals of the commission (EC, 1981ic) con-

tain the following main elements (SER, 1982):
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A price policy aiming at the adjustment of community prices into
the direction of world market price levels and a balancing of com
munity prices to achieve a more adequate orientation of agricul-

tural supply on demand within the community;

A more active international trade policy which contributes to a
better regulation of world markets and stabilisation of world mar-
ket prices, a.o. by means of trade agreements with important ex-

porting countries and long term export contracts;

Introduction of production targets in combination with financidl
coresponsability of producers and reduction of intervention price

levels when target levels are exceeded;

An active structural policy adapted to the particular needs of
each region;

A possibility to provide direct imcome payments to specific
groups of farmers, in particular small farmers, as a compensation

for the income effects of financial coresponsability and reduc-

tion of intervention price levels;

Improvement of the communautary quality regulations and the ad-

ministrative supervision of community expenditures;

A stronger discipline with regard national support measures to

prevent negative impacts on the community as-a whole.

Within the framework of this article it is impossible to even

strive for a complete account of the national impacts of these pro-

posals and we shall confine ourselves to some remarks.

It is clear that control of the further expansion of production

and of further growth of export surpluses is a major aim of the pro-

posals. The prevention of the costs of surplus disposal is to be

achieved mainly by a reduction of producers' prices within the com—

nunity and negotiations with countries outside the commmity,

The reduction of the net expenditures of the CAP and of the VAT-

based financial contributions of the member countries is of course a

common aim and in the interest of each of the partmers. With regard

to the national impacts of price reduction for both producers and

consumers we may refer to preceding sections (2.1 and 2.2).
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With respect to the coresponsability levy it depends on the
point of view and the appraisal of the situation if one considers
this as a tax on producers or on consumers. I1f one compares with the
alternative of a price cut the coresponsability levy is to be con-
sidered as a tax on consumption. The ultimate effect than is a finan-
cial transfer from consumers to the community for the financing of
surplus disposal a loss of consumer welfare. The national impacts are
an income transfer from member countries with a net import of the levied
commodity to net exporting member.

If one compares with an unchanged level of producer prices the
coresponsability level is a tax on producers and involves with respect
to the terms of trade effect and cost of surplus disposal a transfer
from net exporters to net importers. Anyway the producers and regions
which did not raise their production suffer a loss of income due to
the expansion of production by other producers and the consequent
lowering of producers' prices.

The direct income payments probably will have a redistributional
effect in favour of member countries with a relatively large number
of entitled farmers., With respect to the national impacts of structural
policies and an increased discipline in national support schemes we
may refer to the discussion in section 2.3. Apparently the commis-—
sion has in mind national inceome transfers in favour of agriculture
and not the national structural policy programs and regional deve-
lopment plans with their output increasing effects.

The agricultural structural policies of the community which
aim at the development of less developed regions alse will contri-
bute to a further expansion of production and consequently to a
further increase of surplus and reduction of prices fixed by the
community or prices dependent on the market situation within the
community. One may doubt if this ultimately will lead to a reduc-
tion of regional disparities as it will lead to a marginalisation
of other regions {(Weinschenck, !982). There is still a lack of
coordination of common and nationmal structural policies with the
market situation. The reform proposals offer little prospects for
a better linking of agricultural policies with regional development

objectives as advocated in the RICAP-study (EC, 1981b).
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3.3 Alternative proposals

Although the rise of agricultural output resulted mainly from tech-
nological developments and improvements in the structural and physiecal
conditions for farming the experience of the CAP has been that an in-
come policy on the basis of a price policy does not prevent a con-
tinuous increase of surplus production and rise of the costs of the
policy and of the inter~country transfers. This imposes heavy politi-
cal pressures on the community and meets increasing objections.

On principle there are two ways to tackle this problem. A reduc—
tion of agricultural prices both for producers and users aimed at
intra-community market equilibrium with compensation for the farmers'
loss of income by direct income payments (van Riemsdijk, 1973, Koester
and Tangermann, 1978; Marsh, 1977 and 1980) or the introduction of
supply controls.

Replacement of income support on the basis of prices by direct
income payments will lead to a reduction of surpluses as farmers will
be faced with a lowering of their marginal revenue prices and reduce
their output whereas demand will be stimulated by a lowering of con-
sumer prices. The social costs of such a system, with regard to pro-
ducers' and consumers' losses, surplus disposal costs and terms of
trade effects will be lower but it implies a shift of the financial
burden from consumers to tax payers. The financial transfer in rela-
tion to consumer prices will be in proportion to the share of food
in the national income expenditures and therefore will tend to be re-
latively higher in low income countries, whereas the VAT-based finan-
cial contributions to the community budget are in proportion ta the
national income. For this reason the introduction of a commonly
financed system of direct incomes supports will result in an income
redistribution in favour of the lower income member states. Taking
into consideration the present national budgetary problems such a
policy involving at least at the short term a strong increase of
the budgetary costs will however hardly be feasible.

The introduction of direct income payments would allow to take
better account of income disparity within agriculture. In the re-
cent commission proposals (see 3.2) this is the motivation for the
proposed supplementary direct income supports for specific groups

of farmers.
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Such a differentiation of commonly financed direct income payments
would be in favour of countries with relatively unfavourable farming
structures and a high proportion of low income farmers.

The administrative implementation of such a system of commonly
financed direct income payments will have to rely on the national
systems of farm registration and government administration. Consider-
ing the differences in national systems this will raise difficult
problems in respect of the uniform application in all member states
and the admifiistrative supervision by the community.

A national financing of compensating direct income payments as
proposed by Marsh (1977 and 1980) and Castle (1981) would involve a
redistribution in favour of countries with a low selfsuffiency rate
at the cost of exporting member countries, It would also imply the
abandonment of one of the basic principles of the CAP (see 1.1). It
could be argued of course that a natiomal redistribution of income
in favour of the agricultural sector should be a national respons-
ability and that community support for such a national redistribution
should depend on a country's ability to finance such a national in-
come redistribution i.e. the levels of national per capita income and
farmers' incomes and the share of agriculture in the national income
(Castle, 1981). However, the important positive dynamic effects of the
common market for the expansion of non-agricultural exports in favour
of the industrially exporting countries also will have to be taken
into account {de Hoogh, 1975). A decision to renationalise the agricul-
tural income support policy will be difficult to accept for the coun—
tries with important agricultural exports and could easily lead to pro-
tective countermeasures Ln other sectors and thus endanger the future
of the common market and of the community.

As to the longer term dynamic effects of direct income supports
it is to be expected that it will favour the continuation of less
efficient farming structures and will hamper the expansion of more
efficient farms and the development in regions with comparatively
favourable conditions for further agricultural development. Also in
this respect the national impacts of a direct income support system
probably will diverge, although it is difficult to assess the natio-
nal gains and losses involved., The unfavourable dynamic effects could
of course be considerably diminished by excluding farm successors
(van Riemsdijk, 1973).
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The community until now has rejected the idea of supply controls
even though from the beginning supply controls have been applied in
the common sugar market regulation. For other products with a greater
variety of uses and of market outlets effective supply controls, how—
ever, will be more difficult to implement.

Supply controls imply the fixation of delivery quota or produc-
tion allotments on the level of the individual farm. Deliveries or
production within the quotum or the production allotment have a gua-
ranteed price or revenue and excess production is prohibited or has
to be sold at lower prices (e,g. world market prices). The linking
of coresponsability levies to production targets as proposed by the
commission (see 3.2) and already applied in the dairy market cannot
be considered as effective supply control measures because indivi-
dual producers are not directly faced with the consequences of their
own output decisions but only experience the consequences of the ag-
gregate changes in the volume of production. A super levy which has
been discussed for the dairy market and which involves a tax on indi-
vidual deliveries in excess of a fixed quantity is to be considered
as a quota system even though the commission has been anxious not to
mention the word.

There is a great variety in quota measures with respect to fixa-
tion of quota, transferability, redistribution of abandoned quota
rights, price differentiation and practical implementation (OECD,
1975) which we shall not discuss.

At the level of the individual producer the economic impact of
a production restriction will depend on the flexibility of supply.
When a producer if forced to restrict his output can save consider-
ably on the use of purchased inputs, and due to alternative use pos-
sibilities, has high opportunity costs for his fixed resources he
will be less unfavourably afflicted than a producer with a low sup-
ply elasticity. There is also a dynamic feature as production re-
striction will impede the application of new technology and the deve-
lopment of more efficient farm plans and thus will also prevent fa—
vourable shifts in the supply function (Alston, 1981). This especial-

ly will have a negative impact on farms and regions with favourable

opportunities for modernisation and expansiom.
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The national supply function can be considered as an aggregate
of the individual supply functions. The national impact with respect
to supply therefore will depend on the characteristies of the natio-
nal producers. A member country with a relatively large share of pro-
ducers with an unflexible supply will on the short term be more nega-
tively affected than member countries with a generally more flexible
supply. On the longer run production restriction will involve a rela-
tively greater disadvantage for countries with potential comparative
advantages for the expansion of production and the future increase
of their market share.

The introduction of supply controls will also involve a loss of
income to farmers and, therefore, generally will lead to a compensating
price rise and higher consumer prices. This causes an additiomal trans-
fer of income from comsumers to agriculture and an additional consu~
mers' loss which on the national levels will result in a net loss for
importing member states. Supply controls will also cause an increase
of the social costs with respect to production as the individual out-
puts will be cut off at different marginal cost levels. These produ-
cers' losses could be lessened by a transferable quota system which
would allow producers with relatively low marginal costs of production
to purchase quota rights from producers with relatively high marginal
costs. One could imagine an intercountry transferability of quota
rights which would allow member states with relatively favourable
opportunities for the expansion of production to take over produc-
tion from countries with less favourable conditions to the advantage
of both. The positive effect of a supply control is of course the pos—
sibility of a rapid reduction of surplus production and therewith of
the net expenditures of the CAP.

The evaluation of the national gains and losses involved in the
introduction of a quota system is very complex and difficult and may
also be different for the short and the long term. The uncertainty
about the national impacts may be expected to give rise to national
claims for additenal quota rights to compensate for specific conse-
quences for national farm incomes or national agricultural develop-
ment. Moreover, there will be the argument about which country in
particular is to be held responsible for the development of surplus
production and, therefore, should accept an additional curtailment

of its national production.
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It must be feared that because of the divergent and uncertain
national impacts it will be nearly impossible to reach an agreement
about the introduction of a quota system in the community. A quota
system could however be combined with measures to improve the ef-
fects on personal and regional income distribution and to meet ob-
jections of different member states (see the proposals for the
dairy market by Woltjer, 1981). The differences in the natiomal con-
ditions for an effective administration of quota systems will be an
other important impediment for setting up an adequate common supply

contrel policy.

4. CONCLUSION

Changes in agricultural policy generally involve important but
uncertain national impacts with respect to budgetary transfers, ef-
fects on national incomes and balance of payment positions and in-
come consequences for consumers, tax payers and farmers. The com-
plexity and uncertainty of these impacts make it extremely diffi-
cult to reach an agreement on a change of policy even when this is
urgent from the viewpoint of the continuation of the CAP and the
future of the community. An important feasibility requirement for
any reform proposal is that it contains a fair balance of gains
and losses for each member state. The identification and measure-
ment of the national impacts of the CAP for this reason is impor-
tant for the development of feasible reform proposals. To avoid
frustrations on the part of economists which analyse the economic
impacts of reform proposals it must be understood that the politi-
cal evaluation of the national impacts may be quite different from
that of agricultural economists. Interdisciplinary research gaining
a better insight in the political decision making process could be

useful.
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l. The theme of the conference.

The central theme of the conference is relevant for the economic
and political situation in many European countries and the economic
and political communities of Europe. An uneven regional development
linked to a regional ethnic or racial consciousness or a common
language, history, culture or religion have become a disintegrative
force in many states 1). Without being exhaustive and confining myself
to the West of Europe I may refer to the situations in Belgium and
Spain and the recent history of nationalism in Scotland (Carey etr al.,
1980), The international recession moreover imposes heavy constraints
on government interventions to contain and manage regional crises; not
only because of the necessity to curtail government expenditures but
also because of the difficulties involved in the development of new in-
dustries. The pressure of international competition tends to afflict
most heavily the labour intensive industries in less developed regions.
As regards agriculture we can moreover mention the surplus problems
and the stagnation of the growth of demand as limiting factors,

The inability to cope with regional underdevelopment problems alsc
threatens to upset the functioning and further development of Europe's
political and economic communities, After a considerable reduction
(about 50%Z) during the fifties and sixties regional income disparity
in the E.C. seems to have increased again since 1970 (Molle, 1981) 2).
However, a considerable and increasing part (about 80Z) of the present
regional disparity can be connected with national income disparities
among the member states. It seems that national governments have heen
more succesful in the reduction of regional disparities than the com-
munity in the reduction of national disparities. A poliecy to reduce
national disparities would require a transfer of funds between member
states and an important effort in that direction would require more
solidarity of the member states than they have been showing until
now (Molle, 1981). The accession of the new member states will exacer-

bate these problems.
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The central theme of the conference is not regional development

per se but the links between agriculture and regional development.

An important characteristic of less developed and underprivi-

leged regions is the relatively large share of agriculture in employment
and income 3). In general this is not caused by a strong development

of agriculture but rather by a weak development of the other industries
and economic sectors. The agricultural sector itself is also stagnating
and agricultural productivity is low in these regions. It often concerns
peripheric and remote regions which are also agriculturally less favoured
with respect-to natural and structural conditions.

What Myrdal (1957) called the process of circular and cumulative
causation is often working in such regions. The modern development of
agriculture and its adjustment to technological and economic change is
characterised by mechanisation and auvtomation, intensification of land
use, specialisation, diversification and a strongly increased Ilinke-
age with other sectors of the economy. This development not only neces-
sitates an outflow of labour from agriculture but also requires improve-
ment of transport roads, water management systems, parcellation and
buildings to meet the demands of labour saving and yield increasing tech-
nology (de Veer, 1979). It moreover demands a highly developed infrastruc-
ture of research and development, servieing, input industries, processing,
transportation and marketing, If the conditions for an efficient functio-
ning of such agro-industrial complexes cannot be fulfilled and an effi-
cient pattern of interindustrial linkeages cannot be developed not only
a stagnation of agricultural development but also a cumulative process
of regional underdevelopment with a declining and aging population, poor
employment and investment opportunities, and a deficient social infra-

structure are likely to follow.

2, The importance of agriculture

As has been pointed out by Professor Wibberley (main paper) the
importance of agriculture as a source of employment and income in the
rural areas and the spatial impact of agricultural land use have been
declining, In highly developed economies agriculture accounts for on-
ly a few percents of national income and employment. Even in rural
areas most workers are not farmers and most farmers have small farms
which cannot provide them with a sufficient living.

But even in a highly developed economy agriculture and the indus-
tries depending on agriculture still have a considerable share in the

tradable sector 4). The size and development of this tradable sector,
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i.e. the industries involved in the production of intermationally and
interregionally tradable goods and services, are important determinants
of the general economic development and the level of income and employ-
ment which can be sustained in a country or a region.

The major part of both agricultural production and agricultural
land use are moreover in the hands of a minority of the farms regis-
tered in the census; typically 70-80% of the total agricultural preduc-
tion and land use are performed by 20-30% of the farms., These fdarms
generally are sufficiently large for an efficient use of modern farming
methods andba full utilization of the family labour force.

This dichotomy in agriculture creates a lot of confusion and is apt
to lead to inadequate analysis. A careful definition of agriculture in
accordance with the type of problems to be analysed is required. The ana-
lysis of the social problems of the rural population requires an other
definition of agriculture than the analysis of agricultural income deve-

lopment and resource management.

3. The causes of divergent regional agricultural developments

With regard to the analysis of the causes of uneven regional agri-
cultural development and its remedies different theoretical approaches
are relevant as it has been exposed in many papers. {c.a. Cambier;
Group Al; Bryden, Group B3; Bonnieux and Rainelli, Group Al).

International trade theory, that is concerned with the internatio-
nal division of labour and the flows of trade evolving therefrom, is
also relevant for regional specialisation and interregional trade.

According to this theory the basis of international and interregio-
nal trade lies in comparative cost advantages which are not neutralized
by transportation cost.

As stated by Myrdal (1957) the theory of international trade has
not been able to explain the huge economic inequalities between coun—
tries and regions. The classical doctrine derived from this theory
that trade initiates a tendency towards an equalisation of factor
prices and is an alternative to factor movements can not stand up to
the facts. This however, should not be an argument to throw out the
baby with the bath-water, as it has been suggested in some papers.
{(o.a. Cambier, Group Al).

Even if the theoretical structure is untenable the brickstones
still may be usable. In particular the "nature of trade theories"

which elucidate why some productions are peculiar for certain coun-—
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tries and regions, are relevant for an explanation of divergent regional
developments.

The two classical factors responsible for the geographical distri-
bution of industries besides transportation cost are (1) differences in
the availability and quality of natural resources and (2) differences in
factor proportions. Elaborating a distinction made by Scheper (1974) we
may associate these various locational factors with the names of Von
Thunen (transportation cost), Ricardo (natural conditions) and Heckscher-
Ohlin (factor proportioms),

The importance of transportation cost has declined with the techno-
logical developments in storage, conservation and transportation. The
strong increase of interregional agricultural trade and competition
mainly has evolved from the decreasing importance of transportation
cost. Nevertheless transportation cost still play an important part. The
location of livestock production and processing still depends strongly
on the availability of feed materials from local production or from
overseas imports because the tramsport over land of processed livestock
products - in particular dairy products, beef and pork — is considerably
cheaper than that of the equivalent amounts of feed needed for the pro-
duction. (See with regard to the location of processing industry in
Poland Novak (Group A4) and Rouba (Group A5). In this sense livestock
products still have a '"Von Thinen~character"., This also is an important
factor for explaining the spatial distribution of the entire agricultural
production. At the consumption pattern prevailing in high income countries
the major part of the capacity for vegetable production, in particular
agriculeural land, is used for the production of feed for livestock pro=-
duction at a short distance and often even on the same farm,

In vegetable production the natural conditions still have a strong

impact on the input-output relations and are, therefore, an important
factor for the location of the various crop productions and, indirect-
ly, also of the various branches of livestock production. Agricultural
products, therefore, also have a strong "Ricardo-character'. Conside-
ring the declining importance of transportation cost we must even ex-
pect an increasing tendency of regional specialisation on the basis of
comparative cost differences originating from differences in natural
conditions,

However, natural conditions to an increasing extent have become

manmade. Modern technology enables to level land, ameliorate soils
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and (re)econstruct water managements systems. Deficienecies in natural
conditions moreover increasingly can be compensated by the use of
modern yield increasing inputs, the application of adapted farming
systems and cultivation practices and the development of new crops
and crop varieties.

Such improvements of physical conditions and adaptions of agri-
cultural technology generally require heavy public investments in
land consolidation schemes, rural reconstruction programs, irriga-
tion systems and agricultural research, development and extension
services.

We should be aware of the bias involved in these public invest—
ments which is bound to reinforce existing differences in regional deve-
lopment in favour of economicly more developed and agriculturally more
advanced regions., Public Funds for such investments in agricultural in~
frastructures and in research and development (see Evenson, 1967) are
generally more abundantly available in economicly more developed coun—
tries and regions., They may be used to acquiesce farmers when they
complain about an increasing income disparity arising from a rapid
economic development in other sectors of the national or regional
economy,

Moreover, the accumulation of capital within the farming sector it-
self tends to be higher in agriculturally more favoured regions
and this still is the most important source of financing capital in both,
the so called market economies and the so called socialist countries. As
a consequence agriculturally more favoured and advanced regions with
more efficient farming structures also tend to offer better opportuni-
ties for a full and rapid utilization of improvements in physical con-
ditions and infrastructures and of new technology and, therefore, to
offer more promising prospects for effective and profitable public in-
vestments. {(see also Vincek Budin, Group Al)

Of course serious natural handicaps like extremely adverse c¢lima-
tological conditions, elevation and slope are difficult to compensate
for. The increased potential to improve physical conditions and to
develop adapted technology consequently will tend in a further dete-
rioration of the competitivity of the least favoured regions which
generally also offer bad prospects for economic development in other

sectors.
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I do nct have the impression that agricultural commodities have

a strong "Heckscher-Ohlin-character" and that factor proportions play

an important role in agriculture. The elasticity of substitution be-
tween the factors of production, labour and capital in particular, is
relatively high as compared with other industries. When labour is
abundant and capital is scarce agriculture tends to be a relatively
labour intensive industry and at high wages it is one of the most
capital-intensive sectors of the economy 5). This implies that agri-
culture willk not show a strong tendency to move away from regions
with a high wage level or move to regions with a low wage level and
that no important equalising influence on regional income disparities
is to be expected therefrom. This hypothesis seems to be confirmed by
the results of the RICAP-study (EC, 1981) (see also Clerc, Group Bl)
and by the analysis of Bonnieux and Rainelli (Croup A2).

At a more disaggrepated level, however, agricultural enterprises
with different labour capital proportions can be distinguished. But
considering the regional specialization and the location of the va-
rious agricultural enterprises this seems to be dominated by the
other locatiomal factors.

Only when leoking at the division of labour in the socialist
countries between the private and the collective sector the Heck-
scher-Ohlin-principle seems to work. The private sector concentrates
on capital and land extensive and labour intensive production enter-
prises and farming systems 6). This has an institutional rather than
a geographical basis and is comnected with the allocation of land
and capital to the two sectors and with the availability of labour.
However, in many socialist countries the private sector tends to be
relatively more important in the less favoured and economicly less
developed regions, And this may involve a bias in favour of the more
developed regions with respect to the allocation of capital and the

development of agro-industrial complexes.

4, Economies of scale

At a first glance economies of scale do not seem to be an im-
portant locational factor in farming. Modern farms in Westernm Europe
and other highly industrialised market economies generally are rela-

tively small firms with a labour force of 1-2 workers (Bergmann, 1975).
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These firms concentrate on those activities which can be performed
efficiently on the scale that the farm allows. (Boussard, 1976).
The requirements of a full and efficient use of modern large scale
farm outfit which cannot be met by the individual farm are met by
the cooperative use of implements, contract-work, or the provision
of services by downstream or upstream industries, This principle
of external organisation also applies to activities like research
and development, marketing, farm administration and all sorts of
expert advise.

The effigiency of such a small scale farming structure there-
fore depends strongly on the surrounding infrastructure of down-
stream and upstream industries, servicing firms and, last but not
least, public services. This structure contrasts strongly with the
official doctrine of agricultural development in the socialist
countries according to which the solution of the problems of scale
primarily is sought in the full integration of agriculture in large

scale agro-industrial complexes.

It would be interesting to discuss the pros en cons of these
divergent systems of organisation in more detail. I have the impres-
sion that the socialist countries tend to overestimate the importan-
ce of economies of scale and advantages of large scale organisation
in farming, and that, on the other side, they underestimate the im-
portance of scale in processing, transport and marketing. A compara-
tive analysis of the different systems concerning efficiency, flexi-
bility in adjusting to changing conditions, capacity for technical
and organisational inmovation and the position of the agricultural
producers vis 3 vis the large organisations at the input and the out-
put side of the farm would be interesting and could be enlightening.
The bargaining position of agricultural producers in their confronta-
tion with large firms is certainly a matter of concern in market eco-
nomies and the footloose character of multiregional and multinational
firms can have an important impact on regional development as discus-
sed e.g. in the paper of Montigaud, Group A4) 4).

The conference has not provided us with clear and definite ans-
wers about the potential of each of the systems for the solution of
regional development and disparity problems. (see also Gburczyk,

Group 46).
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The point which I want to stress is that in both systems the
activities involved in agricultural production and the processing
and marketing of food are strongly interrelated both geographi-
cally and corganisationally and are linked together either formally by
a complete vertical integration in agro-industrial complexes or more
loosely on the basis of commercial and contractual bonds. Interregio-
nal competition in agricultural has to a great extent become a compe-
tition between chains of integrated agricultural, industrial, servi-
cing, marketing and transporting units. Some of the components of
such an agro-fvodsystem may involve scale requirements which cannot
be adequately met because of too small a market for the regional pro-
duce. Also the geographical concentration of agricultural production
with its impact on the internal distances for transport of inputs
and outputs between farms and industries play an important part. A
higher concentration enables to achieve a larger scale in processing
ag the scale advantages in production are less soon neutralized by
increasing internal transport cost. (See also Novak, Group A4, and
Rouba, Group AS5).

An insufficient size for an efficient functioning of agro-in-
dustrial complexes and for the development of an efficient pattern of
interindustrial linkages and infrastructural provisions in reglons
with a prevailing agricultural orientation may not only lead to a
stagnation of agricultural development and a decline in regicnal com—
petivity but alsc initiate a cumulative process of underdevelopment
with the concomitant phenomena of a declining and aging farming popu-~
lation, poor employment and investment opportunities and a deficient
social infrastructure,

There are alsc dynamic aspects involved in the operation of eco-
nomies of scale as a locational factor 8). They may change under the
impact of changes in transportation cost, energy prices, expansion or
shrinking of regiomal or national demand, etc..

If the size of the market or a favourable geographical location
and natural conditions have allowed the early initiation of an effi-
cient modern system of production, processing and marketing this gives
a lead on competitors entering the market at a later stage because
further development can be based on the production experience ac-
guired and the institutional framework developed.

In my opinion the locational factors which determine the regio-
nal competivity in modern agro-industrial systems have not had suffi-

cient systematic attention during the conference.
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