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Preface 

Several years ago the Aricultural Economics Research 
Institute LEI started a large research project concerning the 
international consequences of the agricultural policy of the 
European Community. Within the project, both importing and 
exporting countries, developed and developing countries are exa
mined in the context of the external effects of the EC. One of 
the sub-projects concerns the three Scandinavian countries, 
Finland, Norway and Sweden, neighbouring the EC in the north. The 
research for this project was carried out by the author in 
September-December 1987 at the General Economics and Statistics 
Division of LEI. The author is a project researcher at the 
Pellervo Economic Research Institute, Espoo, Finland. 

irector, 

The Hague, March 1991 Ê.Ç< aachariasse 



Summary 

Agricultural policies in Western Europe all have their roots 
in the depression of the 1930s, when protectionism and direct 
market intervention became standard policy in all countries. 
After the second World War the policies shifted from crisis-
reaction to expanding agricultural output and saving foreign 
exchange. Apart from their historical origins, there are also 
economic and political forces behind the national policies. 
Changes in comparative advantage of agriculture, the share of 
agriculture in the economy and terms of trade between agri
cultural and manufactured goods are the main forces. When these 
variables turn against agriculture, the rate of protection is 
increased. As a result of the protection the agricultural sector 
is not declining in pace with the effects of Engel's Law of 
Consumption and the rate of (productivity) increases in produc
tion. This results in income disparity between agriculture and 
the rest of the economy. 

The establishment of the European Community in 1957 was the 
first major step to a free intra-European trade. The most impor
tant goals mentioned in the Treaty of Rome were: increased pro
ductivity and agricultural incomes, stable markets, guaranteed 
supplies and reasonable consumer prices. National policies had to 
be abandoned and were replaced by EC-regulations. Countries with 
high price levels wanted to retain these levels to avoid problems 
with farm income and thus the Common Agricultural Policy (CAP) 
became equally protectionist or even more so than the sum of the 
previous national policies. Scandinavian agricultural policies 
have more or less the same goals, although there is some dif
ference in the emphasis that is put on the various parts of the 
policies. Both the CAP and the Scandinavian policies have led to 
overproduction. The surpluses can only be disposed of on the 
world market, where prices are considerably lower, with the aid 
of export refunds. This puts a heavy burden on the budgets. 

The CAP has caused a strong growth in internal trade in 
agricultural products. Imports from third countries have 
decreased, while exports to third countries increased. Exporting 
third countries faced increased competition from the EC on 
EC-markets, on their domestic markets and on the world market. 
The increased EC surpluses in temperate zone products have also 
found their way to Scandinavia, notwithstanding the fact that 
these products enjoy a high degree of protection in Scandinavia 
too. Scandinavian exports of temperate zone products to the EC 
member states have become diverted to other third country 
markets. 

This study tries to analyze the influence of EC policies on 
the Scandinavian agricultural sector. The trade flows between the 
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EC and Scandinavia are analyzed by means of the Revealed 
Comparative Advantage (RCA) index. The RCA for exports is the 
ratio of a certain commodity group in a country's exports to that 
commodity group's share in world exports. If the commodity share 
exceeds the average share, then that country has a "revealed" 
comparative advantage in that commodity group. When applied to 
imports, the RCA-index reveals which countries (among the 
suppliers) have a comparative advantage. When calculated over a 
time period, the RCA-index monitors shifts in competitiveness. 
The RCA-indices of exports (RCAe) and of imports (RCA^) may be 
combined in the index of Relative Trading Power (RTP). The 
RTP-index is calculated by dividing RCAe by RCA^ and by giving 
the base period the value 100. This opens the possibility to 
express changes in trading power over a time period. 

The EC has a revealed comparative advantage in the agro-food 
imports of all three Scandinavian countries for the period 
1960-85 in a number of agro-food product groups; dairy products 
have the highest index. In cereals and animal feedingstuffs, the 
revealed disadvantage was turned into a revealed advantage. In 
exports to the EC, the Scandinavian countries do not have the 
"advantage" in any temperate zone agricultural product group, 
with the exception of Sweden in meat exports, which is due to the 
beef arrangement. In all Scandinavian countries the RCA^-index of 
the EC in total agro-food products versus total trade has 
increased considerably. This means that the EC has overcome 
Scandinavian import restrictions much more successfully in agri
cultural products than in non-agricultural products. The 
RCAe-index of the Scandinavian countries has decreased: the 
Scandinavian countries were more successful in non-agricultural 
products than in agricultural products on the EC-market. 

The Relative Trading Power index combines the rates of 
changes in RCA-indices in relation to each other and over a time 
period. The RTP-index of Scandinavian countries has increased for 
fish and for fruit and vegetables, while it decreased for dairy, 
cereals and animal feedingstuffs. When applied to agro-food ver
sus total trade, the Scandinavian countries have lost Relative 
Trading Power. Finland suffered the largest decrease, followed by 
Norway and Sweden. 

The effects of the CAP and of the enlargement of the 
Community in 1973 on the RCA- and RTP-indices have been analyzed 
with regression analysis. Both the CAP and the enlargement have 
increased the RCA-index of the EC in Scandinavian imports of 
agro-food versus total imports. The EC has put pressure on 
Scandinavia to substitute domestic agricultural production by 
imports from the EC. The same analysis applied to exports (RCAe) 
of agro-food versus total trade shows that these countries have 
suffered much more from the enlargement of the EC than from the 
CAP. When these effects are combined in the RTP-index, it appears 
that the Scandinavian trading position in agro-food products has 
deteriorated on account of the CAP and on account of the enlarge-
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ment. Finland suffered most from the CAP, whereas Norway and 
Sweden suffered most from the enlargement of the Community with 
Denmark and the United Kingdom. The total impact of CAP and 
enlargement was largest in Finland, followed by Norway and 
Sweden. 

It took quite some time, in the EC and in Scandinavia, 
before measures were taken to cut overproduction. In Scandinavian 
agriculture the first measures to limit production were already 
taken in the early 1970s, whereas the first major EC measures 
were not taken until the mid 1980s. The relative size of the 
surpluses is more or less the same in the two blocks, but the 
absolute size of the EC surpluses was much bigger. The EC cutback 
measures came much later because the EC has greater financial 
resources and because it takes more time to agree on measures as 
the ten (in some respects very differing) member countries in 
general have different priorities for their agricultural subsec
tors. The agricultural pressure of the EC may also have had a 
positive effect on Scandinavian economies: the work-force has 
been transferred more rapidly to industrial and service occupa
tions with a higher average productivity and better trade 
prospects. 

If the Uruguay round of GATT talks results in a much freer 
world trade, it will become increasingly difficult for the EC and 
Scandinavia to maintain their "national" policies. The interests 
of the EC and Scandinavia to protect domestic production of basic 
agricultural products are more or less the same. This may be a 
ground for much closer cooperation in the future, which is of 
great interest to the Scandinavian countries and indeed something 
they are actively striving for. 
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1. Introduction 

The national agricultural policies in the Scandinavian 
countries - Finland, Norway and Sweden - have been adjusted many 
times during the past decades. The reasons were often internal 
matters of production, income or structure in the farm sector. 
Some pressures and changes originated outside the national boun
daries, however. 

The external effects of the Common Agricultural Policy (CAP) 
of the European Communities (EC) have spread more and more as the 
international trade distortions increased. In most cases, unfor
tunately, discussion and research was focused on the big and 
powerful traders or on developing countries. As temperate zone 
agricultural products are an important part of the Scandinavian 
trade - like in the EC trade - the external effects of the CAP 
may be expected to reach these countries too. This view is also 
supported by the active agricultural trade between Scandinavian 
countries and the EC. 

The subject of this study is the external effects of the CAP 
on Scandinavian countries. This study tries to analyze the 
influence of EC policies on the Scandinavian agricultural sector. 
It is difficult to point out the effects of a policy of one 
country on another country because of the complexity and dynamics 
in the policy issues. As Bhagwati (1988:17) says it: "Profound 
commitments to policies are generally due to a mix of ideological 
factors (in the form of ideas and examples), interests (as 
defined by politics and economics), and institutions (as they 
shape constraints and opportunities)". Because these ingredients 
of the policy are stated as policy goals and translated into 
policy measures unique for each country, the visible political 
and economical actions undertaken by the EC are taken as the 
basis for the external effects of its policy. 

A country has four possible trading positions, namely: 
net exporter of a product/products; 
net importer of a product/products; 
a country in trade balance; 
a country with no trade. 

All these positions are partly a result of policy measures at the 
national level, and all have implications for external trade. The 
transition of the EC from a net importer to a net exporter of 
many important agricultural products as a result of the applica
tion of the CAP is also well-known (see e.g. BAE 1985). That is 
why a trade approach is used here to find out the policy effects: 
changes in trade are seen as a transmitter of the changes in the 
policy. Changes in trade can also be quantified. 
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But changes in foreign trade alone are insufficient to 
explain the implications of the EC policy. National importance of 
the concerning sector, pattern of trade and external trade 
balance, as well as position on the markets are also necessary 
background information to be able to compare the changes in trade 
with the policy actions. 

This analysis starts with combining the EC policy actions 
with changes in EC trade with Scandinavia, and then, combining 
these trade changes with changes in policies and sectors in 
Scandinavian countries. So, this approach stresses the rela
tionship between the production possibilities, policy choices and 
trade, not trying to explain how the trade flows explicitly 
should be, but setting the sector-policy trade connections as the 
basis against which the trade changes are evaluated. 

Norway Sweden Finland 

sector 

policy 

sector 

policy 

sector 

policy 

TRADE I 

policy 

sector 

EC-10 

quantitative analysis 
qualitative analysis 

Figure 1.1 Framework of the analysis 
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This framework of analysis is presented in figure 1.1. The 
type of analysis is also given in the figure: the trade changes 
and their connections with the EC agricultural policy actions are 
analyzed quantitatively, whereas the effects of the trade changes 
on Scandinavian agricultural policies and sectors are analyzed 
only qualitatively. 

This broad approach is used in this study to reach the 
following goals: 

to describe the main features of agricultural and trade 
policies, agricultural sectors and agricultural trade in the 
EC and Scandinavia in a comparative manner; 
to show and quantitatively analyze the effects of the agri
cultural policy actions of the EC on its agricultural trade 
with Scandinavia, and to develop a measure for systematic 
analysis of these effects among different product groups; 
to qualitatively analyze the effects of the agricultural 
policy actions of the EC (via mutual trade changes) on agri
cultural policies and related sectors in Scandinavian 
countries; 
In addition to this the study begins with an explanation of 

the theoretical framework and the study ends with a discussion on 
perspectives for the future. It covers the period 1960 to 1985, 
which includes the creation of the Common Agricultural Policy 
(CAP) and the enlargement of the Community. 
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2. Theoretical framework 

A wide variety of models has been developed to explain the 
pattern of international trade, both for positive and normative 
economics. The classical model explains trade flows in terms of 
comparative advantage, mainly based on cost differences: a 
country is expected to export those products that are produced 
cheaper in that country than in other countries. The country is 
expected to import other products (of comparative disadvantage) 
(Johns, 1985: 156-162). 

Another classical model, of Heckscher and Ohlin - the 
endowment model - explains the trade flows starting from dif
ferences in production factor endowments. A country is expected 
to export the commodity that uses its abundant factor of produc
tion most intensively (Markusen & Melvin, 1988: 114). 
Consequently, when the gains from trade are based on differences 
of production costs in the classical model, the Heckscher and 
Ohlin model explains these gains in terms of differences in 
amounts of production factors. 

The more recent models of international trade are based 
mainly on these two classic theorems, but frequently divert from 
assumptions that are central to these classic models. To name but 
a few; the specific factor model and increasing returns to scale, 
differences in tastes and in per capita incomes are all rather 
new ways of explaining the determination of international trade 
flows (Markusen & Melvin, 1988). 

From the point of view of this study, the sector of trade 
research which concerns imperfect competition, government inter
vention and protection, is most interesting. This sector of 
research, close to political economy, connects the domestic 
policy actions (like taxes and subsidies and trade barriers) with 
external trade. Whereas government intervention and protectionism 
are briefly discussed together with agricultural policy and trade 
context in the following chapter, the background of trade effects 
of the EC as a customs union - which is a form of imperfect com
petition - is elaborated next. 

Theoretically, the external trade effects of the EC agri
cultural policy can be divided into volume effects and price 
effects. 

The volume effects of a customs union - like the EC - are 
usually described as trade creation, trade diversion and trade 
displacement. Excluding welfare effects, trade creation means 
increased imports from (lower-cost) territories inside the union. 
Trade diversion takes place, when (lower-cost) imports are 
replaced by (higher-cost) production inside the union. Trade 
displacement may also occur, when specialization (also in third 
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countries) is pre-empted by side-effects of the customs union 
and/or when a customs union imposes specialization (externally in 
third countries) without regard to the local relative development 
cost situation (Johns, 1985; Markusen and Melvin, 1988). 

Markusen and Melvin also point out the interesting feature 
of using import protection as export promotion. This argument is 
based on increasing production and declining marginal costs 
behind the import barriers, and later on, the competitiveness 
increases on both internal and external markets. Consequently, 
market shares of other countries will decline on internal and/or 
external markets, depending on the trade balance position. From 
these considerations, the trade diversion effect is taken as an a 
priori assumption in this study. Also the trade creation effect 
and the externally directed specialization are partly questioned 
on the basis of trade shares analysis. The theoretical grounds of 
price effects of the agricultural policy of the EC are more 
complicated. The use of import protection as export promotion can 
lead to such a large production that surpluses start to depress 
market prices; in view of the huge surpluses of the EC in some 
products this can be taken for granted to some extent. 

Another price effect often examined is the impact of the EC 
agricultural policy on price instability. The size of the EC as a 
food importer makes the effects of the applied import systems 
very notable. As such, the variable import levy system used by 
the EC tends to increase price instability for exporting 
countries. This is because the world-market elasticities become 
smaller and stochastic demand and supply disturbances cause a 
higher price instability (Bale and Lutz, 1979; Harris et al., 
1983; OECD, 1982; Sampson and Yeats, 1977; Schmitz, 1983). But a 
protective price fixing policy of the EC can also have a stabi
lizing effect on prices, though only in some cases like non-
rational price expectations, multiplicative stochastic disturban
ces of supply, negative covariance between domestic, and foreign 
disturbances and stockpiling substitution (Schmitz, 1983). 
Usually however, the instability is considered to be an 
overriding effect of the CAP. 

Concerning price effects, the basic setting of big and small 
countries in the theory of international trade (Ritson, 1980) can 
be taken as an a priori assumption of this study, both when the 
Scandinavian countries are compared with the EC together or 
separately. The price effects are not examined in detail in this 
study, because they are well-known already and also because other 
countries outside the EC face similar effects. The discussion of 
price effects is carried out at a general level, although in the 
chapters on policy and sector effects in Scandinavia attention is 
given to prices. 
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3. Agricultural policies and agricultural sectors 

3.1 Presentation of agricultural policies and agricultural sec
tors 

3.1.1 Origins of the policies 

The agricultural policy of every country has its own 
history. One of the most distinctive features in agricultural 
history of developed market economies has been agricultural 
market intervention. The present pattern of intervention policies 
in Western Europe, originates in the great depression of the 
1930s, when protectionism and direct market intervention got a 
strong upswing as the second wave of protectionism started (FAO, 
1975; Tracy, 1982). Since that time the impetus in agricultural 
policy has changed from crisis-reaction to expanding agricultural 
output and saving foreign exchange during the post-war recovery. 
Later on, inter- and intra-sectoral aspects like the relative 
income position and income distribution in the farm sector were 
also included. However, the main reason for governmental inter
vention in agricultural trade has been to protect the domestic 
agricultural sector from foreign competition, which implies that 
the reasons for protection lie in inward-oriented national agri
cultural policies (FAO, 1975; Koester, 1985; OECD, 1987b). 

But the national policies have, apart from their historical 
origins, also some underlying economic and political forces 
behind them. An interesting approach to reveal the factors behind 
the national agricultural policies that function as the root of 
protectionism was made by Hayami (Anderson and Hayami, 1986). 
With simple regression analysis he was able to explain about 70% 
of the variation in the rate of protection. When the comparative 
advantage of agriculture or the share of agriculture in the eco
nomy was declining or the terms of trade between agricultural and 
manufactured goods turned against agriculture, the rate of pro
tection increased. The analysis also supported the view that as a 
regional block the EC increased the rate of agricultural protec
tion. The same was observed to be the case for neutral countries 
- like Finland and Sweden - but mainly for their preference for 
national security in food supply. 

Turning now to the EC and the Scandinavian countries, the 
three general explaining variables used by Hayami (terms of 
trade, share in agriculture and comparative advantage) have 
changed in these countries, in a direction to support agri
cultural protection. These fundamental changes are, at public and 
political level, commonly seen as the farm problem in these 
countries: the agricultural sector is not declining in pace with 
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the effects of Engel's Law of Consumption and the rate of 
(productivity) increases in production (see e.g. Bowler, 1985). 
The result is income disparity between agriculture and other sec
tors of the economy. 

This happened also in the Scandinavian countries. In figure 
3.1 the share of the agricultural sector in the Gross Domestic 
Product (GDP) and in employment are illustrated between 1960 and 
1985. In both respects the importance of the sector has declined. 
Compared with the average of the EC-10, the farm sector of 
Finland is still relatively large, whereas in Norway and espe
cially in Sweden the relative size of the sector is small. 
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Figure 3.1 Relative size of agriculture in the economy: value 
added in agriculture as a percentage of GDP, and 
employment in agriculture as a percentage of total 
civilian employment between 1960 and 1985. (The 
employment figures include agriculture, hunting, 
forestry and fishing. The Swedish GDP-share in 1960 
has been estimated by the author) 

Sources: OECD, 1983, 1987a. 

As can also be seen in the figure, the per capita income in 
the agricultural sector fall below the average of the economy 
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(the line R=100 roughly indicating income parity). In most 
countries the agricultural incomes vary between 50% to 70% of the 
national average, although within the EC great differences do 
exist. No essential improvement in relative agricultural incomes 
has occurred during the past decades. Especially not in the EC, 
where the relative incomes, on average, have gradually fallen 
below the levels of the Scandinavian countries. This more 
favourable development of relative incomes in Scandinavian econo
mies can be seen in the context of a much more rapid decrease in 
sector size (figure 3.1) and, to some extent, greater improve
ments in farm structure and productivity during the existence of 
the EC. 

From the data of Hayami and Ruttan (1985) it can be calcu
lated that land productivity tends to be higher in the more 
southern European Community than in the Scandinavian countries, 
whereas in the case of labour productivity the case is vice 
versa. So, producing one agricultural output unit in the 
Scandinavian countries requires some 5 to 40% more land, but some 
15 to 40% less labour than the same production in the EC (with 
the reservation that the calculation method of Hayami and Ruttan 
is very arbitrary). This means that the EC is more suitable for 
arable production and that Scandinavia is more suitable for more 
labour-intensive livestock production, which also makes sense 
taking into account the risks of production. Also the study of 
Learner (1984) supports this view in terms of comparative advan
tage based on resource endowments. 

Figure 3.2 shows the productivity developments in these 
countries between 1960 and 1980. It shows the pattern of produc
tivity as described above, but it also reveals the enormous dif
ferences within the EC. The land productivity (on the vertical 
axis) as well as the labour productivity (on the horizontal axis) 
in Benelux-countries, for instance, is four to seven times higher 
than in Greece. It also gives a picture of the amount of agri
cultural land per capita (the A/L-lines). This figure is smallest 
in the EC, where relatively large numbers of people work in agri
culture. This is partly due to the short but intensive growing 
season in the north, which has caused a rapid mechanization of 
agriculture in Scandinavia. 

The rate of increase in agricultural productivity differs 
only slightly in these countries and, in general, has been rapid. 
The labour productivity has increased about 6% p.a., the land 
productivity about 3% p.a., and the per capita operated land 
about 4% p.a. (calculated using data of Hayami and Ruttan). 
Turning now to two elements contributing to productivity changes, 
which are often discussed when speaking about the grounds for 
agricultural policy - namely farm structure and yield level - the 
picture becomes somewhat clearer. The best farm structure among 
these countries is found in Sweden, which has a long tradition of 
clear-cut structural policy in agriculture. In Finland and Norway 
the average farm size is below the EC average. The structure of 
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Figure 3.2 Labour and land productivity developments between 
1960 and 1980 
The labour productivity is calculated as: 
log(Y/L) - log(A/L) + log(T/A), where 
Y = output in agriculture in wheat units *) 
L = labour force in agriculture in male workers 
A « agricultural area in hectares 

Source: Partly recalculated from Hayami and Ruttan, 1985. 
*) The output measure in wheat units is obtained by relating pri
ces of other products to the wheat price and by expressing the 
resulting total output in tons of wheat. 

the central dairy sector - taking about 20% to 40Z of the produc
tion value in the farm sector these days - is comparable in the 
EC and in Sweden, but again more unfavourable in Norway and 
Finland. These developments are illustrated in figure 3.3. 

This disadvantage of a non-optimal farm structure is 
increased by the low yields especially in the north, where the 
growing season is short and risky (figure 3.4). Again, Sweden 
turns out to be the most competitive of the Scandinavian 
countries due to the more favourable location of her main produc
tion areas. The average milk yield per cow in Finland, Norway and 
Sweden exceeds the average yield in the EC, and also the growth 
in milk yield in these countries has been more rapid than in the 
EC. 
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Figure 3.3 The average farm sizes and dairy herd sizes in i973 
and 1984 
(The figures for Sweden concern farms over 2 hec
tares, for the EC and Finland farms over 1 hectare, 
and for Norway farms over 0.5 hectares. These dif
ferences do not remove the comparability of the 
sizes, because for instance in Finland the average 
size of farms over 2 ha is only 1 ha in excess over 
the average size of farms over 1 ha.) 

Sources: Commission of the European Communities, 1987; Kettunen, 
1987; Maatilahallitus, 1987; Statistiska Centralbyraen, Sverige: 
Statistiska AErsbok, various issues; Statistisk Sentralbyrae, 
Norge: Statistisk AErbok, various issues. 

In the mutual comparison it would be more natural to put 
more weight on the labour-intensive and less risky livestock pro
duction in Scandinavia, while the EC would have a kind of mutual 
comparative advantage in arable production. However, on a world 
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1961-65 

Figure 3.4 The average yield of cereals (the arithmetic average 
of wheat and barley) and of milk per cow between 
1961-65 (average) and 1982-84 (average) 

Source: Calculated from FAO Production Yearbook, issues 1976 and 

scale neither of these groups is really competitive on the 
markets against traditionally exporting countries with a more 
favourable climate and farm structure and a lower general price 
level. As such, these more detailed considerations support the 
views of Hayami presented in the beginning: the grounds for 
intervention, regulation and protection in agriculture do exist 
also m these countries. These points are just some aspects of 
the farm problem, of the too low average productivity of the farm 
sector and the too slow adjustment of that sector. They do 
however, comprise the basis for setting the policy goals and 
selecting the policy measures and the way to use them. And they 
do also give the starting point, against which the consequences 
of the policies, both national and international, can be judged 
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3.1.2 Outline of the policies 

The sought-after freer intra-European trade took a long leap 
forward in 1957, when the European Economic Community was 
established with the Treaty of Rome. The expected great economic 
advantages were the reason for the creation of a customs union: 
economies of scale in production, specialization and increased 
productivity, more efficient allocation of resources, lower pro
duction costs and improved competitive position in relation to 
third parties leading to an improved level of economic welfare 
for members of the union (Bowler, 1985). Although some hesitation 
existed, mainly because the national agricultural policies had to 
be abandoned, the EC was formed by the Six (Strijker, 1986). But 
agriculture was treated as a special problem in the Treaty of 
Rome, and working out the Common Agricultural Policy was delayed 
until the early the 1960s and was not completed, except for minor 
details, before 1968 (McCalla, 1969). 

In 1973 the EC was enlarged with three new northern members: 
Denmark, Ireland and the United Kingdom. Before this the UK and 
Denmark were members of the EFTA, as the Scandinavian countries 
still are. Norway was also about to join the EC, but the mem
bership was rejected in a referendum, mainly because of the EC's 
fisheries regime allowing free access for vessels of member sta
tes to each others' fishing grounds (Tracy, 1982). In 1981 Greece 
joined the EC, and it became the Ten. 

The economic advantages of the customs union as such were 
also welcomed by the agricultural sector to solve the farm 
problem. The goals of the Common Agricultural Policy were stated 
in the Treaty of Rome, Article 39. They were goals for increased 
productivity and agricultural incomes, stabilized markets, 
guaranteed supplies and reasonable consumer prices; in fact 
goals, which are most important in the Scandinavian countries as 
well. At first the priority of the CAP was to establish the com
mon market through the farm incomes, later on the EC followed a 
more market-oriented approach (Strijker, 1986). In the 
Scandinavian countries the farm incomes have always ranked high 
among the objectives, but as could be seen before, income parity 
is not obtained there either. 

In some respects the goals and their weights do differ in 
these blocks, however. At first, in the Scandinavian countries 
the goal of "regular supplies" is more or less directly connected 
with a desired level of self-sufficiency in general or even per 
product. This has not been the case in the EC, where until recent 
years the income goal was dominating and the goal of increased 
production was more or less open-ended (BAE, 1985; Strijker, 
1986). 

The second difference is the regional character of 
Scandinavian agricultural policies. Much attention is given to 
those policy aspects that preserve the infrastructure and viabi-
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lity of remote areas. This also partly explains why the farm 
structure and yield level in Finland and Norway are relatively 
unfavourable. As a matter of fact this also means that the 
Scandinavian policies are much more directed at manipulating the 
intra-sectoral income distribution. They also have more instru
ments for this purpose. The EC policy, instead, has been pri
marily global, not taking into account differences between far
mers, sub-sectors and regions to the same extent as in 
Scandinavia. 

A special goal for Norway has been to put a great effort 
into reclamation and cultivation of new land since the mid 1970s 
to raise the overall food self-sufficiency from about 36% in the 
early 1980s up to 44Z by 1990. This is to lead to considerable 
increases especially in grain production in the less-favoured 
areas (Cohen, 1980). 

Far more important for the external effects of the CAP, 
however, are the three pillars of the CAP: 
1) free trade within the EC; 
2) internal preference in trade; 
3) joint financial responsibility. 

Free internal trade and financial solidarity have enabled 
some small but efficient countries (like Benelux-countries, 
Denmark and in livestock products Ireland) to expand their pro
duction to levels impossible within their own national markets 
and financial resources. Internal preference can be expected to 
cause trade creation inside the EC and trade diversion in rela
tion to external suppliers (Bowler, 1985). 

The reason why the CAP has been described as so protec
tionist, originates in the way and measures through which the CAP 
was implemented. It has been argued that the CAP was more protec
tionist than the sum of previous national policies (e.g. BAE, 
1985; Heidhues, et al.,1978; Koester, 1985). This happened 
because the high-price member countries wanted to retain high 
price levels to avoid farm income problems, because the protec
tion of some product groups tended to spread Community-wide, and 
because supply-control of some exporting member countries was 
replaced by export stimulating policies to take advantage of the 
expanded internal markets (Heidhues, et al., 1978). 
Unfortunately, from the Scandinavian point of view, this 
increased protection affected the temperate zone agricultural 
products most of all (Harris et al., 1983). This increase in pro
tection in the EC is shown in table 3.1, for total agriculture 
and for some important products. But, it should be kept in mind 
that the protection in Scandinavian countries was even higher 
because of their parallel policy goals and more disadvantaged 
production circumstances - this is shown by the Swedish figures, 
and the figures for Finland and Norway would still be higher. On 
average, the producer prices have tended to exceed border prices 
(as defined by the Nominal Rate of Protection) by 30X to 60%. 
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Table 3.1 Nominal Rates of agricultural Protection (NRP) in the 
EC and in Sweden between 1955 and 1980, in % 

Year 

EC *) 
cereals 
livestock 

beef 
pork 
milk 

Sweden 

prod. 

1955 

35 
33 
34 
71 
29 
16 
34 

1960 

37 
29 
37 
61 
31 
29 
44 

1965 

45 
33 
48 
71 
44 
42 
50 

1970 

52 
47 
52 
75 
21 
86 
65 

1975 

29 
6 

40 
63 
19 
58 
43 

1980 

38 
23 
42 
93 
13 
53 
59 

*) The EC includes France, Germany, Italy and the Netherlands in 
1955-70, plus Denmark and the United Kingdom in 1975-80. The 
total is a weighted average of 12 commodities. 
Source: Anderson and Hayami, 1986. 

The protection is realized by keeping the internal prices 
above external levels, in addition to this there are specific 
support measures for agriculture. The amount of support in PSE 
1), was some 43% of the total receipts in the EC and some 56% in 
the Nordic countries (including also Iceland and Switzerland) by 
1980. The bulk of the support is for the dairy sector, both in 
the EC and in Scandinavia (OECD, 1987b). 

However, the real prices received by farmers have tended to 
decline in these countries since the early 1970s, as shown in 
figure 3.5. This increase in cost price has put forward addi
tional pressure to keep up the producer prices. 

Careful interpretation of the basic data shows that in 
recent years the agricultural prices have retained their levels 
better in the EC than in Scandinavia, especially where the crops 
are concerned. This is the most remarkable feature of the use of 
agricultural policy measures concerning national issues in these 
countries: the prices are not used to control production, because 
of the conflict with the farm income goal. 

The essential criticism against the EC and the Scandinavian 
countries as "flagships" of protectionism is based on the pro
tected agricultural market and the accompanying trade measures. 
The national markets are balanced through intervention buying, 
storage and import/export arrangements. The charges against the 
EC are especially based on its import regulations. 

1) The Producer Subsidy Equivalent (PSE) describes the total 
amount of support to agriculture, including the difference 
of domestic and world market prices as support, plus direct 
payments to agriculture (net). 
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1985 
Year 

Figure 3.5 The ratio of producer prices to input prices in agri
culture between 1960 (1970 for the EC) and 1985 as 
index numbers (1970-100) (The index series are not 
fully comparable due to slightly different bases and 
linking of time series. The EC-9 in 1970-80, the 
EC-10 in 1981-85) 

Sources: Commission of the European Communities, 1987; Eurostat, 
1976, 1978, 1981; FAO Production Yearbook 1968, 1976, 1978; 
Kettunen, 1987a; MTTL, 1985; Statistisk Sentralbyrae, Norge, 
1978; Statistisk Sentralbyrae, Norge, Statistisk AErbok 1982. 

The type and level of frontier protection is adjusted 
according to the importance a product is felt to have for the 
EC's domestic producers. The temperate products (cereals, dairy 
products, meat, sugar and some Mediterranean products), which 
traditionally have been the core of the CAP, are under the 
strongest import restrictions, mostly import levies. The bulk of 
domestic and export regulations and support measures also apply 
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to these products, with the distinction that surplus sugar has 
tended to be exported, whereas the surplus of dairy products has 
tended to be added to intervention stocks or disposed of domesti
cally in various sub-markets at lower prices. This has saturated 
the EC-markets at least with dairy products. From an external 
point of view the variable import levies have made it impossible 
to enter the EC-markets at prices below the administrative 
threshold price, which means absolute administered protection 
(BAE, 1985; Harris, et al., 1983). 

The products subject to intermediate import regulations in 
the EC include wine, fruit and vegetables, for which ad valorem 
duties with minimum import prices are normally used. For the rest 
of the products covered by the CAP an ad valorem duty is supposed 
to be enough in most cases (e.g. oilseeds, agricultural raw 
materials) (Harris, et al., 1983). 

These measures are also known in Scandinavia, where the 
Norwegian scale of import restriction methods can be described as 
the strongest, and the Swedish one as the most liberal. This dif-

Product 

Imports: 
Dairy 
Meat 
Cereals 
Sugar 

Exports : 
Dairy 
Meat 
Cereals 
Sugar 

EC 

Iv,T 
Q,Iv,D,Sp+Is 

Iv,T 
Iv,T 

E 
E 
E 
E 

Finland 

Q.Ld.Iv 
Iv 

Ld,Iv,D,M 
Ld,Iv,D 

E,A 
E,A 
E,M 
E 

Norway 

B,Q,Ld,I,D 
B,Ld,I 
I.D.M 

D 

E,A 
E,A 
M 

Sweden 

Iv 
L,Iv 
L.I.D 
La.I 

E,A 
E,A 
E 

Figure 3.6 A schematic list *) of the main border measures by 
products (The list may not be complete and indicates 
only the variety of measures used without priorities) 

Sources: Anon. 1984b, 1985a, 1985b; BAE, 1985; Bowler, 1985; 
Cohen, 1980, 1982; Ministry of agriculture, Norway, 1983; OECD, 
1974, 1975a, 1975b, 1987b. 
*) Codes: B - Import ban T 

Q - Import quota E 
L » Import licence A 
I - Import levy v 
D = Customs duty d 
M » State monopoly trading a 
Sp= Sluice-gate price s 

= Threshold price 
= Export subsidy 
= Agreement in exports 
= variable 
= discretionary 
= automatic 
= supplementary 
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ference is in line with the differences in competitiveness, in 
farm structures and yields (chapter 2.1.1). The incidence of 
Non-Tariff Barriers (NTBs) is largest in Finland, however, where 
almost half the value of agricultural imports was subject to NTBs 
in 1983 - compared with 33Z in Norway and 40% in the Community. 
Surplus products are exported with the aid of export subsidies or 
restitutions (as they are called in the EC). Also some special 
agreements are used in exports. 

These border measures used in imports and exports for some 
important temperate zone products are summarized in figure 3.6. 
It gives an impression of how important protection is in each 
country and it also gives a clue to the effects of this protec
tion (by the necessity of export measures). 

3.1.3 Outcome of the policies 

The outcome of these policies and policy measures can now be 
compared with the goals of, for instance, the CAP. The goal of 
productivity increases and reasonable consumer prices has been 
reached to a fair extent. A reasonable farm income has not been 
reached in most countries. Norway, with plenty of oil-dollars 
since the 1970s, is the only exception. The large and efficient 
producers have benefitted most from the price support measures 
and this stimulated the production strongly (BAE, 1985; OECD, 
1987b). So, the production increased faster than effective 
demand, self-sufficiency increased, and the situation has turned 
to overproduction of most temperate zone products in these 
countries (in Norway however, only of some livestock products). 
This implies that the goal of guaranteed supplies has well been 
reached, but markets are not stable. A critical aspect of the CAP 
is that the support measures have favoured the temperate zone 
commodities produced in the north of the EC rather than the 
Mediterranean products (BAE, 1985). The high prices have also 
been very advantageous for the efficient northern producers in 
the EC, where the level of productivity is not comparable with 
that in more southern member countries (figure 3.2). The result 
is a very similar structure of production and surpluses in the 
northern countries of the EC and Scandinavia. 

These developments of overproduction are illustrated in 
table 3.2 by means of the self-sufficiency ratios for some pro
ducts (for details, see annex 2) since the birth of the CAP. In 
the early 1980s the EC had massive surpluses of sugar, many dairy 
products and some cereals (wheat and barley). The situation has 
changed remarkably since the early 1960s. Among the Scandinavian 
countries the situation is worst in Finland with a large overpro
duction of dairy products, meat, coarse grains and eggs. In 
Sweden the surpluses are relatively smaller and consist mainly of 
cereals, meat and some dairy products. The only remarkable 
surplus sector in Norway is dairy produce. On the other hand 
there is a large shortage of domestic cereals and no domestic 
sugar production at all in Norway. 
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Table 3.2 Self-sufficiency ratios of some products in 1960-64 
(A) and in 1980-84 (B), production volume as a percen
tage of consumption volume per period 

Product 

Cereals 
Sugar 
Meat 
Cheese 
Butter 
Eggs 

Source : Annex 

EC 

A 

71 
80 
94 
96 
79 
97 

2. 

-9 

B 

94 
136 
101 
98 

126 
103 

Fin 

A 

91 
28 
98 

220 
124 
124 

land 

B 

103 
61 

112 
196 
132 
155 

Norway 

A 

52 
0 

109 
140 
143 
100 

B 

68 
0 

100 
136 
120 
101 

Sweden 

A 

104 
78 

105 
95 

116 
106 

B 

122 
96 

113 
94 

124 
107 

Before turning to trade issues, the costs of these policies 
will be reviewed. The budgetary problem in the EC has changed 
structurally as the import levies have maintained their level, 
but costs of balancing the markets have quadrupled during a 
decade (Meester, 1984). Still, the budget costs related to agri
culture in the EC and Sweden are relatively much smaller than in 
Norway or Finland as shown in table 3.3. The agricultural costs 
comprise some 2% of the GDP in Finland and Norway, but only just 
over half a per cent in the EC and in Sweden. If one tries to 
also take into account the national contributions to agriculture 
(as approximated by the Commission, 1984), the GDP-share in the 
EC would be some 1.5 per cents. In the consumer expenditures the 
share of food in these countries is about one fifth on average, 
which can described as normal. 

Table 3.3 Cost indicators of agricultural policy 

CE *) SB *) GDP *) 

EC 14-35 0.3-1.8 0.7 

Finland 20 7.8 2.2 
Norway 21 8.3 2.0 
Sweden 19 1.3 0.6 

*) CE = The share of food in consumption expenditures in 1984 
SB = The share of agriculture in total state budget 1985; 

the EC refers to EC-6 in 1983 
GDP= The share of agricultural budget in GDP in 1985; the 

EC refers to EAGGF-expenditures. 
Sources: Anon. 1986; Commission of European Communities, 1987; 
IMF, 1986; OECD, 1987d; Statistiska Centralbyraen, Sverige: Stat. 
AErsbok; Statistisk Sentralbyrae, Norge: Statistisk AErbok. 
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The increased self-sufficiency and surpluses have caused 
trade changes in these countries. At first, the relative impor
tance of agricultural imports has tended to decline, whereas the 
relative importance of agricultural exports has been maintained 
or increased - with the exception of Norway because of her 
rapidly expanding oil economy. In general, the share of agri
culture in total trade is still marginal and relatively smaller 

The other effect is the change in the structure of agri
cultural trade. In imports the main product group these days is 
tropical products (fruit, coffee etc.), whereas in the past these 
countries used to import more temperate zone products. Now 
however, they export these products in great quantities. A 
notable exception is the dominance of fish products in the 
Norwegian agro-food exports, as shown in figure 3.8 (definition 
of agro-food trade is given in annex 11). 

- \ 

Imports 

1970 1984 
Year 

Figure 3.7 The percentage share of agriculture in total merchan
dise trade value in 1970-84 

Source: Calculated from FAO Trade Yearbook, various issues. 
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A third notable impact is the change in the agro-food trade 
balance in these countries. When the total agro-food trade is 
considered, Norway - surprisingly - is the only net exporter: the 
steadily increased self-sufficiency has gradually balanced the 
trade. In 1985 the trade balance of Norway was about 30% posi
tive, whereas the balances of the EC and Finland were some 10% to 
15% negative, and the balance of Sweden was even more than 50% 
negative, calculated as exports value (f.o.b.) as a percentage of 
imports value (c.i.f.). 

When only the temperate zone products (i.e. live animals, 
meat, dairy products, cereals and sugar) are considered, the 
situation is very different however. Finland scores the highest 
relative net exports, with an export value of more than five 
times the value of imports in 1984. For Sweden this ratio is 
about 2, for the EC about 1.2, and for Norway only about 0.4. 
This means that Norway is a great importer of temperate zone pro
ducts, as the self-sufficiency figures already indicated. The 
development of these trade balances is given in figure 3.9. 

The EC's transition from a major importer of temperate zone 
agricultural products to a large net exporter (as also indicated 
above) has been described as one of the main developments in the 
global agricultural trade since the early 1970s (e.g. BAE, 1985). 
This phenomenon is very clear in cereals, sugar, beef and dairy 
products. The EC nowadays is the largest exporter in the world 
for butter, milk powder, condensed milk, cheese, egg products, 
poultry meat and wheat flour. It also exports almost as much 
sugar as Cuba and more beef than the "traditional" exporters 
Argentina and Australia (Commission, 1987). 

However, there is a fundamental difference between the EC 
and Scandinavian countries with respect to their trade volume in 
temperate zone products. The production volumes of Scandinavian 
countries comprise only 1% to 4% of the EC production volumes for 
most common products (see annex 3). But from FAO data it can be 
calculated that the value of EC surpluses in temperate zone pro
ducts is some 20 to 30 times higher than the value of surpluses 
in Finland or Sweden in the mid 1980s. Furthermore, the share of 
the EC in the agricultural world trade nowadays is about 35%; the 
Scandinavian share is some 1% - 2%. This implies that the EC 
position on the markets is not comparable with the position of 
Scandinavian countries, in accordance with the role of big and 
small countries in the theory of trade. 

The result of these developments has been that in the 1980s 
these parties meet at the same export markets with mainly similar 
products. Both parties place a great majority of their exports on 
the markets of developed market economies (roughly 3/4); deve
loping market economies and centrally planned economies (not for 
Finland) are only marginal export destinations (United States 
1986a and national statistics). The build-up of the surpluses has 
resulted in an increased export orientation of these countries in 
the 1980s, whereas the trend in the world as a whole has been 
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Figure 3.8 The percentage value structures of agro-food imports 
and exports in 1985 

Sources: Eurostat/LEI; Annex 6. 

vice versa (FAO Trade Yearbook, various issues). The concomitant 
increase in competition on disturbed export markets is likely to 
have some effects on Scandinavia, too. 

These effects become even more evident, when the importance 
of the EC as a trading partner of the Scandinavian countries is 
considered. In 1985 the EC had a share of 20% to 40X in the value 
of agro-food trade of Scandinavia; the intra-Scandinavian share 
ranged between 2% to 15% (national statistical yearbooks). The 
power of the EC is also felt in the north. 
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Figure 3.9 The agro-food and temperate zone agricultural pro
ducts trade balances in 1965-84/85, exports value as 
a percentage of imports value 

Source: Calculated from FAO Trade Yearbook, various issues. 

3.2 Spill-over effects of EC agricultural policy in perspective 

Bearing in mind all the above considerations, it is logical 
to conclude that the EC policy choice is by no means optimal 
(Meester, 1984; Strijker, 1986). When the EC was a net importer 
of temperate zone products the import levy system did function 
satisfactorily, as the levies contributed to the financing of 
temporary exports. Import-substitution (increased self-
sufficiency) reduced the levy revenues, but the levy per unit 
increased as the price gap increased in imports (indicated e.g. 
by NRP-coefficient). When the EC became a net exporter, an export 
subsidy was required to bridge the price gap. This resulted in an 
increased price gap and volume of exports. Market intervention in 
the EC got a more permanent character and gradually the limit of 
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the EC budget and the absorption limit of the world market were 
reached. A change in EC policy has become inevitable. This change 
in policy comes very late as in third countries the effects of 
the EC policy have been felt for a long time already. 

An interesting point is that this kind of trade distorting 
policy is against the principles of the CAP itself. In Article 
110 of the Treaty of Rome a goal is laid down to support the har
monious development of world trade (Bowler, 1985). A more public 
arena of criticism against the CAP has been the GATT (General 
Agreement on Tariffs and Trade) and related Multilateral Trade 
Negotiations. According to the GATT Article XI the quantitative 
import restrictions should be eliminated. This places a heavier 
burden on the Scandinavian countries than on the EC (see chapter 
3.1.2). 

However, when export subsidies are concerned the EC is more 
to blame than the Scandinavian countries. Given that both parties 
subsidize domestic temperate zone agricultural surplus production 
to a high degree, the main distinction between them can be found 
in Article XVI of the GATT. There a ban is laid down on using 
export subsidies in a way "which results in that contracting 
party having more than an equitable share of world export trade 
in that product" when a previous representative period and any 
special factors are taken into consideration. Without doubt the 
EC share in temperate zone agricultural products is not equitable 
any more, even though the GATT treaty does not state precisely 
the notion of "equitable share", "representative period" or 
"special factors". 
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4. Trade effects of the EC agricultural policy 

4.1 General effects 

Some evidence of the trade creation effect of the CAP can be 
found in the rapid increase in internal trade: between 1958 and 
1977 the internal trade has increased tenfold: considerably more 
than the internal production growth. 

From the external point of view, however, the trade diver
sion effect of the CAP is more important. The share of internal 
imports has increased continuously in the EC at the expense of 
external suppliers and around the mid 1970s the value of internal 

z 
so r 

N. 

w i nc 1965 
Year 

Figure 4.1 External food imports as a percentage of total food 
imports (A), and external food exports as a percen
tage of external food imports (B) in 1958-1985, based 
on current ECU-values 

Source: Annex 4. 
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food imports passed the value of external food Imports. The share 
of external food Imports has declined from over 70Z to 40% since 
the CAP was established (figure 4.1). 

At the same time the ratio between external food exports and 
external food imports has grown from about 20% to 60Z (figure 
4.1). This implies that exporting third countries meet with 
increased competition from the EC on EC-markets, on their 
domestic markets and on the markets of other importing countries. 

The figure clearly shows that the protection and internal 
preference regimes have been effective. As the rate of protection 
(table 3.1) as well as the means of import restrictions (figure 
3.6) do differ per product, the trade diversion effect also 
varies for the various products. As can be expected, the most 
dramatic diversion takes place in imports of temperate zone agri
cultural products. Some 50X to 90% of the import volume of these 

Figure 4.2 External imports of some temperate zone agricultural 
products as a percentage of total imports of the EC 
in 1962-84, based on quantities 

Source: Annex 5. 
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products came from outside the Community in 1962 when the first 
regulations were introduced; in 1984 the respective shares 
amounted to only some 10% to 30%. This effect of the CAP is shown 
for some products in figure 4.2 (some more products are covered 
in the list of annex 5). 

There are two important exceptions to this trade diversion, 
namely the cereal substitutes and the preferential trade arrange
ments. Cereal substitutes and stock-feeding supplements like 
manioc and corn gluten enter the EC either duty-free or at a low 
rate of duty. This has resulted in large imports of these pro
ducts, notably in Northern European member countries of the EC, 
with a highly positive effect on production in especially the 
Netherlands. The substitution effect also increases the surplus 
of cereals in the EC (BAE, 1985). This has decreased the relative 
competitiveness of the Scandinavian producers. 

In general, the trade concessions of the EC are preferential 
to developing countries, which means that in these cases the 
Scandinavian disadvantage at the EC-markets is institutionalized. 
The special concession for New Zealand in butter exports to the 
United Kingdom can also be seen as negative for Scandinavian 
exporters. Apart from these schemes other trade arrangements of 
the EC member countries have also influenced the size of the 
markets open for Scandinavian exports. 

The Scandinavian arrangements mostly concern trans-ocean 
markets or are working within the EFTA-frame, but Finland has a 
special long-term trade agreement with the Soviet Union. Each of 
the Scandinavian countries still enjoys a preferential trade 
position in respect to the EC: Finland and Norway in cheese and 
Sweden in meat. However, in general agricultural products are 
excluded from free trade both within EFTA and within the bila
teral free trade agreements of these countries and the EC. As 
such, the exceptions are small. 

The price depressing effects of the CAP have been examined 
widely by simulating the outcomes of EC trade liberalization (in 
various forms and degrees). Most trade models suggest this effect 
to be between 3% to 16% in cereals and sugar, and between 9% and 
30% in most livestock products (Anderson and Tyers, 1984; Koester 
and Bale, 1980; Sampson and Snape, 1980; Schmitz, 1983). An 
extensive IIASA-model (1986) supports these results: the effect 
was estimated to be 6% to 7% on prices of cereals (in 1990), and 
5% to 19% on livestock product prices. For the agricultural pro
ducts as a whole the price would go up by 6.2% if the EC trade 
were liberalized. 

Trade liberalization by the EC would also decrease world 
market price instability: according to the findings of Schmitz 
(1983) the price variability would be reduced by 10% in wheat, by 
16% in sugar, by 12% in beef, and by 25% in butter. 

Although the impact of Scandinavian protection and surpluses 
runs parallel to that of the EC, its size is still much smaller. 
This can be seen, for instance, in the study by the OECD (1987b). 
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4.2 Trade effects on Finland 

The share of EC-10 in agro-food imports (for definition, see 
annex 11) of Finland has increased from 13% in 1960 to 23% in 
1985, but there has been a large variation in the imports share 
of the EC. The share of the Continental Community has increased 
steadily from 9% to 14% during the period, and also the British 
share in imports has increased (from 2% to 5%). Instead, the 
share of Denmark has remained at 3% to 5%. These developments are 
illustrated in figure 4.3 1). The commodity structure of Finnish 
agro-food trade is given in annex 6. 

Also the shares of EFTA-countries and the United States have 
tended to increase, whereas the main "loser" of markets has been 
the Soviet Union (see annex 7). Relatively, the penetration of 
the EC into the Finnish markets has been somewhat less distinc
tive than the increase in intra-EFTA trade in this case. 
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Figure 4.3 The shares of EC-countries in total agro-food imports 
of Finland in 1960-85, based on current FMk-values 

Source: Tullihallitus: Ulkomaankauppa I A, various issues. 

1) All the trade shares used in this study ignore the shares of 
Ireland up to 1973 and of Greece up to 1981 for statistical 
reasons. However, these shares are very small and quite 
similar in all these countries and therefore do not limit 
comparability or interpretation of the results. 
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In the total agro-food exports of Finland the developments 
with respect to the EC are very clear. Finland used to place some 
65% of her agro-food exports on the EC-market in 1960 before the 
CAP; the share in 1985 was only some 22%. The share of the 
Continental EC did not decline remarkably before the 1980s, 
whereas exports to the United Kingdom did collapse when its mem
bership was established in 1973. Surprisingly, the exports share 
of Denmark has increased slightly from 1% to 3% over the period 
(see figure 4.4). 
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Figure 4.4 The shares of EC-countries in total agro-food exports 
of Finland in 1960-85, based on current FMk-values 

Source: Tullihallitus: Ulkomaankauppa I A, various issues. 

In reaction to the gradual closure of EC-markets Finland 
increased its exports to EFTA-countries (mainly Norway and 
Sweden) and to the Soviet Union in the 1960s, whereas in the 
1970s and 1980s an increasing share of the exports is placed on 
trans-ocean markets (see annex 7). 

No doubt, the closure of the British food markets in 1973 
was shocking for Finland, which had exported a lot of dairy pro
ducts to the open commercial food markets of the world (Knox, 
1986). When the UK joined the EC, Finland saw one of her main 
markets closed: the value of agro-food exports declined by more 
than 75% in 1972-73 in real terms, as shown in figure 4.5. 
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Figure 4.5 The value of Finnish agro-food exports to the United 
Kingdom in 1950-85, at constant 1982 prices In mill. 
FMk (Deflated by the price index of food exports) 

Sources: Kotilainen, 1985. 
Tilastokeskus:Suomen tilastollinen vuosik. 1987. 

Dairy exports were very Important to Finland during the 
early days of the CAP: it constituted even two thirds of agro-
food exports in the early 1960s, and still one third when the UK 
joined the EC (see annex 6). In this context, the decrease in 
exports to EC-markets put a strong pressure on Finnish dairy 
exports - and the dairy markets of the EC did close in the course 
of the CAP-creation. In 1960 the share of the EC was still 76%, 
in 1970 38%, in 1980 21* and in 1985 only 18X. In the early 1960s 
the destination of almost one half of the dairy exports of 
Finland was the United Kingdom - in 1973 the share was only 1.3% 
and has remained below 1% ever since. 
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Figure 4.6 The shares of some countries/country groups in total 
dairy products exports value of Finland in 1958-82, 
based on current FMk-values 

Source: Tullihallitus: Ulkomaankauppa I A, various issues. 

The reason why Finland has managed to preserve some market 
share in the EC, is a mutual agreement on export quota for 
cheese. The quota in the mid 1980s is 7,750 tons (Anon., 1987). 
The lost EC-markets were replaced by increased exports to the 
Soviet Union in the 1960s, whereas exports to the British market 
were replaced by increased exports to the United States (a cheese 
quota of 10,500 tons). 
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4.3 Trade effects on Norway 

The influence of the EC's increased need to export is more 
evident in Norwegian than in Finnish agro-food imports. The share 
of the whole EC in Norwegian markets has increased from 19% in 
1960 to 34% in 1985, and the major shift did happen in the 1960s 
as the first CAP-regulations were introduced. The share of both 

z 
«o r 

30 -

25 

/ 

oL^ _L I t i 
I960 1965 

~ — ^ — Denmark 

Whole EC 

_ . _ Continental EC 

— « _ United Kingdom 

USA 

1970 1973 1975 1985 
Year 

Figure 4. 7 The shares of EC-countries in total agro-food imports 
of Norway in 1960-85, based on current NKr-values 

Source: Statistisk Sentralbyrae, Norway: Statistisk AErbok, 
various issues. 

the Continental Community and Denmark have increased, the former 
from 8% to 18%, the latter from 5% to 11%. The united Kingdom has 
had a stable share of 5%, as shown in figure 4.7. The commodity 
structure of Norwegian agro-food trade is given in annex 6. 
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