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1. INTRODUCTION

In this paper 1) the relation between the Common Agricultural Policy
of the E.C. (C.A.P.} and regional development will be analyzed. We will
concentrate upon the agricultural production; the reglonal aspects of the
development of agricultural industries and aspects of the financial
efforts for the agricultural policy are discussed only very globally.

After a short description of the agricultural sector of the E.C., in
relation to other sectors and in relation to agriculture outside the E.C.,
emphasis is given to the quantification of regional unequality in agri-
culture. In the subsequent paragraphs the causes of divergent regional
developments are analyzed, in which, apart from differences in spatial and
natural conditions, the Impacts of the structural development process
play an important role. After that the E.C.-agricultural policies regar-
ding regional differences are described. This paper will be concluded with
some remarks on possible future developments and some conclusions.

1) With minor differences this paper will be printed as Chapter 2 in:
R. Cappelin and W.T.M. Molle, Regional Impacts of Community Policies,
Gower, Aldershot, 1986 (forthcoming).



2. GENERAL DESCRIPTION

2.1 Agriculture as part of the natlonal economy

The agricultural sector of the countries of the EC has developed from
being the main sector of the economy to a sector generating less than 4%
of the gross national product 1). Nevertheless it gets often much more at~
tention than could be expected on the basis of {ts share in total value-
added. There are some reasons for this special attentlon. The first is
that agriculture, although not very important on a natfonal scale, is the
maln source of income and employment in quite a lot of regions of the EC.
In the southern regions of Italy and in Greece, agriculture produces one
sixth, or even one quarter of the regional product, being also the most
important source of employment with about one third. But even in the
highly industrialized countries in the northwest of Europe, agriculture is
relatively important in the rural regions. In the Dutch province of
Friesland 9% of the regional product 1s produced by agriculture, with
about 13% of total employment 2). Stating that agriculture generates only
about 4% of the Gross Domestic Product of the Community 1s moreover an
undervaluation in the sense that an important part of the food processing
industry directly depends on agriculture. For the EC as a whole this part
is more than half of the total food industry, both in terms of production
and employment. The remalnder of food industry is not primarily connected
with EC-agriculture but with the agricultural sector of foreign countries
{(cocoa processing industries etc.) 3). Food processing industry as a
whole generates another 3% of GDP, so the percentage for agriculture and
related industries together is about 6%.

A second reason for the relative importance of agriculture is that
this sector is the maln user of the open space. More than 60% of total
land surface of the EC is used by agriculture. So, changes 1in the state of
agriculture have major influences on the landscape and the natural
environment.

The third and perhaps most important reason 1s that agriculture pro-
duces a range of goods for basic needs, with elasticities of supply and
demand resulting in streong changes in prices and income in response to
small changes in production and consumption. So, relatively small changes
in the level of production or delivery have large impacts on consumers’
welfare.

Agricultural products and food are rather important in rela-
tion to international trade. About 12% of intra-EC and 9% of extra-EC
trade 1s trade in agricultural products and food. After the USA, France
and the Netherlands are the second and third exporter of agricultural pro-
ducts in the world. The most important agricultural importers in the EC
are West-Germany and the United Kingdom.

There are large differences in the development of labour productivity
in agriculture between the EC-countries. In the period 1973-1983 (three
years averages) the annual prowth of gross value-added per worker was for
instance 3.4% in Greece, 3.9% in France, 5.3% in the United Kingdom and
5.8% in the Netherlands. The EC-average was 4.7% per annum (Commission of
the FEuropean Communities, 1986).

1) Unless stated else the figures in this chapter are from:
Commission of the European Communities, The Agricultural Situation in
the Community, 1983 and 1984 report, 1984 and 1985,

2) Calculated from: FEurostat, 1984, table III.2 and LEI, 1984, table 31A.

3) Commission of the Furopean Communities, The Agricultural situwation in
the Community, 1982 Report, 1983, pp. 27-40.



It appears that in general the share of agriculture in value-added is
lower than 1its share in employment. This suggests that agriculture in the
EC is relatively backward. It can not be denied that in some parts of the
EC agriculture has a more or less backward character: a low level of
income or even subsistence production, a surplus of labour and the use of
out-dated technologies. In some regions there have been hardly any changes
in agriculture in decades. At the same time we can be sure that in such
reglons the other economic sectors are also relatively stagnating or
declining. So, mostly it is not so much agriculture but the region as a
whole that is underdeveloped (De Veer, 1981; Striiker, 1982). The above
plcture does not apply to all regions of the EC. In large parts of the EC
agriculture has gone through the same rapld economic expansion as the rest
of the economy. Between 1950 and 1980 in the northwestern countries of the
EC labour productivity Iin agriculture increased more rapidly than in the
industrial sectors (Van der Meer, 1983). These are the same parts of the
EC where for instance intermediate consumption ia agriculture 1is more than
50% of final production and still relatively increasing 1). The invested
capital per worker in those areas is also rather high. For full-time far-
mers it amounts to about 25,000 ECU in the EC as an average in the years
1979-1983 and in the UK and the Netherlands even much higher (about
100,000 ECU per farm) 2).

The basic unit of organization of EC-agriculture is the family farm.
In nearly all countries the percentage of family workers, including the
holder, is above 90, the United Kingdom being the only exception (63X in
1977). In all countries, except Belgium, more than half of total culti-
vated area 1s owned by the operator. The normal economic reactioan on a
strong increase in labour-productivity and a stagnating demand for output
is to reduce the input of labour. On family farms, however, such a deve-
lopment possibly results in a reduction of family income if alternative
employment opportunities are lacking. Especially at an uneven distribution
of land and capital this will result in a strong pressure on farmers' in-
comes, which in turn can be a reason for compensating agricultural price-
policy measures.

2.2 EC-agriculture in the world

The Common Agricultural Policy (C.A.P) has deeply influenced the
state of EC-agriculture. Although it is difficult to say what kind, if
any, of agricultural policy would have been pursued in absence of the
C.A.P., it is quite sure that the growing self-sufficiency in agricultural
products has been stimulated by the C.A.P. The EC became a net exporter
for quite a lot of products. It is calculated (Thiede, 1984) that between
1973 and 1982 the net degree of self-gufficiency of EC-9 for all agri-
cultural products together increased from 83% till 952.

An increase of the rate of self-sufficlency and a rising export
surplus are not to be considered as negative if based on competitive
strength. For most agricultural product this is, however, not the case as
domestic prices are kept above world-market prices and exports are only
possible on the basis of subsidies. As long as the export surplus was
relatively small and the EC had a minor share in total world-exports this
did not raise serious problems. This situation changed when, in first
instance for dairy products the share of exports in total sales increased
and the EC became a major supplier (Meester and Oskam, 1984). In this
situation world-market prices are Influenced significantly by changes in

1) Calculated from Eurostat, Economic Accounts agriculture, forestry
1978-1983, Luxemburg, 1985,
2) Ibid. It is supposed that investments are depreclated in 10 years.



the volume of the EC's exports. In that case the export-revenues decrease
rapldly and the budgetary costs for surplus disposal increase strongly at
a further growth of the volume of output.

The rapid growth of production consequently had a serious impact on
the EC-budget. The budget of the EC, with agriculture as the main chapter
(three-quarters of the total budget) increased between 1973 and 1984 from
3.8 mld. to 20,1 mld. ECU, an increase of more than 400%. The budget ex~
penditures in 1985 amounted to about 13X of the value of agricultural pro-
duction. The total government expenditures for agriculture are even much
higher, because the national governments spend important sums of money for
agriculture too. It will be clear that for a declining sector this rate of
growth was not acceptable, especially not in times of concern about
budgetary deficits. It set into motion a tendency to reconsider the C.A.P.
and its effectivity. In the subsequent paragraphs of this chapter we will
deal with the regional effects of the C.A.P. and with the possible con-
sequences of changes in that policy.



3. REGIONAL DIFFERENCES IN INPUT AND OUTPUT

3.1. Regional specialization

Until recent years there was a great shortfall of information on the
reglonal distribution of agricultural production capacity and production.
In the 1970's the EC-institutions initiated some research projects in
these fields (Jacobs and De Boer, Commission of the European Communities
(1981), Rainelli and Bonnieux, (1978), Van Hecke, (1983). Partly as a
result of these projects, more reglonal data on agriculture became
avallable and nowadays such data are published annually in the Yearbook of
Regional Statistics (e.g. Eurostat, 1984). The study of Rainelll and Bon-
nieux is the most complete one; the publication of Van Hecke the most sum-
marizing.

Van Hecke classifies the {(102) regions of the EC according to the
Standard Gross Margins 1) per ha. The resulting figures give information
about the concentration of the production of a certain sector in a region.
They are the combination of the degree of speclalization and the level of
landproductivity. For arable farming, the highest scores are found in the
north-western regions of France, the central regions of Germany, the
north-eastern regions of Italy and some Dutch, Belgian and Danish regions.
Very low scores are found in Ireland, Wales, Scotland and large parts of
France (the south). Horticulture is heavily concentrated in the adjoining
regions of Belgium and the Netherlands and in some mediterranean regions.
Apart from that some concentration occurs around big cities (Paris, Lon-
don, Hamburg, Rome etc.). Perennlal cultures have high scores in most
regions of Italy and mediterranean France, and apart from that in the
famous wine regions of France and Germany. Herbivores, especially dairy
cattle are concentrated in the Netherlands and Belgium, and to a lesser
extent in the northern and southern regions of Germany. Finally, intensive
animal husbandry is concentrated in the northern regions of Belgium, the
southern regions of The Netherlands and the northwestern regfons of Ger-
many. This sector has also some importance in central Germany, Brittany
and the Po-area. When this information 1s summarized we get the degree of
specialization in one direction or another (Chart 1). This chart gives
only a first impression as in section 3.4 we will try to quantify the
reglional differences In other ways too.

3.2 bDifferences in inputs

Although it is common knowledge that the inputstructure of agri-
culture varies substantlally hetween the regions of the EC, there is only
limited quantitive information available on these differences. Especially
the knowledge of levels of investments 1s very poor. About an other impor-
tant factor of production, labour, existing information is much more
detailed.

In the first place there 1s a large difference in the contribution of
agriculture in the total employment of the regions. In the United Kingdom
and the industrialized reglons of West-Germany this is less than 3%, while
in the southern part of the EC 25-30% is not unusual {(for instance
Abruzzi~-Mollise, Puglia, etc.). The agricultural area per worker shows more
or less the same pattern. In the RICAP-study (Commission of the European
Communities, 1981) it is found that the agricultural area per worker in

1) Regionally determined standardized Value Added per ha or per animal
in the varlous sectors of agricultural production.



Chart 1 Agricultural production Community typology "1972-74" Standard
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the British regions is eight times higher than in the southern regions of
Italy. It is quite sure that, apart from the area per worker, the quality
of the land and the quality of the workers (educatlon) varies too. When a
direct relation is lead between the quality of the scil and the yield, it
appears that this connection 1s a loose one (Jacobs and Strijker,

p. 77-83). This is not surprising because infrastructural quality, cli-
mate, nearness of non-agricultural resources or large consumption centres
affects land-use, man-land ratio and yields too.

About the capital-input in the agricultural production process it is
known that on a national scale Intermediate consumption varfes from less
than 40% of total production value in Greece and Italy to about 652 in
Denmark and West-Germany. Depreciation, as a yard-stick for the use of
capitalgoods ranges from less than 70 ECU/ha in Ireland to more than
500 ECU/ha in the Netherlands {Commission of the European Communities,
1985)

3.3 Differences in the productivity of land

A rather detailed analysis of the regional variation in yields for
many crops was published by Jacobs and Strijker. A seriocus drawback of
that study i{s that it is based on data up to 1973. But because one of the
main findings of this study was that the regional differentials in crop
fields are very stable, we think the results of that study still useful 1).

For the majority of the 341 regions of the EC-% it appeared that the
annual average growth rate of physical ylelds of the main crops did not
deviate much from the EC-average. For most crops the largest growth rates
were found in the French regions, bringing these regions to or even above
the general EC-level. Only the central and southern parts of Italy were
lagging behind. These regions were in 1950 already among the lowest
yielding of the EC and the relatively low growth rate placed them in an
even more backward position.

The interregional differences in yields therefore remain large, espe-—
cially between the northern and southern part of the EC. It is known that
in the beginning of the EC the 20% of regions with the highest yields for
wheat were all situated north of Paris, while the 25X regions with the
lowest yields for wheat were exclusively situated south of that city. Of
course such a clear geographical separation line between high- and low
yielding regions does not exist for all crops, but at least for barley and
potatoes the same pattern exists. Differences between lowest and highest
yielding regions have not changed significantly after 1960, although some
areas improved their position considerably (Meester and Strijker, 1985,

. 190
P At the level of member states for most crops, within the EC the high-
est national average is generally twice the lowest one. In 1982 the aver-
age wheat-yield in Greece was 3Cl0 kg and in the Netherlands 7380 kg, for
barley in Greece 2740 kg, in Italy 3010 kg and in Belgium 5690 kg. In
1981/82 average production per ha of sugarbeets in terms of white sugar
wag in Ireland 4800 kg and in France 8330 kg. The average milk production
per cow varied in 1983 from 3470 kg in Italy to 5280 kg in the
Netherlands.

The regional differences are even more pronounced. In 1979 the aver-
age wheat-yield on the isle of Crete was about 1300 kg and, at the other
end of the scale the south-western provinces of the Netherlands had an
average yield of 6400 kg. For potatoes the vield differs from less than
10 ton per ha in the Italian regions of Molise, Basilicata and Umbria to
more than 40 tons per ha in some Dutch regions.

1) At the moment the updating of the data is done by the Agricultural
Economics Research Institute (LEI) in The Hague. The analysis of the
updated data is planned for 1987.
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3.4. Regional concentration of production

Reglonal preoduction can be considered as resulting from two effects:
the area used for variocus crops and the yields per ha. A meaningful com-
parison between reglions or for one region between years, is only possible
when total production of that crop 1s related to the total agricultural
area. Ordering the reglons acoording to their production per unit of agri-
cultural land leads to information about the degree of concentration of
the production. This yardstick for instance gives information about which
reglons are heavily involved when EC policy with respect to a certaln crop
is changed. This method of calculating reglonal concentration was deve-
loped by Meester (1980). Represented graphically we get a concentration-
curve, similar to the Lorentz-curve which is often used to present
{changes in) income distribution (see also the RICAP-study, Commission of
the EC, 1981). For wheat we have calculated this curve on the basis of the
data gathered by Jacobs and De Boer for two periods, 1950-1952 and
1971-1973 (Chart 2).

From this chart it appears that in both periods half the EC-produc-
tion is concentrated on less than a quarter of the EC-area. Comparing the
two curves shows that between 1950-1952 and 1971-1973 the degree of
regional concentration became a little larger. In 1950-1952 27.5% of wheat
production was concentrated in the first decile, in 1971-1973 this 1is
31.8% of production. At the other end of the distribution it appears that
in the last two declles, in 1950-1952 about 2.6% ot total wheat production
was generated, in 1971-1973 about 0.3%. There 1s evidence that for wheat
this tendency continued in more recent years. The cumulative distributions
of wheat production In the periods 1961-1965 and 1977 on the basis of a
regional division of the EC-6 in 42 parts also indicated a growing con-
centration of production (Meester, 1980).

However, it is quite certain that this development does not hold for
all other crops. On the basis of the figures of Meester a development com—
parable to wheat is found for potatces and milk, but not for barley, rye
and sugarbeets. On the basis of a regional division of the EC~9 in 38
parts it can be calculated that between 1958 and 1980-1981 the same
applies to the EC-9 (Meester and Strijker, 1985).

S0, we can be rather certain that in the last decades for wheat, milk
and potatoes a concentration of production took place, while this was not
the case for some other important crops as barley and sugarbeets.

It is certain that a growth of regional concentration also took place
in intensive livestock production. One must keep in mind that regional
concentration of production is not the same as regional specialization.
The high-yielding reglons in the northern part of the EC, especially in
France and in the Netherlands, have relatively large shares in the EC-
production of many agricultural products. So, production is more or less
concentrated in those regions while at the same time the regions are not
at all specialized in each of these products. This development is contrary
to the general belief that a common market would lead to regional spe-
clalization and that it would help to alleviate the regional problems of
the EC.

3.5 Differences in income

The consequences of differences in Input-ocutput ratios and con-
centration of production for the position of the agricultural economy in
the regions of the EC can be summarized in a comparison of incomes. Both
reglional differences in agricultural incomes and changes in the relative
position of reglons are analyzed in detail in the RICAP-study (Commission
of the European Communities, 198l). In that study Gross Value Added
(G.V.A.) per working year unit, as a yardstick for income, 1s divided into

12
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two components: one for intensity (G.V.A. per ha) and one for structure

(ha per unit of labour). At the beginning of the common market (1968/69)

the regional differences in the area per agricultural worker varied, as

stated before, from 1 to 8. In the same year the G.V.A. per ha varied from

1 to 6, going from the Irish to the Dutch regions and the agricultural

income per working year unit varied from 1 to 6 going from the southern

part of Italy to the vicinity of Paris or the regions in the north of Ger-
many. In the period 1968/69 - 1976/77 on EC-level G.V.A. per working year
unit increased in real terms at a rate of 5.5% per annum. Of this increase

25% could be attributed to intensification (G.V.A. per ha) and 75% to

structural change (ha per worker). The differences between the member

countries were large, varying from 1.9% annual growth of G.V.A. per
working year unit in Demnmark to 6.7% in Ireland. There were also large
differences 1n the composition of this growth. In Belgium, France, Luxem—
burg and Denmark growth of G.V.A. per worker 1s mainly connected with the
agricultural area per worker. In Germany, Italy and Ireland it can be
attributed to both, an increase in the area per worker (2/3) and increase
of real production per ha (1/3). In the United Kingdom and especially in

The Netherlands growth of ioncome malnly originates from intensification

(growth of production per ha).

In the RICAP-study the regional G.V.A. per agricultural worker is
related to the EC-average. These indices are calculated for two periods,
1968-69 and 1976-77. Comparing these two periods, four types of develop-
ments can be distinguished:

1) income per worker above the EC-average and increasing (The
Netherlands, northern parts of Belgium and Germany, Scottish
lowlands, north—eastern regions of France.

2) income per worker above the EC-average but declining (north-western
and southern regions of France, Denmark, north-eastern part of Italy,
Ireland).

3) income per worker helow the EC-average but increasing (south-western
regions of UK, western regions of France, southern regions of
Germany).

4) income per worker below the EC-average and declining (central and
south-westen regions of France, north-western and southern reglons of
Ttaly).

For most regions it is possible to calculate the same index for 1980.
The results are rather different. In that year four foregoing groups are
composed as follows:

1) the majority of the French regions, United Kingdom.

2) Belgium, The Netherlands, the northern part of Germany, Denmark,
north~western regions of France.

N Ireland, the south-western part of France, the majority of the Ita-
lian regions.

4) southern regions of Germany, Sicilia, Campania.

Concluding it can be stated that after 1976-77 the regional differen—
ces in G.V.A. per worker have diminished. Especially Ireland and the
majority of the Italian regions, starting from very low levels have come
closer to the EC-average (20-30% below the EC-average in 1980). The posi-
ticn of the central part of the EC (north-west France, Belgium, The
Netherlands, Denmark, Germany) has relatively worsened. Notwithstanding
this for these regions incomes per agricultural worker remain 30-1060%
above the EC-average, with only central and southern Germany as an excep-
tion. The Federal Republic as a whole was in 1980 still on the EC-average,
but especially the south was already far below that mark.

There is one important drawback related to the method used. It only
glves information about the Income per agricultural worker as far as It is
generated in agriculture. It is certain that an important part of fawmily
income on for instance a lot of German farms 1s non-farm income, generated

14



by work of the owner or family members outside the own farm. It is not
known whether or not the non-farm income per farm in regions with a low
growth of G.V.A. per worker has increased considerably.

In the RICAP-study it is concluded that between 1968-69 and 1976-77
income in agriculture tended to concentrate. When we add the flgures of
1980 the conclusion is reversed: a tendency to deconcentration. It appears
even that the Lorentz—curve (RICAP-study, p. 154) for 1980 is both inside
the curve for 1968-69 and the one for 1976-77.

15



&, Causes of divergent regional developments

4.1 Structural adjustments

In the early stages of modern economic development the rise of
agricultural productivity was mainly achieved by the intensification of
land use and the rise of crop ylelds. The resulting expansion of agri-
cultural production was balanced by the growth of the population and the
increase of per capita consumptlon, particularly of livestock products,
vegetables and fruit. The land saving and yield augmenting technological
improvements, therefore, did not require a reduction of the agricultural
labour force. In the following stage, characterised by the introduction of
labour-saving technologies under the conatraints of a slackening demand for
agricultural products and a limited area of agricultural land, the rise of
agricultural production required more radical adjustments. The application
of modern farm systems demanded a larger scale of operation and the
increasing working capacity of farm workers created employment problems on
the farms and for the sector as a whole (Maris and De Veer, 1973).

The adjustment of the scale of operations to the requirements of an
efficlient use of modern farm equipment and of the modernization of farming
systems was not the main bottleneck. To a great extent this could be solved
within the existing farm size structure by specialization, diversification,
cooperative use of farm implements or employment of contractors. However,
this could not solve the employment problems for farm workers. In many
rural areas the major part of the farms became too small to provide suf-
ficient employment and income for the farmer and his family. These farmers
were trapped because, on the one hand they could not profitably introduce
modern labour saving farming technology for lack of a rewarding alternative
use for the family labour whereas on the other hand, the continued use of
obsolete equlipment and farming methods confronted them with & deteriorating
income because they could not keep pace with the declining real product
prices and with the rising incomes in other sectors. This situation
enforced a reduction in the number of farm workers, and subsequently, the
number of agricultural holdings. This was a slow and gradual process
starting with the number of hired workers and dependent family workers and
ultimately leading to a reduction in the number of farms. This decline of
the number of farms evolved mainly through the retirement of older farmers
without succession and to a much smaller extent through a change of occupa-
tion from agriculture to other sectors. In general the decline of the
number of farms started with the smallest farms and went subsegquently
further to the following farm-sizes (vide chart 3 for the development in
the Netherlands}).

This process of a reduction of the number of farms and farm workers is
still going on in the various regicns although at different stages of deve-
lopment and presently seriously hampered by a shortage of alternative
employment opportunlties.

In the more prosperous and economically more developed regions with
better alternative employment opportunities, the process started earlier
and evolved more rapidly than in the poorer, economically less developed
reglons such as in southern Europe, Ireland and isclated mountainous and
hilly rural areas elsewhere. Often these are also agriculturally less
favoured areas.

There was some variation Iin the type of adjustment. In some regions,
particularly in central and southern Germany, part of the problem was
solved by a transition to part-time farming. This solutlon was favoured by
a decentrallzed industrial development providing employment opportunities
on commuter distance. In the peripheric, more isolated and less industria-
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Chart 3 Number of farms (x 1000) according to their acreage
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