DISCUSSION NOTE: EXTERNAL EFFECTS OF THE CAP

Paper submitted to the informal discussion on the EU negotiating instructions convened by the Cotonou Monitoring Group of European Develoment NGOs and networks on Friday 10th May 2002.  This note reflects an introductory presentation made by an ACP Ambassador who led of the discussion on one of the issues discussed (Market Access, External Effects of CAP-Reform, Fiscal Implications and Supply-Side Constraints).  In the spirit of the “Chatham House rules” under which the meeting was held, the views expressed in this note should not be attributed to any individual present at the meeting, but rather reflect the areas discussed at the meeting. A review of the discussions which took place will subsequently be made available.

The General Impact of CAP Reform

· It is clear that with a process of reform of the Common Agricultural Policy underway, designed to enhance the price competitiveness of EU agricultural and value added food product industries on both national EU markets and international markets (including of course those markets also served by ACP producers), this will have an impact on the market conditions facing ACP producers of similar or competing products.

· This is a particularly important issue given that 36% of ACP exports to the EU are agricultural products and agriculture in most ACP countries constitutes the social and economic backbone of the economy.

Reducing The Value of Preferences: Lessons from Beef Sector Reform

· According to Agricultural Commissioner Fischler the Agenda 2000 reforms in the beef sector have resulted in a 13% decline in average EU beef prices.  

· This clearly effects the returns to ACP beef exports to the EU market.  Southern Africa beef producers have recently documented this.

· Swaziland Meat Industries reported how the UK price of chilled steak cuts fell from £4.05 per kg in the 1995/96 season to £2.91 per kg in the 2002 season, (a 28% decline), while the price of forequarter frozen cuts fell from %2.10 per kg to 1.40 per kg (a 30% decline).  Similar price declines are reported on Namibian and Botswanan beef exports

· In the case of Swaziland this resulted in the termination of exports of frozen fore quarter cuts when the EU price fell below £1.60 per kg.  This is resulting in an under-utilisation of allocated quotas.

· Significantly Commission Fischler has estimated that only around 1/3 of this price decline was accounted for by the outbreak of BSE and FMD, with 2/3 being accounted for by the process of CAP reform.

· EU beef farmers have been compensated for these reform induced price declines, ACP beef exporters have not and must carry the burden themselves. 

· While there is no suggestion from ACP beef interest that direct financial compensation payments should be made, it is being argued that the EU should introduce compensatory trade measures, including:

· abolition of the remaining 8% agricultural levy, which currently costs ACP beef exporters around 15 pence per kg of exported beef;

· a broadening of the beef product range which can be exported within the scope of the beef protocol, allowing the export of higher value products and reducing dependence on declining commodity markets;

· reform of the licensing arrangements to allow greater flexibility to respond to market signals.

· Clearly these are issues which need to be discussed under any moves towards free trade with the EU, since it greatly erodes the value of the restricted preferences currently offered.

Cereals Sector Reform: The Internal Impact of Reform

· The process of CAP reform is most advanced in the cereals sector.  As a consequence this sector can provide an insight into what lies ahead.

· In the cereals sector the shift from price support to direct aid to farmers has had the following effects:

· it has reduced EU cereals prices by on average between 45% and 50%;

· it has reduced the need for export reforms (down from  3,281.8 in 1992 to 883.1 in 1999);

· it has reduced the costs of storing surplus cereals (down from 2,497.0 in 1992 to 712.7 in 1999);

· However it has required a 75% expansion in the overall level of EU assistance to the arable sector (from 10,211.2  in 1992 to 17,865.9 in 1999);

· It has boosted production by 18% (from 179 million tonnes in 1992/93 to 211.9 million tonnes in 2000).

· It has promoted a renewed expansion of EU cereal exports to approaching pre Uruguay Round levels (from 36,997,000 tonnes in 1991 down to 32,526, 000 tonnes in 1993/94 back up to 36,800, 000 tonnes in 1999/2000).
· It has prompted an expansion of cereal based food product exports to ACP countries (an expansion of 67% and 54% in the three years from 1996 to 1998 for CN 11 and 19 products respectively).
· The Agenda 2000 reforms currently under implementation in the cereals sector will see these basic trends further extended
· It has created a situation where in the coming years there will be growing volumes of low priced EU cereal exports against the background of continued high levels of EU budgetary expenditures in support of EU cereal producers. 

· This will have clear implications for the relative competitive positions of EU and ACP cereal producers, manufacturers of cereal based value added food products and pig and poultry producers
.   

Cereals Sector Reform: The Complexity of External Effects

· However, the implications of these effects will vary greatly from ACP country to ACP country.

· For those ACP countries with significant cereals production these changes could pose a threat to both basic agricultural production and the development of cereals based value added food product industries.

· For those ACP countries such as Mauritius and Botswana, which have no significant domestic cereal production, cheap EU cereals provide the raw materials for domestic food processing industries serving both national and regional markets.

· How can these different ACP interests be reconciled under any forthcoming regionally negotiated economic partnership agreements?

· In the context of the negotiation or reciprocal preferential trade arrangements with the EU it may require extensive exclusions of cereal based products from the scope of coverage of any free trade area agreement and the inclusion of strong yet simple safeguard provisions.  It may even require the establishment of special arrangements in products sensitive to the new patterns of CAP distortions.

· It will certainly require detailed discussion and dialogue over the likely trajectory of CAP reform in the cereals sector and how best to manage the external consequences of this reform.

Sugar Sector Reform: The Need for Consultations

· The European Commission has estimated that if reform of the sugar sector were to be pursued involving a 25% reduction in the EU sugar price, then this would result in annual income losses to ACP sugar exporters of around US $ 250 million. 

· Purely in terms of income losses the worst affected countries will be those in Southern Africa.  However, the worst affected in terms of their domestic economies are likely to be Guyana and the small and vulnerable islands states of the Caribbean and Pacific which currently benefit from the access to the high priced EU market provided under the Sugar Protocol and Special Preferential Sugar arrangement.  Should EU sugar prices be reduced these benefits will be correspondingly reduced.

· The precise effects of sugar sector reform on ACP economies will depend on how the EU manages the process of reform, and the extent to which the reform process will effect EU production levels and EU exports.

· Certainly the experience in the cereals sector suggests that when direct aid payments are made to compensate for price declines, normal supply side responses do not occur and some peculiar effects can be felt.

· The significance of the sugar regime to ACP countries is such that a strong case can be made for close ACP-EU consultations not only on the future of the Sugar Protocol but also the management of EU sugar sector reform.

· Clearly from an ACP perspective dialogue with the EU on these issues within the context of the forthcoming trade negotiations would appear to be essential for a wide cross section of ACP countries.

Acknowledging the Importance of the Issue

· The importance of the external effects of a reformed CAP on the development of future ACP-EU trade relations and the structural transformation of ACP economies needs to be recognised in the European Commission’s negotiating instructions.  

· Provision needs to be made in the EU negotiating directives for the issue of the external effects of a reformed CAP on ACP countries to be comprehensively discussed and addressed as an integral part of Economic Partnership Agreement negotiations. 

· This does not seek to undermine the sovereign rights of the EU to determine its internal agricultural policy, rather it seeks to acknowledge that this internal policy has external implications, which, in the spirit of partnership, need to be take up and addressed within any process of negotiations.

· Currently within the Commission’s approach to economic partnership agreement negotiations little consideration is being given to addressing the issue of the impact of CAP reform on ACP countries under moves towards free trade with the EU.  

· The only reference to these issues to date is to examining “on a case by case basis, the potential impact of export refund mechanisms on the process of trade liberalisation”

· This is scarcely adequate given the impact which the shift away from price support to direct aid payments is having on the price competitiveness of EU products and the attractiveness of the EU market to ACP exports. 

· A strong case exists for adding new provisions to section 3.2 of the Commission’s negotiating directives committing the EU to an open discussion of the implications of CAP reform for ACP countries as an integral part of Economic Partnership Agreement negotiations, with a view to minimising the negative effects of reform on ACP economies
� Before the cereal sector reform process, feed costs constituted 70% of the production cost of EU poultry farmers.  
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