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Summary

When the Common Agricultural Policy was created in 1962, to increase the production of food in Europe, EU policy-makers could not possibly have imagined that it would lead to the undermining of food security and the impoverishment of small farmers in the world’s poorest countries.

The agricultural policies of Quad members – including, of course, the CAP – ensnare developing countries in a vicious circle from which escape is difficult. These policies combine high tariffs, thus closing domestic markets to external competition, and enormous subsidies to production, leading to the dumping of surplus production on world markets. This in turn results in a drop in world prices and unfair competition, endangering the livelihoods of hundreds of millions of poor farmers throughout the world.

Ensuring sustainable rural livelihoods in the world’s poorest countries is essential to reducing hunger and poverty worldwide, as well as to promoting sustainable development. Two-thirds of all poor people in developing countries live and work in the agricultural sector. Agriculture is the main source of foreign-exchange income for a large number of countries, and provides employment for millions of people around the world, especially women. 

In its current form, the CAP is therefore in complete contradiction with the European Union’s own rural development policies for the developing world, and with its legal obligation under the Universal Declaration of Human Rights to contribute to the fulfilment of social and economic rights. This blatant lack of coherence is the indirect result of agricultural policies which started out with legitimate objectives, but were progressively perverted to suit the narrow commercial interests of a minority of farmers and large agri-businesses. It is the responsibility of European leaders to put an end to this situation, given its impact on such crucial issues as the food security of many poor countries.

Moreover, the CAP is threatened by a serious internal crisis of legitimacy. Its budget has become unsustainable, reaching €40 billion per year and representing half of the total budget of the EU.  Objectives of equity, environmental sustainability, and quality of food have been seriously compromised. The CAP has led to a skewed distribution of benefits towards large producers and agri-businesses at the expense of small and vulnerable farmers in Europe. It has also contributed to intensive farming practices, with associated environmental destruction. Finally, the CAP faces major external challenges, including the EU’s enlargement to the East and on-going multilateral agricultural negotiations at the WTO.

As a result, the European Union faces a dilemma: it must choose between maintaining the status quo at whatever cost, or moving to a protection system which would really benefit rural areas and safeguard the rights of poor countries, both in terms of access to food and the right to compete in export markets.

This discussion paper makes a few policy recommendations that would help the EU in moving to a more coherent approach to rural development, including:

· A re-evaluation of the process of agricultural liberalisation in developing countries, taking into consideration its impact on poverty and food security.

· The inclusion of a ‘Development Box’ (a range of measures which developing countries could use to protect and promote their domestic agricultural sectors, including domestic support and import tariffs) into the Agreement on Agriculture.

· A binding calendar for the full elimination of all forms of export subsidies to be agreed by the time of the 5th WTO Ministerial in Mexico.

· Full decoupling of domestic subsidies from production. Complementary measures should be reinforced in order to avoid the risk of oversupply (‘set aside’ measures, production ceilings, extensive practices, etc.).

· Compulsory and progressive modulation of domestic subsidies, in order to ensure socially equitable access and introduce corrective mechanisms for disbursement.

· Full tariff- and quota-free access to all LDC and other low-income countries exports by the end of 2004.

· Improved market access for other developing countries including for non-LDC exports, taking into account the social and environmental impacts of improved market access on the farming sector in Europe.

1.
Introduction

In 1804 the British Parliament passed the Corn Laws, which protected the interests of large landowners by imposing tariffs on all corn imports from other European countries. Using the Napoleonic Wars as an excuse, these measures were then extended to cover other products such as wheat, causing a dramatic increase in the price of bread in the cities. 

The Corn Laws gave rise to the most important civil-protest movement of the first half of the nineteenth century. In 1815, the army had to protect the Parliament building against an angry mob opposing the laws. A league of activists was formed against the Corn Laws, including, among others, David Ricardo. They succeeded in convincing British and Irish society of the need to repeal a law which was bringing hunger to thousands, in exchange for maintaining the privileges of a small group of producer landowners. In 1846, the Corn Laws were repealed, considerably reducing the level of tariffs and thus allowing poor households to obtain cheaper food.

Two centuries later, we are back to square one. Europe’s agricultural policy provides disproportionate benefits to large landowners, to the detriment of the interests of consumers, the environment, and smallholders – not only in Europe, but throughout the world. The Common Agricultural Policy (CAP) makes the drafters of the Corn Laws look like amateurs.

Only five per cent of European workers are employed in the agricultural sector. Indeed, their contribution to regional income in 2000 was only 2.2 per cent of GNP. However, agricultural protection takes up over €40bn per year, almost half of the EU budget. It is, by far, the most protected sector of the EU. There is little doubt that this situation owes much to historical inertia and to the lobby power of large agricultural producers and companies, determined to hold on to their privileges to the detriment of smaller European and third-country producers. 

With the exception of a few fundamentalist liberals, nobody questions the need for protecting this sector, given the social and environmental values that are inextricably linked to agricultural production. Rural areas play an essential role in the supply of food, but also contribute to the satisfaction of social demands for, amongst other things, the quality of food, environmental sustainability, the landscape and, ultimately, the very survival of many rural areas. However, not just any form of protection is appropriate – and certainly not one which inflicts unacceptable costs on poor countries while maintaining the privileges of a small group of wealthy producers and landowners.

The CAP was introduced in the 1960s, with the strategic objective of ensuring food sufficiency in Europe after the war. Although the CAP has played since then a major role in the construction of the EU and the integration between its different members (which makes it different from the US approach to agricultural protection), major problems have arisen. During the last ten years, various reforms have been introduced to address issues of surplus production and financial sustainability, with little success. Today, the CAP faces new challenges, including the EU’s enlargement to the East, on-going multilateral agricultural negotiations, and an internal crisis of legitimacy linked with recent food scares.

As a result, the EU faces a dilemma: it must choose between maintaining the status quo at whatever cost, or moving to a protection system which will benefit rural areas and safeguard the rights of poor countries, both in terms of access to food and the right to compete in export markets.

This discussion paper is part of the Oxfam MAKE TRADE FAIR campaign, and its aim is to contribute to the current debate on agricultural policies, more specifically, on reform of the CAP. It has three sections which address the following subjects: 

· The negative impact of the CAP on developing countries, including dumping of agricultural exports, restricted access to European markets, and lack of coherence between trade and development policies.

· The crisis of internal legitimacy caused by the CAP’s financial costs, inequity, environmental costs, and concerns about food safety and quality.

· Oxfam’s proposals for reform.

2.
Impact of the CAP on developing countries

Until the beginning of the 1990s, farmers in Jamaica's dairy sector were reasonably well protected against imports, and production increased rapidly. But following liberalisation of the dairy market by the Jamaican government as part of the adjustment policies of the World Bank, the country was suddenly swamped by imported powdered milk. These imports originated mainly from the EU, which spent some €4m annually on subsidising exports to this country. (Black 2001, cited in Oxfam 2002)

Jamaica is only one of many examples of the CAP’s negative impact on developing countries. When the founders of the then European Common Market created Europe’s Common Agricultural Policy in 1962, they could not possibly have foreseen the consequences it would have on the development of poor countries. The agricultural policies of Quad members – including, of course, the CAP – ensnare developing countries in a vicious circle from which escape is difficult. These policies combine high tariffs, thus closing domestic markets to external competition, and dumping of surplus production on world markets. This leads to an increase in supply and a decline in demand, which in turn results in a drop in world prices, endangering the livelihoods of hundreds of millions of poor farmers throughout the world.

This deformed system is the indirect result of a model which started out with legitimate objectives, but was progressively perverted to suit the narrow commercial interests of a minority of farmers and large agri-businesses. It is the responsibility of European leaders to put an end to this situation, given its impact on such crucial issues as the food security of many poor countries.

This section provides an in-depth analysis of three areas in which Oxfam believes the Common Agricultural Policy has a negative impact on the interests of poor countries:

a) Dumping of agricultural exports

b) Restricted access to European markets

c) Lack of coherence of the European position with regard to rural development in poor countries

a)
Dumping of agricultural exports

To a large extent, the search for agricultural competitiveness in international markets, and the defence of social and environmental values, are mutually exclusive objectives. From the introduction of the CAP to the present day, the EU has in practice opted for the former.

The EU's competitiveness strategy is based on a complex range of subsidies which have differing impacts on both producers and production. According to the OECD, 37 per cent of gross income for European farms in 2000 came from producer subsidies, a large part of which (72 per cent) came from price-support measures. Despite the fact that recent reforms have considerably reduced the links between subsidies and production, these production-related measures are still the ones most frequently used both by the EU and by many other OECD countries. 

The EU claims to have largely eliminated the measures which cause greatest distortion of the market. Indeed, export subsidies dropped from 31 per cent to 14 per cent of total CAP expenditure between 1990 and 1999. However, total increase in expenditure in the same period means that the real decrease was in fact less than one-third.  

Moreover, OXFAM’s own research shows that its system of subsidies continues to be geared towards artificially improving the competitiveness of its products in international markets. Europe accounts for 18 per cent of the world's sugar exports, and an even greater percentage for other products, such as beef (19 per cent), dairy products (28 per cent), and pork (51 per cent) (WTO web page).

How is it possible for the EU to have such a large market share if production costs are, with rare exception, considerably higher than those in many other countries of the world? In reality, subsidies continue to support production and generate large surpluses of many products, such as wheat, sugar, and pork. This surplus production is exported outside the EU at prices under costs of production.  For instance, the export prices of wheat, powdered milk, and sugar are fixed at 46 per cent, 50 per cent, and 26 per cent respectively of their production costs (Oxfam 2002).

Oxfam believes, however, that simply reducing export subsidies would not lead to a proportionate reduction in the distortion of international markets. Aid of any kind linked to either production or the producer implies that competitiveness is being supported, since this reduces or eliminates the risks inherent in entering the market. Likewise, financial aid to producers gives an advantage when setting a price for products, allowing them to compete abroad and obtain contracts which, in all fairness, should belong to more efficient developing-country producers (European Research Office). To use Paul Goodison's words, poor countries have gone from being ‘mugged’ to being ‘pick-pocketed’ in saturated international agricultural markets. The consequences are similar, and just as distressing for those whose rights are so unfairly denied.

b)
Restricted access to European markets

It is difficult to make an accurate calculation of the actual impact of trade barriers, since they take many different forms. However, it is clear that the trade barriers imposed by rich countries on developing countries inflict a real cost on poor communities. Two-thirds of all poor people in developing countries live and work in the agricultural sector. Agriculture is the main source of foreign-exchange income for a large number of countries, and provides employment for millions of people around the world, especially women. According to World Bank estimates, the policies of industrialised countries (including tariffs and subsidies) inflict losses of at least $20bn per year on developing countries, 40 per cent of the amount they receive in aid (World Bank 2000, cited in Oxfam 2002). 

This does not mean that access to Northern markets is the solution for development, nor that poor countries should necessarily gear their economies to producing for export. Too much emphasis on exports without regard to the social and environmental impacts of production, and without strengthening local and regional markets, can be harmful for development. But if a developing country does want to export, nothing justifies the arbitrary and unfair tariffs imposed by rich countries. This is precisely what this paper seeks to highlight.

In addition to tariffs, the EU imposes a complex protection system based on non-tariff barriers (such as sanitary and phytosanitary standards
) and anti-dumping rules which effectively block the export initiatives of developing countries. In an attempt to better evaluate the extent of Europe’s protectionism, Oxfam has prepared a Double Standards Index. This compares the level of protectionism of the trade policies applied by the richest and most powerful nations against the exports of developing countries. This indicator (which identifies the EU as the champion in hypocrisy, with the US a close second
) shows, for example, that the EU's average agricultural bound tariff is 20 per cent, and that tariff escalation (which compares tariffs on raw and processed products) is on average 2.75 times higher than for non-manufactured products.

Despite the fact that the EU has significantly improved access of products from some countries through GSP schemes and its initiative Everything But Arms (for Least Developed Countries), current policies continue to create huge losses for highly efficient agricultural exporters, who see their comparative advantage disappear in the face of the EU’s protectionist measures. For example, Argentina’s agricultural exports to the EU are constrained by more than 16,007 non-tariff barriers (CNCE of Argentina). It is estimated that the removal of just a few of these would provide an annual income of more than $200m. It is more than likely that crisis-affected Argentineans would prefer this money to the barrage of well-meaning words they currently receive from Europe.

European producers have legitimate concerns regarding the impact that greater market access for poorer countries may have on the sustainability of European production and, therefore, on the objectives of social and environmental development which are linked to agriculture. However, there have been no attempts to make a comprehensive assessment of the costs of improved market access for Southern producers. European institutions and producers must present sound and credible evidence of the social necessity for keeping current trade barriers in place. It is Oxfam's belief that a serious analysis of the situation would probably show that the interests of a small group of companies and producers are the main obstacle to an agricultural policy that could sustain the European rural sector while minimising negative consequences for poor countries.

c)
The EU and rural development in poor countries: 'Do as we say, not as we do'

I believe that messages which aim to again raise issues of past protectionism, of past isolationism or which go against trade freedom are a great mistake. Figures everywhere show that countries which are more open to the outside world, those which are more liberalised and open to trade, are the ones with greater chances of prosperity. And less liberalised and less open countries have less chance to prosper.

José María Aznar, Spanish Prime Minister, Lima, November 2001

These words by Prime Minister Aznar in the press conference following the EU/Latin American Summit at the end of last year confirm the EU’s mastery of the art of preaching one policy while doing exactly the opposite. European countries and institutions have enthusiastically joined the score of voices calling for trade liberalisation as a quick and easy route to development. But when it comes to applying this to themselves (as in the case of agricultural policies, for example) they look the other way.

Despite the optimistic views of Aznar and his European counterparts, rapid liberalisation policies imposed by the international financial institutions on many developing countries have often had dramatic consequences. Peru, the host of the EU/Latin American Summit, was subjected to an adjustment process by the IMF at the beginning of the 1990s which reduced average agricultural tariffs from 56 per cent to 15 per cent. This caused a sharp rise in imports, and brought to an end the livelihoods of thousands of small producers throughout the country. In the space of only five years, rural poverty grew by 20 per cent, affecting two out of every three Peruvian farmers (Crabtree 2001, cited in Oxfam 2002).

Peru is not an isolated case. Many other countries in Latin America, Africa, and Asia have undergone similar experiences, and seen the collapse of the production capacity of their rural areas in the face of competition from foreign products (irrespective of whether or not they were dumped). Towards the end of the 1990s more than 15 countries in sub-Saharan Africa had become net importers of food, which they were not before adjustment began in the mid-1980s.

The irony is that this seems to prove the theory that the EU has defended for many years: that the agricultural sector cannot be left to the mercy of market forces, because the social and environmental implications go far beyond productive concerns. The problem is that Europe has not been able to maintain a coherent argument when talking about the rural development of other countries. Both its participation in the management structures of the international financial institutions and its strategy for negotiation within the WTO have been aimed at promoting liberalisation in other countries, while maintaining protection for itself.

The latest public evidence of this double-sided argument was in Doha, during the WTO Ministerial Conference. The EU stubbornly defended the 'non-commercial aspects' of agriculture, while failing to recognise the rights of poor countries to set up similar protection measures
. A group of developing countries had proposed to introduce in the Agreement on Agriculture a new set of measures known as the Development Box, by which poor countries would be able to protect their agricultural systems for the purposes of food security and the sustainability of rural areas. So far, the reaction from Commissioner Fischler has been, at best, lukewarm.

The large food and farming companies, and the powerful lobbies of the largest European farmers, have successfully influenced the direction and content of the CAP from its early days. The representatives of these companies are permanent technical advisers to some governments on internal and external negotiations regarding farming policies, and strongly defend maintaining the status quo by implementing only minor changes (hardly a surprise, bearing in mind the enormous benefits they stand to gain).

While not as extreme as in the US  (where they are the main beneficiaries of the aid system) TNCs currently account for one-fifth of food production and processing within the EU in four important sectors: dairy, meat, drinks, and compounds
. Thirty-nine European companies are currently on the list of the world's 100 largest food TNCs, many of them with interests in all four stages of the marketing chain: production, purchase, transformation, and export. This explains the reasons behind many political proposals, such as those promoting liberalisation to provoke a drop in the price of raw materials and the concentration of purchasing power, and those perpetuating aid systems such as export subsidies, from which large companies obtain substantial profits.

3.
The crisis of internal legitimacy

We say yes to a reduction in national subsidies. But we say 'yes' only on condition that we can maintain subsidies on non-food services of the agricultural industry which are so important to our citizens, such as environmental protection, conservation of the landscape and the contribution of agriculture to a dynamic rural environment. This has nothing to do with protectionism. It relates to the legitimate concerns of our society.

Franz Fischler, Commissioner for Agriculture, Rural Development, and Fisheries

Salzburg, 19 October 2001

In a recent survey carried out by the Eurobarometer, Europeans expressed strong support (over 70 per cent) for those aspects of the CAP relating to food quality, protection of the environment, and improvement in the quality of life in rural areas (known as the multifunctionality of agriculture). However, when asked whether they believed that the current CAP fulfilled these functions efficiently, only three out of every ten people surveyed replied positively.

The fact is that, despite the changes brought about in recent years, European agricultural policy is facing a profound crisis of legitimacy. A large proportion of Europe's population is starting to question the relevance and efficiency of an agricultural protection system which takes up more than half of the EU budget, ends up in the hands of large landowners and exporters, and brings them products of dubious quality for which the price they pay is substantially above world market prices. For many Europeans, the current system means ‘mad cows’ and financial corruption rather than multifunctionality, and an analysis of each variable confirms this impression.

This section will briefly analyse the main factors driving internal criticism of the CAP and causing its crisis of legitimacy:

a) High costs (and, therefore, opportunity costs)

b) Social inequity

c) Environmental costs

d) Dubious quality

a)
The unsustainable financial cost of the CAP

At a time when ‘zero deficit’ has become a sacred objective, and in stark contrast with other economic sectors, the total cost of agricultural protection by Northern countries has been steadily increasing in recent years. Subsidies to agriculture within the OECD reached a record high of $350bn in 1999. Figures for 2000 show a slight decrease ($327bn), partly due to differences in exchange rates. However, total expenditure for this item has grown continuously since 1986-88. (OECD 2001)

· In 2001 the EU spent over €43bn on the CAP, i.e. one out of every two Euros contributed by European taxpayers to EU budgets. The CAP is the EU's most important expenditure item.

· In 2000 each European farmer (calculating the equivalent of full-time farmers) received, on average, $14,000 in aid
. Subsidies accounted for 62% of gross farm receipts, which gives a clear picture of the true 'competitiveness' of EU agriculture.

· In 2000 European citizens contributed an average of $276 from their own pockets for agricultural protection, compared with $100 for all development aid.

The agricultural protection system favoured by the EU has led to a constant increase in expenditure, to the point where this is now virtually unjustifiable. For many, the impending expansion of the EU to the East looms like a nightmare, since this will lead to the integration of important agricultural producers such as Poland into the CAP. The current system of subsidies would become financially unsustainable with the inclusion of these countries and therefore must urgently be revised. The EU is aware of this, although several member states have proposed such ignoble solutions as a 'two-speed' CAP, whereby older members would keep their privileges while those coming on board later would benefit less.

If the aim is to justify the current CAP system, it seems dangerous to compare its current 'achievements' in terms of opportunity costs. Increased agricultural protection has been to the detriment of other economic sectors where there is a constant loss of competitiveness and thus of jobs. Stoeckel has estimated that the CAP is responsible for the loss of one million jobs in the European manufacturing sector alone (Stoeckel 2001). Worse, the CAP has led to a permanent loss of resources due to corruption (some €2.5bn per year, according to the European Court of Auditors).

However, high costs are not necessarily unacceptable as long as the CAP inflicts no harm on others and is supported by European citizens. Moreover, real costs should not be overstated. When analysing the costs of the CAP, many authors fail to take into account the monetisation of 'subjective' services, such as the social and environmental sustainability of rural areas. These positive external factors must also be valued and taken into consideration. Unfortunately, the following sections question the effectiveness of the CAP in promoting these factors.

b)
A profoundly inequitable system

If we were to mark on a map the residence of farmers receiving European agricultural subsidies, we would almost certainly discover that the EU spends a considerable part of these subsidies on the rural development of the richest areas of European capitals, where there is not an ear of corn nor a cow to be seen within a 30km radius. The 'Barrio de Salamanca' in Madrid, the 16th arrondissement of Paris, and Buckingham Palace in London have a high subsidy rate, because this is where big landowners live.

Official rhetoric frequently stresses the vulnerability of small producers as an argument for maintaining agricultural policies. Without such safety nets, they argue, the market would destroy those who sustain our rural areas, which would contradict the wishes of European citizens.

But once again this rhetoric does not fit the facts. Despite the fact that it is very often small and medium producers who are the 'pawns' of multifunctionality
, most public subsidies are employed to protect those who are less vulnerable, namely the large producers – those who use the land-, capital- and technology-intensive production processes that cause the greatest distortion to trade and to the environment.

One of the aims of the CAP reforms proposed by Commissioner MacSharry since 1992 was greater equity in the distribution of aid, but this goal has not so far been achieved. Despite the fact that the overwhelming majority of European farmers are small or medium producers, large farms still receive most of the subsidies
.

· 17 per cent of farms (which are 'large' or 'very large') take up 50 per cent of all resources. In contrast, 39 per cent of farms (which are 'small' or 'very small') receive only 8 per cent of total resources (ABARE, from Eurostat figures).

· Average income for a 'very large' farm in 1996 was more than €150,000, as opposed to €8,000 for a 'small' farm and €16,000 for a 'medium-sized' farm.

· A family owning a 'very large' farm has individual earnings that are 25 per cent higher than those of the average European worker, whereas those of 'very small' owners are 15 per cent lower.

Past reforms have not been able to correct this trend. Subsidies are distributed according to historical production, the number of animals, and the reduction in subsidies for supporting prices. This is why farmers with more hectares or animals, higher sales, and greater income continue to receive more aid. There have been some attempts at introducing corrective measures, such as the modulation of aid considered by Agenda 2000, but these have not proved very effective, given the lack of will by member states.

Modulation could be an effective way to bring progressive corrective mechanisms to the current distribution of aid, as well as to obtain additional resources for rural development. However, the design of the system was weak from the start, since it was left to the discretion of each member state and subject to matching funds. To date, only a small number of countries have actually implemented it or considered its implementation. Thus, the result has been very modest in terms of the number of farms affected and the amount of resources recovered. Only compulsory and truly progressive modulation would solve this problem.

Box 2. Modulation: As simple as it gets

The modulation of subsidies is a corrective mechanism that seeks to redistribute resources and limit the total amount of aid received by producers. The resources recovered are used in rural development based on co-financing criteria (which has caused many problems). Member states can apply modulation of subsidies on the basis of three criteria: labour force, profitability of the farm, and total direct subsidies received.

Member states can adopt all three criteria, a combination of them, or just one. However, the reduction in subsidies to a producer as a result of modulation cannot exceed 20 per cent of the total aid received in direct payments.

Only two member states (France and the UK) had implemented modulation measures; Germany and Portugal were about to do so. Unfortunately, and in what has been seen as a very worrying signal for other countries, the outcomes of recent general elections in France and Portugal have resulted in the cancellation of current modulation programmes or plans to implement them. 
Source: European Parliament, 2001.

c)
Environmental excesses of the CAP

Although not the focus of our present analysis
, a worrying aspect of the current CAP system should be mentioned here: the environmental costs of certain production models and, therefore, of the subsidies which support them. When defending agricultural protectionism, many developed countries (including the EU) have justified their policies as being the means to guarantee the environmental sustainability of rural areas.

Is this a convincing argument? The answer is 'no'. Most of the EU’s measures promote intensive farming systems geared towards competitiveness in external markets rather than towards the conservation of agriculture as a mainstay for the environment. Subsidising production with no strings attached has led farmers to increase production in a capital- and energy-intensive way. The system has also stimulated imports of feedstuffs, leading to huge mineral surpluses. The principal negative effects of these policies include the pollution of the land and river courses, soil erosion, decrease in biodiversity, and the disappearance of the landscape.

However, it is only fair to acknowledge that the protection afforded to farming by the CAP in the last 40 years has allowed rural areas to survive, something that would have been very difficult in a situation of open competition. But the price paid by the environment may have been too high. The environmental aspects of the CAP provide an interesting range of contrasts and paradoxes, from which very varied conclusions can be drawn.

The European Commission claims that the reform process is making the CAP ever more environment-friendly. While it is true that the second pillar (which is directly linked to the social and environmental aspect of subsidies) has played an important role in debates over the new agricultural protection to be implemented in Europe, it should not be forgotten that these measures continue to have a negligible financial impact (10 per cent of total budget) compared with those which are linked to production.

Only five member states (Denmark, Finland, Austria, the Netherlands, and Greece) have implemented horizontal measures for making subsidies dependent on compliance with environmentally sound methods of production. The EU Parliament admits that in the first three cases, such measures are merely an extension of the environmental programmes already implemented by their governments prior to Agenda 2000.

It is not enough to point out that European subsidies are more respectful of the environment than US subsidies. If the EU is unable to drive forward a CAP that respects the environment, it will be very difficult for it to justify the argument of multifunctionality, and thereby regain its lost legitimacy.

d)
Consumers: high prices for dubious quality

Serious food scares, together with increased sensitivity over price, have prompted consumer groups to join the debate on agricultural policies. However, it is difficult to find reports which analyse the impact of subsidies on consumer price and product quality. In 1998 the National Union of British Consumers (cited in IEEP 2001) made a first attempt to identify the relevant issues: 

· Overpriced food

· Negative effects on the quality of food

· Indirect harm to consumers due to environmental damage

· Limited choice for consumers

· Impact on patterns of nutrition

The first three of the above are obviously those of greater importance to the majority of consumers. Low quality of food and damage to the environment are closely linked to the intensive farming systems referred to above. In some cases, these problems have turned into national crises which have brought about urgent changes to certain policies (such as, for example, the outbreaks of foot-and-mouth and 'mad cow' disease).

As regards the issue of overpricing (and, ultimately, the question of who really pays for farming subsidies), the OECD has made some attempts to calculate the financial consequences of this system for consumers by analysing the excess price paid by consumers in different countries as a result of the varying systems of agricultural protection in place. This ranges from 70 per cent in South Korea, to almost none in the USA. Within the EU, consumers pay on average 30 per cent more than they would in open market conditions.

4.
Conclusions and proposals

This paper clearly shows the need for an agricultural policy which will bring together domestic needs for rural development, in which farming plays a major role, with the rights of poor countries to safeguard their food security and their development, and to compete, when they so wish, in international markets on a fair basis.

Europe has already begun the debate on the future CAP. The reforms started by Commissioner MacSharry in 1992 continued with the approval of Agenda 2000 in the Berlin Summit of 1999, which slowed down the process but maintained the focus on a more sustainable agricultural policy for those both within and outside the EU. Unfortunately, the situation allows for no further delays. Internal and external pressures have become greater, and European countries now face the challenge of bringing about in-depth reform that will significantly change the CAP as we have known it.

At the beginning of July 2002 the European Commission will submit to member states a proposal for the medium-term review of Agenda 2000. This proposal will probably contain elements going far beyond a technical review of the approved measures, and will envisage long-term proposals for reform in each of the production sectors. These proposals will then be debated by the EU Council in the following months, with deadlines which are not yet clear, but which will no doubt be determined by negotiations within the WTO and by the enlargement of the EU to the East.

There are already worrying signs of the road that this reform may take. In addition to the already low level of commitments made by rich countries at the Doha Conference, the USA has just approved the most regressive agricultural legislation of the past decade. Furthermore, possible changes in the political map of the EU, with the victory of conservative parties in several countries key to the CAP debate, raise fears of a return to more reactionary positions. Some representatives of the more powerful farming organisations have already publicly asked the Commission to defend Europe against the USA's aggressive trade policies.

Oxfam believes that the EU would be making a terrible mistake if it were to slow down or reverse the current reform trend and opt for external competitiveness in international markets. European countries are facing a dilemma: they must choose between the values of multifunctionality, which have formed a vital part of their arguments in latter years, and an intensive production system which would only increase the sustainability problems which the CAP already faces. The first scenario would benefit poor producers from developing countries, as well as farmers and citizens in the EU advocating the survival of rural areas and a more sustainable agricultural system. In the second scenario, all but a small group of large producers and TNCs would lose out. This option (which is the one the USA seems to have chosen) would bring to an end the process of multilateral negotiations at the WTO, and condemn all of us to an entrenched trade war, in which the vulnerable producers of the world have much to lose.

Policy proposals

1.
The political basis of agricultural policies

The EU (and the ‘Friends of Multifunctionality’ group) should be coherent in their poverty-reduction discourse and support Southern claims for the implementation of agricultural policies that provide food security and a decent livelihood to their population. This implies the following policy changes:

· The process of agricultural liberalisation in Southern countries should be revised and re-evaluated, taking into consideration the impact on poverty and food security.

· A ‘Development Box’ (which includes a range of measures which developing countries could use to protect and promote their domestic agricultural sectors, including domestic support and import tariffs) should be included in the Agreement on Agriculture.

A drastic shift is needed in the fundamentals of Northern agricultural policies, which should be designed and implemented so that they have no negative impact on developing countries. Subsidies should no longer be oriented towards production and market competition, but should enhance the sustainability of integrated policies for sustainable rural development.

2.
Export subsidies

Export subsidies greatly distort international trade. They are tools used by rich countries to promote practices of unfair competition that have considerable negative consequences for many Southern countries. Therefore reforms should include the following:

· A binding calendar for the full elimination of all forms of export subsidies should be agreed by the time of the 5th WTO Ministerial in Mexico.

· Complementary transition-support measures should be taken in order to compensate vulnerable producers in Northern countries and poor consumers in Southern countries who might be affected by the elimination of export subsidies. 

3.
Domestic subsidies

Given that agriculture is a productive activity, the challenge is how to keep distortions to a minimum while bearing in mind that any new model should not impede dynamics in agriculture. Any feasible solution should incorporate a production perspective together with the provision of other services.

On the other hand, generalisations about domestic subsidies are difficult. Any comprehensive solution should incorporate a product-by-product analysis and include regional considerations. However, Oxfam believes that there are certain common principles that should be considered as a basis for future reform:

· In order to avoid trade distortions, subsidies should be fully decoupled from production. The ‘help the producer and not the product’ principle should be binding. Complementary measures should be reinforced in order to avoid the risk of oversupply (‘set aside’ measures, production ceilings, extensive practices, etc.).

· There should be compulsory and progressive modulation of subsidies, in order to ensure socially equitable access and introduce corrective mechanisms for disbursement.

· There should be a compulsory social and environmental cross-compliance, in order to promote positive externalities of agriculture such as rural employment and environmental sustainability.

· Resources should be shifted towards rural development activities. (In the case of the EU, these increases should be part of the common budget and therefore not subject to co-financing from member states). 

4.
Market access

As with domestic subsidies, it is dangerous to generalise. It is difficult to say whether or not free market access for developing countries is feasible in every Northern country. Some are already fully (or almost fully) open (Australia and New Zealand, for instance). Others may never be able to reconcile this with the sustainability of at least a part of their rural sector.

In light of these constraints, we advocate the following proposals:

· The EU should provide tariff- and quota-free access to all LDC and low-income country exports by the end of 2004. In the case of EBA, current temporal restrictions for sugar, rice, and bananas should be immediately removed.

· For non-LDC exports, increased market access should be gradually provided. This could be implemented through:

· Elimination of tariff escalation and tariff peaks by 2005 for all developing countries. 

· Simplification of SPS and technical assistance to help compliance of developing countries.

· Relaxation of rules of origin applied to processed agricultural products to minimise supply constraints and foster regional integration.

The sequencing and focus of these reforms should assess and take into account the impact of improved market access on the farming sector in Europe, especially for small farmers. Access to European markets should only be restricted for those products where the survival of the European (domestic) sector has been empirically proven to be seriously at risk, and where there are no feasible productive or non-productive alternatives.

Moreover, European policy-makers could explore the possibilities of positive discrimination criteria to provide ‘fast-track’ access for those countries that are able to demonstrate positive efforts in good governance and poverty reduction. Risks should also be taken into consideration, such as using these criteria as a protectionist tool that is likely to arouse suspicions among developing countries.

While market price-support instruments are maintained, market access should always be provided at remunerative prices. In this sense, increased market access should never erode existing GSP schemes.

CAP reforms should also include measures to address the problems faced by small farmers squeezed in commodity supply chains dominated by big food companies and supermarkets, and ensure that they receive a fair share of consumer prices.

References

ABARE (2000). ‘US and EU Agricultural support: Who does it benefit?’ www.abare.org

Black, F. Black, F. (2001) ‘Update: Dumping in Jamaica, a Report on the Dairy Industry’, The Hague: Novib

Comisión Nacional de Comercio Exterior, Argentina. www.mecon.gov.ar/cnce

Crabtree, J. (2001) ‘Peru: Agricultural Trade Liberalisation in Peru’, Oxford: Oxfam

European Research Office (2001). The future of CAP: Implications for Developing Countries. Brussels.

Institute for European Environmental Policy (IEEP) (2001). Impact of the CAP in the Context of EU Agriculture and its Significance for International Trade’, paper commissioned by Oxfam and other members of the UK Food Group. 

OECD (2001). Agricultural Outlook 2001. 

Oxfam (2002) ‘Rigged Rules and Double Standards. Trade, Globalisation and the Fight Against poverty’

Stoeckel (2001). Cited by in Borrell and Hubbard in Economic Affairs (2000). Special Issue on Reforming the CAP.

World Bank (2001) World Bank (2001d) ‘World Development Report 2000/2001: Attacking Poverty’, Washington: World Bank

Oxfam International 2002

This discussion paper was written by Gonzalo Fanjul with the contribution of Celine Charveriat. It is part of Oxfam International’s MAKE TRADE FAIR Campaign. The text may be freely used for the purposes of campaigning, education, and research, provided that the source is acknowledged in full.

For further information and comments please email gfanjul@intermon.org or celine.charveriat@oxfaminternational.org

www.maketradefair.com

Oxfam International (OI) is a confederation of twelve development agencies that work in 120 countries throughout the developing world: Oxfam America, Oxfam in Belgium, Oxfam Canada, Oxfam Community Aid Abroad (Australia), Oxfam Great Britain, Oxfam Hong Kong, Intermon Oxfam (Spain), Oxfam Ireland, Novib, Oxfam New Zealand, and Oxfam Quebec. Please call or write to any of the agencies for further information.

OI Advocacy Office, 1112 16th  St., NW, Ste. 600, Washington, DC 20036  Tel: 1.202.496.1170, E-mail: advocacy@oxfaminternational.org,  www.oxfam.org 

OI Office in Brussels, 60 rue des Quatre Vents, Brussels, B1080

Tel: 322.501.6761  

OI Office in Geneva, 15 rue des Savoises, 1205 Geneva, Tel: 41.22.321.2371 

OI Office in New York, 355 Lexington Avenue, 3rd Floor, New York, NY 10017  Tel: 1.212.687.2091

	Oxfam Germany

Greifswalder Str. 33a
10405 Berlin, Germany

Tel: 49.30.428.50621

E-mail: info@oxfam.de 

www.oxfam.de  
	Oxfam America

26 West St.
Boston, MA 02111-1206

Tel: 1.617.482.1211 

E-mail: info@oxfamamerica.org

www.oxfamamerica.org

	
	

	Oxfam-in-Belgium

Rue des Quatre Vents 60
1080 Burxelles, Belgium

Tel: 32.2.501.6700 

E-mail: oxfamsol@oxfamsol.be 

www.oxfamsol.be
	Oxfam Canada

Suite 300-294 Albert St.
Ottawa, Ontario, Canada K1P 6E6

Tel: 1.613.237.5236 

E-mail: enquire@oxfam.ca

www.oxfam.ca

	
	

	Oxfam Community Aid Abroad

National & Victorian Offices
156 George St. (Corner Webb Street)
Fitzroy, Victoria, Australia 3065

Tel: 61.3.9289.9444 

E-mail: enquire@caa.org.au 

www.caa.org.au
	Oxfam Hong Kong

17/F, China United Centre
28 Marble Road, North Point
Hong Kong

Tel: 852.2520.2525 

E-Mail: info@oxfam.org.hk 

www.oxfam.org.hk

	
	

	Oxfam GB

274 Banbury Road, Oxford
England OX2 7DZ

Tel: 44.1865.311.311 

E-mail: oxfam@oxfam.org.uk 

www.oxfam.org.uk
	Oxfam Quebec

2330 rue Notre-Dame Quest
Bureau 200, Montreal, Quebec
Canada H3J 2Y2

Tel: 1.514.937.1614  www.oxfam.qc.ca

E-mail: info@oxfam.qc.ca

	
	

	Oxfam New Zealand

Level 1, 62 Aitken Terrace
Kingsland, Auckland
New Zealand
PO Box for all Mail: PO Box 68 357
Auckland 1032
New Zealand

Tel: 64.9.355.6500 

E-mail:oxfam@oxfam.org.nz  www.oxfam.org.nz
	Oxfam Ireland

9 Burgh Quay, Dublin 2, Ireland

353.1.672.7662 (ph)

E-mail: oxireland@oxfam.ie 

52-54 Dublin Road, 

Belfast BT2 7HN

Tel: 44.289.0023.0220 

E-mail: oxfam@oxfamni.org.uk 

www.oxfamireland.org

	
	

	Intermon Oxfam

Roger de Lluria 15
08010, Barcelona, Spain

Tel: 34.93.482.0700 

E-mail: intermon@intermon.org 

www.intermon.org
	Novib

Mauritskade 9
2514 HD. The Hague, The Netherlands

Tel: 31.70.342.1621 

E-mail: info@novib.nl 

www.novib.nl








� Examples of the impact of non-tariff barriers can be found in Mauritanian camel milk/cheese or South African citrus fruit.


� The DSI was prepared before the US put in place new measures to protect steel, timber and textiles, and also before the approval of the new Farm Bill. Right now the gold medal would necessarily be shared between the two of them.





� Nor was this its only failure: the refusal of some European countries to make clear committments on the issue of export subsidies also weakened the European position.


� Bakery products, sugar, chocolate, tea and coffee, spices, prepared food and others.


� In Japan, subsidies reached $28,000 (an increase in income of 178%) and $20,000 in the US (an increase in income of 28%).


� We do not mean by this that large farms are of no value. However, we believe that it is small and medium producers who should receive priority treatment if sustainability of rural areas is to be put before agricultural production.


� This is linked directly to the fact that the system of aid continues to depend on production and amount of land. According to figures from Eurostat, there were 6,989,100 farms in the EU in 1997, of which only 3% were of 100 ha or more. This small proportion accounted for between 50% and 70% of total production.


� There are quite a number of reports on this topic, prepared by very competent environmental organisations and institutions (see Friends of the Earth International, SOLAGRAL, European Commission, etc.).
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