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1 Introduction

Discussions on the proposed enlargement of the European Union (EU) have thus far mainly dealt with questions relating to intra-European concerns. Some attention has been paid to the possible impact on the multilateral trading system and the future of the EU's trade policy, but effects on third parties, in particular developing countries (LDCs), have hardly been analysed. This is of particular concern to agricultural exporters as EU integration is considered by many to have caused considerable trade diversion through high levels of border protection. Further enlargement is not likely to take away the fears of a continued Fortress Europe.

A quick scan of the recent literature confirms the lack of attention for the impact on third parties (including LDCs) of new countries joining the EU. A recently published overview of EU enlargement by leading agricultural economists (A. Burrell and A. Oskam (eds.), Agricultural Policy and the Enlargement of the European Union, Wageningen Press, 2000, 252pp.) has no information on the impact on LDCs. Neither has the Special on EU Enlargement of Intereconomics (35(5), 2000, pp. 207-242). The 2000 Berlin World Conference of the International Association of Agricultural Economists had sessions on EU Enlargement and on the Common Agricultural Policy (CAP), but no contribution about the impact on LDCs (the same applies to the published papers version in the Quarterly Journal of International Agriculture, 39(4), 2000). Neither World Bank nor WTO appear to be involved in this particular issue at present.

The aim of this communication is to bring together whatever documentation on the impact of EU enlargement on LDCs is available to our knowledge, raise several pertinent questions, and invite others to join with information and/or discussion. As the enlargement issue is not isolated from global developments, we first present some current issues in the international trade arena, background information on agricultural trade issues, data availability and relevant country groupings, and Europe's CAP reform and Agenda 2000, based on various sources and studies. We then summarise the major findings of a recent study on EU Enlargement and non-member countries. Several questions for discussion and a call for further information end this communication.

2 Issues at stake 

Recently, the International Food Policy Research Institute (IFPRI) in Washington D.C. has succinctly summarised the state of affairs in international agricultural trade and related areas (Work program on WTO trade issues, and Work program between the Danish Institute of Agricultural and Fisheries Economics and IFPRI). Among the areas of trade policy relevant for LDCs and related to possible EU enlargement, IFPRI mentions an interesting number (pp. 22-23).

“The impact of competition from subsidized agricultural exports from the European Union. What is the likely result of EU policy reform in terms of volume and orientation of export subsidies and what are the implications for different types of developing countries?

· The impact of domestic support in the EU on developing countries and related issues within the WTO framework, including the effects of different types of domestic support (e.g. 'coupled' or 'decoupled' support'). Should developing countries be viewed as "poor consumers" who benefit from lower prices in world markets due to excess supply in developed countries, or be considered as "poor producers" which are hurt by those lower prices? What are the effects of the changes in domestic support envisioned in Agenda 2000 and other reform scenarios?

· Market access conditions in the EU, especially for the lower income developing countries. Some argue that high tariffs, tariff escalation, quotas, and other trade barriers in developed countries hurt production, exports, and employment in developing countries. Others argue that developing countries, especially poorer ones, already enjoy significant access to developed countries markets under preferential trading agreements (such as the Lomé Convention). Accordingly, problems in expanding exports must be due to supply‑side constraints and inadequate domestic policies. What is the current situation of developing countries? Are there different situations that must be better delineated? What will be the impact of Agenda 2000 and future reforms resulting from the coming round in terms of market access for developing countries? Specific analyses may investigate different formulae for tariff reduction, the Ruggiero initiative (duty free access for 'essentially all' products for LDCs), and the issue of tariff peaks and tariff escalation.

· The sanitary and phytosanitary (SPS) agreement. Does it help or hinder the efforts of developing countries to produce and export agricultural and food products? How will new issues related to food safety (e.g. GMOs) be tackled within the SPS (and TBT) agreement, and how will this impact on developing countries? Will use of the precautionary principle within the SPS agreement be expanded in the light of the new food safety issues concerning e.g. GMOs currently being debated?

· Special and differential treatment has been granted to developing countries in the previous trade liberalization agreements. Which countries have benefited from this arrangement and how much? Should the developing countries seek to extend this special and differential treatment in the next round, or will they benefit more from MFN market access at lower rates? Certain countries have also been included in specific preferential access agreements such as the Lomé Agreement. How useful has participation in this agreement been, and what does a possible future agreement in the light of the coming round look like?

· Volatility in agricultural prices. Irrespective of whether developing countries are poor consumers or poor producers, high volatility in prices is undesirable. While expansion of world agricultural trade should dampen price fluctuations by spreading supply and demand shocks over larger areas, the decline in world public stocks as a percentage of consumption works in the opposite direction. How has price variability changed over the last decades? If there were changes, have they been affected by changes in the CAP? How? Will further EU policy reform and trade reform under the Millennium Round contribute to more or less volatility in world markets?”

3 Background to Agricultural Trade Issues

EU enlargement is not an isolated proposition but takes place in a period when Europe’s agricultural policy is gradually reformed. This reform is driven by two major forces: the implementation of the Uruguay Agreement on Agriculture and the Agenda 2000 proposals. On the Uruguay Round implementation, IFPRI writes (pp.12 and 17):

“Article 20 of the Uruguay Round's Agreement on Agriculture requires that agricultural negotiations be resumed after 1999, with or without the launching of a broad round of international trade talks. The same article stipulates that those new negotiations should consider past experience in implementing the reduction commitments and the effects of such commitments on world trade in agriculture. It also mentions other issues that should be taken into account, such as the objective of establishing a fair and market‑oriented agricultural trading system; special and differential treatment of developing country Members; the possible negative effects on some groups of developing countries of world agricultural reform; and non‑trade concerns including food security and environmental impacts.

There is a growing debate on the impact of trade and agricultural policy changes on developing countries in general, and on poor consumers and small and near‑landless producers, within those countries. Some have argued that trade liberalization affects consumers negatively because world prices may rise if export subsidies are eliminated and total agricultural production falls as a result of the removal of protection in industrial countries. Others suggest that small farmers may be hurt by the increased competition from imported products. Critics of agricultural liberalization contend that it undermines food security, increases price volatility and also damages the environment. From a different angle, it has been argued that developing countries have hurt themselves, by not following more open trade policies, and that even in terms of equity concerns, agricultural protectionism is a tax with a relatively larger impact on poor consumers, and with benefits mostly accruing to large farmers. Supporters of agricultural liberalization argue that under the right set of policies, it enhances food security, reduces price volatility and reduces stress on the environment. The civil society is participating in this crucial debate through a variety of organizations.”

“Interest in a number of developing countries has focused on issues related to experience with implementation of the previous Uruguay Round agreement on agriculture and hence an 'unfinished agenda'. The developing countries have a clear interest in identifying which reforms in the developed countries' agricultural policies have fallen short of the agreement precisely because these policies have been criticized for having detrimental effects on the agricultural sectors of developing countries. One of the main achievements of the previous Uruguay Round was to bring agricultural policies under much greater discipline than was previously the case. Most significantly, non‑tariff import barriers have been converted into bound tariffs, which in turn have been subject to phased reductions between 1995 and 2000, with an additional four years for developing countries. Nevertheless, traditional market access issues will remain a key priority in the coming round because agricultural protection rates especially in the EU and the US are still very high, not least due to the practice of 'dirty' tariffication.

As traditional barriers to trade are lowered, the most protectionist developed countries may seek to introduce new measures to protect their agricultural sectors. The developing countries will have to be on the forefront of negotiations to curb such tendencies so that gains achieved through traditional liberalization efforts are not undermined.” 

3.1 Data Base and Country Groupings  

To address upcoming trade questions and topics requires special analytical tools and a comprehensive database. GTAP is nowadays an often-used database and general equilibrium model of which IFPRI reports the following (pp. 18-20):            

“Given that several of the analyses will be of a global nature, a main source to be used is the GTAP database, which in its latest version describes the global economy in 1995 disaggregated into 45 regions/countries and 50 sectors. This database is unique in its consistent global coverage and forms a valuable starting point for global trade analyses.”

“Moreover, acknowledging that developing countries have very different interests in the trade negotiations, it will be analytically useful to distinguish between groups of developing countries with similar characteristics and hence negotiation interests. Although the categories of "developed" and "developing" countries have important legal consequences under WTO rules, there are no formal definitions of either category. The process works through self‑identification and negotiation with other member countries of the WTO. There are more precise ways of distinguishing other categories that also lead to different legal implications under WTO, such as the Least Developed Countries (LLDCs), defined by the General Assembly of the United Nations according to specific criteria (income per capita, augmented by a physical quality of life index and an index of economic diversification), and net‑food‑importing developing countries (NFIDCs), which are identified through an internal process within the Committee on Agriculture of the WTO.

While important for international agreements, such categorization does not provide an analytic framework for sorting out the various channels by which agricultural and trade policies in the developed countries affect developing countries. Other analytical categories have been suggested, such as low income food deficit countries (LIFDCs), which capture the need for some countries to import food to achieve food security. Regional groupings, such as poor Asian countries or countries in Sub‑Saharan Africa (SSA) have also been suggested. An objective of the research project will therefore be to develop a better classification of developing countries, disaggregating the categories or identifying new groupings according to different indicators of performance and vulnerabilities. An example may be to categorize the developing countries into the following four groups: (1) exporters of tropical farm products, (2) exporters of farm products also grown in temperate climates, (3) net food‑importers, (4) newly industrialized countries. Alternatively, the developing countries could be categorized according to their trade relations with the EU. Another important classification criterion for developing countries, given the extent of poverty, is according to their degree of food insecurity. A cross‑country database containing various indicators for the developing countries will form the basis for this categorization. Such an exercise in creating typologies is important to provide the basis for a more focused understanding of the impact of agricultural policy changes on those countries.”

3.2 Europe's CAP Reform and Agenda 2000 

As mentioned, enlargement issues are closely related to the current EU efforts to reform the CAP and implement Agenda 2000. M. Keyzer and M. Merbis of the Centre for World Food Studies in Amsterdam present an interesting analysis of the logic and contradictions of this process (ch.7 of G. Faber and P. van Dijck (eds.), The External Economic Dimension of the European Union, Kluwer, 1999, pp. 151-173). We reproduce part of their introduction and policy conclusions here (pp. 151-153).

“The Common Agricultural Policy (CAP) underwent significant reform in 1992 as the European Commission moved the agricultural policy into a new direction. The thrust of the reform was a shift from price support to direct income support, achieved by lowering the intervention prices, while compensating farmers via acreage and headage premiums. As a means to reduce the production of cereals and oilseeds, a set‑aside scheme was introduced, and professional farmers were only eligible for compensation payments if they participated by keeping a specified fraction of their land fallow. With the benefit of hindsight, it can be concluded that the measures relieved international tensions on agricultural export markets, and virtually saved the Uruguay Round, resulting in a new General Agreement on Tariffs and Trade […]. Furthermore, the compensation payments turned out to be generous, as market prices became higher than anticipated.

Subsequently, the CAP essentially remained unchanged, although pressures for further reform have been building up. The European Commission argues in its Agenda 2000, as part of a broad package to prepare the European Union (EU) for the next century (CEC, 1997a,b), that a deepening and widening of the 1992 reform is called for, in view of the developments in the agricultural sector itself, the upcoming international trade negotiations under the World Trade Organization (WTO) and the planned accession of Central and Eastern European countries (CEEC). The agricultural chapter of Agenda 2000 contains a first version that was subsequently elaborated upon in the draft regulations published in March 1998 […].

In a nutshell, the 1992 reform is pursued with a further lowering of internal prices and increase of headage and acreage premiums as compensating payments. The proposals seek to improve market conformity by cutting the set‑aside rate to zero, and by allowing for some expansion of milk quotas. In addition, food quality and safety concerns figure more prominently, in response to the recent spread of animal diseases, and rural policies are to be strengthened […].

Since the proposals basically amount to an extension of the 1992 reform, they are best characterized by the elements that are kept unchanged: compensation through premiums that are not fully decoupled, strong restrictions on the import side, and no reform for sugar. It is noteworthy that the Commission has opted for such an extrapolative approach, rather than presenting a clear vision of the future of European agriculture. This is presumably because the EU member stares appear to have widely diverging views on the matter. Indeed, the Agenda 2000 proposals found little endorsement by the various member states and yet, no alternatives have been formulated that can count on a majority‑ of votes in the Council of Ministers. Ultimately, the European Council in Berlin in March 1999 adopted the Commission proposals, be it in a weakened form: smaller cuts in prices and implementation of reforms at a later date than originally proposed.

The aim of this chapter is to look over the edge of Agenda 2000. It is argued that the measures adopted in Berlin will soon need more substantial modification: although all the steps follow logically from the earlier reform, they nonetheless strengthen the inherent contradictions of the CAP. Their contribution to trade liberalization is unlikely to appease the negotiating partners of the coming WTO round.

In particular in countries such as Germany and the Netherlands that are net contributors to the EU budget, taxpayers and financial authorities find it hard to accept the proposed increase in compensation payments. The planned accession of countries from Central and Eastern Europe will only make it more difficult to finance the CAP.

Agenda 2000 also fails to draw the policy consequences of recent shifts in consumer concerns and the ongoing concentration in agribusiness. More generally, by choosing an extrapolative approach the Commission cannot look ahead to policies for a rural sector that will increasingly receive income from non‑agricultural activities and whose agricultural operations will be integrated more closely within the processing chain. These developments and their effects on developing countries will be analysed. The position taken in this chapter will be that the contradictions of a CAP that claims to become more liberal while keeping its internal prices isolated from the world market and asking for more budgetary support, create artificial tensions. It will be argued that such tensions can be avoided if the policies become more market‑orientated combining openness in trade with a good financial reward for environmental and other services rendered by farmers.”
Keyzer and Merbis summarise their policy conclusions as follows (pp.167-169).

“This review of a large number of issues and changes in the external environment may be summarized as follows. The Agenda 2000 proposals amount more or less to a mechanical extension of the 1992 Reform. They do not implement any specified vision on the future of European agriculture. This makes it easier to quantify their short‑term impact but also more difficult to assess the viability of the measures proposed, even over the seven‑year period which has been covered. Moreover, the approach remains ambivalent with respect to external trade policy. While professing its support for trade liberalization and the WTO, the proposals maintain import protection and expand the number and depth of blue‑box measures. The EU has also formulated a mandate for the negotiations on the new Lomé Convention that defines preferential agreements with new regional groupings, and has been actively involved in negotiations with existing groupings such as Mercosur. In this way, the EU seems to keep all options open for the coming WTO round and in case this round fails, the EU can resort to trade agreements to promote its interests.

However, there are several issues that will make it difficult to abandon the path of liberalization. First, it is unlikely that the WTO negotiations can be successful without further CAP reform. Some developing countries will also challenge the conservatism with respect to import access but countries enjoying preferences might favour it. The WTO will call for further tariffication, and hence for restoring the link between world‑market prices and internal prices, especially for cereals. Virtually all trading partners will resist maintenance of blue​ box measures, but for different reasons. Developed countries resist as the support is insufficiently decoupled and developing countries as even the green‑box meas​ures are too costly for them […].

Second, the tendency towards further decoupling of support creates additional strains on the EU budget, especially in the wake of the accession of new members. The annual agricultural budget of around 40 billion euros still comprises half of the total EU budget, and will move up by more than 10 per cent once the new proposals will be fully implemented, and if world prices remain as low as in 1998 there will be an additional 2‑3 billion euros to be spent on export subsidies. Not surprisingly, a considerable number of EU Ministers of Finance call for stabilization of the agricultural budget at the pre‑reform level, and it seems unlikely that EU consumers will be willing to continue paying these vast sums indefinitely.

From this it can be concluded that the CAP will have to proceed towards further trade liberalization and decoupling of support. Moreover, the publicly funded farm‑income support of the CAP will have to be replaced by a system of payments for services which the consumer is willing to pay, either indirectly through the price of labelled products that meet consumer concerns, or directly, through entrance fees in parks, or again as tax payer, via contribution to landscape preservation. At the same time, farmers will have to pay for environmental damages caused. In such a setting, the countryside becomes much more than a production area of raw materials, and offers a variety of alternative jobs. This asks for a reassessment of the system of headage and area premiums the CAP is handing out currently, and of the environmental constraints that are being imposed.

In this perspective, the premiums become rewards for services that are linked to the mode of production of the farm. In this way a remuneration arises for characteristics such as animal welfare and preservation of rural life and natural amenities. This goes beyond the `cross‑compliance' requirements proposed in Agenda 2000, according to which farmers also comply with environmental ob​jectives in return for payments received. The proposed regime calls for explicit and independent assessments of the contributions made and the damages caused by a given farm operation. The assessors could even provide grades that the process​ing industry can subsequently report on its labelling, comparable with grading systems for restaurants.

This has strong international ramifications, as European agribusiness will outsource a large part of its agricultural production, especially if import access is improved. In that case, consumers could ask the agribusiness to supply evidence on the sustainability of its mode of production worldwide, its respect for labour standards and its allegiance to free competition.

However, it is important to mention that in such a world of standards moral monopolies must be avoided as well. Standards should meet the interests of those they are supposed to protect. For example, labour standards should primarily benefit the workers concerned, not to help the competitor. In such a system the main role of a European Common Agricultural Policy is supervising the labelling and inspection process to safeguard standards and transparency. The food industry will presumably be able to organize these institutions by itself since in view of the emerging consumer concerns worldwide it has strong incentives to maintain a solid reputation for its products.”

A study by the Agricultural Economics Research Institute in The Hague (F. van Tongeren, H. van Meijl and P. Veenendaal, Global Effects of EU Agenda 2000; Implications for the WTO Negotiations and Developing Countries, Report 5.00.05, The Hague), is one of the few paying explicit attention to the impact of Agenda 2000on LDCs. The report contains the following information and findings.

“The Agenda 2000 policy package that was agreed at the European Summit in Berlin 26 March 1999 by the Council of Ministers of the European Union (EU) contains a package of new policy measures for the agricultural and rural policy in the EU for the period 2000‑2006. The Agenda 2000 package continues the redirection of the Common Agriculture Policy from market price support towards income support. This paper discusses international trade implications of the Agenda 2000 reforms from two closely related perspectives. First, it is argued that it alleviates future problems with regard to the EU's fulfillment of existing GATT/Uruguay Round Agreement on Agriculture commitments on the reduction of export subsidies. Second, it is shown that this primarily internal reform package in itself has rather limited effects on Developing Countries. The main world market effects of Agenda 2000 are expected to occur in those markets where EU exporters face international competition, that is in the Grains, Beef and Dairy sectors (of North America, Australia and New Zealand). The research presented in this paper uses the Global Trade Analysis Project (GTAP) model of world trade in tandem with the Common Agricultural Policy Modeling and Accounting Tool (CAPMAT) of the EU.”

Keyzer and Merbis (in CAP Reform in Agenda 2000. An Opening Bid for the Millennium Round, EU DG VI, February 2000) conclude their simulations with CAPMAT with two findings relevant to enlargement and LDCs.

“The Agenda 2000 decisions make the accession of Central and Eastern European countries easier, because they lower the existing price differences. It may be questioned whether the reforms go far enough in this respect, because the price differences for dairy products, sugar and, to a lesser extent, beef remain significant. 

It would seem likely that the new member states will need a significant transitional period before they can fully harmonize their prices. Furthermore, the system of premiums per hectare and per animal implies an inherent budgetary risk, because the newly admitted countries could eventually claim these subsidies as well, on top of the aid they are already receiving from the structure and cohesion funds.”

“The Agenda 2000 decisions are conservative with respect to liberalization of import access. The Commission still sees price stabilization on the internal market as an important policy objective, and proposes to maintain the present system of protection through variable import tariffs and tariff quotas. For cereals, this implies that the internal price of animal feed will not rise when there is a shortage outside the EU, and this intensifies the price fluctuations on the world market and shifts the full burden of short-​term adjustment to traders and consumers outside the EU. For sugar, vegetables and fruits, which are currently subject to tariff quotas or seasonally imposed protective measures, the strict regulations will remain in effect, and Agenda 2000 does not contain any new initiatives in this area. Consequently, developing countries will have to continue coping with a maze of restrictions when they seek to export to the EU in the future, although those who finally gain preferential access will receive a significantly higher price than would have been the case under free access. In short, for those wishing to export to the EU, little will change.”

4 EU Enlargement and LDCs  

The Danish Institute of Agricultural and Fisheries Economics is extensively engaged in research on EU enlargement issues, and has done a special study on the impact on non-member regions (S.E. Frandsen, H.G. Jensen and D.M. Vanzetti, Expanding "Fortress Europe": Agricultural Trade and Welfare Implications of European Enlargement for Non-member Regions, The World Economy, 23(3), 2000, pp.309-329). Being one of the few studies presently available, we reproduce its main approach and findings. Reading between the lines, the scenarios presented by the authors all show a tendency by the EU to import slightly less rather than more agricultural commodities in the future. Apart from trade diversion issues, such results raise serious concerns about the future trade openness of the EU. Below is a selection of the authors' findings.

Introduction (pp. 309-311)

“The enlargement of the European Union to include several Central and Eastern European countries (CEECs) has led to speculation concerning its impact on particular non‑members and the multilateral trading system and world trade more generally. Might the European approach to regionalism lead to inward‑looking, discriminatory and protective trade and domestic policies? How might non‑members be affected?

Some analysts consider that European integration to date has caused considerable trade diversion in agricultural products, with high levels of border protection creating the impression in the minds of some agricultural exporters of Europe as an impenetrable fortress. Recent discussions concerning enlargement of the Union through inclusion of several Central and Eastern European countries has raised these concerns once again. Previous enlargements of the European Union, in particular the accession of Spain and Portugal, led to prolonged negotiations with the United States over its access to the EU livestock feed market. The scale of the approaching enlargement will probably necessitate changes to the Common Agricultural Policy that may well have implications for non‑members. Furthermore, successful integration will fuel the interest of other countries in joining the European Union or other trade blocs.”

“WTO members have, in the past, been particularly vocal about EU integration and its dubious consistency with the GATT rules governing world trade. Changes relating to the rules governing the formation of regional trading arrangements will enable other members to put pressure on the European Union to modify policies that have detrimental impacts on non‑members. Identification of the particular markets where these potential negative effects are likely to occur is of interest and importance to members and non‑members alike.

In spite of these issues, there are few studies that assess the economic impact on non‑members. Hertel et al. (1997) report few effects for non‑member regions as the focus of that study is primarily on the European effects. The study uses a multi‑regional general equilibrium model with a very limited (non‑member) country and commodity aggregation covering only four agricultural commodities and four regions outside Europe. The data is from 1992 and the study does not explicitly capture important elements of the 1992 CAP reform, such as the set-​aside premiums and the milk quotas or take into account whether the value‑based or the quantitative restrictions of the Uruguay Round Agreement will become binding. Baldwin et al. (1997) also use a multi‑regional general equilibrium model but with a very stylised implementation of the CAP and no endogenous budget allocation. Moreover, these studies have failed to assess the integration process in a projection mode and to take the EU Commission Agenda 2000 proposal into account. These aspects are important in order to capture the interactions between structural changes and policy reforms in the period prior to accession.

The purpose of this article is to provide a quantitative assessment of the possible impacts of European enlargement on output, trade flows and welfare of non‑member regions with emphasis on agricultural trade. This is done by using version four of the latest Global Trade Analysis Project (GTAP) database (1995 data) […] and a specially tailored global general equilibrium model where attention is paid to modelling the instruments of the CAP and the recent EU reform package proposal (the so‑called Agenda 2000 proposal). The focus is on the agricultural sector, as this is where the contentious issues arise.”

Baseline Scenario (pp.317-318)

“In 1995 the EU sugar, beef and dairy sectors were heavily protected with tariff equivalents in some cases of around 100 per cent. However, for crops only limited border protection was reported in 1995 ‑ a year where world market prices were particularly high. By contrast, the CEEC, on average, support their agricultural products much less and indeed tax exports of wheat and other grains. Sugar, other meat products and dairy products, however, receive some support.

It is evident […] that the structure of protection in the EU changes significantly over the period 1995 to 2005 as a result of the implementation of the Agenda 2000 proposal. This is because reductions in intervention prices are reduced by lowering border protection rates (import tariffs and export subsidies) for wheat, other grains, bovine animals, bovine meat products and dairy products.

In the case of other grains this means that border protection rates are significantly reduced. Border protection for wheat is removed, and for processed bovine meat protection is reduced […], a reduction that mirrors an intervention price cut of 30 per cent. For dairy products, border protection is reduced […] reflecting the proposed price cut of 15 per cent. The proposed new premiums are introduced as increased output subsidies to cattle and milk producers and the higher arable land and livestock compensatory payments as input subsidies.”

Enlargement Scenario (p. 319)

“This leads to substantial increases in the CEEC agricultural protection rates against third country suppliers of cereals, sugar, bovine meat and dairy products. In the case of vegetables, fruit and nuts, oilseeds, other animal products, other meat products and other processed food products, the pre‑enlargement border protection rates in the CEEC are above the EU‑15 levels. Therefore, integrating the CEEC into the CAP leads to reductions in border protection rates for these products.”

Results (p.320)

“In 2005 agricultural imports are projected to equal some $71 billion compared to $73 billion in 1995. The major sources of agricultural products to the EU in 2005 are from South America (20 per cent of EU agricultural imports), Sub-​Saharan Africa (16 per cent) and the USA (15 per cent). Much of this projected trade includes tropical products, such as coffee, cotton and rubber that the European Union currently neither produces nor protects to any significant degree. The largest agricultural imports into the European Union are within the categories of other processed food products, including feed‑grain products, processed fruit and vegetables, fish, bread and cakes, chocolate and sugar confectionery (34 per cent of total EU agricultural imports in 2005), other crops, including rice, plant​based fibres, cotton, coffee, rubber (18 per cent) and bovine meat products (15 per cent) […]. In total, the EU's agricultural imports constitute 6.2 per cent of total imports into the European Union in 2005 as compared to 8.3 per cent in 1995.

[The results] also illustrate the shift in the pattern of EU imports with third countries and across the individual commodities. Six regions, including the CEEC, increase their supply of agricultural commodities to the EU market measured in value terms, whereas the countries in Asia in particular, supply relatively less to the EU. This partly reflects on the one hand an increased export potential in the CEEC and on the other hand increased demand for agricultural commodities in Asia. Also, imports of other crops are reduced by almost $5 billion from $17.6 billion in 1995 to some $12.9 billion in 2005. A similar pattern is seen for vegetables, fruit and nuts. The value of EU imports of bovine meat products increases significantly from around $3 billion in 1995 to S10 billion.” 

European Enlargement, 2005 (p. 322)

“Simulation results show that European integration would lead to significant increases in agricultural production in the Central and Eastern European countries ‑ wheat and other grain production increases by 68‑85 per cent, at the expense of lower production of vegetable, fruit and nuts (‑15 per cent) and other crops (‑27 per cent). This shift in crop production reflects the significant arable land premiums extended to the so‑called reform crops under the CAP. As a result land prices in Central and Eastern Europe increase on average by almost 190 per cent. Higher prices of other grains and lower levels of border protection adversely affect the production of other meat products by 20 per cent. The production of other processed foods in CEEC falls by 18 per cent as output subsidies are replaced by an output tax as applied in the 'old member countries'. Given the relatively high level of protection in the EU the production of bovine meat and dairy products in the CEEC increases by 56 and 22 per cent, respectively.”

Non-member Regions (pp. 323-324)

“In value terms, the three largest suppliers of agricultural products to the EU market in 2005 are the countries in South America (SAM), Sub‑Saharan Africa (SSA) and the United States of America (USA) [….]. Before European enlargement, EU imports from these three regions amounted to almost $14 billion, $12 billion and $11 billion (in constant 1995 dollars), respectively. However, the integration implies that the countries in Central and Eastern Europe significantly increase their exports to the EU market from nearly $6 billion in 2005 to $13 billion after enlargement. A large share of the increase is, however, explained by the higher export prices from the CEEC to EU within the now enlarged European Union. The lower value of EU imports from both SAM and the USA (and New Zealand) illustrates some trade diversion following the European enlargement, although the impact is slight.”

“To illustrate the quantitative effects of enlargement on the most important trading partners of the European Union excluding the new member countries, [We turn to] the initial import values from the USA and SAM prior to enlargement. The most important commodities are other processed food products, bovine meat products, oilseeds, other grains and other crops. Following integration, imports of other grains, bovine animals, bovine meat and dairy products, among others, decrease significantly. However, imports of a few other agricultural commodities increase. For example, the imports of vegetables, fruit and nuts, other crops and other meat products increase by 2‑5 per cent as the sourcing of EU imports shifts from the new member countries to other regions such as the USA and SAM.

In value terms, these significant trade impacts translate into some noticeable losses (or gains), […]. In total the USA and SAM values of agricultural exports to the EU decline by $840 million and $583 million respectively. The total value of EU imports from the USA falls by $1.9 billion of which the value of manufacturing exports to the EU is reduced by $1.1 billion. Total EU imports from South America decline by $710 million following European integration.”

Qualifications and concluding comments (pp.327-328)

“The major conclusion derived from the simulations presented in this paper is that the risk of extensive trade diversion from EU enlargement is not as great as many had feared. It is primarily the old member countries that would have to pay the additional costs of an extension of the Common Agricultural Policy. However, accounting for less than 0.2 per cent of national welfare, these costs are tolerable. The gains that will accrue to new members are significant at around 4 per cent of GDP. Among non‑members, estimated welfare losses were found to be relatively insignificant. Indeed, some non‑members even gain.”

“Based on the results found, it could be tempting to conclude that European enlargement is mainly a European matter with only minimal effects on non​member regions. However, several non‑members may not see it this way. First of all, some sectors in some countries will be significantly affected. For example, US exports of other grains, bovine animals, bovine meat products and dairy products to the EU are estimated to decline somewhat. Similarly, some South American sectors are expected to be affected. As it is the US that has been pressing hard for European agricultural reform within the WTO, these trade diversions are likely to motivate continued pressure from US negotiators and their sympathisers.

A second group of countries concerned about European integration is the group of so‑called ACP countries, former colonial countries that are party to the Lomé Convention. These countries have had preferential access to European Union markets. The rates are under review and are likely to be changed in the near future. These developing countries would be concerned that their preferential access would be diluted or removed and handed to Central and Eastern European countries.

Finally, many WTO members, apart from the US, are pressing for European agricultural liberalisation. Depending upon the exact conditions related to the enlargement process, European regional integration might not be consistent with current WTO regulations. The EU has been able to ignore this in the past, thanks to some ambiguity in interpreting the regulations and poor enforcement. However, revisions to WTO regulations may preclude such inconsistencies in the future. If so, this may mean that existing border protection levels in the individual Central and Eastern European countries cannot be raised to match existing EU levels. In such a case, rules of origin would be necessary to prevent CEEC imports from flooding the EU, which can hardly be said to be consistent with the idea of a single internal market.”
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