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Member s present
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Col i n Breed
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Joan Ruddock

Al an Si npson

Paddy Ti ppi ng

M Bill Wggin

Menor anda subnmitted by Professor Tarditi, Professor Erjavec
and Professor Tanger mann
Exam nati on of Wtnesses

W tnesses: Professor Secondo Tarditi, University of Sienna, Director of Siena
I nterdepartnental Centre for Agri-food-environnmental Policy, Professor Emil
Erjavec, University of Ljubljana and Professor Stefan Tangermann, Director for
Food, Agriculture and Fisheries at the Organisation for Econom c Co-operation
and Devel oprment, exam ned.

QL Chairman: Gentlenen, first nmay | thank you all nobst sincerely for conming a
long way to cone and talk to us about this particular inquiry. May | apol ogi se
at the outset for the slight delay in starting our evidence session. You may
be aware that the Committee | ast week visited both Pol and and Hungary to get a
flavour for the subjects you are going to make your respective presentations
on. We found that an interesting experience but clearly we did not cover the
full range of countries who will soon be full Menbers of the European Union
and so your comments in that context will be especially valuable. So I am not
going to take up any nore tine other than to say | gather the plan is that you
gentl emen will make your presentations and then we will have the opportunity
to ask you sone questions about what you have said and perhaps sone ot her
items which are of interest, but again on behalf of the Commttee may | thank
you nost sincerely for com ng. Professor Tarditi, you are going to start.
There are three of us here who have a considerable enthusiasmfor Italy and

Si ena and who, if given a free choice, would rather go to Siena to have the
presentati on. Nonethel ess, we are delighted you are here so | wonder if you
woul d be kind enough to start our proceedings this afternoon.
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Prof essor Tarditi: Thank you, Chairman. | also have to thank you for inviting
me on such an interesting topic. | will try to spend twenty m nutes by having
an overview of the problemas | see it. First, we have to show that the reform
of the CAP was done largely under the pressure of the enl argenent because many
of the experts and sone of us always thought that it could not be possible to
extend the traditional CAP to the new countries, it would be catastrophic. So
it isinteresting to see how in 2003/4 Commni ssioner Fischler said it was the
begi nning of a new era in the Cormon Agriculture Policy. It is really such a
beginning of a new era and if the inpact on the new Menmber Countries -

@ Chai rman: Professor, would you forgive ne for interrupting. W have a
slight problemw th the sound in this room It is not very good and the
difficulty is that your conputer is exactly in front of the m crophone and
wonder if perhaps you could re-arrange it.

Prof essor Tarditi: | understand, vyes.
@B Chairman: That is better. W do not want to nmiss a word.

Prof essor Tarditi: | feel better nowas well. | will try to analyse first the
data, some figures on the cost of the Commobn Agricultural Policy because we
must know what we are tal king about and we will see that it is not so easy and
straightforward to agree on what we are tal king about. Second, | will try to
apprai se the inpact of the CAP on the new countries under the three main and
general ly accepted criteria of econonic policy, which are the better

all ocation of resources, an increase in the wealth and the incone of everybody
and the society, then the income redistribution aspect in terns of equity
anong the different people and then the strict econom c aspects such as
sustainability and environnment. Then | will conclude with some
reconmendations. This is the nost banal slide upon the budget of the European
Union and we all know that the CAP is now taking slightly |ess than 50% of the
total budget. Actually part of the structural operation is also spent in
agriculture under the orientation section of the FEOGA Fund. This is what is
usual Iy accepted as the cost of the CAP. W have to take into account that
they are nmuch | arger because strangely enough although some very inportant
institutions such as OECD (Professor Tangermann is here as a director of the
agricultural section) are conmputing things like the cost to consuners of the
Common Agricultural Policy, of the price policy or price inport policy.
Strangely enough, if you check the docunments that the Comm ssion is providing,
even the Menbers of the Council when they decide for the next year price
fixing and support there is no nention of the cost to consuners, not even
mention of the average market prices, which should be of course the terns of
conparison with the prices we have. So this part, which is rather large, nore
than 50% is larger than the budgetary cost of the CAP. This is the cost the
consuners pay due to the fact that agricultural policy is manipulating market
prices and so it is a direct transfer from consuners to producers and it is
rarely nmentioned and rarely taken into account. W are really sad that the
cost of the CAP has doubled if we include the market transfers. But rarely
agai n, because there is not even good work in collecting evidence and dat a,
the national expenditures are not known and the national transfers to the
agricultural sector as a consequence of national, regional and | oca
agricultural policies is not known. It is not consolidated at European |evel.
| have data for Italy and for Italy you can see that the cost of the budget
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plus the cost of market support is only half of the total cost that society is
bearing for the entire Common Agricultural Policy. The other half is roughly
one part in direct paynents and direct subsidies fromregional, |ocal and

nati onal budget, the Italian budget, and a part (at least in Italy) is due to
the rebates in social contribution and taxes to the agricultural sector. So we
see how it has exploded the cost of what we are tal king about, the Comon
Agricultural Policy in our countries. W have to say that there is some other
extra cost which we have not nentioned, for exanple the administrative cost is
not included. We will nmention it later. But | did sone research with ny
students in alnost ten provinces in Italy and it cones out at roughly between
5 and 10% of the value added in agricultural, the cost of adm nistration, just
adm ni stration costs. This is terribly high and they are exploding with the
kind of agricultural policy we are doing. Another cost which is al nost never
mentioned is the fact that if we shift support from market to budgetary
support, which is under many ot her points of view very good, you have to raise
taxes and there is a cost of raising taxes as well. Another point and | wll
finish on the first picture. This is again the ambunt of cost in Italy. The
point is that all this transfer to the agricultural sector is on current ternmns
and it is not targeted to investnments on capital accounts. In the other
sector, manufacturing and so on, state aid is nostly and always definitely
constrained to capital inprovenment, structural changes and so on. This is
absolutely not so in agriculture. At the economc |level only a very snal

share, we will see it later, of the second Pillar of rural devel opment policy
is spent in investnment, farmlevelling, and altogether it is less than 1% of
the total cost. But people think that the national policies are nore
intervening on structural change and in Italy we see that of all the nationa
and local transfers only 4% of the total transfers are targeted to structura
policy, which is the way for inproving production, reducing cost and really
reformng the policy. Now, this is the picture. How did it devolve? At first
sight, if we think that we had inl1992 a reformof the CAP, very inportant.
Then we had in 1994 the agricultural agreenent in Marrakech. Then we had
January 2000 and in all cases comm ssioners were saying al nost what Fischler
said, "It's the beginning of a new era. W will have a new agricultura

policy, consumer-friendly, nore trade-friendly and so on." So you woul d think
that the support to agriculture has been dramatically decreasing. It did not,
and here we have the cost of agriculture going up to the border price. Then
the yellow part is the market price support. The reddish part is the direct
payrments and finally general services. So nothing changes in the structure on
a whole but if we go on transfer per farnmer, which could be a very good i ndex
of the level of transfer, if we are really reformng or not this policy
especially according to dismantling all red box policies, which is our

comm tnment at WO and so on, we see that things are not changing at all
Notwi t hstanding the drop in the price of cereals the transfer market price
transfers are steady, paynments to producers are increasing and altogether the
per farmtransfers are increasing. So this is how the support is for different
comodities. All data is mainly based on OECD work. W known that now the
reform Fischler's reform wll reduce all these disparities with the
decoupl i ng approach. Now we have this support, which was al ways sad in theory
with WO and so on, that it was being reduced and in practice it even worsened
and it distorted the transfers because npst of those transfers are, as we w ||
see in a mnute, commodity specific so are trade distorting and will be. Now
the reform Is it really inproving things, the Fischler reforn? W will see
after sonme years if it happens as in the past or if it actually was different,
but surely we can see fromthe beginning that decoupling will probably be a
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very good thing in reducing inter-commodity distortion within the sector. But
nodul ati on is absolutely ridiculous, 5% up to 5% It does not change really
t he amount of noney that is transferred to farmers still on the basis of the
old price support. These transfers before were invisible, related to market -
| amtal king of a serial transfer - then they were call ed conpensatory
payments because they shoul d have been reduced. They were not reduced. They
were called farmaids and now they are called justified in terns of
environment protection in any case. So this is the situation in the EEC15.
What will happen if we just apply the present CAP to the new Menber Countries?
Support will nore than double. This is the support in 2001 in the eight
Central European countries of the new Menber Countries and this is howit wll
be if the agricultural policy is just applied (as it was in 1991) to the
Central and Eastern European countries.

A Chairman: Could | just ask one point of definition. Were you have got the
term "market support” does that include both intervention and export
restitution?

Professor Tarditi: WlIl, yes, of course export restitution is a part of the
mar ket support because the whole policy tools of the market support, which are
border protection and then limting of supplies, land set aside or a
production quota in order to keep higher prices in the donestic nmarket, have
as a result an increase in donestic prices as conpared to border prices.

Mar ket price support is just the difference between donestic and border prices
multiplied by the quantity produced. It is the burden borne mainly by
consuners and export restitution and then there are direct paynments and so on.
According to our statenents in our official docunents and to our commitnent to
WO we shoul d reduce our |evel of support, this is the Ievel of financial

assi stance, towards the level of the Central and Eastern European countries
and we are in fact doing exactly the opposite because we are transferring to
these countries our CAP. This is just the direct paynents, how they were big
in the past and how they will plan - they have already decided they wll

expl ode in the next years. Now, there is a point. W will be transferring, we
will see later, nore than 33 billion per year to farners in these countries,
just in these eight countries, w thout any econom c reason except the fact
that they will becone part of a club which is the European Union. This is in a
situation where we are already paying 1,700 mllion every year for our farners
not to produce and to keep idle 10% of the arable land. It does not make any
sense, any econom c sense. | think every child could understand this. If we
have al ready an excessive supply of those resources in the sector why are you
flooding all these people? W will see later on a slide fromthe Conmm ssion
because these are all ny slides and you could say, "Wll, we don't believe
you," but we will talk about the Comm ssion after Professor Tangermann, which
was computing the increase in agricultural income in this country into nore

t han doubling. Why should we double all this? So let us very clearly see the

i mpact. O course this price support, red box policies, has a nunber of
aspects that we all know of and that | amnot dealing with. Before there was a
regressi on showi ng how they are paid nore by poor consuners and this slide
shows how they go nmuch nore towards big farns and better producers. So they
are having a distribution which is exactly the opposite of what we woul d

i magi ne and hope. This is a newwork I amjust finishing nowin Italy, the
conputation of how the present price support policy is redistributing income
bet ween nountain areas, hilly areas and the plain. Cbviously in the plain we
have nuch hi gher yields and the productivity of |abour is nuch higher and so
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on. So the transfers that go in proportion to the quantity produced are nuch
hi gher in the plain. This is the transfer per unit of |abour for tine

equi valent in the European Union. This is the amount in the hilly areas and
this is in the plain areas. This is the traditional average, so a much |ess
anount. This again does not have any neani ng because we are in the surplus of
production so why should we praise nore favour those who produce nore? In any
case, if in the nountain areas we had a transfer at |east equal to the
national average we woul d have a huge anmount of transfers into the poorest
areas of our country, Italy specifically, which are rmuch bi gger than what the
national governnent is doing now. If you ask anybody in Italy, "Is the
nmount ai n favoured or not?" they say, "Ch, yes. W have this policy for the
mountains and this and this." Actually what we do is very little in
agriculture in the nountains, slightly nore in econom c devel opnent, and even
if all transfers done through the policy for nountains were conputed it would
be always | ower than the inbalance that this policy is creating between
mountain areas. This is the cost per household in the Central and Eastern

Eur opean countries. W have three scenarios. One is the present situation. The
second is all this increase in prices wthout expansion in supply. This is
totally odd.

&G M Lazarowi cz: That is per year, is it?

Professor Tarditi: Yes. It is an odd hypothesis because if you double the
price of products people will produce nore. But many people in the Conm ssion
said, "No, no, it will be minimum" Ckay, not to be blaned, to be inpartial
let us do only the increase in prices. The sane quantity produced will
generate so nmuch cost for households and this is if we accept a snal
elasticity of supply. That is a third scenario. This is how nmuch farners per

hectare or per agricultural unit will increase their incone and this is how
much on the whol e consuners, citizens in the Central and Eastern European
countries as consuners and as taxpayers will transfer to the agricultura

sector, either farners or general services in the sector. This is the slide
was nentioning to you before conputed by the Commi ssion and this is the
present |evel of incone. This is how much it will be increased thanks to

mar ket support and direct paynents in the different countries after the
alignment. Slovenia is increasing because we have al ready much support in the
Eur opean Council, of course. W know that part of the cost would be borne by
the EU15 people for two reasons. First, because there are invisible transfers
due to the fact that this enlargenent will create a trade diversion and we
will have to inport, instead of inporting fromoutside at |ow prices, sone
basic staple goods fromthese countries and so there is a transfer from our
consuners to them But specifically these people are very poor, as we all
know, relative to the EU15 and part of the budgetary cost will be borne by
European citizens. This is the situation in the Eastern countries, how it
coul d be roughly measured. A point again which |I was nentioning before is that
even in the green box policies, which do not have any of the drawbacks which
we were mentioning for box policies and only account for |less than 10% of the
new budget, only 4%is going to investnents |like that. This means that the
structure of farns is not inproved as a consequence of the policy. It is
under st andabl e because if you have distorted prices and you tried, as we did
in 1972, to incentivate investnent, investnent goes in the wong direction
because the market is underlying what is the real social benefit. So for this
reason we never did a structural policy, but a structural policy is the only
conplinmentary policy to the nmarket price support dismantling if we wanted to
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reformanything, otherwise if we are doing as we did, giving conpensatory
paynments and mai ntai ni ng the sanme producer price, part of the market price
reduced but increased direct paynents, then the producer will not change
because their revenue will not change and the structural production wll not
change. Ckay, this is clearly shown in this analysis of how with the increase
in farmsize the productivity of |abour is increasing. This is the EU15
altogether. This is just the Netherlands, which is slightly nore productive
than the average of the 15, we know for many reasons, special agriculture and
so on. The point is that the distribution of |labour is extrenely different in
t he Net herl ands. W have nost farns and the highest percentage of |abour in
efficient farns with high productivity, while in the whole of the EUL5 30% of
farms, for exanple, are very small and the concentration of labour is in very
small farns. As a consequence the productivity of the whole agricultura
sector is lower, largely due to the |ack of scale economes and this is the
factor of the present policies. | did this conmputation assum ng the sane input/
output or productivity per class of size of farm but assumi ng that the
distribution of farms would be the sane as in the Netherlands in all other

Eur opean countries. Just for the change in the size of the farns the
productivity would increase nuch nore and the incone of farmers would increase
much nore in this proportion, that is where there is nore green it neans that
the present situation (like in Italy and so on) is very small farns, very
deficient, very high cost. This is, in ny opinion, extrenely interesting
because it tells us how we should really reduce cost because the transfers of
noney from consunmers to producers, at least in the Netherlands, goes into the
pockets of producers and we are all happy for that! But if they (like in
Southern Italy) they go just to pay for higher production cost that is stupid.

That is a deadweight loss, as we will see in a nonent and there is no
expl anation, in ny opinion for that. There is no justification. | have no
time, unfortunately, to explain this macroeconom c effect of the CAP, well, of

price support. This is a nodel applied by D&, finance and econom cs, when DG
asked themto sinulate the reduction in prices in 1994 and it shows that if
you increase prices there will be less inconme, |ess investnment or higher wages
and nom nal wages in real terms, higher profit, less investnent in any case
and | ower devel opnment. Okay. W are alnost at the end. | tried to conpute all
the costs of the Conmon Agricultural Policy. This is the transfer from
househol ds and if we also take into account the long-termloss in efficiency,
resource and | ocation, due to the structure, then 50% of the transfers go to
inefficiency, either long-term which is the higher part, or of course norma
inefficiency |ike deadwei ght | osses, for exanple the noney we spend on |and
set aside and so on and sone extra cost, altogether roughly 50% of these
transfers goes towards it. Ckay, | will stop because sone points of the WO
w Il be better explained by Professor Tangernann. Gentl enen, one point, by
extending the CAP to these countries, if we do not take into account the whole
support but only the trade distorted, the red box support, then we can see
that the CC8, the eight Central European countries we are talking about, at
present are not distorted. If after they will apply our policy, as it was in
1991, then they will becone the third block after the USA in inportance in
distorting subsidies to the agriculture. So this is terrible. This the index
showi ng the rati o between the support, green support and total support. W can
see that the Union is having alnost all red box support, not green box
support, and anong all the countries in the world it is one of the worst

pl aces. Just to say that sone mnisters of agriculture, like they wote | ast
Septenber, say that the CAP is not distorting worldw de the prices, these
things do not exist. So we nmust first of all be sure of what we are talking
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about because if we go on saying totally different things we will never cone
to an end. Sorry for taking sonme mnutes nore.

@ Chairman: Fascinating. | think there is alifetinme's know edge there you
have delivered in about twenty-five mnutes. There is plenty for us to digest.
Thank you very much for starting our proceedi ngs. Professor Erjavec, are you

t aki ng over?

Prof essor Erjavec: M Chairman, |adies and gentlenen, it is a great honour for
me and nmy institution to be invited here to the Conmttee and to present our
work and | focus the presentation on three main elenents in the field of
agriculture. This is what was before, the pre-accession status, then accession
mechani sm what wi |l change, and then sone short-term accession effects. This
represents according to discussion of several focused questions. The first is
what has happened with the producer prices, then a very interesting discussion
Il will follow where ny coll eague started about the policy objectives and
nmeasures and then about the production and trade and the changes related to
this issue, then about the producers' incones and farm structures, in CEEC of
course, and sonehow | will finish nmy presentation with nore specul ation than
anal ysing what will happen in the CEEC and the |ong-term perspectives. So
before | start this discussion allow nme to make two remarks. The first remark
is that there are several studies about transition, very good work by

di stingui shed international bodies Iike OECD, European Comm ssion and Wrld
Bank and they show us that there are very significant differences in
agricultural structures, in historical devel opnent, in econonical potentials
in structures within CEEC and in conparison with the EU. Last week both
scientists and politicians made a |l ot of mstakes to nake very sinplified

hori zontal estinations and anal yses about this issue. It has happened in the
accessi on negoti ati ons where sonehow EUL5 negotiated with one partner but this
partner was divided by ten countries. The second remark before | start is that
there are | ess studies on accession effects and it is very difficult to
predi ct anything, what will happen in two nonths. Wiy? Because these are not
only agricultural issues, these are very broad and econom cally and
politically sensitive relations which can change and have an inpact on
accession effects. W have to deal also with a lot of public fears on both
sides and al so stereotypes and sonehow | will try to nake remarks on this. So
shall we start with a discussion about the first issue. This is what is going
on with the producer prices and first the pre-accession status. First of all
in all cases there is the price transm ssion effect. The agriculture price,
the producer price is mainly related also to the consuner price and also to
the retaining price. So it is very difficult to give attention only to the
agriculture producer price; we have to see what happens also with the consuner
price and with the food processing price. Before the accession the market

i mport regimes, which have an inportant influence on the price levels in the
CEEC were only partially liberalised and those on the regional levels. So we
have nore or less free trade between the Baltic countries, we have free trade
bet ween Czechosl ovaki a but we do not have free trade between Pol and and
Hungary or Hungary and Slovenia. So the conpetition, which is the key el enent
of how the prices are established and so on, is increasing, especially in the
|l ast three or four years through trade liberalisation but mainly through a
very globalised retail sector, which is at the nonent in all CEEC countries
nmore or less in the hands of foreign direct investnent. This nmeans it is nore
or less much nore in the national hands, which nmeans that of course all these
gl obal forces bring also inportant forces to the price levels. So if we
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conpare the producer prices with the EU we can say that they are generally

| ower but increasing all the tinme after the transition. So the producer prices
slowy increase but we have still inportant differences between the producer
prices in the CEEC and in the EUL5 and mainly in those sectors which are in
the EU15 under the CAP nore protected. This is mainly in the aninml sector,

m | k, beef and of course al so under the sugar reginme. Al so now before the
accession these prices are in the key CEEC countries still significantly |ower
than in the EU, but it is very difficult to speak about the general CEEC | evel
or the new Menber States level. W can see huge differences between, for
exanple, Baltic countries with a very Iow | evel and Sl ovenia, which in many
cases has higher prices than EU. So what happens with the accession? First of
all, the inport regine will be abolished and we now have protections for both
sides inportantly after the accession. Then we have, and this is inportant for
CEEC, a newtrade reginme to the third countries, which neans nostly that the
protection at this level will increase. The inport protection will be higher
than before. But it is inportant for many, nmany CEEC countries that the trade
regime with Russia and with Western Bal kan countries will worsen. This means
that the conditions before the accession are better than after the accession
Sormehow i n negotiation both sides, the CEEC countries and the EU Conm ssion
forget that these countries have very good trade agreenents, especially sone
countries in Russia and sone Western Bal kan countries and sonmehow this is an
addi ti onal problemfor sone CEEC countries. Then of course the |ast change is
the introduction of market interventions where we can expect inportant

i nfluence, especially on the side of export subsidies. So what wi |l happen
after the accession? Conpetition will increase, especially the retailing
sector. We can expect also inportant structural change in the food industry,
for exanpl e one reason is there are hundreds and hundreds of small plants in
the food processing industry which sonehow will be forced to close not only,
for exanple, through the econom c forces but also through the hygiene

requi renents. For exanple, there is sone estimation in Poland they will close
300 plants only through the hygi ene requirenents. So what will happen then
with the prices? Those prices which are higher than in the EU, and there are
not so many, they will imediately go down. W can expect such things through
conpetition, which forces prices to go down. But the prices which are bel ow
the EUlL5 level, a significant level, they will not increase inmediately. So
there are no reasonable fears, | would say, that the prices will increase

i medi ately and that we will have consumer problens, problenms with the
producers, suppliers, and so on. W can expect that these prices will be
gradual |y adjusted in sone years. The next point is the policy objectives.
VWhat is inportant to knowis that agriculture is not as inportant a public
priority in the CEEC countries as it is in the EUL5. It is interesting. A

hi gher share on GDT, higher share on enploynent, but there is no tradition to
give agriculture such values and such inportance that it is in the EUL5. W
have policy which is not so strategically orientated, it is nore pragnatic,

| ess conceptual and only partial elements of the CAP exist. W have al so | ow
level, if they exist, of direct paynents and we have only few rural

devel opnment nmeasures which are totally, | would say, different howto settle.
But what is inportant is these countries have different needs and problens
than is the case with the EU15 and the rural devel opnent policy in the EUl15 is
settled for the EU15 with their concerns about the structure, about the
environnment, public and so on. So we have in some regions real policy issues,
excess | abour, scarcity of capital, which | wuld say is totally a different
story than in the EU15, not enough in rural devel opnent, a problemalso for
the first year after the accession. W have a lack in the institutional set-
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up. The administration has a ot of deficiencies, also | wuld say in old
countries, not for exanple the countries which devel oped after the

i ndependency in the last ten years, for exanple the Baltic states or Slovenia.
Maybe these new countries have nmuch nore favourabl e position because they took
younger stuff and so on and are not so concentrated. But we have really a
human capital deficiency to take over such an adm nistrative and centralised
policy like the CAP. So what will happen after the accession? An adoption of
somet hing |i ke European nodel of agriculture with all these words |ike

mul tifunctionality, environnent, public concerns and then the gradua
introduction of single flat rate area paynents, which is a totally different
policy which is already in the EU and which is quite different also after the
reformconmes in because you have the single area paynents, which neans that it
wll be the same | evel of anobunt per hectare for our farmers, which is of
course totally different. Here in Britain sone intensive beef producers get
€1,000, €1,200, €1,300 per hectare. CEEC producers will never get nore, also
at the end of the period, nore than €350 per hectare. But what is interesting
is that the Comni ssion and the EUL5 are engaged in the negotiations, a very

| arge and broad manoeuvre for the rural devel opnent programres, but it is good
because related to the noney there is really noney available for the rura
devel opnent programre but nobody is tal king about it. Why? First, the problens
of the institutional set-up and of course a |ot of these programes are not
related to the real problens of the CEEC, environnental support, which is so
inmportant to the EUL5. Ironically, sonetimes it is really a problemto speak

| would say, with the people in the rural regions, how they have to go to the
environnmental polices and they have social problens, |ack of capital, |ack of
know edge and so on. But what is inportant is a significant increase in
budgetary support. We have seen the nunbers from Professor Tarditi. So what
wi Il happen after the accession? W will have really confusion in the val ues.

| think the policy makers, the farmers and al so the universities, the
academ cal world will need a |lot of years to understand why the agriculture is
so supported in this way with such objective as it is done in the EUL5. Then
we will have a different direct paynents scheme, which nmeans different
conpetitiveness issues, and we will have only partially appropriate rura

devel opnment. We have to say that CAP is nade for another econom c and policy
environnment, not for the policy environment which is now extended to the

enl arged Union. The next issue is production and trade. It is well known that
there was a transitional shock after the beginning of transition and we have
now a recovery in crop production but less in livestock, but there is a
different situation fromcountry to country and what is inportant is only this
limted agro-food trade within CEEC but |linmted agro-food trade also with the
EUL5 and we have one winning side. There is only one side winner in the trade
bet ween EUL5 and the new Menber States and the significant inportance of trade
with Russia and Western Bal kan. So what has happened? W thought that of
course through the higher |evel of support and change of trade regi nes we
expect further devel opment of the crop production, especially cereals and oi
seeds and partial inprovenments in the livestock centre. Wiy only partia

i nprovenent and only in some regions and in sonme sectors specifically? There
are several obstacles why livestock will not inprove to such levels |ike the
crop production. Firstly, there are the quotas. Diary production is limted
and at a very low | evel of production, which is | ess understandable for the
CEEC producers. Then we have direct aid, which is different and which is not
for beef production like in the EU15 but for, I would say, extensive crop
production, and we have a | ack of capital, |abour and know edge, which is nuch
nore i nportant for the devel opnent of nore intensive livestock production. So
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we al so can see lots of huge devel opnments in the food processing products but
we wll see, which is very inportant, trade creation and trade diversion. W
can expect further export penetration fromEUL5 with the process of food
products from EU15 to the CEEC and an opposite increase in raw material s
exported fromthe CEEC to the European Union. But we can also see that | think
the trade with Russia and Western Bal kan will dimnish for these countries.
The next issue, in pre-accession status sone people think that agriculture is
an interesting, econom c and viable production activity in the CEEC. It is
not. It is totally the opposite. Agricultural production is in general a sign
of poverty, the | ess devel oped activities of unenploynent or over-enpl oynent.
So only in some regions in sone particular farmstructures, in sonme particular
production activities we can really see econonic, viable, professional and
conpetitive production. The next inportant issue we have is dual farm
structure. On one side, large, quality farnms, sone of them very professiona
now after 13 years of transition, also very conpetitive. On the other side,

t housands and t housands, we cannot speak about mllions but hundreds of

t housands of snmall, over-aged subsidence farns in rural households with only a
few mar ket occupations. The people do not know what to do. They have a | ot of
fears about the accession and so on. So what do we expect after the accession?
First, of course, through the additional noney, especially fromthe price

adj ust ment and budgetary support, but also |I think an inportant el enent of the
i ncone inprovenent for the CEEC countries is also the rural devel opnment
progranme through the LFA support, through environnmental support and support
for subsidence farns. So we can expect inprovenent in the incone situation. It
is not so difficult to predict. But who will gain? Again, going back to
Professor Tarditi's case, of course professional farnms, |arger farnms who can

organi se the production according to the levels, who will fulfil all the
requirements and so on. W will still have a subsidence structure and we wl|
still have a rural poverty issue. It is not solved with this huge anount of

noney which is on the table after the accession. Additionally, we will have a
problemw th the coll apse of traditional, non-nmarket econony, for exanple non-
paid activities between the farners, which was the case in the past, or

nei ghbour assi stance, these things which we are now slowy losing with the
accession. What is interesting is that after the accession we can expect in
some regions, in the CEEC, real difficulties, not only because of agriculture
but because of places out of the agriculture because in the regi on where the
steel industry is and the textile industry is agriculture is somehow i nportant
as a social buffer. W will really have huge problens and | think the effort
has to be nmuch nore in this direction. Allow ne to finish ny presentation wth
sone |long-term specul ation, | would say. What will happen with the nmarkets?
Yes, we will have increased prices but lower prices will still remain. W wll
have difficult price levels between East and West. There are several reasons.
The inportant reason is purchasing power. \What can we expect? Maybe - and this
is speculation - we will have division in production between East and Wst,
nore crops in the East, less crops in the Wst, nore livestock production
additionally in the West, less in the East.

Q7 Chairman: If you would like to just draw your remarks to a concl usion. W
have to go and vote and then in about ten or twelve mnutes we will return. So
if you would like to just finish off.

Prof essor Erjavec: | think what is interesting to say is that out of the
macr oeconomni ¢ i nportant changes, which can have an inportant influence also on
the agriculture, especially with the introduction of the euro. Previous
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enl argenents brought something to CAP. The rural devel oprment issue. What about
this tine? My speculation is that there is such a big difference between East
and West in the understanding of the CAP that it is difficult to bring the
newconers under this unbrella, so | think re-nationalisation is already under
way. So the CAP has changed already. The reform changed a lot and also if we
see how different policy neasures are settled for the EUL5 Menbers and we see
al so for the CEEC countries we can make the conclusion that the CAP as the
common policy is nore or | ess dead.

Chai rman: A marvell ous way to end your presentation. W shall be back as
qui ckly as we can, gentlenmen. Thank you.

The Committee suspended from4.1llpmto 4.26 pmfor a division in the House

@B Chairman: | amsorry about the vagaries of the House of Commobns but votes
occur sonetinmes at any time and it tends to break up occasions like this, so
my apol ogi es. Nonet hel ess, Professor Tangermann, | wonder if we night proceed

with your presentation, if you would be so kind.

Prof essor Tangermann: Yes, certainly. Chairman, | very nuch appreciate the
opportunity to put my evidence to this Commttee. W talk all the tine to the
executive branches of Government and we are extrenmely happy whenever we get

the opportunity to talk to parlianentarians because after all it is you and
your colleagues in the other 29 CECD Menber Countries who finally create the
basis on which all these policies are being pursued. .... | would like in

dealing with these matters regarding the EU enl argenent and agriculture to
make a few comments on what the size of the production volunme is in
agriculture in these accession countries. | wuld like to also provide you
with a bit of information on the | evel of support given to farners in the

Eur opean Union and the accession countries and will particularly enphasise the
conposition of support for different types of policies which have different
types of effects on markets and are efficient in terns of reaching their
objectives in different degrees. Based on that, | would then want to proceed
to briefly outline the strategy for agricultural policy reformthat all the
Menmber Countries of OECD had agreed should be put in place, except that they
do not yet all really do it in practice for a nunber of reasons that | also
will be nentioning. Then of course | will want to draw sone concl usi ons. Wen
we tal k about Eastern enlargenent and look at it froman agricultura
perspective we sonetines get the inpression there is a huge anmount of
agriculture coming to accede to the European Union. That is right in a sense
because quite obviously for many of the accession countries agriculture is
much nmore inportant in their national econony than it is the average Menber
Country of the current EUL5. On the other hand, we really | ook at the total
size of production in agriculture in the current EULS5 and in the accession
countries neasured to the value of production and taking away for a nonent al
the benefits that governnents provide to farmers to increase the val ue of
production then it is not really like a very big additional anount of
agricultural production will join the European Union. The total cake obviously
is the total of the agricultural production that we will have in an enl arged
Eur opean Union and this is the share that EUL5 has and you will see it is
relatively close to 90% Then of course Pol and has the | argest vol une of
agricul tural production anong the accession countries so that is a very
significant addition to the production volume in the European Union. Hungary
also is a big agricultural producer. Al the other countries are inportant
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countries in many regards but so far as their agricultural production volune
is concerned they are not really that big. Czech and Sl ovak Republic taken
toget her do not produce a lot. | apol ogise for having aggregated Slovenia with
the Baltics here and | amvery well aware of the fact that geographically that
is not really very appropriate. It adds just another little bit to this. So is
it an inportant event in agriculture? Yes and no. Not too inportant if you
just look at the total size of the agricultural production that will join the
Eur opean Union. W nust not, though, forget the fact that agricultura
production volumes in the countries in Central Europe at the current point in
time are quite a bit above the |evels of production that nmany of these
countries have attained already before the principal measuring process began
My col | eague from Sl ovenia has referred to that already. If you just take the
vol ume of production that everybody was producing in 1990 then you can see
that countries like Latvia, for exanple, that is the green |line at the bottom
there, now do not produce nore than 40% of what they used to produce at one
tinme. The big country, of course, in agriculture, Poland, still is not quite
back in the agricultural production to where they were when the transition
started but you can see the light blue line, roughly at 90% of their
producti on vol une. Everybody el se is somewhere between that except for

Sl oveni a. That indeed has managed to expand its volunme of agricultural
production during at |least the later part of the transition period. What |
really want to say with this slide is that yes, the size of production that
will join is not huge conpared with the production volunme the European Union
has already but it also is probably quite a bit below the potential volune of
production in these countries and that of course is something that we wll
have to keep in mnd when we tal k about the future policy pursued and the
effects that all this could have on markets and international trade. Now | et
me nove fromthere to producer support in agriculture and this obviously is
one of the things that we are engaged in, in the OECD. W neasure the |evels
of support that the governments of our Menmber Countries give to farmers. W
express that as the fanmpbus (some woul d argue i nfanmous) producer support
estimate (PSE) and | would |ike to express that in particular as a percentage
of total producer revenue. In the OECD overall, just to give you that as a
baseline, this now stands at 31% So the average farmer in the 30 Menber
Countries of the OECD, Europe, North Anerica, Japan and Korea, the average
farmer in these countries, out of $1 of revenue 31 cents cone just through
government policies and the remai ning 69 cents conme fromthe market. This is
the type of nunmbers that | will now talk about and I will do this by | ooking
at different categories of policies. These are the percentages of farmrevenue
in the EU15 and in the 8 Central European countries that will join the

Eur opean Uni on that cone through support to prices. You were asking about the
definition of that, Chairman, earlier. There is one gap between donestic and
international prices but | have al so added to that paynents which are directly
based on out put volunes and on input volunmes. Why? Because all these neasures
taken together have a significant effect on production incentives for farners
and therefore has the tendency of distorting nmarkets and trade and adds to
surplus production. If you look at that picture you can see that currently the
accession countries, with the exception of Slovenia, have significantly | ess
in the formof direct production-encouragi ng support. Hungary cones close to

t he European Union but nost of the others have significantly |less. Now, add to
that payments which are based on area or |ivestock nunbers |ike the European
Union has at this nmoment still before the new forns of paynents that wll
result fromthe reformthat has been decided in June 2003 and that will becone
reality and you can see that the gaps between the |level of support that EU
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farmers receive and farmers in the accession countries get even bigger. If you
al so add to that the paynents which are based on historical entitlenents |ike
the ones that will now be introduced, the ones which are called decoupling in
the jargon of the Conmon Agricultural Policy, it does not change the picture a
| ot because there are not many of these paynments so far. If you add to this
any ot her paynents then it does not change the picture fundamentally. The
story is that there is a huge difference in the |evel of support between what
farmers in the current EUL5 get and what farmers get in the accession
countries, but of course when they join the European Union then they wll
begin to gradually get nore and nore support (except in the case of Slovenia)
so that their support levels will finally be aligned with those in the
European Union. It will start really with the alignnment of prices gradually so
all the anber bars will line up with the anber bar in the European Union and
that has production incentive effects, potentially rather strong ones. Then
over tinme they will get the direct paynents that farmers now get in the

Eur opean Uni on, which since the reformhas now been enacted will have | ess of
an effect and so on. This provides a bit of an inpression of what the

i ncentives mght be for extending production in the countries and Centra
Europe, then for themto get closer back again to the | evels of production
they had when the transitional period started because, as | said earlier, they
are below their production potential in a technical sense. On the other hand,
we must not forget that for quite a nunber of commodities in the European
Union there is no | onger nuch price support. That is particularly the case for
cereals and oil seeds, of course, and those commpdities where price support
still is very significant, particularly m |k and sugar, there were quotas and
of course these quotas have al so been negotiated with the accession countries
and therefore act as a break on any expansion of production that they would

ot herwi se certainly be very happy to engage in. That is something which tells
us there is a suppressed supply potential in these countries, suppressed by
the quotas that they will all have to adopt as agreed in the accession

negoti ations. Having tal ked about the different types of support and showed
you the picture of how the support is conposed of the different types of
policies, let ne go to the historical devel opment of this in the European
Union and | will now show you the shares and total support that conmes with
these different categories of neasures. This is again price support, input and
out put paynents, the production incentive providing nmeasures, and you can see
that has cone down quite a bit over tinme. So that is good in the sense of not
distorting markets quite as nmuch as used to be the case in the past but stil
you can see it is sonething like two-thirds of all support that is provided in
that way. That is the share of the total support that is given to farners.
This is the share which is given through the old paynments and | have just
added to this a rough estinate of how the situation would have | ooked in 2002
had the nost recent CAP reform been in place in that year already, that is the
2002 with two stars against it, and of course because of this decoupling that
share goes down and the share of paynents based on historical entitlenents
(the so-call ed decoupl ed paynents) goes up. O her paynents - and | will cone
back to that in a minute - have a tiny little share in total support and that
is an unfortunate state of affairs for reasons | will come back to. \Wat does
this change over tinme in the conposition of policies in the European Union

| ook |ike conpared with what other countries in the CECD have done over tinme?
This shows how the |evel of support is neasured on the horizontal axis against
our percentage, PSE percentage, of farmrevenues had changed and how t he share
of the nost trade and market distorting elenments in the PSE, again market
price support, input/output paynents, has changed over tinme and that is
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nmeasured al ong the vertical axis. Cbviously fromthe point of view of the
reformprinciples in OECD we would Iike countries to reduce their |evels of
support over time so as to not get too nmuch in the way of markets and in
particular to also reduce the |level of the nost trade-distorting elenments in
it. So we want these countries to the west to reduce the level and south to
reduce the trade-distorting elements init. Overall, on aggregate the OECD
have gone in this direction. It is not a very long arrow but still something
has happened. The United States has always been a little further to the south-
west but they have not made nuch progress in that corner (if | can put it |ike
that). But there are countries, such as Canada, who indeed have nade a | ot of
progress in this sense. There are countries |ike Japan in the upper right
corner who appear to have |ost their conpass and are just nmarching in the
wrong direction and the European Union has a pretty |ong arrow show ng t hat
yes, there has been quite a bit of policy change over tine. But of course
there is still sone way to go until they really go conpletely to the south-
west corner to reduce the level of support and nake it |ess trade-distorting.
Wy is it that we enphasise this conposition of support so nuch? It has a | ot
to do with the effectiveness of policies in reaching their objectives and this
is atopic we have taken up in the CECD in a nice little brochure, which if
you |like you can downl oad from our website, which describes an agenda for
reform We want to not only criticise all policies but want to help our Menber
Countries noving in the right direction and have finally achi eved everybody's
consensus deci sion on this docunent which, as the EU nust know, is a consensus
organi sation. W cannot publish anything before each individual of the 30
Menber Countries has nodded yes to. So this is a docunent which even Japan and
Norway have agreed to. What it really says is the first priority should be to
reduce price support and rather pursue the domestic objectives with effective
donestic policies. That should be in the form of decoupled paynents, targeted
paynments and woul d al so all ow one to reduce support overall. If one does al
this, such reformbrings benefits donestically and internationally and | woul d
want to, Chairman, briefly take you through the argunent of why this is
something that is inmportant and it has a bearing on EU enl argenent because, as
| will later explain, the bigger the EU gets the nore inportant it is that it
engages in the right types of policies. Wiy is it that a reduction of price
support is a first priority? It is because price support is not really
necessary for the two maj or objectives that countries pursue with their
agricultural policies, farmincome support and non-trade concerns. But then
you still find that sonething |ike 63% of all OECD support conmes in the form
of market price support and, as | have shown you before, the European Union is
not much different fromthis average of the OECD countries. Now |l et ne take
you through the argunment in the context of the incone support objectives and
why it is that price support is not really adequate in that sense. It is
because it is not really necessary. It is not like there is the general incone
fromagriculture in OECD countries. It is also inefficient because if you
throw one extra dollar to farners in the formof price support no nore than 25
cents end up in the farmoperator's pocket and it is inequitable because the
wrong farnms get the support. Briefly I would want to explain the two latter
points to you. Wiy is this inefficient in the sense of not nmuch ending up in
the farnmer's pocket? Let us | ook at what happens when we increase market price
support to agriculture and where it goes. Yes, one part of it goes to
remunerate the land that the farmoperator cultivates. Sone of it indeed goes
to renunerate the | abour that the farner and his famly invest in the
business. But that is it and this is just 25%of the extra dollar spent on
price support. Were does the rest go? The rest goes first to the non-farm
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| and owners as nore price support neans farners want to produce nore. For that
they need nore land. They go on the |and market and drive up the price there
and it ends up outside the area of farmoperators. O course, for the sane
reason farmers like then to use nore influence and it ends up in the hands of
the fertilizer and tractor conpanies and what have you. The last bit of it is
sinply lost through inefficient resource use as farners receive encouragement
to produce at costs that are above the |evel of international cost. So the
story is no nore than 25 cents really end up in the farner's pocket. A pretty
inefficient policy. Can one do better? Yes, one can by decoupling support from
production, for exanple introducing paynents such as those that the European
Union will now be introducing as a result of the June 2003 reform Then
sonmething like nearly 50% of the extra noney transferred to agriculture really

ends up in the farmer's pocket but still a |arge anmbunt goes to non-farm | and
owners as long as these paynents are directly related to | and because then of
course farnmers still want to have nore land and it forwards the support to

| and owners. But still from25 cents in the dollar to sonmething Iike 50 cents

in the dollar is a huge inprovenent in terns of the efficiency of farmincone
support. So far for the argunent that narket price support is inefficient for
farmincones. It is inequitable also and this is another variation on a thene
that ny two coll eagues have already referred to. It has to do with the unequa
size of farns. If you look at what the share is of the 25% | argest farns in
gross receipts of agriculture in their respective country and you see that in
a country like the European Union the quarter |argest farns get something |ike
70% of all the revenues and if support comes directly aligned to production
then of course it is distributed in agriculture very much |ike revenues are
distributed and therefore it cannot surprise us to find that 25% of the

| argest farnms get sonething |ike 70% of support. What is wong with that? I
have no quarrel with a big farmer getting a ot of noney except if the
argument is that we need as governments to support agriculture because there
are people who are sinply too poor then it is not the biggest ones in
agriculture that really are the target audience of this policy but that is
where the noney ends up. Now, for the second area of objectives, non-trade
concerns or what often is referred to as multifunctionality, there is no doubt
about all sorts of worthy objectives that governnents pursue in that area
having to do with environment and so on, except that price support is rarely
an optimal policy there because it does not really reward farners for naking
contributions to the specific objectives. It rewards farnmers for producing
nmore wheat, mlk, sugar beet, whatever, and hence targeted paynents that
really have directly to do with the contribution that a farnmer nmakes to

i nprovi ng the environnent, to safeguardi ng biodiversity and what have you are
much nmore efficient.. What is the conclusion fromall that? Decoupling and
targeting are really the way forward in agricultural policies. Support should
be decoupl ed from production. Objectives should be defined carefully and then
measures should directly target these objectives. If all that is done, the
policy becones so nuch nore efficient that the support |evels can be reduced
and still the sane | evel of the objective paynents can be guaranteed. That
means that countries should nove in that direction, except unfortunately they
are not yet there. The conclusions in the context of EU enl argenent and
agriculture based on this really say that the reformthat the Conmon
Agricultural Policy will now undergo as a result of the decisions taken in
June 2003 was certainly a step in the right direction because it did add a
significant degree of decoupling to the policy and the shift towards the
second Pillar at |east opens up the possibility to engage in nore targeted
policies. Wether that really is the case, so much will depend on how t he
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measures in the second Pillar are defined precisely. EU enlargenment makes such
a reformeven nore inportant for at |east two reasons. First, the size of EU
agriculture grows and therefore any inefficiency becones the nore rel evant and
any market distortions becone the nore relevant, in particular for the rest of
the world and therefore the bigger a unit is the nore rational should the
policies be that that unit pursues. Also, and this very much is in line with
the comment that my coll eague from Sl oveni a has nade al ready, diversity of
course increases across countries in the enlarged European Union and if you
consi der what | have said about the inefficiency of old policies in reaching
their targets then it nust logically followthat the nore variation there is
in conditions the nore inportant it becones to be able to target policies
directly to the problens one is faced with and therefore the nore diversity
one has the nore inportant it is to nove in the direction of the decoupled and
targeted policies. Obviously, after having said all that, | must conclude with
one | ast statenent. Yes, it is a good step forward, this policy reformthat
the Common Agricultural Policy will undergo now when it is going to be

i npl emented but there is still a lot of scope for further refornms in the
future, not only in ternms of including those policies that have not yet been
included in the reformbut also in continuing to nove towards nore decoupl ed
and in particular nore targeted policies in the future. Thank you very rnuch

Q@ Chairman: Gentlenen, | think you have provided us with not only a very
interesting series of perspectives on the matters which relate to the

enl argenment of the European Union fromthe agricultural standpoint but also
sone very chal l engi ng comment ari es about the reform package which i s now being
i mpl emented in various ways in the existing 25 Menber Countries. If there is
one thenme which runs through all of what you are saying it is a big question
mar k agai nst the way in which support is actually being used. | think the

i npressi on we had from both Pol and and Hungary, which we visited, is that the
big may well survive the process of change but many of the smaller farm ng
units, and Poland is typical of that, may struggle agai nst the background of
rising conpetition and the pressure which could cone fromthe supply side from
big, efficient units. | think I mght throw the question out to you to perhaps
say a word about the structural inpact of these changes because if the
accession countries' agriculture is to play catch-up with the efficient
farm ng nmenbers of the existing conmunity not all of themare going to survive

and one of the things we did not touch on was the inpact on rural life, the
rural fabric of what could be a big structural change. Do you think that there
will be a big change, what will be the inpact on farm enpl oynent and gi ven the

scarcity of resources, how should the accession countries deal with that kind
of issue?

Pr of essor Tangermann: Chairman, this obviously is a very, very inportant and
politically extrenely rel evant question. | do, though, believe that we nust
not nmake the m stake of assuming that the structures that sone of the current
EU Menber Countries have in place already and those conponents of their
agriculture that we consider to be conpetitive would al so be the proper
benchmark for structure devel opnents in the countries in Central Europe for
the sinple reason that the appropriate structure in agriculture (if there is
anyt hing such as that) very nuch depends on the ratio between | abour costs and
capital costs. Gven the fact that |abour costs in the accession countries
still are significantly below those in the existing EU while the costs of
capital are at least as high, if not higher, because of all sorts of
inperfections in the capital market and difficulties for farners of getting
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access to credit and all the rest of it, we would indeed not necessarily want
to see agriculture energing there which is structurally fully inline with
what we consider to be the nobst conmpetitive types of agriculture in the
Western part of Europe. So it is not the sane target that they are noving
towards, at least in the mediumterm Secondly, with the pretty significant

i njection of higher levels of support into agriculture in the accession
countries, not least in the formof the direct paynments (even though they will
be phased in only gradually), there is the prospect of a very significant

i mprovenent in the incone position of rural people, or nore precisely of
agricultural people in these new Menber Countries vis-a-vis the incone
situation of non-agricultural people. In particular in rural areas that m ght
cause social stress because if | ama non-agricultural rural inhabitant
working in a small enterprise there and do not see anything happening to ny

i ncome while ny neighbour, being a farner, suddenly gets quite a significant
anmount of noney thrown at himthrough all the benefits that the Conmmon
Agricultural Policy brings with it, that will cause ne sonme thinking at |east.
So the Comron Agricultural Policy will provide benefits to farners and
therefore reduce the stress that they are under in terns of needs for
structural devel opnent but at the sane tine it can cause a new type of stress
in social relations and the rural fabric may not necessarily always benefit
fromthat.

Professor Tarditi: Could | cone in. | think this is really a central point of
the restructuring, as | tried to nention before. First of all, we have to nake
it clear that it is not true that small farns are environnentally better than
| arge farnms. The anmount of pollution either in ternms of nore fertilizer or
what ever is nost of the tinme higher where a certain area is cultivated by a
very |l arge nunber of farns than the other. So environnental standards can be
targeted with special aid and of course if this aid is sufficient to maintain
small farns, even if they are inefficient that is okay because society at

|l east is taking back the environnmental benefit. But going deeper into the
phi | osophy of the issue, | do not believe we should support incone farners per
se because this would be sort of discrimnation anong the people. If | ama
farmer ny incone should not be guaranteed. So in the long term al
externalities |like the environnmental effects and so on should be paid by
society but in the long termdirect incone support should not be given, in ny
opinion. In the transition period, of course, you can do whatever you like in
order to cone to a better structure for production. The point is that at
present the price support beyond all the drawbacks that were nentioned by
everybody is maintaining a structure which is largely inefficient. As | was
mentioni ng before, in the Netherlands |larger farmers - not |large farners of
the Anerican size, 200 acres, no, they are physically not very |arge but they
are intensive in capital and these farns, which are famly farnms with maybe
one or two workers, they are granting on average for such househol ds al nost
twice the inconme that non-farnmers get in the Netherlands. That neans that they
are much nore efficient. If in the whole of the EU15, and in Pol and for
exanpl e, we have 30, 40% of farners who have a farmtoo small, 5, 6, 10
hectares of usual commmodities - not of course flowers because you just need a
hectare of flowers to be a rich farmer if you properly use it but in ternms of
t he European dinension in ternms of output - then they will always have a | ow
incone and they will always be in need of public support. So unless they
produce sone externality, whatever it is, and they can be paid that way

t hrough targeted policies there is no reason why we shoul d keep those ki nds of
farmers inefficient and transfer noney to the sector to pay for inefficient
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production and high cost production. So the structural policy should be really
the main objective of the Common Agricultural Policy but it is not. It used to
be the case but nobody is speaking any nore of the structural policy, but if
we do not reduce the level of inefficiency in our farms we will always be in
need of transferring in one way or the other non-targeted aid to all farmers
and this will, for small inefficient farns, pay inefficiency. For large farns
we W ll create rents because if a farmis large and very efficient, if you
have higher prices or a transfer which is not targeted they will create rents
and this is not so bad as inefficiency but it is not so good in ternms of the
di stribution of noney because why shoul d society create rents somewhere? The
econom ¢ statenent was that it would commence with tax rents because they are
unearned incone, not create them and the CAP has always created rent by a
price support rather than by production quotas, even the crazy things of
payi ng people for not utilising land and the set-aside. So | think this is
fundanental but we should not have the problem of how to keep people in |and
if they are not useful for society. W should pay for nobilising the workforce
and have a nuch better allocation of labour in a different economc activity.
If all the noney spent in the last 40 years for supporting farmers was spent
in structural adjustnent and | abour nmobility and resource nmobility like it

was, for exanple, the Mansholt reformin 1968/69 and 1970s then we woul d be
now in a position where support would not be necessary at such a high |evel
and all society will be nmuch better off.

Chai rman: Mark, you have a follow up question on this.

QL0 M Lazarowicz: It is a gquestion which arises from Professor Tarditi's
paper but | think it also relates to what our other w tnesses have told us as
well. Professor Tarditi, in your paper you |ook at the change in paynents

bet ween producers, consumers and tax payers in the accession countries but if
we | ook at the effects of accession also on the existing 15, if we |ook at
producers, consuners and taxpayers in the accession countries and producers,
consuners and taxpayers in the existing EUL5 and take all those together who
are, in your view, going to be the biggest winners and the biggest losers in
ternms of resources and paynents? Then perhaps you could tal k about both in the
imediate termand in the |onger term

Professor Tarditi: Ckay. This is the point | had witten but | did not say
directly. In ny opinion, this report - we are referring to the report of the
CAP - is having a noderate positive inpact on the EUL5. W have seen it being
repeated. It is very good in the right direction as a theoretical frame but in
terms of shifting resources fromred box policies towards green box policies
(or even out of agriculture because agriculture is actually in excess of
resources) we have not cultivated 10% of our arable land. This we should every
day repeat to ourselves this sentence because it is plain stupidity and a
waste of resources, inefficiency. So a slight inprovenent in the EUL5 but if
you have a trenendous reduction in social affairs and in the structura
production a worsening - not in Slovenia, but in all the other countries,
newconmers - on the whole, in ny opinion, it will be a huge reduction in social
affairs but |I think in history we never had such a di sastrous deci sion
econom ¢ policy, as this in agriculture because transferring, as | said,
roughly 30 or nore billion euros every year to farnmers in a situation where
they live happily, they do not really need it, they are not starving or

what ever in these countries, in a situation where we already have a trenmendous
excess of resources all over Europe is just wasting noney in the nost plain
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and direct way. So good reformas a framework to inprove the situation, slight
because in practice at the end of the story the change is not so nuch because
5%in a shifting nodulation is really nothing, it should be 25, 30 or 40 and
we woul d never dismantle the present structure of transfers if we are going in
that direction. On the whole, not only in the EUL5 but also at world | evel
because, as was said al so by Professor Tangermann, we will be a bigger
econom ¢ unit and our inpact on the world trade will be nore negative, as |
showed in the last slide, the increase in price support in these countries
will becone really inportant. Resource location in EU25 and at gl obal |evel
will surely be worsened as well as the inconme distribution because there is no
reason why poorer, non-agricultural people will pay a much higher share, as we
know, in consunption prices of their food, and favour |arger (especially in
sone countries) farners, especially if we take into account that in the
Central and Eastern European countries a larger share of land is owned by non-
farm ng peopl e because it was given back after the transition fromthe Sovi et
reginme. So this worsens the whole thing because these transfers do not even
go, as was shown by some slides, to farnmers but go to | and owners who do all
other sorts of jobs and it is rent. It is unearned incone. So this is an
income distribution totally perverse and also in terns of externalities
probably these higher prices will increase higher inport of fertilizers and so
on and worsen on the whole the environnental sustainability of European
agricul ture.

QL1 M Lazarowicz: WII the biggest winners fromaccession be the producers in
the existing 15 countries?

Prof essor Tarditi: No. Well, in principle in the 15 countries nothing changes.
We are just extending our CAP to the newconers. There are sone transfers
generated by this because part of the support paid by the Union to those
farmers will not be supported by their taxpayers but part will be supported by
us and this will be a cost for our taxpayers as well as in ternms of invisible
transfers due to price support. Part of our consumers' cost will flowto those
countries. But the enlargenent will depend on the market. Probably the
conmpetition of these countries will be bigger nore or less than ours. W wll
be forced either to lower the price support if we have such circunstances or
to introduce further and further higher levels in terns of production quotas
for land set aside. In this case of course everybody will pay the cost if they
wi Il produce nore than was foreseen and then we will be conpelled to reduce
our share of total production. But overall there will be a total |oss of
efficiency in the system especially |loss at macroeconom c | evel, especially
in those countries, and this will be paid by society as a whol e.

QL2 Chairman: | think Professor Erjavec and Professor Tangernann al so want ed
to contribute on that point.

Prof essor Erjavec: Very shortly on the incone distribution story, who wll
gain and who will lose, the first winners, | think, to emerge fromthe whol e
enl argenent story are the biggest food producers, the nmultinational firms in
the West. They already have capacity in the East. They already shift the
production from Wst to the East.

QL3 M Lazarowicz: By the West you nean the EUl15?

Prof essor Erjavec: The EUl5, yes. They gain with the trade, they gain with the
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cheaper | abour in the East, they gain with the cheaper raw materials fromthe
East and with the pressure on the raw material production in the EUL5. This is
the general. This is the real winner of the story. The second wi nners are the
bi ggest | and owners in the East with the huge anobunt of land and with the
sinmplified scheme and as a single flat area hectorage paynent, which really
again is the rent, it is nothing to do with the production, and of course they
wi Il organise the production. We will see how this devel ops in Hungary,

Sl ovaki a and other countries with good econom c possibilities for crop
production. Others are losers or sonmehow stay on the |evel, maybe sone big

I ivestock producer in the EULS5 which can extend the capacity of the
production, especially in beef, especially in pork. It depends if this
industrial type of livestock production will be organised also in the CEEC. At
the nmonment it is in a very bad shape. The second point | would |like to make is
the social stress. So we will put a |ot of nmoney into rural areas and
agriculture workers are in a better position to other rural people. In fact we
have a different type of people in the rural areas so it will |ook very
sinple, again in tw years it is €100 per hectare nore or less. It will be
nore in Slovenia but in other countries €100 per hectare direct paynents. So
who will get it? If you have a snall farm 10 hectares, what does this nean,
€800? Ckay. What is the wage? The wage in such agricultural areas in the CEEC
is between €100 and €500 per hectare. So if you are close to the €500 it is
not so inportant again but nore inportant if you have a snmall farnmer who has
al so occupation outside agriculture. So we increase with the agricultura
paynent social welfare sonehow, but who will really gain in this case? As

Prof essor Tangermann told us, it is famly farms organi sed on a professional
basis, which are now devel oped everywhere in the CEEC, with 3, 4, 500
hectares, | would say a British type of farm Only in the EUL5 you can find
this in Geat Britain. These are of course the winners of the story. What
happens with the large collective farns, collectively organised? In fact |
think they are in such bad shape because of |ack of capital and a | ow | evel of
| abour, so it depends if the owner - and who is the owner? Sonetines it is a
private person, sonmetinmes it is collectively owned. If it is collectively
owned this neans it increases the wages, the direct paynments directly to the
wages of the | abour forces, then | think it is not so bad. If they put this in
the capital investnment it is necessary. But if it is the third case, that the
noney is going to the owners, which is the case at the nonent, then it is a
pretty story. W have in Slovenia at the nonent such stories. At the beginning
of the transition nobody |iked agricultural enterprises. It was not econom ca
production and everybody said, "Ckay, in ten years we are out.” Now with the

i ntroduction of harnoni sed direct paynments system big noney is comng fromthe
banki ng sector, from everywhere, because they know that you get, | do not

know, a 300, 400, €500,000 cheque and you are al so conpetitive. | think this
is the problem and al so the decoupl ed story does not solve the probl em because
the decoupled story with regi onal paynents for the new Menber States it is
nmore or less rent for the owners and this is the problem So | think it is a
step in the right direction for the Common Agricultural Policy but I am not
sure it is the right policy with the CEEC

QL4 Chairman: Did you want to just add a brief conment?

Prof essor Tangermann: Very briefly. In broad ternms wi nners and | osers, just
inside agriculture, forgetting about the food industry for the nonent, the
winners are farners in the accession countries because they get higher |evels

of support. Where does the noney conme fromand therefore who are the | osers?
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Two groups: (a) consumers in the accession countries because they are being
faced with higher food prices; (b) the taxpayer in the EUL5 Menber Countries
because the paynents that will go from Brussels to the new Menber Countries in
agriculture will be considerably |larger than the contributions that these
countries will make to financing the agricultural expenditure out of Brussels.
So farnmers in Central Europe gain and the | osers are the consuners there and
the taxpayers here. For our farnmers, probably not very nuch will change

Chairman: | am going to draw our proceedings to a conclusion at about 5.30 but
before I do that | would like to ask Al an Sinpson and Diana Organ if they
woul d also like to raise their points.

Al an Sinpson: | amless worried about the cost that we pick up as European
consuners in this because it seens to ne that there is a wonderful exanple
about what cohesion neans that was to be found in Gernmany unification, where
those in the West made a conscious choice to levy solidarity taxes on

thensel ves to pay for the devel opnent of infrastructure in the East and
provide stability and not this tidal nobility of |abour, which would have
risked the inplosion of the infrastructure in the East and the overl oadi ng of
the infrastructure in the West. So | amnot too worried about Professor
Tangermann's point. What | amworried about is your final point, Professor
Tanger mann, when you said there is scope for refornms in the future. Is not the
reality that we are faced with sonmewhat different? The previ ous system of CAP
may have had the logic to start out with but it just becanme a nechani sm which

was very good at feeding rich farmers and the new proposals will be very good
at feeding rich | and owners. But, as Professor Erjavec said, those |l and owners
will also be corporate owners of production, sonme of which we saw i n Pol and,

who bring with themthe prospect of col ossal downsides in other environnental
costs. W are particularly concerned about pig nmeat production in Poland and
the role that the American corporation Smthfield has had where a single one
of their pig factories produces nore pig waste, pig manure, than the whol e
popul ati on of Warsaw. That is quite a different set of environnental
consequences whi ch just cannot any |onger be absorbed in the infrastructure of
nmore localised famly farners. So is not the problemthat we have to grab hold
of, alnost to break free fromthe sort of free market econom c presunptions
that all of the externalities that determne the viability of comunity life
and environmental continuity, access to sustainable water, ought we not now to
be saying at a tine when there are European surpluses that we focus on food
security and enploynment stability and continuity? Is not that the direction of
future reformand would a step in that direction be to put a ceiling on the

| and- based paynents to be nmade in transfers so that we were no | onger nmaking
sure that the big noney went to the big holders? If we put a ceiling on it so
that the smaller famly farners were the princi pal beneficiaries would not the
community as a whole get nore out of it?

QL5 Chairman: Professor Tangernmann, would you like to have a crack at this?

Pr of essor Tangermann: Yes, | would certainly be very happy to try and respond.
Let ne start by saying that what | earlier said about who are the wi nners and

| osers was just stating facts. | would not argue that it is wong for the

exi sting EULS5 to make financial and economc transfers to the countries that

w || accede because, as you rightly say, cohesion as such is a very inportant
el ement in European policy and that the richer countries give to the less well-
off countries is an absolutely accepted principle. One would, though, want of
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course - and that brings ne to the second part of your statenent - to see that
the nonies are being then used in a way which not only creates additiona
incones for the recipients but also is an efficient way of doing this and

avoi ds any additional problens that might arise out of such transfers and that
i ndeed is sonething which is not necessarily guaranteed. These transfers are
made along with the volume of agricultural production that affects these
paynments because indeed that m ght well have negative environment al
implications. There is no particular reason to believe that any support that
one provides to farmers in a broad sense, be it through prices or paynents per
hectare, has any benefit to the environment; on the contrary, it is probably
not hel ping the environnent and it would be a nuch better environnment policy
to indeed use these nonies and pay for active contributions that people can
make towards inproving the environment. As far as the ceiling is concerned on
i ndi vi dual people's paynents out of the current regine, | think it is
extrenely inportant to come up with a good expl anation for why these paynents
are being made at all and the only proper explanation | believe one can think
of is that these paynents, having followed fromprice support that was
provided in the past, should help people with the adjustnents they have to
undergo when prices are being reduced. It now turns out that some of the

i nvestnents they have made in the past are not really any |onger very
profitable. But there is nothing like a long running justification for such
paynments and therefore the proper strategy in ny mnd would be over tine to
reduce these paynents anyhow. If that happens then of course the issue of
ceilings on individual people's paynents no |longer is very relevant because

t hese paynents di sappear after 15 years anyhow. Then that is not so nmuch an

i ssue and what shoul d happen, rather than continuing to nmake these paynents on
a very long running basis is to use these nonies, or rather only a fraction of
it because not all of it would be used for it, to pay people for making
contributions to all those benefits that society wants agriculture to provide,
having to do with the environnment, biodiversity, food safety, animal welfare
and all the rest of it. |I think that is the proper strategy, to phase out over
time paynments that have originated fromthe history of price support and turn
theminto targeted paynents which are made to farnmers for the benefits that
they provide to society.

Chai rman: Thank you very nuch

QL6 Diana Organ: | want to ask you a bit to do with actually the cost of food
to the consunmer. You said earlier that the losers in all of this may be the
consuner. | wonder if you would comment about the predicted price rises

affecting the rural poor, which may be the very sane rural farmers to whom we
are giving sonme kind of support but this may be all swept away because an

i mportant bit of their budget, which is their weekly food bill, may be seen to
be escal ating beyond control. Coupled with that, when we were in Poland and
Hungary and we went to a supernarket we were told there that people already
are extrenely price-sensitive in the way they do their shopping. The inpact
that that mght have on accession states and you were saying earlier about how
you mght be in a rural area and the farmer next to you is getting sone noney
and you are not. The sort of social divisions that they may cause. "This
farmer is getting noney but ny food has suddenly cost a ot nore,” and there
are real social problens about that. The second part is that you have shown us
about the productivity of agriculture, except for Slovenia, had dipped in the
| ast decade or so but probably with the accession into the EU there are
possibly going to be increases in agricultural production because there is
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great opportunity. Do you see the increase of production going to meet rising
consuner dermand in the ten States, possibly because of increased incones

t hrough other sectors or do you see the farners | ooking at the opportunities
across the EU and saying, "Let's all get really market orientated and we will
all export it to Germany, or wherever." | amsorry, there are about three
guestions in there. The first one is about the inpact of food prices and the
second is what is going to happen to where the food is. Is it going to be

i ncreased consuner denmand or is it going to go for export?

Prof essor Tarditi: The inpact on food prices will surely be a share of the
i ncrease of farmprices because at consuner |evel of course the increases of
farmprices will be reflected in nuch | ower percentage increases although in

absolute terns it could be the sane according to the conpetition in the market
channel . The point you are naki ng about the poor in poorer areas and so on in
ny opi nion should be tacked in the sanme approach. If there is a |ocal problem
for whatever, poor farners, that society wants to keep in their region for any
possi bl e objective then a proper policy should be targeted at |ocal |evel, not
that in order to keep sone bovine production in the hilly areas we increase
the price all over Europe. This is the big m stake that we al ways make. | want
to cone back to a point on the previous intervention of Professor Tanger mann
O course if we intend to nmaximse the social welfare of society as a whole,
which is usually the main objective of econom c policy, we must take into
account all possible uses of resources we have. So |let us just think of how
many things could be done, not only in agriculture by shifting fromthe price
of water to green box policies, rural devel opment and so on. But why not? W
rarely talk about using this noney in all other econom c activities, investing
in whatever in these Central and Eastern European countries and not using it
flowing to land rents and so on. This is a basic issue that clearly tells how
such policies are sectorally driven and inefficient. The |ast point you nade
was should we increase our production in order to feed the demand due to

i ncreased i ncome and so on. \Wen we started introducing supply managenent and
controlling supply with adnministrative devices all the econom ¢ approach is
reversed because produci ng nore i s damagi ng because we have to get rid of it.
So everything is false. If we do not reduce the price support and do not cone
into a nmuch nore |liberal econony we cannot even reason in ternms of increasing
supply is a good thing. It is not at present because we are paying 10% W are
payi ng farmers not to produce 10% of our land. So it is very disturbing.

QL7 Chairman: Professor Erjavec, would you like to have the final word on this?

Prof essor Erjavec: Yes, only about the food prices. | will say in the short
term and | think you will be surprised, ny evaluation is that the prices wll
not increase significantly because the food prices are driven by denand, by
purchasi ng power, nuch nore than we expect. | think the conpetition is so
strong that they will really conpete with each other and al so through the
direct paynents, which conpensate the farners. W have sone power to
manoeuvre. The raw materials prices, especially for the livestock, will stil
stay at the lowest levels. But in the long term | agree there is a price
adjustment and also this affects the consuner with the increase in the
consuner prices. So | think there is the tendency to go with high wages or

food prices. | think we expect too nuch on the consuner side. Secondly, |
woul d say that we have all on the West and on the East side a little bit too
much illusion on the rural devel opnent policy. | do not see so much a

possibility to solve all the problens in the CEEC only with the structura
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policy nmeasures. W have a big farmnow i n Pol and whi ch produces 300, 000 pi gs.
W know it has to be closed. It is against animal welfare, it is against the
envi ronnment, agai nst anything, but what do we need? Shall we build 100, 300 or
500 famly farns? There is no progranmme. Rural devel opnent policies are so
bureaucratic, so settled by the rules, which are sonehow | will say in the
EUL5 bureaucrats' imagination that | do not believe that with the rura

devel opnent policy as it is nowit is possible to solve all these problens of
poverty, of environment, of cohesion. What the CEEC really needs are the new

i ndustrial working places in the agricultural areas. This is the key point.
Then we solve the agriculture subsistence farm ng problenms and so on and to
build, like the Gernmans, new working places. | do not see the policy here.
There is not enough noney and it is too bureaucratic. The EC Conm ssi on nmakes
policies like, you know, not to increase - we need very prinmtive measures.
Build new factories. This is the key point for the rural areas in the CEEC

Chairman: Gentl enen, thank you all very nuch indeed for three well put
together, stimulating and indeed chal |l engi ng presentati ons. You have provided
us in a relatively short space of tine with an enornous anount of data for us
to think about and | think provided us with a very inportant perspective to
the visits that we nmade | ast week because you have given us both a practica
as well as a theoretical analysis with which to review the experiences that we
had. W are nost grateful. If there is one thing that I have concl uded from
all of this it is that it is alot nore conplicated than I think we all

t hought. So thank you very nmuch indeed for comng. We really appreciate the
time and trouble you have taken and we are very grateful to your contribution
to this inquiry.
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