
Su
Occasional Paper No. 62

The Common Agricultural Policy
of the European Community

Principles and Consequences

By Julius Rosenblatt, Thomas Mayer, Kasper Bartholdy,
Dimitrios Demekas, Sanjeev Gupta, and Leslie Lipschitz

International Monetary Fund
Washington, D.C.

November 1988

VB TU Darmstadt

51652916



Contents

\

Page
Prefatory Note vii

I. Introduction and Conclusions 1

II. The Operation of the CAP 4
The Evolution of the Agricultural Sector
Origins and Principles of the CAP '
The Institutional Setting
Public Expenditure on Agriculture

III. The Effects of the CAP on EC Member Countries 9
The Case of the Federal Republic of Germany
Other Evidence

Price Developments
Production and Consumption Balances
Trade
Stocks
Income and Employment
Financial and Economic Costs

Concluding Remarks

IV. The Effects of the CAP on the Rest of the World 16
The International Effects of the CAP

Effect on Prices, Trade, and Welfare
Effect on Price Stability

Concluding Remarks

V. The Approach to Reform 19
The Debate on Reform

The Early Stages
Recent Developments

Recent Measures of Reform
Price Restraint
The Agrimonetary Arrangements
Restrictions on Entitlements to Support
Complementary Measures

Concluding Remarks

Appendices

I. Statistical Tables 26

II. The Arithmetic of the Monetary
Compensatory Amounts (MCAs) 46

111



CONTENTS

III.

IV.

References

The Effects of the CAP: A Survey of the Literature

Economic Costs of the CAP: An Illustrative
Exercise for the Federal Republic of Germany

TABLES
Section

I.

II.

Appendix

I.

Page

49

61

67

1. Agricultural Producer Support for Selected Countries and
Major Commodities, 1982-84 2

2. EC: Self-Sufficiency in the Community of Six Before the
CAP 5

3. The Main Instruments Used for the Implementation'of the
CAP—'Selected Products 7

4. Monetary Gaps 26
5. EC: Coefficients of Nominal Protection for Selected Agricul-

tural Products ' 27
6. OECD: Producer Subsidy Equivalents (PSEs) by Commodity

and Country 27
7. EC: Development of Agricultural Producer Prices (in real

terms) 28
8. EC: Ratio of Producer Prices to Input Prices 28
9. EC: Self-Sufficiency in Cereal Production 28

10. EC: Self-Sufficiency in White Sugar Production 28
11. EC: Self-Sufficiency in Butter Production 29
12. EC: Self-Sufficiency in Wine Production 29
13. EC: Self-Sufficiency in Vegetables and Fruit Production 29
14. EC: Self-Sufficiency in Meat Production 29
15. EC: Self-Sufficiency in Pork Production 29
16. EC:~Self-Sufficiency in Wheat Production 29
17. EC: Self-Sufficiency in Beef Production 30
18. EC: Self-Sufficiency in Egg Production 30
19. World Production and the EC's Share in Trade of Selected

Agricultural Products (1983-85) 30
20. OECD: Share of Each Country in OECD Agricultural Exports 31
21. OECD: Share of Each Country in OECD Agricultural Imports 31
22. OECD: Share of Agricultural Imports in Total Imports 32
23. OECD: Share of Agricultural Exports in Total Exports 32
24. EC: Ratio of Stocks to Production for Selected Commodities

and Countries 33
25. OECD: Share of Agricultural Value Added in GDP 33
26. OECD: Growth of Agricultural Employment 34
27. OECD: Share of Agriculture in Civilian Employment 34
28. EC-10: Holdings—Number and Area Covered by Agriculture 35
29. EC-10: Average Size of Agricultural Holding per Member

State 35
30. EC: Distribution of Farm Sizes in 1985 by Country 35
31. OECD: Relative Labor Productivity in Agriculture 36

IV



Contents

Page

32. EC-10: Revenue of the Agricultural Sector 36
33. Expenditure by the European Agricultural Guidance and

Guarantee Fund, by Country 37
34. Expenditure by the European Agricultural Guidance and

Guarantee Fund, by Product 37
35. EC-9: Agricultural Expenditure by the Member States in

1975 and 1980 38
36. EC-9: Agricultural Expenditure by the Member States and the

EAGGF in 1975 and 1980 38
37. Welfare Effects of the CAP on EC Members 39
38. Welfare Effects of the CAP by Country in 1980 40
39. Trading Position of the EC 40
40. EC: Export Share in World Agricultural Exports 40
41. EC: Exports of Agricultural Products to Various Groups of

Countries 41
42. EC: Imports of Agricultural Products from Various Groups of

Countries t 41
43. Effects of the CAP on International Prices 42
44. Effects of the Abolition of the CAP on World Trade 43
45. Effects of a Complete Liberalization of the CAP on the

Welfare of Non-EC Countries 44
46. Effects of the CAP on International Price Stability 44
47. EC-10: Agricultural Support Prices and Inflation, 1981/82-

1988/89 ' 45

48. The Computation of Monetary Compensatory Amounts—
Illustrative Examples for the French Franc 47

49. Input-Output Structure for the Base Year 62
50. Federal Republic of Germany: Key Parameter Settings 64
51. Federal Republic of Germany: Changes Elicited by the

Abolition of Agricultural Protection Through the CAP 64
52. Federal Republic of Germany: Notation of Variables 65

CHARTS

Section

II. 1. Basic Mechanism of CAP Price Support 6

Appendix

HI. 2. The Economics of Price Support: The Single-Country Case 50

II.

IV.


