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Summary

We have estimated the costs of The ‘New Policy’ scenario. We looked at the calculations in the ECAM model of 1995, which is still valid in spite of new developments.  We have found that an additional advantage of this scenario is that it is much less costly than the current CAP (Common Agricultural Policy. The financial consequences are as follows:
· It results in considerably higher prices for farmers and only a very slight increase of the part of the consumers’ incomes that is spent on food. 

· Price differences between the EU and the global market would increase, which might lead to  higher revenue from import duties, but that is difficult to predict. 

· We could economise on export refunds, and the costs for intervention and surpluses and other regulation mechanisms would be negligible. 

· There would be costs for 'societal functions', and to preserve agriculture in areas with restrictions and to support small farms whose maintenance is necessary  for reasons of multifunctionality. 

· If the farmers would receive cost-covering prices, the current amount of direct support for farmers would not be necessary. 

In 2009 this direct support amounted to about €39 billion. Therefore, if our proposals for a better policy are approved that would result in a substantial reduction of the current EU agricultural budget. The ‘New Policy’ would cost about € 30 bil. which is considerably less than the approximately € 55 bil for the current CAP. However, we stress that this reduction is inextricably entwined with the 'regulation and supply management' scenario, which would result in cost-covering prices for farmers. 

Introduction

The budgetary expenses of the present Common Agricultural policy are considerable, as shown in table 1. They continuously increase, in spite of the many inefficiencies pointed out by many commentators. 
Table 1 – Evolution of the EU-27 actual agricultural expenditures from 2000 to 2009
, in billions €
	
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	2009

	Market interventions
	10,65
	10,26
	8,07
	10,06
	8,47
	8,54
	8,12
	5,42
	5,44
	7,01

	Decoupled aids
	0,00
	0,00
	0,00
	0,00
	0,00
	1,45
	16,26
	30,37
	31,41
	32,79

	Other direct aids 
	25,53
	27,43
	29,63
	29,69
	29,83
	33,70
	17,79
	6,68
	6,16
	6,32

	Miscellaneous
 
	0,00
	0,00
	0,02
	0,05
	0,26
	0,38
	0,09
	0,36
	0,47
	0,35

	Rural development
	4,76
	5,75
	6,08
	7,17
	8,97
	10,24
	11,33
	10,87
	10,52
	8,74

	Common agr.  budget
	40,95
	43,44
	43,81
	46,98
	47,53
	54,31
	53,60
	53,69
	53,81
	55,21

	Aid to agr. from national budgets 
	12,50
	12,51
	10,36
	10,12
	13,96
	12,26
	11,92
	12,48
	11,77
	11,77

	Total agricultural subsidies
	53,44
	55,95
	54,17
	57,09
	61,48
	66,57
	65,52
	66,22
	65,58
	66,98


In the ‘New European Agriculture and Food Policy’ (see http://www2.dijon.inra.fr/esr/pagesperso/trouve/  or www.europeanfooddeclaration.org, 'documents')  a scenario was painted for a European agriculture that puts planet and people before profit. It was demonstrated that our first necessity, food, cannot be left to the market but should be decided on by democratically elected bodies that can guarantee sustainability and equity, while also allowing room for market principles.  See paragraph 1, below, for a short summary of the mechanisms proposed by the authors of the ‘New Policy’. 
Currently European farmers get on average  40% of their incomes 
 from income support; that's what makes them 'competitive' on the world market'.  And even with this support about half of them earn the minimum income or less, at least in the Netherlands, but probably also elsewhere 
. Of course farmers would far prefer cost-covering prices for their work to the 'support'  they are getting now. The individual support is a disguised subsidy; it is a very cumbersome administrative burden and moreover it distorts trade.                                                                                                                                    

Who do we think we are fooling? We pretend to stick to WTO rules (we don't  really - see annex 4), but these disguised subsidies are unfair on other countries, especially the developing countries. 

We know there are ecologists and environmentalists who suggest a severe reduction of the budget without seriously considering farmers' incomes. We should not be so naïve as to believe that all the billions of the reduction in direct support for production would instead go to environmental services by farmers (hedges, more biodiversity, cows-in-the-meadow, etc); the payments would at most cover the costs of such activities. Farmers can't live on those payments; it would mean a massive exodus of farmers from the countryside, and then where would European food security be? Will we always be able to rely on imports form countries where wages are lower?

So let's be very clear: Other scenarios might lead to a reduced budget, but in this case it's all or nothing: this budget goes with a system change. 

The budget estimation refer to the ECAM model which dates from 1995. A more complete proposal for implementation of our scenario for the EU-27 and more exact calculations are beyond our scope and means. That would require 2-3 man /woman years, with a new economic model based on new data and software. We suggest that the decision makers should take their responsibility and make sure that this work is undertaken by the EU as soon as possible.  

It is urgent not so much because of the reduced budget but because of the content of our scenario which is far more important: it puts planet and people before profit, and that is just what is needed at this point in time.  Let’s heed all the red signals: there are enough arguments to take these proposals seriously. It is now far wiser to substitute the "competition on a 'free' market" principle by "ecology and equity" as the leading principle.  
Europe could take the lead in this.  Therefore we recommend that the EU should also promote the  principles in the 'New EU agriculture and food policy' at the international level

1. The mechanisms proposed in the ‘New Policy’

a) the farmers receive a proper and reasonably stable price for their products based on the average production costs at the EC-27 level;

b) these  prices are only granted for only limited quantities that do not exceed domestic European consumption. These limitations are  in part arrived at by variable duties at the external borders. 
c) price and market stability is pursued by domestic supply management and intervention (and if required  market stimulating) measures;

c) there will not be any more subsidised export

d) at the same time a strong reliance by the EU on import of (non-tropical) products is avoided;  

e) direct support is only provided   for special groups of farmers, such as farms with production costs above the average of the EU-27, farms in ‘unfavoured’ areas, and as a reward or stimulus for societal objectives (environment, animal welfare). 

2.  Calculations in the ECAM model

About 15 years ago calculations were already made of a somewhat comparable scenario using the  ECAM model. The ECAM model is a general equilibrium model which examined various  scenarios at the time of the preparation of the “Mc Sharry reform” in the early nineties. Because of the time at which it was constructed, it considers the EU9 and the EU15 only, since the  new member states had not yet acceded to the EU. It is clearly a limitation of the analysis presented here  that a new, more comprehensive, model has not been used. Unfortunately, such an instrument does not exist, a fact which, in itself, demonstrates the lack of economic analysis behind most of the proposals for the next CAP reform. In this situation, we consider that the ECAM has still a certain value, if not in absolute, at least in relative terms. We mention it to illustrate what the calculations for a certain scenario amounted to at the time.  Below we make new estimations for a ‘regulation’ scenario  which may be compared to but are not based on the earlier work.
Among the hypothesis envisaged by ECAM, the 'cartel scenario' (Folmer et al, 1995) was compared to the 'MacSharry policy' of the early nineties. In the 'cartel scenario', the EU market is shielded strongly by import duties, also for products, like raw feed materials, that could previously be imported freely. The prices of dairy and beef, in this scenario based on figures of around 1990, were increased by 15% and a cereal price was established at over €20 per 100kg. Production is limited by quantitative restrictions.

Some conclusions from these calculations include that the export of the EU-9 (EC-10 without Greece)  will be significantly lower than in the reference scenarios and that the import of cereal substitutes in particular will also be significantly lower. The added value of agriculture finishes about 8% higher than in the MacSharry scenario. The expenses of the EAAGF
, in the cartel scenario, work out to be almost 20 billion euro less than in the MacSharry scenario. Because of the higher prices, EU consumers pay more for their food but, according to the authors, the effect of this is limited (Folmer et al, 1995, p 328).

In a similar calculation with the same model, Veenendaal (1997) arrives at comparable conclusions. In his calculation as well, a scenario that focuses on production control and protection is compared to the MacSharry policy. In this 'production control scenario', cereal prices within the EU are about 60% higher than in the reference scenarios and beef prices are about 80% higher. For dairy products, the price difference is of course much smaller because at that time price reductions still applied. The global market prices with production control are slightly higher than in the reference scenario because the EU exports less to the global market. The EU-15's export of wheat with production control would for example decrease from about 15 million tons in 1995 to more than 4 million tons in 2007. For feed cereals, the EU-15 would become importers in the ‘production control scenario’. The import of raw feed materials (amongst which cereal substitutes) would be cut more or less in half. Conversely, EU export of beef would be considerably higher in 2007 than in 1995, because demand in the EU decreased as a result of the higher prices.

The added value of agriculture with production control, would be 6 to 9% higher than in the reference scenario. Because the number of workers also remains a little higher, the difference in added value per worker is a little less. The pig and poultry farmer would be worse off with production control because of higher feed costs. The production control scenario would be 14 billion euro more beneficial to the EU budget of the EU-9 than the MacSharry policy. This takes into account import duties that would be more or less equal in 2007 to the amount of 1995. The consumers in the EU-9 in 2007 would have to spend 10.1% of their total expenses on food in the production control scenario, compared to 9.8% in the reference scenario.

3. Model still valid in spite of new developments

The model calculations represented above of course cannot be applied as such for the effects of the 'New Policy' proposal. For instance, the calculations referred to in subsection 2 still include a considerable subsidised export and moreover the number of EU countries has increased considerably. However, the calculations do provide indications. It is quite clear that the combination of production control and price support offers the possibility to keep farmers' incomes steady and at the same time effect great savings on agricultural policy expenses. Another important outcome of the calculations is that there will be shifts in the trade flows.

The question of the effects of the New Policy proposal on the EU agricultural budget is difficult to answer properly without calculations using economic models.  However, it is possible to give a rough indication. This paper is an attempt to do so.

4. Higher prices for farmers 

The first element of the New Policy proposal, the price increase, as such has no consequences on the budget. However, the price increase may contribute to a  higher revenue from import duties.

In the proposal no concrete percentage is given by which the prices should be increased. Reference is made, however, to production costs of efficient farms (see 'New Policy' par. 4.2.2).  This basic assumption can lead to a considerable price increase. Two examples are: 

a) a few years ago, the average cost price of wheat at 6,000 French cereal farms was calculated to be €174 per ton (NAV, 2005).So to get the intervention price to that level, it would have to be increased by 60 to 70%;

 b) According to the LEI, the cost price of milk at large Dutch dairy farms with a quota of about 1 million kg, in 2006-2008, amounted to approximately €42 per 100kg. Berthelot (2010) provides €43/100kg ( €49/100 kg without subsidies) as the cost price of milk for Normandy. That is 35 – 40% higher than the average milk price received and almost double the support price for milk calculated on the basis of the intervention prices for butter and powder.

All this indicates that a price guarantee at the level of the cost price implies a substantial increase in the prices for the farmers. If the prices of cereals, sugar, cattle and milk were to increase by 40% compared to the level of 2009, the revenue value of these products would increase by about €40 billion. That is about as much as the total amount of the direct support .

5 Consequences for consumers 

Consumers  will pay less taxes to finance the CAP, there will be much less unemployment,  and they will enjoy a cleaner environment, better food quality and a more vibrant countryside. 

On the other hand, food prices will temporarily be higher. The effect will be moderate, in line with what was calculated in the ECAM model. 
In the first years the food costs will rise but the effect will be limited, since the EU consumers' budget going to food is only of 15%, and the weight of agricultural prices in the food prices is only of 20%, hence only  3% of the household’s budget goes to food sourced from agriculture. As a result, assuming that a strict control of the margins of the other operators in the food chain prevents the supermarkets from widening their margins, an average 30% increase in the agricultural prices as compared to their average level in the 2000-06 period (hence an increase of 6% in food prices) would raise the share of food to 3.9% of the households budget, in other words  an extra 0.9% of the household budget as compared to today.  Such an increase in food expenses does not seem to be insuperable, the more so as it could be presented as an insurance against food insecurity (pay a small sum each day to prevent large price spikes from time to time) and as a payment for externalities such as the preservation of the environment and the countryside).
Spreading the increase in agricultural prices over 6 years, the share of food in the EU household budget would rise to from 15% now to 15.9% in year 6 and would not increase beyond that. It may even be less if the EU economy recovers and the per capita GDP in the EU-25 starts rising again by 2% in two years from now, which would result in higher incomes. In that case the weight of food in the budget will reach a ceiling of 15.6% in year six and decline afterwards. 

6 budgetary effects of import duties difficult to predict

Because of such a price increase the difference between the EU price and the global market price will grow, even when taking into account a (limited) increase of the global market prices as a consequence of the production and export control in the EU.  On the other hand the EU will import less, which will have a lowering effect on the world market prices of  the products concerned. All in all, the effect of the New Policy proposals on the world market prices will probably be slight. A larger discrepancy between EU-prices and world market prices will in principle lead to a higher amount in import duties. However, the volume of imports will decrease. Without further study it cannot be said what the effect on the EU budget will be in the end. That is why this effect will not be taken into consideration here. 

7 No export refunds

The proposal implies that export refunds will no longer be granted. In past years, however, these refunds were limited. From 2005-2009 they decreased  from € 3.05 billion to € 650 million. On average they amounted  to €1.7 billion per year in this period. That is probably indicative of the maximum budget saving on this point.

8 (Administrative) costs of intervention probably negligible

Compared to current policy, more money is required for intervention and the like. Because export of products to which an intervention price applies will only rarely be possible, considering the price difference with the EU market, surpluses occurring incidentally will have to be disposed of by internal measures.

Per product unit, this probably requires more means than the present intervention policy, because of the higher prices. However, interventions will be required (much) less often thanks to the production control pursued. If it is accepted that this will be effective, it seems reasonable to assume that this aspect of the policy will not require more means than in the present policy.

9 administrative costs for quantitative restrictions and for limited direct support

Quantitative production restriction (quota, set-aside, perhaps  extensification schemes) would result in extra administrative costs.   Because part of the direct support will be maintained (see point 1e) the relevant administrative costs will also subsist. How this works out in the end cannot be determined without further research. Because these expenses are largely paid by the member states and do not weigh on the EU budget they will not get further consideration here

10 Extra costs for societal objectives
The direct support for 'societal objectives' (e.g. environment, landscape and animal welfare) and for the preservation of agriculture in unfavoured areas can probably partly be financed from the current budget for rural areas. The EU budget for this purpose lies in the neighbourhood of €11 billion per year. Of this, a little less than €2 billion per year is intended for agriculture in mountainous and problematic areas (Terluin, 2010). It may be noted here that thanks to the higher prices the continuity of agriculture in these areas is not as threatened as with a continuation of current policy. On the other hand it is likely that farmers will have to be offered higher compensation to make conservation of nature and landscape attractive. After all, their loss of profit increases with higher prices. The current EU budget for 'agri-environmental payments' amounts to a little less than €3 billion per year. Because more attention is paid to the environment, landscape and animal welfare in the New Policy proposal more money will have to be devoted to these objectives. Let us think in terms of € 5 billion extra per year. 

11. Direct support for individual farmers

If the New Policy is carried out a considerable amount can be saved on direct support.  In 2009, this support amounted to about €39 billion.  Since in the new Policy prices are based on the average costs level of the EU-27 all farms with a lower cost price will in principle not need direct support any more. For smaller farms and for farms in ‘unfavoured areas’ extra payments will be necessary (see 1e). Let us suppose that there will be 10 bil. in additional costs for this objective. Then about 30 bil. can be saved on direct support. 

12 In summary (annually, savings on EU budget compared to present policy, in billions):

	- economising on export refunds (see p. 6)
	- €     1,5.

	- market regulation

	                   P.M.

	- support for societal objectives (approximate estimate)
	 + €   5 bil.

	- economising on direct support
	 - €  30 bil.



 




ln the study 'Proposal for a new European Agriculture and Food Policy' which was presented to the EU Commission in June 2010 a policy was outlined that puts planet and people (including people in the developing countries) before profit, i.e. the profit of transnational agribusiness on the world market.
In this assessment, published in December 2010, we demonstrate that a minor but additional advantage of this policy is that it would reduce the EU agricultural budget. 
Considering the suppositions and principles outlined above it is plausible the ‘New Policy’ proposal will require an EU budget of about € 30 , which is  about € 25 bil. smaller than the budget for the current policy which amounts to roughly € 55 bil. , as can be seen in table 1 .                                                                                                                    As stated above, the exact costs of a 'people and planet' policy that would face all the challenges of today would require further study. 
==============================================================================
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�Put together by Jacques Berthelot.


 Sources: � HYPERLINK "http://eur-lex.europa.eu/budget/www/index-fr.htm" �http://eur-lex.europa.eu/budget/www/index-fr.htm�; 
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� Mainly pre-adhesion and administration of the CAP


�  From 2004-2008 the support was 36% of the farm-income of the average Dutch agricultural and horticultural farm. In 2009 it was undoubtedly higher. The Netherlands has a lot of horticultural farms ( and pig and poultry farms) that get little or no support. For dairy farms it was 39% and for arable farms 50%. So we can safely say that he support is 40% on average in the EU.


� From 2001 to 2009 on average 45% of the farming families in the Netherlands earned less than the minimum income ( E 22.000 before tax); 2006 and 7 were good years, in 2009 55% earned less than the minimum income. (LEI,  landbouw Economische Bericht 2010, p.173, http://www.lei.dlo.nl/publicaties/PDF/2010/2010-013.pdf ). From the same publication, page 180 it appears that incomes are higher in arable farming and the same in dairy farming in the UK, but lower in the other north-western European countries (Belgium, Denmark, Germany, France,)  The Dutch Government in a research paper foresees that if the current policy is continued one third of the 70.000 farms will have stopped stop before 2020, although the total acreage will hardly decrease.





� European Agricultural Guarantee Fund


� One complication is that for some products, like mutton, an effective production control is not simple. Quotas for these products are impossible or very difficult to implement because the sales are not conducted through a small number of channels like with milk and sugar. A possibility for such products is to guarantee a low price and to top it up with an extra payment per additional kg of product (a “deficiency payment”) or per animal. These payments can then be restricted (quotas applied). In this way it should not be too difficult to keep production under control. However, this form of policy does entail considerable budgetary expenses.





� Nederlandse Akkerbouw Vakbond, Dutch Arable Farmers Union
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