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THE MAKING OF THE EUROPEAN COMMUNITY'S
WHEAT POLICY 1973-88:
AN INTERNATIONAL POLITICAL ECONOMY ANALYSIS

Abstract

This thesis examines the political and economic
changes in the domestic and international organization
and operation of the European Community Common Agricul-—
tural Policy for wheat during 1973-88. Its purpose is to
demonstrate the opportunities and constraints in the
agricultural talks in the Uruguay Round of the GATT begun
in 1986.

An international political economy approach is adop-
ted to bring into prominence the key security, produc-—
tion, finance, and technology power structures and to
demonstrate how these transformed the interlocking and
overlapping set of bargains that determined policy.

The thesis shows that throughout the 1970s the EC
wheat price policy concentrated on supporting farm in-
comes, and this neither required nor permitted an exter-—

nal policy beyond measures to dispose of surpluses. In
the 1980s, however, prices were increasingly directed by
market conditions. This reorientation was caused by

shifts in the structures surrounding the wheat system.
These weakened the pan—-European farm lobby, and a patch-
work of new agreements evolved between policy makers,
commodity groups, and non—-farm 1lobbies to support an
active rather than defensive export policy.

Consequently, the EC set specific commercial goals
for the Uruguay Round of the GATT which makes it a for-
midable and active participant in the negotiations. In
contrast, during the Tokyo Round in the 1970s the Commun-—
ity had adopted a strongly defensive and obstructionist
posture to protect its domestic system.

Examination of the agricultural trade negotiations
between 1984 and 1988 confirms that the other partici-
pants have not recognized these transformations. The
thesis concludes that the Uruguay Round could fail, and
the GATT could be seriously impaired, unless negotiators
acknowledge the transformed bases of the new EC wheat
policy.
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Chapter 1
INTRODUCTION: ALTERNATIVE APPROACHES TO POLICY ANALYSIS

The trinity of grain, flour, bread is to be
found everywhere in the history of Europe. It
was the major preoccupation of towns, states,
merchants, and ordinary peoprle for whom life
meant 'eating one's daily bread.'?

Braudel's observation, which refers to the period
between the 15th and 18th centuries, 1is equally apt to-
day. The trinity continues to generate great interest in
business, government, and the press. Agriculture has
been at the forefront of debate 1in the European system
since 1958 and, in 1982, it was elevated to the top of
the world trade agenda. The current round of multilater-—
al trade negotiations (MIN) in the General Agreement of
Tariffs and Trade (GATT), more than any in the past, will
be judged a success only if there is agreement on agri-

culture.

Trade policy, however, "is the stuff of domestic
politics"® and, as such, any examination of the GATT must
necessarily begin with a review of the domestic policy
system. This thesis therefore examines the political and
economic changes in the domestic and international organ-—
ization and operation of the European Community (EC) Com-
mon Agricultural Policy (CAP) for wheat during the 1973-
1988 period to demonstrate the opportunities and const-
raints in the current GATT round. An international poli-
tical economy approach is adopted to bring into promi-
nence the key security, production, finance, and technol-
ogy power structures and to demonstrate how these trans-
formed the interlocking and overlapping set of bargains

that determines policy.

The CAP wheat price and trading system throughout

the 1970s focussed on achieving social objectives. Pri-

i-  Braudel (1980), p. 143.
= - Spero (1985), p. 91.

-7 -



8 Chapter 1

generall . . )
ces after 1972 werekbase on the 'objective method cri-

terion' to provide smaller and less competitive farmers
with an income comparable to non-farm workers. Market
concerns were largely ignored. Instead, the Community
agricultural structures policy was wused to rationalize
the farm sector and to assist farmers to become econom-
ically viable. This domestic orientation neither requir-
ed nor allowed much of an external policy for agricul-
ture. Trade policy was used almost entirely to secure
domestic supplies of wheat for European consumers; export
was simply regarded as a cheap and simple means of dis-

posing of surpluses.

This thesis shows that the structures surrounding
the wheat system began to shift about 1980, causing some
of the underlying bargains that determine policy outcomes
to break down and others to form or strengthen. World-
wide political and military tension lessened and produc-—
tion of all goods became internationally interdependent,
so that strict food self-sufficiency became neither ne-
cessary nor feasible. New production techniques and seed
varieties, meanwhile, expanded output but made farms more
vulnerable to the increasingly uncertain market, infla-
tion, exchange, and financial risks. Technological
change drove producers, consumers, and policy-makers to
adapt quickly to the new opportunities and information.
Domestically, these changes reshaped the policy commun-—
ity, so that the farm lobby no longer dominated. Bale
and Koester note that beginning in 1980 "a fundamental
change in the source of criticism occurred'™ and agita-
tion for change moved from outside the system (i.e., con-
sumers, the press, manufacturers, and academics) to
within the Commission, Council, European Parliament (EP),
Economic and Social Committee (ESC), and even into some

of the farm organizations.

x- Bale & Koester (1983), p. 387-88.
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The price system in 1989 was fundamentally different
from the one prevailing in the 1970s. Debate over prices
in the late 1980s was largely directed by markets while
the Community structures policy addressed social con-
cerns. Farmers in 1989 received well below the 'guaran-

tee' implied by the intervention price? two cereals co-
responsibility levies and a fundamentally different in-
tervention system (that operates as a market of last re-—
sort and not an alternate market) ensure that market
prices at least partially reflect market conditions.
Future price changes also are largely dictated by the
super levy system (which triggers automatic price cuts
whenever the maximum guaranteed quantity is exceeded) and
the 1988 Dbudget agreement that limits growth in EC agri-

cultural outlays to less than overall budgetary growth.

This new system provides a firm basis for the Com-—
munity to develop a lasting export presence. The surge
in EC wheat yields encouraged by the incomes-based price
policy of the 1970s placed many EC wheat producers among
the most competitive in the world by the mid 1980s, which
created inexorable pressure for the Community to move in-—
to world wheat markets as a commercial exporter. Begin—
ning in the 1980s, the Community began to develop a vari-
ety of trade instruments and by 1989 the full scope of
the complete EC wheat trade policy was clear: it would
include targeted marketing with selected refund offers,
flexible commercial and concessionary credit, credit
guarantees, multi-annual supply agreements, and an active
storage system.

The EC push onto the international wheat market
occurred just as shifting structures were forcing changes
in world markets. Whereas the Community adopted a highly
defensive posture in line with its domestic orientation
in the 1973-79 multilateral trade negotiations, the new
international focus of the CAP makes the EC a formidable
participant in the GATT. The EC, as an outward-looking,

3e. "Guaranteed price" refers to the effective support
provided for farmgate prices by the institutional (inter-—
vention and threshold) prices.



10 Chapter 1

export—-competitive participant, is positioned to take an
active role in developing the rules and procedures in the
world wheat trade. Provided other parties at the GATT
recognize and accept this transformation, these changes
in EC policy should enhance the potential for a political
resolution to the subsidy dispute which has dominated the
world wheat trade during the 1980s. The agricultural
trade negotiations between 1984 and 1988 demonstrate that
the other participants have not recognized these trans-
formations. The thesis concludes that the Uruguay Round
could fail, and the GATI be seriously impaired, unless
negotiators acknowledge and accommodate the new EC wheat

policy.

THE TRADITIONAL APPROACHES TO FARM POLICY ANALYSIS
The single-disciplinary approach commonly used 1in

academic and professional work has not disclosed the full
array of changes in the EC. This thesis uses the theory
of international political economy and Susan Strange's
structures—-bargains model to examine the EC wheat policy,
first, to illustrate the explanatory power of IPE and,
second, to substantiate the fundamental changes that have

occurred in the wheat system.

The reorientation in EC policy, however, has gone
unobserved by most academic and government actors. The
analytical approach chosen frequently forces the analysis
to focus either on the microeconomic issues (e.g., farm—
ers, consumers) or on the macroeconomic concerns (e.g.,
security, economic growth) in absence of the political
context. The analyses therefore frequently miss the cri-
tical linkages among the microeconomic, macroeconomic,
and political levels. Most agriculture research, for ex-—
ample, examines ECU prices and averages for the Commun-—
ity, thereby ignoring that farmers, who are after all the
basic unit in the system, work and live in a national
context: farmers are concerned with national currency
prices and often divergent national market pressures, and
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have their most direct access to policy makers through
national organizations and national political systems.
Yet the policy system and many of the key economic pres-—
sures facing farmers and policy makers are set in an in-
ternational setting. Analyses that ignore either the
national or international dimensions err. An examination
of international agricultural affairs, therefore, re-
quires analytic tools that span national industries, do-
mestic politics, international markets, and high poli-
tics. As shown below, the economics, welfare economics

and international relations approaches fail to do that.

Economics

The economic approach concludes that the CAP wheat
policy is inefficient and wasteful and, as Hill says,
"the basic problem of the CAP is that it attempts to defy
the underlying forces of economic development.' He con-
cluded that: "If the CAP continues as it is at present
the costs of surplus disposal will bankrupt the Commun-
ity."# The US Export Enhancement Program, introduced in
1985, is an effort to increase the budgetary cost of the
wheat policy and thereby precipitate bankruptcy.® In
summary, economic logic says that the policy must be re-

formed.

Available evidence, however, does not support that
conclusion. Studies (listed in Table 1.1) show that the
annual economic costs of defying '"the underlying forces
of economic development'" averaged only 27 ECUs per capita
in Europe during the 1975-83 period. This suggests that
economists have incorrectly assumed that the critical is-—

sue 1s market efficiency. Petit notes that because econ-—

4-  Hill (1984), pp. 158-59, concluded that bankruptcy
would occur in 1984.

Financial Times, 6-9-84, reported that the USDA est-—
imated that US outlays for wheat support would rise by
US$10 for every US$1 cost increase inflicted on the EC.
Other sources estimated the range was 5-1 to 19-1. Thus,
the EEP was an imperfect means of achieving this goal.

0.
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omists usually ask '"how bad are the agricultural policies
of country X?" the great majority of economic studies of
farm policy have placed "too much emphasis on the norma-

tive and prescriptive, at the expense of the positive."®

A plethora of macroeconomic studies (Tables 1.1 &
1.2) concur that protectionist policies in the EC cause
deadweight losses” for the Community because support for
producer prices above the world market—-clearing price
encourages farmers to produce greater volumes at higher
marginal cost than the world market clearing price and
higher consumer prices depress domestic demand for food,
reducing consumer surplus. Depending on the period, com-
modities, countries, and policies examined, the loss rep-
resents between 0.1% and 2.7% of Community gross domestic
product (GDP). But agricultural policies are not unique
in creating deadweight losses. Although national defence
imposes a loss, few argue that the economic calculus in
that case 1is the full story. The numbers really only
provide an estimate of the cost of providing public poli-
cies. Both agriculture and national defence policies
have other non—quantifiable benefits, such as protection
from coercion from other countries or greater social har-

mony through greater equality of incomes.

Sector specific studies-—inter—-sectoral and multi-
sectoral—show deadweight 1losses for the Community for
single vyears between 1976 and 1985 ranging from
approximately 0.13% of GDP (Bale & Lutz for 1976) to 1.3%
(Tyers & Anderson for 1985). The Australian Bureau of
Agricultural Economics (BAE) estimates the annual dead-

weight loss of all European farm policies averaged about

- Petit (1985), p. 9.

7- Deadweight losses include wastage due to inefficient
production and lost consumer satisfaction because of sub-
optimal consumption. They do not include income trans-—
fers, whether from or to consumers, producers, or govern—
ments.
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equal to a

per capita loss of about 27 ECUs (in 1982 wvalues or US$26

at 1982 exchange rates).

Table 1.1  Cost of Agricultural Support in the Evropean Cossunity: Partial Equilibriua
(Intersectoral and Multisectoral) Studies
Ref. Author & Comaodities & policies Deadweight  DW Loss
Year Date of Study [ECY unless stated] Prices (DH) Loss as 7 BOP
1976 Bale & Lutz (1981) CAP & State Policies in France, L 1.2 B ECH 0.13%
bermany & UK; cereals, sugar, beef
1978 Morris: IFS Cereals, dairy, sugar, beef, C 6,2 BECY 0,531
{198%) pigs, poultry, eggs & olive oil 82 9,3 BEC --
1578 BAE {198%) All policies {CAF & National) B2 11,2 B ECU 0.48%
for all CAP cosmodities
1980 Buckwell, et al. All CAP cosmodities % policies
(1982} {a) ditf. from self sufficiency £ 3.2BECU 0.132
{b) ditf, from free trade C 1.1 BECU 0.55%
(b} diff. from free trade B2 13.5 B ECU --
1980 BRE {198%) As above 82 8.1 B ECU --
1580 Tyers (1983) Cereals, meats, dairy, sugar 80 22,3 B ECU 1.10%
1980 Tyers & Anderson Cereals, meat, dairy, sugar g0 4.9 B ECU 0,27%
-82 {1987} EC10
1983 BRE {198%) As above 82 8.0 B ECU (.32
C 8.6 BECY 0.25%
1983 Devereau & Morris  All CAF commodities & policies C 14,0k ECY 0.40%
(1983)
1984 Harvey & Thogson A1l CAF comeodities & policies C 15,8 B ECY 0.37%
{1985)
1985 Tyers & Anderson All policies (CAF & National) 80 24.1 B USs 1,304
(1984} for all major comsodities
Note: C means current year; otherwice date is year to which prices are deflated.
Sources: Walters (1987); BAE (1983); Buckwell, et al. {19B2); and IMF {198B),
General equilibrium models show larger losses be-
cause higher food prices reduce household resources

available to save or to spend

on manufactured goods and
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services, while higher farm production attracts resources
(including entrepreneurs) from other sectors, which re-
duces non—-farm growth. EC farm support is estimated to
depress GDP between 1% (Spencer for 1980) and 2.7% (Burn-
iaux & Waelbroeck for 1985). Stoeckel's 1985 study esti-
mates EC farm support in 1980 increased exports from the
agriculture, food, beverage, and tobacco industries by an
average 37% and caused imports to fall by more than 20%.
This increase to the trade balance raised the average
European exchange rate by 4.4%, and thereby caused a 4%
drop in manufacturing exports and a loss of approximately
one million Jjobs (1%). More than 400,000 of the jobs
lost would have been in manufacturing.® It is important
to remember that these studies assume total factor mobil-
ity between sectors, which 1is not necessarily true for
either labour or capital in the farm sector, and there-
fore could be too high, especially in the short run.
World—-wide, agricultural support 1is estimated to cost
industrial market economies US$45 billion, or about 1% of
their combined GDP.®

Table 1.2  Cost of Agricultural Support in the European Comsunity: General Equilibrius Studies

Ref. Author & Commodities & policies Ieadweight D¥ Loss
Year Date of Study [EC? unless stated] (D¥) Loss as & 6DP
1980 Spencer (1983) A1l CAP commodities & policies na  approx 0.9%
1984 Stoeckel (1985} All policies (CAP & National) approx 1 n.a
for all CAP commodities million jobs
1985 Burniaux % Wael- All policies (CAP & Nationall na 2.7%
broeck (1983) for a1l CAP coemodities

Source: As for Table 1.1.

a. Stoeckel (1985), pp. 40-41.
?-  World Bank (1986), p. 131.



Introduction: Alternative Approaches 15

The economic paradigm of supply and demand curves is
a powerful tool for analyzing questions of efficiency and
wealth creation but operates only by imposing severe lim-
its on the variables that are considered: non—-quantifi-
able costs and benefits are assumed to be unimportant or
constant and therefore are not considered. Economic an-
alysis is perhaps most severely hindered by the explicit
separation of political and economic processes. Econom-
ics implicitly assumes that a 'black box' political sys-
tem resolves all conflicting demands at one time, leaving
a new equilibrium. This obviously does not happen in
real life. Policy compromises are achieved recursively,
as power and interlocking bargains shift. Economic pol-
icy analysis therefore ignores political factors critical

to policy development.

Welfare Economics

Many academics around the world have adopted a wel-
fare economics approach to explain the CAP and to examine
alternative policies. The theory of rent-seeking expands
the economic approach because it examines how people com-—
pete for economic rents created by the incomes—based
price system in Europe.*® This helps partly to explain
the efforts of large, efficient producers to push the
farm ministers to sustain or increase common prices in
Europe. The Australian government also adopted this
approach to examine the CAP, concluding that "the best
prospects for agricultural policy reform lie in groups
outside agriculture realising their common interests in
substantially changing the political will of governments
to reform bad policies."** The solution therefore is to
educate European consumers, the unemployed and indust-
rialists to the costs of the CAP. But this approach is

neither necessary nor sufficient for policy reform be-

1o Tollison (1982), p. 575, defines economic rents as a
return in excess of a resource owner's opportunity cost.
LR Centre for International Economics (1988), p. 6.
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cause it continues to ignore the critical importance of

non—-quantified concerns.

Table 1.3  Inter-Sectoral Transfers Caused by the EC Comson Agricultural Policy (ECU)

Ref.  Author & Policies & coeandities Base  Consuser Producer Taxpayer

Year  Date of Study {ECY unless stated] Prices Loss gain Loss

1976 Bale & Lutz CAP & state policy; Fr., FRE, C 3.9 B 478 0.2 B
{1981} & UK; cereals, sugar, & heef

1978 Morris: IFS Cereals, dairy, sugar, beef 78 3.3 21,58 518
{1980) pigs, eggs, poultry & oils

1980  Buckwell, et All CAP products & policies C 24.BB 22,08 B.J B
al. {1982

1979 DECD (1987) All policies for EC10 (total C S6.5 B - inc.
-81 consuser & taxpayer losses)
1983 BAE (1983) A1l policies (CAP & State) 82 0.6 B 47.5B 2498
for all CAP coseodities

1984  Harvey & Thoa-  All CAP products & policies C 42,58 4.5B 1788
son {1983)

1985 Tyers & Ander-  All policies (CAP & State) 80 $49.08B $27.2B $2,2R
son (1986) for sajor products for ECI0

Sources: Same as for Table i.1.

Josling believes that 'preoccupation with efficiency
of resource allocation and disregard for analysis of in-
come transfers has been a major cause for the frustration
of many economists who see agricultural policy as a jum-—
ble of politically motivated and expensive follies."*=
He, and others, therefore reject the strict classical
liberal trade theory. The alternative, rent-seeking,
games theory approach improves on classical economics be-
cause it identifies the transfers that flow among consum-—

ers, producers, and taxpayers and thereby provides esti-

1= T. Josling quoted in Haen, Johnson, & Tangermann
(1985), p. 32.
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mates of which groups in society bear the economic costs
and acquire the benefits of the policy (Table 1.3),

But the welfare approach does not necessarily iden-—
tify the potential for change. There are two problems.
First, the theory incorrectly assumes that the bargaining
position of each actor in the system is based solely on
its relative Dbenefits and costs. When opinion surveys
are compared with the benefits or costs of the CAP, some
of the results refute such a close economic tie between
economic self-interest and bargaining positions. German
farmers, for example, get an average 33% more support per
capita than other Community farmers*®, yet are the least
satisfied that the CAP is "on balance ... worthwhile."*%
More importantly, however, this theory, like economics,
still assumes that politics takes place in a black box.
The distribution of winners and losers 1is usually pre-—
sented as yielding an obvious outcome. But the political
system does not work that way. The economic calculus of
income transfers ignores the often more important social,

political, and cultural concerns that determine policy. -
R

e
e

International Relations

International relations specialists conclude that
the CAP remains a key part of the political bargain be-
tween Germany and France that sustains the EC and thereby
bolsters the Western European alliance against Soviet ex-
pansionism. The IR approach fails largely because it fo-
cuses almost exclusively on state—-state relations and on

international security and thereby ignores the increasing

1. Buckwell, et al. (1982), p. 141, table 9.1. Produc-—
er benefits in Germany were estimated at 4207 EUA/head
compared with the EC9 estimate of 2793 EUA/head.

14 Eurobarometre, 27 (June 1987), p. All8, table A40.
Only 37% of German farmers agreed that: "Although there
is a lot to criticize and to put right in the EC CAP, on
balance it 1is worthwhile." About 44% disagreed. The
nearest percentage of national farmers which disagreed
was 31% in France and Luxembourg.
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commercial orientation of international relations. The
CAP, in particular, cannot be understood completely with-
out examining the great variety of Dboth state and non-

state actors.

It is certainly true that the EC Common Agricultural
Policy was designed to contribute to economic and politi-
cal integration and security in Europe: '"Farmers in par-
ticular were expected to facilitate this process, since
they were considered to be a 'functional' group whose
common interest would outweigh their national allegia-
nces."*® The early years of the CAP make sense 1in the
context of post-war reconstruction and the impetus to
develop a stronger and more integrated European economy
because the CAP provided the means for the original six
EEC members to strengthen their farm structures and to
increase European agricultural production. As such, it

contributed to the western security alliance.

Since then, however, international relations cannot
properly explain the policy processes and developments in
the CAP. Under-emphasising all other motives in interna-
tional affairs except security reduces its ability to
explain and contribute to the discussion of largely econ-
omic and trade-related issues. Henry Kissinger, US Sec-
retary of State during the Nixon and Ford administra-
tions, said in 1975 that "a new and unprecedented kind of
issue has emerged." He explained that: "The problems of
energy, resources, environment, population, the uses of
space, and the seas now rank with questions of military
security, ideology, and territorial rivalry which have
traditionally made up the diplomatic agenda."*® Interna-
tional relations does not provide a means to analyze such

issues.

1=.  Pearce (1983), p. 143.
t&.  Keohane & Nye (1977), p. 26.
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Runge and Witzke argue that '"the economists penchant
for treating the institutional framework as 'given' has
left little to say about the CAP other than to cite its
negative economic Dbenefits."*? International relations,
by ignoring both the economics of the CAP and the connec-—
tions between domestic and international politics, has

similarly reduced its ability to assist analysis.

AN ALTERNATIVE APPROACH: INTERNATIONAL POLITICAL ECONOMY

Carole Webb, in the opening chapter of the collec-—
tion of policy reviews published under the title Policy
Making in the European Community, asserted that the "fun-—-

damental intellectual problem [of policy analysis is] the
problem of defining the boundaries."*® A major problem
of the past has been to reconcile the economic, welfare
economics, and international relations approaches. Susan

Strange's States and Markets*® presents a schematic app-—

roach to social science studies that incorporates and
illuminates the relationship among the separate discip-
lines. In brief, she argues that society balances four
conflicting goals: individual, group, or national secur-
ity:; wealth creation or maintenance; economic, social or
legal justice for individuals or groups; and freedom of
choice or action for either individuals or groups. No
society can elevate all these goals to an equal status
because they are often contradictory. The relative power
of government and private actors determines the balance
among the various goals, which thereby determines the or-—

ganization of markets and states.

Each of the approaches examined in the previous sec-—
tion concentrates on a single segment of this balancing
act. By examining the key focus of each discipline, it

is easy to determine the linkage among the 'bureaucratic

17 Runge & Witzke (1987), p. 213.
i8.  Webb (1983), p. 10.
1. Strange (1988).



20 Chapter 1

creations' of the social sciences. Economics examines
wealth creation, welfare economics concentrates on dist—
ribution issues (also sometimes on the trade—off between
wealth creation and distribution), and international re-
lations focuses on questions of security. Each, in "its .
own way, works on part of the information necessary to

understand policy.

International political economy, in contrast,
attempts to examine the balance among each of these con-
flicting goals. By accepting the inseparability of poli-
tics and economics at both the domestic and international
levels, IPE provides the means to deal with the second-
best®*< world of agriculture. International political
economy analyses begin with the basic question of "cui
bono"#* , or who benefits, but go beyond the economic cal-
culus to 1look at social, political, and philosophical

issues and conflicts.

IPE therefore is a focus of inquiry which 'denotes
an area of investigation, a particular range of ques-
tions, and a series of assumptions about the nature of
the international 'system'."®® GStrange's model provides
a means of putting into practice this rather general pro-
nouncement .®= She argues that 'power' decides the mix
and change in balance of state and market control.=®4 The

best approach is to examine changes in the four key 'pow—

=2o-  The general theory of the second best optimum states
that "if there is introduced into a general equilibrium
system a constraint which prevents the attainment of one
of the Paretian conditions, the other Paretian condi-
tions, although still attainable, are, in general, no
longer desireable." The New Palgrave, V.4 (1987), p. 280.
=1. Strange (1985), p. 23.

2=2-  Tooze (1984), p. 2.

= Gilpin (1987), p. 9 & 25, 1in contrast, proposed that
the solution is '"an eclectic mixture of analytic methods
and theoretical perspectives." Eclecticism may be fine
for well-read analysts but 1s an 1inadequate base upon
which to build a discipline.

=4-. Gtrange (1988), p. 23.
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er' structures in the system (i.e., security, production,
finance, and knowledge) and to determine how they cause
the essential Dbargains in the system to change. These
usually overlapping and interlocking bargains among con-—
sumers, producers, governments, and non-state actors pro-
vide the true Dbackground and explanation of system

changes.

The Theory of Bargains

Strange asserts ‘'"drawing bargaining maps will
reveal the domestic roots of international agreements,
and tell us about what is likely to be permanent and what
will probably prove ephemeral about them."=% All theor-
etical disciplines need a focus for analysis. Economics
looks to the invisible hand of the market to regulate
supprly and demand while international relations sees the
world as regulated by military might. Bargains can pro-
vide the same power and depth to IPE as markets and mili-
tary power provide for economics and international rela-

tions.

The concept of bargains, however, is largely unde-
fined or wunexplained. The dictionary defines them as:
"bargain, n. agreement on terms of a transaction; beyond
the strike terms, moreover; make or strike a --; come to
terms."#* This definition is constrained by its contrac-
tual focus (e.g., union—-management bargains or interna-
-tional treaties). 1If bargains are only formal agreements
or transactions and have explicit strike terms, many im-
portant tacit understandings that often fundamentally
influence policy would be excluded. Thus, the concept of
bargains must also include "understandings- n., agree-—
ment, harmony, convention, thing agreed upon" as well as

"conventions, n., agreement Dbetween parties; agreement

sy Strange (1983), p. 353.
“2e- The Concise Oxford Dictionary of Current English,
6th ed. (Oxford, 1976).
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between states, less formal than a treaty:; general (often
implicit) consent.'#” Therefore, bargains in IPE should
include all explicit or implicit agreements, understand-
ings, and conventions that wunderlie the operation of a

modern economy.

Bargains in political economy provide a means for
people to acquire power. The quest for power and the
forging of bargains are therefore closely intertwined.
Almost everyone would welcome an opportunity to bargain
to increase their power. To a great extent, however, 'he
who has, gets.' Bargains only convert potential sources
of power 1into actual power, or exchange power over one
area for power in another. The four power structures
(i.e., security, production, finance, and knowledge) and
the existing rules systems (treaties, laws, etc.) appor-—
tion power among the various actors in the system.
Shifts in the power structures therefore causes power to
ebb and flow between actors. Bargains weaken or new bar-—
gains are struck to accommodate the changes.

By implication, there are limits to bargains. Bar-—
gains cannot, for instance, create power where it does
not exist; they just make that power effective. Some
bargains that provide structural power may create power
that no other group had been able to use. Nevertheless,
that power was always available. Bargains by their very
nature also limit independent action by creating greater
certainty. Individuals, groups, corporations, and gov-
ernments make either explicit or implicit bargains that
let all parties know how each will react to specific
developments. The converse is that each party to a bind-
ing bargain gives up freedom to react in exchange for

this greater certainty.
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The variety of bargains 1s almost as great as the
number of actors in the system and they often overlap and
interlock, so that adversaries on some issues may be al-
lies on others. It is not possible, therefore, to iden-
tify an archetypical bargain that encompasses all possi-
bilities. "The bargain struck is apt to consist of a
highly variable mix of political and economic benefits
conferred and opportunities opened up. Bargains will
reflect both the positive goals the parties severally
wish to achieve and the negative risks and threats from

which they want to find some security.'=®

Leadership is the key imponderable variable in anal-
ysis of Dbargains. Public policy 1is created by people,
who can act for either rational or irrational reasons.
Consequently, the ebb and flow of bargains is not neces-—
sarily continuous. By sheer force of personality, strong
leaders may forge new bargains before the necessary
structures have fully developed or can sustain failing
bargains beyond their natural 1lifespan. Alternatively,
weak leaders can precipitate the destruction of some bar-—
gains that would otherwise survive for a time or fail to

create new bargains when the structures are supportive.

Regimes and Bargains

Students of international relations might question
the need for bargains. Regime theory, at least super-—
ficially, appears to answer the same questions. Finlay-

son and Zacher define international regimes as:

composed of sets of explicit principles, norms,
rules, and decision—-making procedures around
which actor expectations converge in a given
issue area of international relations and which
may help to coordinate behaviour. 1. Princip-
les are beliefs of fact, causation, and recti-
tude. 2. Norms are standards of behaviour de-
fined in terms of general rights and obliga-
tions. 3. Rules are specific prescriptions and

==-.  Strange (1983), p. 353.
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proscriptions regarding behaviour. 4., Deci-
sion—-making procedures are the prevailing prac-—-
tices for making and implementing collective
choices.®*®

But the criteria for regimes miss the critical is-
sues in policy areas. Regime theory is directed primar-—
ily at how states and governments conduct their affairs
in a non-hegemonic power system which excludes non-state
actors that are increasingly important in the development
and determination of policy.=° Regime theory 1is also
static.®* Each regime has a variety of norms that deter-
mine how states act; if even one norm changes a new re—
gime develops. Consequently, regime analysis is similar
to comparative statics in economics in that it compares
relative fixed situations. Bargains, in contrast, high-
light the dynamic nature of systems, and are therefore

comparable to general dynamics theory in economics.

This can perhaps be best illustrated by examining
the international regime for the world food system be-—
tween 1949 and 1980 elaborated by Puchala and Hopkins.®=
Their study categorized the norms of the regime that reg-
ulated the food system as:

1. respect for a free international market;

2. national absorption of adjustments imposed
by international markets;

3. qualified acceptance of extramarket chan-—

nels of food distribution, such as food

aid;

avoidance of starvation;

the free flow of scientific and crop infor-

mation, especially after 1970;

low priority for national self-reliance;

national sovereignty and the illegitimacy

of external penetration; and

8. low concern about chronic hunger.

(S0 N

g O

=%-  Finlayson & Zacher (1983), p. 275.
O - Strange (1983), pp. 349-51.

*1-  Strange (1983), pp. 346-49.

. Puchala & Hopkins (1983), pp. 79-81.
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This characterization of the norms of the world food
system in the post—war period poses a number of problems.
First, the order Puchala and Hopkins imposed on the norms
is confusing. All the norms outlined by the two authors
cannot be viewed as equal, or even ranked in importance
as implied by their number (supplied by Puchala and Hop-
kins). Norm 7 probably had the highest priority, with
national sovereignty for most of the post-war period
overriding concerns about free markets (norm 1), avoid-
ance of starvation (norm 4), free flow of scientific and
crop information (norm 5), and low priority for self-

sufficiency (norm 6).

Second, regime theory implies that norms—"standards
of behaviour defined in terms of general rights and obli-
gations'—are accepted by all member states in the sys-
tem. At least three of the above norms fail that criter—
ia. Most developing countries, the EC, Japan, and the US
have not allowed markets to operate freely (norm 1) in
the post-war period. Governments frequently use quotas,
tariffs, taxes, and subsidies to manage their domestic
markets. Meanwhile, although the rhetoric supported free
trade, countries worked hard to reach food self-suffici-
ency in contradiction of norm 6. Finally, Norm 2 held as
the basis of the International Wheat Agreements, where
exporters and importers were to regulate the market. But
overt market control failed in 1969 and has not been re-

surrected.

This regime-based analysis of the world food system
also does not contribute to our wunderstanding of why or
how things happen. If the above norms held relatively
constant over the 1949-80 period, it is not obvious why
the International Wheat Agreement rose and then collapsed
during the period. Also, because regime theory is basic-
ally comparative statics, it does not show how change has
been brought about. The '"norms" identified above are
better wunderstood as bargains, which strengthened or
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weakened depending on support from states and non-state
actors and on the development of the underlying power

structures.

Simultaneity between bargains and power structures

Bargains and the underlying power structures are
often interrelated and simultaneous. When parties to a
bargain acquire structural power—to decide how things
will be done—they also acquire the ability to build or
alter their own environment. This creates a complex
problem of where or how to begin to analyze a simultan-—
eous system, where bargains create the structures which
in turn either support or change the bargains.

Simultaneity is not unique to questions in interna-
tional political economy. All social scientists must
approach and disentangle interrelated motives, markets,
and power relationships to understand the world. In
economics, for example, macroeconomists routinely build
large, simultaneous econometric models to approximate the
linkages between sectors. They start by setting the
exogenous variables and then allow their model to iterate

towards a stable and unigque solution.

The IPE framework provides the means to do likewise.
Chapter 2 shows that many power structures are influenced
or determined by events well beyond the scope of any of
the related bargains. Especially for this sectoral anal-
vysis of the European wheat market, most of the security
and knowledge structures are not determined by bargains
within the agricultural policy community. Consequently,
those power structures can be examined in isolation from
the related bargains. For the rest, where bargains bes-—
tow structural power on actors in the system, an itera-
tive approach 1is necessary, starting with the baseline
set of power structures and bargains and then examining
how, over time, existing bargains are influenced by the

power structures and how the bargains also change the
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power structures. This study of European wheat policy
confronts the simultaneity problem directly by working
iteratively from the power structures to the bargains and

then to a re—-evaluation of the power structures.

The structures-bargains approach differs fundament-
ally from the approaches reviewed above in that non-econ-
omic factors are elevated to an equal status with econom-
ic ones. Economics, in particular, usually ignores or
assumes constant all non—-quantifiable non—-economic fac-
tors. IPE uses the bargain approach to reveal the im-
plicit value attached to these non—-economic variables and

restore them to their rightful position.

IPE AND EUROPEAN WHEAT POLICY

Strange and Tooze posit that '"sectoral analysis (by
which we mean any study of the political economy of a
specific industry in its world context, or of specific
markets for goods and services) will illuminate the key
bargains, whether these are inter—governmental, company-
government, inter-company or intra-company, or between
the company and its labour force or its financial back-

ers nex

The European wheat market has been 1in a period of
transition since the mid-1970s, shifting more towards a
market directed approach from the heavily state-managed
~approach of the early vears of the CAP. The use of
Strange's model reveals that change. Comparison of snap-'
shots of the priorities of the system in the early years
and again in the late 1980s shows that the system has
shifted significantly away from security-distribution
concerns towards wealth creation. The priorities of the

two periods could be ranked as follows:

mo Strange & Tooze (1981), p. 12.
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GOAL EARLY 1970S LATE 19808
SECURITY 1 4
WEALTH 3 1
JUSTICE 2 3
FREEDOM 4 2
1 = most important 4 = least important

The relative ranking of some of the goals is sub-
jective, but even a cursory examination of Community
action shows that security and food self-sufficiency no
longer drive the CAP policy. Commission reports now pay
much more attention to the role and position of agricul-
ture in the entire economy and its contribution towards
economic growth and development than in the early years.
This simple substitution of goals has required a concomi-
tant shift towards market control and away from administ-
rative direction.

There are two cases in the past decade that excel-
lently demonstrate the power of the IPE approach: first,
the price system in Europe began to change beginning in
the late 1970s as support for farm incomes became in-—
creasingly expensive and shifting power structures
changed the distribution of power within the Community;
second, the Community began to develop a commercial pol-
icy for wheat through unilateral action and multilateral

Processes.

To understand better these changes, this study foc-—
uses on common wheat®4 and on the relations between con-—

sumers, producers, and governments in France, West Ger-

=4. European farm policy distinguishes Dbetween hard
wheats (durum) and soft wheats (frequently called common
wheat) . Within the common wheat class, the policy also
differentiates between wheat of bread-making quality and
feed—grade wheat.
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many, the United Kingdom, and at the European level. It
is necessary to go beyond the general to the specific.
Most studies of the CAP attempt to encompass all of the
agricultural producers and products in the Community,
which usually results in a vague analysis that does not
[/—truly capture the subtleties of the situation. Wheat was*w
chosen because it plays a critical role in the domestic
food industry: '"The price of grain had to be given a key
position, <cereals being both a staple food and a raw
material for animal production, greatly influencing the
price of pigs, poultry, eggs and, therefore, in an in-
direct way, the price level of all animal products.'==
Cereals were the first set of commodities for which the
Community was able to negotiate a common market regime

L’?nd still remain the focus of much attention.

Wheat producers also were and continue to be the
most influential non—-government actors in the agricul-
tural system in Europe. "In France, the power of the
wheat growers' organization often makes them act as the
spokesmen for all agricultural interests, especially in
the European domain, even though they represent only a
small part of French agriculture. In Germany, cereal
producers predominate among the farm representatives who
represent Germany in the various Community professional

groups and consultative bodies.'"=®

Wheat, as well as dominating CAP diplomacy, is a key
export commodity that has attracted international atten-—
tion. The i1ssue was raised at the G7 Summit in Tokyo in
1986 and discussions continued at the Vancouver and San
Francisco meetings of agricultural and trade ministers
from the big five exporters over the following 12 months.
Wheat trade issues also were prominently raised in the

opening meeting of the Uruguay Round of the GATT and then

=%.  Priebe (1972), p. 5.
R Averyt (1977), p. 44.
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paralysed the mid-term review meeting in Montreal in Dec-
ember 1988. Concern for wheat exports also caused Aust-
ralia and 12 other self-styled 'fair traders' in 1986 to
form the Cairns Group, which may change the direction and
content of future trade talks if it acts as a 'third
voice' between the Europe and the US.=7

Finally, within the Community, the three predominant
nations in the fields of wheat production and agriculture
policy formulation are France, Germany, and the UK. The
big production increases (Table 1.4) were in the three
largest producers: common wheat output grew to 52.4 Mt
by the 1984-86 period, up from an average of only about

Table 1.4 Common Wheat Production in the EC

France Germany UK Others ECS
Average Production (Mt)
1969-71 13.9 6.3 4.1 9.3 33.5
1984-86 28.7 10.1 13.6 9.9 62.3
Average Area Seeded (M ha)
1969-71 3.8 1.5 1.0 3.1 9.3
1984-86 4.7 1.6 .9 2.1 10.4
Average Yield (100 kg/ha)
1969-71 36.8 41 .4 42.1 30.2 35.9
1984-86 60.4 62.3 70.1 47 .0 59.8
Increase 1984-86 <f 1969-71
Production 107% 61% 229% 7% 86%
Acreage 26% 7% 98% -32% 11%
Yield 64% 50% 67% 56% 67%
Contribution to Production Increase
Acreage 24% 12% 43% na 13%
Yield 76% 88% 57% 100% 87%
Compound Yield Growth (1969-71 to 1984-86)
Common Wheat 3.4 2.8 3.5 3.0 3.5

Source: Eurostat, Supply Demand Balance Sheets, ASC.

=7-  The Western Producer, 29-10-87, p. 15.
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24 Mt in 1969-71. * + . The total land seeded to
wheat in France, Germany, and the UK increased by about
30% over the 15 years to 1984-86, largely due to a doub-
ling in the UK and a 26% increase in France. BAs a re-
sult, the three accounted for more than 84% of output in
1984-86 compared with only 72.5% in 1969-71.

The other six members of the EC9 are either net im-
portefs or insignificant exporters of wheat: consumption
of common wheat in those countries rose significantly
faster than domestic production over the 1969-86 period,
so that by - 1984-86, they imported an average 4.4 Mt
of wheat annually, compared with only about one million
tonnes in 1969-71(Table 1.5),

Table 1.5 Common Wheat Production & Use in Belgium,
Denmark, Ireland, Italy, Luxembourg, and the

Netherlands
000t Production Total Use Net Balance
1969-71 average 9,260 10,350 -1,090
1984-86 average 9,884 14,315 —-4,431

Source: Eurostat, Supply Demand Balance Sheets.

Italy, although a major producer of durum and the
only remaining large importer of wheat, '"had only an
intermittent and on the whole marginal influence on the
creation and early development of the CAP,'™® and to a
large extent continues to have little impact on wheat
policy. Greece, Spain and Portugal have all joined the
Community in the 1980s, adding significantly to the wheat
production base. But their impact on the policy, at
least wuntil 1988, was minimal and therefore they are
excluded from this study. Observers of the Community

assert that the key pressures will continue to come from

=@-  Neville-Rolfe (1984), p. 149.
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the '"big, not the small, countries—and from the north
not the south" which means, in effect France, Germany, or
the UK.™<

The remainder of the thesis examines the fundamental
changes in the four key power structures (security, pro-
duction, knowledge, and finance) and demonstrates how
they have affected the vital interlocking and overlapping
bargains that sustain and support the European wheat sys-
tem. Chapter 2, examines the critical structural changes
that have influenced the IPE of wheat in Europe since the
mid-1970s. Chapters 3 to 7 examine domestic reforms cen-—
tered on the price—-fixing, beginning in 1972 and continu-
ing through to 1988, with a focus on how the shifting
structures caused the pattern of interlocking bargains to
change. Chapters 8 and 9 show when, how, and why the CAP
has developed a comprehensive commercial policy for
wheat. Finally, Chapter 10 draws some general lessons

for the major world wheat exporting countries.

Z®.  Duchéne, Szczepanik, & Legg (1985), p. 181.



Chapter 2
POWER STRUCTURES: WHEAT, EUROPE, AND THE WORLD

The basic power structures of the Common Agricultur-
al Policy for wheat partly determine the shape and dura-
bility of the interlocking bargains and partly are deter-
mined by those same bargains. The CAP wheat policy has
been influenced by a myriad of events that on the surface
appear completely unrelated to wheat production, consump-
tion, or trade. But a gradual transformation in the in-
terconnected security, production, finance, and knowledge
structures provided the basis for both the creation of

the CAP in the beginning and for the recent reforms.

Greater complexity stands out as the most striking
difference between the environment in the 1980s and con-
ditions in the 1950s. In retrospect, the earlier period
appears relatively simple. In the first two post—-war de-—
cades the security structure was often characterized as
'black and white': nations were either friendly or hos-
tile. National security was to be assured by military
might and food self-sufficiency. Production patterns and
methods were largely unchanged from times of the agricul-
tural revolution; small, atomistic farm units accounted
for most of the acreage and production. World-wide, pro-
duction and trade was predominantly in and among the
developed countries. Farmers and national governments
also relied on a relatively stable set of financial
structures (interest, exchange, and inflation rates) and
the knowledge base was comfortably constant, with few
developments that required farmers, governments, consum—

ers, or traders to adjust.

But the pace of change accelerated in the 1970s and
1980s and made life for farmers, consumers, and govern-—
ments more uncertain and complex. Each new shift in a
power structure precipitated changes in the other struc-
tures, so that the stability of the earlier period was

replaced with perpetual adjustment. The simple security

- 33 -
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structure of the immediate post war period was replaced
by an interdependent world where superpower (nuclear) war
seems unthinkable and strict national security is almost
impossible because of the interdependence of production
for both food and strategic goods. The agricultural in-
vestment boom of the 1970s and 1980s generated two diff-
erent types of farms. About three—quarters of Community
wheat is now produced on high-volume and low—margin com-—
mercial farms which depend on a stable supply of imported
inputs, access to financial capital, and a properly func-
tioning distribution and trading system. These farmers
often produce only a few products and have little opport-
unity to shift production. The rest of the farms in the
EC are low volume and high margin, and remain small, un-
dercapitalized, and 1largely removed from commercial and
financial pressures. This division within the farm sec-
tor complicated policy development at Dboth the farm
organization and government levels. Meanwhile, the farm
credit expansion opened the sector to the uncertainties
of impersonal financial markets: interest rates change
frequently, exchange rates vary greatly, and inflation
occasionally causes havoc. When the Community became a
major exporter in the 1980s it found that the export mar-
ket had also changed: price and non-price competition
had increased as developed country markets shrank and new
opportunities arose in lesser developed countries (LDCs)
and centrally planned economies (CPEs). Finally, the
knowledge explosion in the 1970s and 1980s radically
changed the opportunities and pressures on the CAP.
Farmers became better educated, which helped them adopt
new farm technologies. But more knowledgeable farmers
forced governments to re—examine goals and methods be-
cause quick action by farmers increasingly thwarted gov-

ernment attempts to manage the market.

SECURITY STRUCTURES
The world security system has changed radically
since the 1950s. Following the Second World War, the
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system was dominated by two large, expanding power blocs,
led respectively by the United States of America and the
Union of Soviet Socialist Republics (USSR). Cold war
prevailed for more than two decades, interspersed with
periods of fierce but isolated fighting (Korea in 1950-53
and Vietnam in 1955-73). It was generally regarded as a
bad time to be outside one of the alliances. The US Tru-
man Doctrine used a combination of economic aid (Marshall
Plan) and military support (ANZUS, Baghdad, NATO, and
SEATO Pacts) to encourage allies and friends to encircle
the Communist alliance while the USSR expanded its influ-
ence in Europe and the Third World through direct mili-
tary action (Hungary in 1956 and Czechoslovakia in 1968),
military and economic support for Communist forces in
other areas (Vietnam and Cuba), and expansion and consol-
idation of its sphere of influence (Warsaw Pact of 1955
and building the Berlin Wall in 1962). Rhetoric and an-
Xiety both reached a high level. The threat of war seem-—

ed real.

Food self-sufficiency remained a key security inter-
est of most nations. The Second World War had shown that
food was a strategic resource: Japan annexed Manchuria
in 1936 partly to gain rice fields; Germany sought to
control the vast wheat lands of the Western steppes when
it invaded the USSR in 1941; and scarce ships were diver-—
ted from military use to transport food from North Amer-
ica to the food deficient UK.* In the immediate post-war
period, West European governments set food security as a

top priority for national reconstruction.

Since then, a series of economic and military fail-
ures have caused the two power blocs to re—evaluate their
positions and seek less confrontation. Meanwhile, the
economic structure of the world economy became increas-—

ingly interdependent, so that food self-sufficiency now

t-  Kennedy (1983), p. 6.
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is less essential and less possible than 1in earlier
times. The CAP, Dbuilt in response to the cold-war cli-
mate of the 1950s and 1960s, appears to many as inconsis-—
tent with the interdependence of the 1980s. This new
world requires guaranteed access to world markets for
output and to ensure supplies of inputs. In the opinion
of many, the CAP, by dampening overall industrial output
and investment in Europe and providing a visible target
for trade disputes, threatens to destabilize the very
features that wunderlie the security structure of the

western world in the 1980s.

Security in the Cold War

The battered, weakened, and divided West European
states concentrated on economic and social reconstruction
in the post—-war period. The US helped by providing all
the national security in those countries immediately af-
ter the war but was determined to strengthen Western Eur-
ore in order to provide a bulwark against Soviet expan-
sion. Thus, the US encouraged West Europeans to join the
NATO alliance and accept military and economic support
from the United States. Meanwhile, the Organization for
European Economic Cooperation (OEEC), founded in 1948 to
administer US Marshall Plan funds for European recon-
struction, successfully assisted rebuilding European in-
dustry.

But the Marshall Plan did not extend to the farm
sector, where circumstances were difficult. Immediately
after the war, farming accounted for more than 30% of
German and almost 40% of French employment; governments
wished to assure both the survival of these jobs and
farmer support for the new democratic governments. The
West German farm economy was in particularly poor share.
With partition, the output of the large efficient farms
in Prussia was lost to the West. The region that now

forms West Germany contained mostly small and inefficient
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farms.® Immediately following the war, food was scarce.
In 1947 the shortages worsened and food was rationed and
during that winter thousands died of starvation. Al-
though the United States and other allied countries pro-
vided food aid, the German government decided it was un-
wise to depend on food imports. In response, both subsi-
dies and import duties were raised to encourage greater
production. The other continental governments also con-
centrated on reconstruction. These policies were so
effective that pre-war levels of food production in the
EC6 were regained as early as 1951.% Even so, the six
remained large net importers of all major foods.

When the European Coal and Steel Community (ECSC),
founded in 1950 by the "Six" to manage the continental
resources of coal and steel, demonstrated the economic
and political benefits of European cooperation, continen-
tal farmers Dbegan to agitate for a similar agricultural
arrangement. German and French delegations of farmers to
the 1950 meeting of the International Federation of Agri-
cultural Producers (IFAP) called for a corresponding com-
mon agricultural market. The ministers of agriculture
from France and the Netherlands subsequently embraced the
proposition. Although wunification proposals were dis-—
cussed both by the Council of Europe and the OEEC, the
effort failed 1in 1954 Dbecause of the collapse of the

European Defence Community initiative.

But the European movement continued. The Messina
Conference of the ECSC members in 1955 commissioned Paul-
Henri Spaak, the Belgian minister of agriculture, to
examine the possibility of creating a European Economic
Community along the lines of the ECSC. Spaak thought it

"inconceivable" for agriculture not to be part of any

“-  Hendriks (1987), p. 35.
. Tracy (1982), p. 232.



38 Chapter 2

European community.“ The Spaak Committee reported in
1956 to the ECSC Council, negotiations to create the EEC
began later that year, and, in 1958, the French and Ger-
man governments reached agreement. German industry would
get access to the French market in exchange for French

farmers' access to German consumer markets.

The United Kingdom, which had a different approach
to farm policy than the continental countries, did not
join in the founding of the EEC or the CAP because suc-—
cessive governments judged that it had other priorities
and opportunities. The UK preferred an open farm trade
policy (with low consumer food prices and deficiency pay-
ments to farmers), rather than the protectionist system
sought by continental farmers and governments. Moreover,
the UK was unwilling to sever its economic and political
connections with the Commonwealth, which would have been
the outcome of joining the Community. By the mid 1960s,
when the Commonwealth had become little more than a fra-
ternal club of ex—-colonies and the UK economy had deter-—
iorated relative to that 1in the EEC, the UK had missed
its chance to help build the Community or its farm pol-
icy. In 1963 the Conservative government formally app-—
lied to join the Community but French President Charles
de Gaulle vetoed the application and the UK had to wait
to join until after de Gaulle had left the presidency.”

In the absence of UK participation, the CAP was
thereby created in line with continental concerns. Art.
39.1 of the Treaty of Rome stated:

The objectives of the common agricultural pol-

icy shall be:

(a) to increase agricultural productivity by
promoting technical progress and by ensur-—

“4-  Neville-Rolfe (1984), p. 185.

®- The UK finally Jjoined the Community on 1 January
1973. The provisions of the CAP were introduced in five
equal stages until they were fully in force on 1 January
1978.
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ing the rational development of agricultur-
al production and the optimum utilization
of the factors of production, in particular
labour;

(b) thus to ensure a fair standard of living
for the agricultural community, in particu-
lar by increasing the 1individual earnings
of persons engaged in agriculture;

(c) to stabilize markets;

(d) to assure the availability of supplies;

(e) to ensure that supplies reach consumers at
reasonable prices.

Neville—-Rolfe noted that "the next ten vyears, punc-
tuated by at least four major crises round the Council
table, were spent in the search for common means to bring
about the common ends so enthusiastically assented to at
Stresa."* The key provisions of the CAP were eventually
agreed for the wheat regime in the early days of 1962,
with the system fully in force on 1 July 1967.

Pearce argues that the main decision of the 1958-62
negotiations was ''that the policy's chief objective would
be to maintain farm income and that its principal instru-
ment would be price support.'"” The common set of prices
therefore became the most important feature of the CAP
wheat regime. Until the 1980s, the Council annually set
the target price, which represented the maximum price
that farmers would receive, at a level which provided
farmers 1in the consuming regions (i.e., Duisburg in
Germany) with a desired level of support. The minimum
(floor) price for wheat, called the intervention price,
was usually set about 12% to 20% below the target price,
to reflect transport costs between the producing regions
(Orleans—Ormes in France) and consuming regions.® Market
prices in surplus areas during periods of glut were pro-
tected from falling below the intervention price because

public agencies were required to intervene and purchase

“-  Neville-Rolfe (1984), p. 204.
7. Pearce (1983), p. 147.
- Swann (1984), p. 209.
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at an intervention price all quantities of grain offered,

subject to minimum quality standards(ﬂ@nclJ)

Although the Community wanted to give preference to
domestic production, it also wished to use world grain
markets to stabilize the domestic market. If the EC sys-—
tem had been autarkic, domestic prices would have risen
sharply because farmers in the original six countries
were unable to produce enough food to satisfy domestic
demand at any reasonable cost. The wheat regime was
therefore designed to allow imports whenever domestic
production was inadequate. The Community defines a floor
price for wheat imports (threshold price) such that the
price of imported wheat in the consuming region is equal
to the target price after accounting for the transport,
handling, and other delivery costs from the port of Rot-
terdam to Duisburg. When the world price is below the
threshold price, the Commission assesses a variable levy
(tariff) equal to the difference between the threshold
and third-country offer prices (cif Rotterdam). When
world prices rise above the threshold price (as occurred
in 1972), the levy becomes a subsidy to imports and helps
hold down domestic prices. The wheat regime also allows
exports of Community surpluses. The Community assesses a
restitution payment (usually a refund or subsidy) equal
to the difference between the EC market price (which is
usually higher) and world export price. If world prices
rise above the domestic price (as in 1972), the restitu-
tion becomes a tax on exports, ensuring that producers do

not receive more than the domestic price.

This system of protected internal markets and
limited access to international markets suited both the
national security concerns of the original six member
states in the 1950s and 1960s and the strategic goals of
the US. The CAP was deemed a 'cornerstone" of the secur-
ity policy of Europe because higher prices and farm in-

comes were expected to encourage production and protect
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employment in the farm sector. A stronger farm sector
would support economic growth in Europe and farmers would
sustain the efforts to integrate the European economy.
Taylor argues that the cost of the CAP was minimal rela-
tive to the potential cost of war and concluded that "a
more unified western Europe could provide a stronger
deterrent against further Soviet expansion, both because
of its ability to organize a more coordinated military
effort and because of 1its diplomatic weight."® Keohane
and Nye point out that the US government accepted the
autarkic agricultural system in the EC because 'concern
about a communist military threat helped stimulate Ameri-
cans to make short-run economic sacrifices."*® Conse-
quently, the US accepted in the Kennedy Round of the GATT
in 1963 that the CAP was compatible with the general pro-

visions of the Treaty.

— Figure 2.1

THE CAP WHEAT PRICE, REFUND AND LEVY SYSTEM

Import Levy System: Export Refund System:

Target Price
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Threshold | ——m—————————————
Variable Price Variable |free on quay
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Import World
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Source: Burtin (1987), p. 20.

#®-  Taylor (1983), p. 301.
te. Keohane & Nye (1977), p. 47,
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The EC political commitment to food self-sufficiency
was then bolstered during the early 1970s when the world
supply of food, energy, and raw materials appeared to be
running out. Many of the European colonies which gained
independence between 1945 and 1965 formed regional or
commodity groups and worked to redistribute both politi-
cal and economic power in the world system. In 1973, the
impact was first felt when the OPEC nations took the
opportunity of the Israeli-Arab war to triple oil prices.
This event provided the impetus for intensive, almost
panic-driven, Malthusian analysis of the supply and de-
mand situation in commodity markets. Governments consi-
dered rationing and market control, academics examined
the economics and politics of commodity markets, and in-
ternational agencies such as the Club of Rome produced
voluminous reports forecasting increasing scarcity and
conflict over commodities. During that period food also
was used as a political weapon. The US had frequently
used food aid to reward friendly countries but during the
1970s it accepted that food exports could also be selec-
tively withheld to support its foreign policy (e.g., the
1979 grain embargo against the Soviet Union in response

to the invasion of Afghanistan).

EC policy makers were comforted in their knowledge
that Europe was fast approaching self-sufficiency in most
temperate—-zone foods because of the CAP. The Community
thus entered the 1980s convinced that the CAP was a cor-
nerstone of both European and world security.

Security in the 1980s
During the 1970s, super—-power politics Dbegan to

shift towards discussion and mutual coexistence and away
from confrontation. The Nixon administration finally
opened trade and diplomatic relations with the Peoples'
Republic of China (PRC) in 1971 and, shortly afterward,
the US negotiated withdrawal from Vietnam. Disengagement

between the two military blocs in Asia and opening rela-—
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tions with China reduced tensions between the communist
and capitalist blocs. Jointly, the US and USSR used this
period of reduced tension to implement new agreements to
lessen the nuclear threat. In addition to the Partial
Test Ban Treaty and Hot-Line Agreement from the 1960s,
the two governments negotiated the Non-Proliferation
Treaty (1968), the Helsinki Accord (1975), and the Stra-
tegic Arms Limitations Treaties (SALT I and II) in 1972
and 1979.

The Soviet invasion of Afghanistan in 1979 and elec—
tion of President Ronald Reagan in the United States in
1980 at first appeared to signal a return to cold war
politics. But changes within the Eastern bloc checked
this tendency and subsequently accelerated disengagement.
The economic troubles that plagued Poland beginning in
1980 also began to appear in other Eastern bloc coun-
tries. Then, the death in 1982 of Leonid Brezhnev, Gen-—
eral Secretary of the Communist Party in the USSR since
1963, opened the way for new leadership. When Mikhail
Gorbachev gained power in 1985, he introduced sweeping
reforms of Soviet politics, economics, and international
affairs. These efforts reached a peak in 1987-89 when
the Soviet government introduced the economic 'perest-—
roika' program of market liberalization and the 'glast-
nost' political reforms, held contested elections for the
Supreme Soviet, withdrew military forces from Afghanis-
tan, pressed Cuba and Vietnam to resolve territorial dis-
putes in Angola and Kampuchea, announced unilateral cuts
in conventional military forces in Europe, and negotiated
agreement on intermediate range nuclear missiles (SALT
I11). Gorbachev signalled that the international reforms
were more than just fine tuning when he declared in Cuba
in 1989 that '"we are against the doctrines that endorse
the export of revolution or counter-revolution" and that

Russia is '"not seeking political or military advantages
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in [the North American] hemisphere."** In May 1989, Sov-
iet allies began to dismantle the 'iron curtain' security
fence dividing Eastern and Western Europe, the ultimate
symbol of the cold war.*=

As United States strategic interests shifted, the US
government re—evaluated its trade policy. Disengagement
between the two super-power blocs and declining economic
growth <changed the balance between international and
domestic concerns. Beginning in the 1970s in the Tokyo
Round of GATT and continuing through the 1980s, the US
government sought to open foreign markets to expand trade
and enhance economic growth, which conflicted with the
long-standing US policy of support for European integra-
tion. As domestic concerns gained the upper hand, the
official US policy shifted. First, 1in 1982, President
Reagan announced the US would never again use food embar-
goes to enforce its other foreign policy objectives; farm
exports would henceforward be driven exclusively by com-
mercial concerns. Since then, the US has actively criti-
cized European policies that limit trade and investment:

the CAP wheat policy became the prime target.

At the same time, the world economy has been trans-
formed by the expansion of trade and the operation of
large transnational corporations. The traded share of
national GDP continued to rise in almost all national
economies over the 1960-85 period, leaving the European
member states more open to international market develop-
ments. Meanwhile, transnational corporations transformed
the nature of international trade, as much of it became
intra-industry and intra-firm. Aquino found that in 1972
intra-industry trade represented more than 70% of Canad-

ian international trade, most of Western Europe's, and

- The Economist, 8-4-89.
1. The Economist, 6-5-89.
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about 57% of US trade.™ Much of this intra-industry
trade was also intra-firm trade, with transnational cor-
porations producing components of single products in dif-
ferent countries and only assembling them in the destina-
tion market (i.e., 'screw driver' plants). Such strat-
egic goods as aircraft, trucks, computers, and weaponry
have become world products. This production system de-—
pends critically on the continuation of trade and finan-
cial flows. European and US strategic interests there-
fore dictate their support for liberal trade and exchange

regimes.**

EC strategic interests have also changed in other
ways. When the EC faced the threat of world-wide food
shortage in the 1970s, policy makers were initially com-—
forted by their knowledge that Europe had nearly achieved
temperate—zone food self-sufficiency. But detailed study
revealed that it did not necessarily provide greater
security from international developments. Livestock and
dairy vields now depend critically on imported high-pro-
tein feeds from America and the LDCs while the whole farm
industry is heavily dependent on imported energy (used to
operate machinery and embodied in the yield-enhancing
fertilizers, pesticides, and herbicides). The Community
had and still has little prospect of reducing dependence
on these imports. The EC therefore has a strong reason
to support and strengthen the world trading system. The
autarkic CAP system, however, undercuts the EC bargaining

position in world trade forums.

General economic developments both within the Euro-
pean Community and in the world economy during the late
1970s and in the 1980s further shifted EC security inter-
ests. Overall growth in real economic output in the EC12

slowed to 1.7% per annum in the 1980s from about 3% in

i=-  Lipson (1983), p. 261, cited Aquino data .
t4. Pearce (1981), p. 61.
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the 1970s and almost 5% in the 1960s. At the same time,
employment, which had grown only 0.2% annually over the
1960-80 period, fell about 2.6% during the 1981-83 reces-—
sion and had barely recovered 1980 levels by 1988. When
the post—-war baby-boomers entered the labour market in
the late 1970s, that growth rate was unable to satisfy
emp loyment demand. Consequently, the average unemploy-
ment rate in the Community rose from a relatively stable
range of 2% to 2.5% in the early 1970s to a peak of 11.1%
in 1985-86 (for EC9).. i . By 1988, the
average unemployment rate had dropped only marginally to
10.8% while the French jobless rate continued to rise.

The EC economy, with stagnant economic growth and
high unemployment, compared poorly with Japan or the US.
Japanese growth slowed from over 10% per annum in the
1960s to an average 3.5% in the 1980s, but employment
continued to grow in the 1% range, holding the unemploy-
ment rate below 4%. In the US, economic growth slowed in
the 1970s but accelerated sharply after the 1982 world-
wide recession, creating an average 2.4% more jobs per
vear over the next five years. From a high 9.7% in 1982,
the jobless rate dropped below 6% in 1988 for the first
time in almost a decade and was judged by many to be near
the non—accelerating-inflation rate of unemployment
(i.e., "natural rate"). The growing economic disparity
between Europe, the US, and Japan threatens EC security
and autonomy. Unless the EC economy can at least main-
tain its relative place in the world economy, it cannot
participate fully in either western economic relations or
the security alliance.

The European Council in Copenhagen recognized these
trends in 1982 and confirmed that it would seek to comp-—-
lete the single European market within 10 years in an
effort to strengthen the economy. The movement for a
stronger Europe was then taken up by the new Commission

of the European Communities 1in 1985 and the Single Act
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was signed and enacted on 1 July 1987, creating the "One
Europe" policy of intra-community trade liberalization.
The Single Market is designed to create more efficient
and dynamic pan-European corporations that can compete on
world markets, thereby boosting economic and employment
growth in Europe in the 1990s. The Commission and most
governments in the member states believe that the maximum
benefits from the 1992 policy will only be realized when
strengthened pan-European corporations compete in a more
open world marketplace. Opening intra-EC markets will
not be enough because they are mature: in the late 1980s
per capita incomes were rising only slowly, housing and
consumer markets were reasonably well satisfied, and
national populations were either stagnant or declining
(e.g., Germany). Before 1988, debate over CAP reform
frequently diverted attention from the domestic adjust-
ments emanating from the 1992 policy and the EC position
on international farm policy reform threatened +to derail
the Uruguay Round of the GATT twice between 1986 and
1989. The reform of the CAP, therefore, a became a stra-
tegic goal of the Community during the 1980s because it
represented a major stumbling block in the pursuit of a

strengthened international trade system.

Although primarily sold as an economic measure, the
Single Market also has a political dimension. As the
cold-war thawed in the 1980s, concern increased, especi-—-
ally in France, that West Germany could be enticed from
the West European alliance by promises of reunification
of the two Germanies.*® The 1949 Basic Law stated reuni-
fication was a goal of the new Federal Republic. As
East-West relations improved, West Germans became less
convinced that they needed either NATO or the US nuclear
umbrella. France decided that if the internal market was

completed, West Germany would find it increasingly diffi-

155 B. Beedham, "East of Eden: A Survey of Eastern Eur-—
ope," The Economist, 12-8-89, p. 18.
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cult, and ultimately impossible, to contemplate turning
from the EC toward either a neutralist or nationalist
status, either alone or re-unified with East Germany.
France therefore accepted that the CAP would need to be
reformed, so that farm outlays could be cut and resources
redirected to implement the measures that would be needed
to complete the Single Market. Consequently, the CAP,
which in the 1950s and 1960s was regarded as a corner-—
stone of the western security alliance, was by the 1980s
viewed as a stumbling block in the path to a new West

FEuropean security structure.

PRODUCTION STRUCTURES
In the early postwar vyears and up to the beginning

of the CAP, the typical continental farm was a "small
family undertaking employing only a few work units, usu-
ally members of the farmer's family."*® These small
farms had low productivity (output per hectare or per
head of cattle) and generally produced a wide range of
products in much the same way as their ancestors had done
since the agricultural revolution of the 18th century.
They produced most of the inputs for crops or livestock
(horsepower, fertilizers, and feed) and consumed or pro-
cessed a large portion of the output on the farm (feed,
dairy products, vegetables, and fruit) or sold directly
to consumers. Meanwhile, world markets were dominated by
production in the northern, developed countries.

Over the intervening 30 vyears, European agriculture
emerged as a highly productive sector capable of compet-—
ing in the world markets. Cline has argued that for many
industrial sectors ‘'comparative advantage is made, not
given."*” The same is true for farming, as it has become
commercialized and more dependent on inputs and markets.

Community policies on prices, finance, investment, taxes,

1é. Green Europe 217, p. 55.
17 W. Cline in Rubin & Graham (1984), p. 26.
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trade, regulations, and research have largely overcome
the limitations imposed by the endowment of farm 1land in
Europe, so that EC farmers now are competitive with the
best in the rest of the world. Although the majority of
farm output now is produced on large commercial farms,
there remain a significant number of small farms in dis-
advantaged regions*® in all countries. At the same time,
world markets have changed rapidly. Wheat production has
shifted into the developing world and by the mid-1980s
India and China were usually able to meet their needs
from domestic production. But world wheat supply has not
become more secure because production in new areas is
more volatile and risky than in the older, more estab-
lished growing areas. Furthermore, although the new pro-
duction technigques increased productivity, they did
little to relieve the risks or consequences of severe
drought, as was demonstrated in North America in 1988.

Gross Fixed Capital Formation and Production Advances

The key change in the past 30 years was the surge in
capital investment in farm machinery, structures, and
technologies in Europe. The EC farm sector received an
above average share of the new gross fixed capital for-
mation (GFCF) following the beginning of the CAP. German
and British farmers, in particular, consistently invested
heavily while French farmers were slow to invest in new
capital equipment or infrastructure wuntil increased gov-

ernment support encouraged expansion in the mid-1970s (ab.2.).

The different investment patterns in the three main
wheat producing countries in Europe result from the
structure of the industry and the support from the res-—

pective national governments. In Germany, small farmers

*18-  The EC has defined approximately half of all the
farm area in the Community as 'disadvantaged.' Most of
that land has natural disadvantages (e.g., hills and lack
of moisture) or has a poor economic structure (e.g., land
holdings smaller than economically viable).
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Table 2.1 Gross Fixed Capital Formation as a % of Gross
Value—Added at Factor Cost

1970 1973 1976 1981 1983 1987

Farm France 15.9 17.9 22.1 23.0 21.8 15.1
Sector FRG 26.7 24.6 25.9 27.6 25.3 31.0
UK 24.6 28.9 26.4 20.3 23.7 S

EC10 20.4 20.2 24.2 26.0 22.3 -

Total France 23.4 17.7 23.3 21.1 - 19.4
Economy FRG 25.5 17.4 20.2 21.9 15.5 19.4
UK 18.6 15.9 18.9 15.7 13.5 17.3

EC10 24.6 16.9 22.1 22.3 - -

Sources: Stoeckel (1985), p. 25; COM(85)333, table 1b;
ASC 1988, p. T.37.

were well supported by government funds to modernize and
invest in new technologies. In contrast, the relatively
large farmers in the UK were not assisted to nearly the
same extent. The UK government wound down its income
support programs when the CAP support systems were intro-
duced and did not replace them with significant produc-
tion enhancing programs. In the late 1970s, the UK gov-
ernment re—directed efforts toward expanded research
activities and dissemination of information to the farm
industry. Farm investment continued strong even without
government support, however, Dbecause the larger, more
commercially viable UK farms had adequate profit to re-—
invest and could easily borrow additional amounts. In
France, on-farm investment accelerated after 1975 when
government aids were supplemented by an expanded program
of research and farmer training in an effort to improve

the technical skills of existing farmers(Table22),

Much of the capital invested in farming was used
for equipment, irrigation, and land drainage, thereby
helping to improve the productivity of the land. The

most important change 1in farm practice brought about by
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Table 2.2 National Expenditure on Agriculture (M ECU)

OQutlays For: 1975 1976 1977 1980
Projects to France 57.6 92.1 71.2 185.0
enhance Germany 50.6 44 .5 79.6 109.7
production UK 88.6 76.0 53.1 32.2
Land & France 162.1 745 .2 260.6 1463.6
cost Germany 647 .6 780.3 536.5 681.3
improvement UK 269.0 212.4 146 .4 466 .4
Income France 963.9 891.2 1317.4 733.5
support & Germany 753.6 624.8 621.6 547 .8
other UK 1093.5 286.8 348.6 254 .4
Total France 1183.6 1728.5 1649.2 2382.1

Germany 1451.8 1449 .6 1237.7 1338.8

UK 1451.1 575.2 584.1 753.0

Source: ASC, 1977, 1978, 1980, 1986.

this investment was the large increase 1in use of power

machinery and equipment.*® By 1985, wvirtually every

farmer owned or had use of (through coope{ative)arrange—
. Table 23

ments) both tractors and combine harvesters:' AsS powered

machinery replaced the horse, more land became available
for cash crops. In the EC9 member states, farmers plant-
ed 3.7 Mha of oats (the main feed for livery animals) as
recently as 1968. By 1987 the area planted to oats in
those states had declined to 1.3 Mha.

19 Johnson (1973), p. 73, showed that the earlier move-—
ment from animal to tractor power in the US made possible
the sharply increased level of production. He calculated
that the maximum horsepower (hp) available if all land
was used for feed would only be about 125 M hp; in 1970
the US farm industry required about 200 M hp to produce
and harvest the crop. Thus, the current level of produc-
tion usable off-farm could not be sustained without trac-
tors and petroleum.
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Table 2.3 Investment in Tractors and Combine Harvesters

France Germany UK

Tractors (000) 1958t 623.0 699.2 512.0
1985 1485.0 1479.0 515.2

/100 ha 19581 1.8 4.9 2.4

1985 5.1 12.4 3.1

Combines (000) 19581 42.0 26.0 © 55.0
1985= 154.5 139.0 54.5

/100 ha 19581 0.5 0.5 1.8

1985= 1.6 2.8 1.4

Notes: (*) 1961 for UK; (®) 1984 for Germany.
Source: Eurostat, Agriculture Statistical Yearbook 1688,
IC12.

Following the beginning of the CAP, farmers also
invested heavily in irrigation. Between 1965 and 1985
the area of land wunder irrigation rose by more than 70%
to almost 6.7 Mha. In 1985 about 7% of French land was
irrigated, compared with 4.4% in Germany, 2.2% in the UK,
and 32% of the land in the other member states.=< Irri-
gated land is not often used for wheat due to deleterious
effects on quality of too much moisture but it is satis-
factorily used for growing other types of feed, such as
maize and barley. As a result, irrigation investment has
made the non-wheat feed industry less weather dependent

and more competitive with feed wheat.

The high assured prices offered to farmers, combined
with the wuse of labour saving machinery, also opened the
way for farmers to adopt modern agronomic practices.
European farmers rapidly adopted intensive production
techniques, with a sharp rise in use of fertilizers and

pesticides to maximize production from each hectare. By

= FAO, Production Yearbook 1986, Table 2; Eurostat,
Agricultural Statistical Yearbook 1988, Table ICO0S8.
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the mid 1980s farmers wused 18% of the potassium, 15% of
phosphate and 13% of nitrogen fertilizers consumed by
world agriculture and applied them to only 2% of the
world's area(Table 2.),

Table 2.4 Total Fertilizer Usage (N, Pz=0Os, K=0) (kg/ha)

1956-60 1979-80 1985-86
France 56 188 181
Germany 148 294 265
United Kingdom 79 * 120 135

* 1965-66
Source: Eurostat, Agriculture Statistical Yearbook 1988,
p. 74.

The surge in real capital investment during the past
30 vyears and increased use of fertilizers, pesticides,
and herbicides boosted the average yield of a hectare of
wheaf#from about 2.2-3.1 t/ha in the 1954-58 period to
more than 5.7 t/ha in 1983-87 in each of the three main

Table 2.5 Comparative Wheat Yields

t/ha France Germany UK USA
1904-08 1.38 1.79 2.24 .88
1934-38 1.58 2.28 2.31 .66
1954-58 2.24 2.90 3.10 1.45
1964-68 3.11 3.63 3.98 1.79
1973-77 4.33 4.38 4.35 2.03
1983-87 5.72 5.92 6.72 2.52%
Annual % Change

1906-36 0.4% 0.8% 0.1% -1.0%
1936-56 1.8% 1.2% 1.5% 4.1%
1956-66 3.3% 2.3% 2.5% 2.1%
1966-75 3.8% 2.1% 1.0% 1.4%
1975-85 2.8% 3.1% 4.4% 2.2%
* 1983-86

Sources: Malenbaum (1953), pp. 236-39; IWC, World Wheat
Statistics; Data from EC Commission.

¥ AMso due 4o new seed varieties jee pp. 82-34,
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European countries, and to more than 6.7 t/ha in the UK.
A group of particularly productive UK farmers have found-
ed a 'ten tonne' <club, for individual farmers who have
harvested at least that amount of common wheat from a
hectare of land (Tuble 2.5).

Recent studies of the relative economic efficiency
of European farmers show that cereals producers in both
the UK and France are highly competitive in world terms.
Table 2.6 shows that the cost of the relatively greater
use of inputs in Europe is offset by the significantly
higher yields, so that Europe is competitive with dry-
land farming in North America, Argentina, and Australia.
This is particularly true since 1985, because the sharp
drop in energy costs make the energy-intensive farm sys-—
tem in Europe even more competitive. Thus, in both econ—

omic and financial terms, commercially—oriented East Ang-

Table 2.4 Relative Costs of Producing Wheat in Major Exporting Countries (US$/t)

Study Year Argentina fuctralia  Canada  France Lk Usa

Total Coste Including Lang

Stanton 1962 -- -- -- 132.3 137.8 152.8
Cambridge Land Economy  1983-B4 - -- -- 162,90 183.4 188.6
Stanton 1584 -- - -- -- 92,2 150. 4
University of bueiph 1684 -- -- 108.7 107.2 92.2 150.7
University of Guelph 1585 -- -- 101.3 134.1 94,4 149.7
Fed. Bank of ¥ansas Cityl 1987 86.7 159.1 179.3 -- 146.9 138.8
Total Costs Excluding Land

Stanton 1982 -- -- -- -- 110.6 119.4
Cambridge Land Economy  1983-84 -- - -- 130.0 151.9 145.7
Stanton 1984 -- -- -- -- 72,7 118.3
Fed Bank of Kansas Cityi 1987 70,3 125.1 137.4 - 117.8 119.9
Yield {t/ha} See note 2.3 1.3 1.9 5.7 6.7 2.5

¥ Central Flains, including Kansas,

Yieldgs: UK & France (1983-87); USA {1983-8B&); Canada, Argentina, & Australia (1980-84},
Sources: Murphy (1983}, table 3.10. Barkems & Drabenstott (1988), p. 9. A.H. Barris, "EC-US
Agricuitural Trade Confrontations,” in Ealdwin, et al, (1988}, p. 107, The blpoe & Mail, 12-1-87.
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lia farmers in the UK and French farmers in the Paris

Basin can compete with Kansas wheat producers.

Although the relative competitiveness of European
farmers depends greatly on the ECU-US dollar exchange
rate, the data from the studies in Table 2.6 suggest that
UK and French farmers should be competitive at even ex—
treme exchange rates. The Stanton and Kansas City stud-
ies, for 1982 and 1987 respectively, show that even when
the ECU was strong relative to the US dollar, UK and
French farmers produced wheat at about the same or lower

cost than US farmers.

A major factor limiting European farmers from com—
peting freely with North American or Australian farmers
is the relatively high cost of transporting grain to ex-
port position. In the early 1980s, it cost approximately
US$33/t to move a bushel of wheat from the Paris Basin to
the export port of Ghent while wheat could be moved from
Minnesota to New Orleans (a distance twice as far) for
only about US$12.50/t.#* During the 1980s, however, the
wholesale and distribution system has been upgraded and
is Dbeginning to reduce the cost of competing in world
markets. Southampton, for example, was expanded during
the decade so that it can now move as much as 10 Mt of

grains in a single year.==

Consolidation and Specialization in EC Farming

Another major change in Europe has been the marked
increase in the size of the average farm and the special-
ization of commercial units. In the 1950s, the majority
of continental European farmers produced and lived much
in the same manner as their foé?earers in the nineteenth

century or earlier. They produced cereal and vegetable

=1 Insel (1985), p. 899.
2L . Discussion with Home—-Grown Cereals Authority, August
1989.
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crops on small, often widely scattered, plots of land,
with little use of powered machinery (at least partly be-
cause powered machinery was physically unable to operate
in many of the small holdings) .®® Horses, oxen, and hu-
mans provided much of the energy on the farm so a signi-
ficant share of farm output was consumed rather than mar-
keted.

After 1958, increased availability of financial re-
sources allowed farmers to 1invest heavily in machinery
and land. As a result, farmers were able to expand the
size of their farms, to consolidate plots of land into
larger areas that could be worked by power machinery, and
to shift their planting towards crops best produced and
harvested by machinery. In the case of wheat, this
allowed farmers to realize the production potential of

their investment.

Table 2.7 shows that large farms (with over 50 ha of
utilizable agricultural area (UAA)) represented only
about 18% of total farmers in France in 1986 but culti-
vated almost half the land; this was up from less than
30% of the land cultivated by the 5.5% largest farmers in
1960. In Germany, only about 5.5% of all farms had over
50 ha 1in 1986 but they cultivated more than a quarter of
the land in the country. In 1960, only 1% of German
farms were large and they cultivated about 10% of farm
land. The large farms in both France and Germany culti-
vated about 80 ha each in 1986. Changes in UK farm sizes
are even greater: Dby 1986 more than one third of farms
cultivated more than 50 ha of UAA and together accounted
for almost 83% of the farmland 1in the country. These
large farms had an average 171 ha under cultivation in
1986, compared with only 110 ha in 1960.

S Furtan, et al. (1988), p. 105.
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Table 2.7 Growth in Cereals Farms in France, Germany,

and the UK

1960 1986
France
Total number of holdings 1773.5 1000.0
- % with over 50 ha 5.5% 18.4%
Total ha in agricultural use 30162.0 28240.0
- % on farms over 50 ha 29.7% 49 .8%
Average ha/holding 17.0 28.2
— on farms over 50 ha 86.0 76 .4
Germany
Total number of holdings 1385.2 707 .7
~ % with over 50 ha 1.2% 5.5%
Total ha in agricultural use 12935.0 11910.0
— % on farms over 50 ha 10.3% 25.3%
Average ha/holding 9.3 16.8
— on farms over 50 ha 81.9 78.2
United Kingdom (1960 + 1985)
Total number of holdings 443.1 241.7
~ % with over 50 ha 18.7% 33.6%
Total ha in agricultural use 14191.0 16838.0
— % on farms over 50 ha 64.5% 82.5%
Average ha/holding 32.0 69.7
— on farms over 50 ha 110.7 171.3

Source: Eurostat, Agriculture Statistical Yearbook 1988,
p. 70.

As they expanded, commercially—-directed farms con-
centrated their efforts on production of a smaller number
of products.®4 In 1970-71, about 46% of European farmers
(EC9) produced some common wheat: in Germany more than
61% of farmers planted some wheat, compared with 48% in
France and only 15% in the UK. By 1985, only 36% of Com-
munity farmers (EC9) planted any wheat: the number of
farmers growing wheat dropped to less than 56% in Germany
and about 46% in France, and remained fairly steady in

the UK. At the same time, the average area planted to

K

24. Bowler (1985), p. 114.
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wheat per farm rose a little in Germany, and more than
doubled in France and the UK(Table 2.8),

Table 2.8 All Holdings Producing Common Wheat in Europe

1970-71 1975 1980 1985
Total Farms (X1000)
France 762.2 596.5 564.6 489 .4
Germany 659.8 555.7 503.2 413.9
United Kingdom 48.7 43.1 41.7 46 .2
% Total Farms
France 48.1% 45 .4% 45.0% 46 .3%
Germany 61.7% 61.5% 59.2% 55.9%
United Kingdom 15.1% 15.5% 15.5% 17.9%
Average ha/Farm
France 4.8 6.4 7.3 9.4
Germany 2.3 2.7 3.2 2.9
United Kingdom 20.7 24.2 32.9 41.1

Source: Eurostat, Agriculture Statistical Yearbook 1988,
p. 46.

Specialization has been a two edged sword. As the
industry specialized and farmers improved their incomes,
they also became more exposed to the effects of policy
changes and market fluctuations. 1In earlier periods when
most farms produced a mix of cereals, vegetables, and
livestock, it was possible for farmers to shift produc-
tion towards profitable areas. 1In those days the physi-
cal capital on farms was almost perfectly interchange-
able. The average farmer would have horses or oxen for
power and an array of simple tools and structures (wag-—
ons, plows, scythes, shovels, hoes, and basic buildings)
that could be wused alternately to produce and store
cereals, vegetables, or livestock. If cereal prices dip-
ped, for <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>