CAP Reform –A Watershed for the EU?
The French and Dutch referenda of 2005 looks like a watershed in the development of the European Union, although it was unfortunate that Europe’s political elite chose to ignore many “danger signs” leading up to the vote.    Only 3 months before a group of the elite, led by the French, argued at Wilton Park that a no vote was not possible.   Even today, French political leaders talk of a new initiative for a constitution, and also, rather forlornly, of a revival of the Franco-German dominance of the direction of the EU.

Until 1990 the European Union was widely seen to have been a remarkable political and economic success.

· Western Europe had been at peace with itself for nearly half a century and there was no danger of this situation changing.

· The EEC’s economic performance was remarkable.   The Single Market was firmly established and Germany was the powerful engine behind its success.
· Europe was a shining example of cooperation between sovereign states, based on shared values underpinned by by European courts which took precedence over national jurisdiction on issues of human rights.

· The majority of voters could still remember the horrors of the war years and the miserable period of post war shortages and deprivation, and wondered at the economical and political transformation which had taken place since then.

· There was considerable enthusiasm for further integration of the 12 member states, though Britain remained sceptical about this aspect.

· Indeed Britain was uniquely sceptical about the European idea for several reasons

· She had been less ravaged by the war and had emerged victorious

· She still hankered over past delusions of imperial grandeur.
· She still deluded herself that she had a “special” relationship with the US, which distanced her from her EU colleagues.

The Common Agricultural Policy, one of the cornerstones of the EEC was very much a reflection of these post war attitudes.

· During the post war period of deprivation there were still concerns about food supplies so it made sense to encourage farmers to produce as much food as possible.

· The first commodity to be traded across the EEC without tariff barriers was food, thanks to the CAP. 

· In order to guarantee farmers high prices, substantial protectionist barriers were erected against cheap food from elsewhere.   (The Americans were taking similar measures to protect their farmers)

· And in order to get access to French markets for their successful manufacturing industries, the Germans were prepared to underwrite the CAP and effectively provide massive subsidies to a French farming industry.
· One major objective of the CAP was social, because it was expected that high prices would maintain the traditional peasant way of life which was still, a feature of French society.

One of the more serious reasons for Britain’s reluctance to join the Common Market was hostility to the CAP.

· Sentimentalists argued that in signing up to it we would be betraying our Commonwealth friends, especially New Zealand and Australia.

· And the formula for financing the EU budget, most of which was absorbed by the CAP, meant that Britain with a relatively small proportion of the population engaged in agriculture, would be a substantial net contributor to the budget.

· This in fact was what happened.   Ted Heath in 1973 agreed to these conditions because he believed that the benefits to British manufacturers from joining the Common Market would, like the Germans, offset the cost of the budget.

· Sadly Heath was mistaken because British manufacturers were unable to prosper because, after generations of monopolistic protection under the preference arrangements within the Commonwealth, they were unable to compete against the Germans, the Dutch and even the French.

· Margaret Thatcher’s  negotiation of the British rebate in 1983, reduced Britain’s contribution to the budget, but British scepticism about the whole European project continued to be sustained by a bizarre combination of old leftwing and rightwing critics.

· By the 1980s the CAP and the budget were out of control as farmers, thanks to the high guaranteed prices, produced far more than the market could absorb, leading to butter mountains, wine lakes, and grain stores the size of aerodromes.   Quotas  were introduced to stabilise milk production, and in the nineties arable farmers were obliged to take a tenth of their land out of production to stabilise their outputs.

· But the export subsidies and the import tariff business remained, and were a massive obstacle to further trade liberalisation under the WTO.

· In truth, the CAP, despite the support it received from France and Ireland, had lost credibility by the end of the century.

· The cost remained far too high, well over half of the total budget.

· This cost would spiral if the policy was to be applied to the ten new Eastern European members, with their proportionally high farming population.

· As the benefits of increased free global trade became apparent, the case for agricultural protection became less defensible.

· Post war concerns about food security had long since disappeared.

· And the woolly social justification for the CAP – to maintain its rural status quo – had patently failed as science and technology led to larger farms with fewer people.

In the broader context, by the end of the century, Europe had lost its economic self confidence and political momentum.

The over hasty reunification had brought nearly forty years of powerful German growth to a standstill, and with the engine room of Europe in trouble, the Single Market slowed down.

France, Italy and Germany failed to realise that in a more open, service economy, their inflexible, protectionist regulation of the market would make them uncompetitive against, particularly the Americans and would create high levels of costly unemployment.
· Politically, as Helmut Kohl remarked a few years ago, memories of the second world war were fading, the threat of a war between Western European countries had gone, and one of the driving forces by the creation of the EU was no longer relevant because it was taken for granted.

· And then in 1989 the Iron Curtain disappeared, and with it the communist threat which had been another unifying force in Western Europe.   There is no more effective way of creating social solidarity than an outside threat.
· The rapidly increasing number of member-states had also changed the political scene.   Immediately after the war, there were many in France and Germany who believed that full political integration and the creation of a Federal Europe was the ultimate purpose of the whole project.
· The principle of economic integration had been substantially advanced by the Single Europe Act of 1986,which gave the European courts power to regulate the market.   Ironically Mrs Thatcher was an enthusiast for this development, because she believed that a European court was needed to outlaw the cheating which Britain was convinced took place elsewhere.

· A further major step towards economic integration took place at Maastricht, when all members except Britain and Denmark, agreed to participate in a Single European Currency.

· Politically the European Court of Human Rights had long been established to guarantee the freedom and liberty of all EU citizens.

· Politicians accepted that Europeans should play the lead role in protecting the environment.

· But, despite the aspirations of many of the European elite, including Jacques Delors,  social policy remained in the hands of member states.

· As did, crucially all forms of taxation.
· To the surprise of the sceptics the Single Currency was launched successfully in 2001, and has worked well but the continuing underperformance of the French, German and Italian economies – for reasons of their own making – has unfairly tainted the Single Currency, as politicians sought other scapegoats for their own shortcomings.

By the time that the French and the Dutch said no to what was a not very ambitious constitutional proposal but which was clumsily and arrogantly handled by the French ruling elite, the unifying momentum behind the European project had dissipated.   There were serious differences about the scale of  further enlargement (which France questioned) and about further political integration  (which Britain and others questioned).

People had become confused and cynical about the purpose of the EU and political leaders seem to have  no idea as how to respond to the situation.

So today Europe’s political leaders, much less impressive than most of their predecessors, find themselves in limbo – most recognising that the drivers of past success have run out of steam, and unclear about what should be the purpose of the EU in the new and changing world.   I believe that the catalyst for change could well be agricultural reform, because in carrying out such reforms, politicians will be obliged to reassess the purpose of the EU and also to redefine the EU’s relations with the rest of the world.

In fact, radical reform of the CAP is already underway.

  -  Thanks to quotas and other restrictions on production, the surpluses have reduced considerably.

· Protectionist barriers have been slightly reduced

· Export subsidies have been substantially reduced.

· And the Fischler reforms, which are currently being introduced are much more radical than is generally recognised.
· It has been agreed that subsidies based on the manipulation of the markets through guaranteed prices and export subsidies are being phased out.

· And they will be replaced by a single annual payment to farmers, based on historic benefit, which merely requires them to conform to minimal environmental standards.

· I believe that with the Fischler reforms the genie is out of the bottle, that farming should be treated within the Single Market like any other industry, that social concerns about the impact of agricultural reform should become the responsibility of individual member states and that the Common Agricultural Policy should, over time, become redundant and irrelevant.

When the CAP was originally established, there was no single market so market rules for agriculture had to be created.   Today, with the Single Market firmly established, there is no need for special agricultural regimes.

The political and economic consequences of the dismantlement of the CAP, would be highly significant and not just for agriculture.

Firstly farming is bound to be substantially impacted by these proposals.    Farmers in Western Europe are struggling today for several reasons
· The pound and the Euro are relatively strong global currencies, which means that farmers in those countries have to compete against cheap imports.

· Costs of land and labour are also high in these rich economies.

· Smaller farmers, especially, are not able to compete against the bigger ones, both in Europe and the USA.

· European farmers are being increasingly disadvantaged by being denied the right to use genetic modification, a scientific innovation already benefiting farmers in North and South America, Australia and Asia.
· There is an enormous disparity in efficiency and productivity between farms in Europe, due mainly to the impact of subsidies which enable inefficient farmers to stay in business.
· Change is taking place at a great pace.   Thanks to technology, bigger, faster and more equipment means that less labour is needed.

· As a result the number of farms is declining rapidly as the big operators farm more land with their sophisticated machinery.

· Given the amount of environmental regulation to which they must comply I can see no reason why efficient farmers should not be allowed to expand and grow, just like any other industry.   In fact, smaller farms in the past have been more inclined to create harmful pollution than the better trained larger ones.

· Even so labour shortages are one of the main problems facing agriculture in Western Europe.   Cornish daffodils, Lincolnshire vegetables, Evesham fruit, Yorkshire pigs and Somerset would not be grown  were it not for the massive use of migrant labour, mainly from Eastern Europe.

· Indeed Ryanair can be credited with resolving one of the EU’s biggest problems – labour mobility.     There are 70.000 Polish workers in Ireland, and these workers go home every couple of months, courtesy of Ryanair.

· Nearly half of British farmers are already part time.

The abandonment of a pernicious system which required farmers to produce a crop in order to earn a subsidy,  will mean that unsuitable land, which had been converted into tillage will revert to grass, with consequent benefit to the environment.
   Production is therefore, likely to drop in a world without subsidies and barriers, but less production should also mean firmer prices.
  -  The new Single Farm Payment will remain in place until at least 2013, albeit in decline so farmers will be gently weaned off subsidies.

· Social concerns about those farmers who go out of business should be addressed by member states, as generously as they see fit, as long as in doing so they do not break the rules of the Single Market.

· But the poorer new member states will rightly argue that without the benefits of the CAP they will not be able to replace that income from their own economies.
· Therefore it would seem fair to suggest that much of the savings made in the EU budget, thanks to the scrapping of the CAP should be used to help the poorer countries to address their problems.  

Perhaps the most successful single achievement of the EU in the past has been in the provision of structural funds to poorer new countries like Spain and Ireland, to enable them to modernise their economies.   This has clearly benefited those countries, but  has also created substantial opportunities for business in the richer countries to benefit from increased consumer demand in those countries.
· On the international front of course, the cessation of market driven subsidies in the EU will only happen if the Americans follow suit.   If they do not all bets are off.   
There is a real danger that when the so called fast track powers given to the  President to make progress on trade liberalisation run out, the protectionist lobbies in the US, a strange combination of Republican farmers and Democratic unions, will prevail.
· But if the Americans cooperate  real progress can be made in the gradual dismantlement of the rest of the major barriers to fair but free global trade.

· And for those, like Oxfam, who object to the concept of free trade, I would emphasise the word “fair” – Poorer countries must be given more time to adjust to a more competitive world.

· But these poorer countries must also,  respect human rights in the way they trade with Western democracies.

· These are exciting and momentous challenges, because if we can get the poorer economies to work  as effectively as those of the EU and North America, then the political instability created by poverty will erode and communities and countries will realise that in resorting to violence, they are putting their prosperity at risk.    If, as in so many parts of the Middle East and Africa,  there is no prosperity to put at risk, the temptation to resort to violence, however futile, is understandable. 

· And finally, the dismantlement of the CAP could have significant implications for the EU itself, as it struggles in the light of the French and Dutch referenda, to redefine itself and restore its momentum and self confidence.

· In eliminating the CAP the EU will make the Single Market more effective.

In passing the quasi-social aspects of the CAP back to member states, the EU should also recognise  that its social obligations should be restricted to Human Rights Directives.

· In eliminating the CAP the EU would no longer be wasting budget resources in compensating rich countries, who are perfectly able to sort out problems themselves.
· The British rebate would automatically disappear  without the CAP, and a constructive debate could take place about the purpose and size of the budget.

· In redirecting the budget towards bona-fide propositions which only the EU is in a position to fund, public perceptions of the EU should improve.
· Funding infrastructure in the poorer and newer countries is seen to be sensible

· Stimulating investment in macro-economic innovation – in say defence, genetics and research to combat climate change would also have public support.

The watershed, that I referred to which faces the EU can be symbolically addressed in the first instance by the dismantling of the CAP followed by a much clearer definition of the purpose of the EU and of the division of responsibilities between the EU and the member states.   Any such redefining might be along the following lines.

 Based on the principle of shared sovereignty, the main purpose of the EU is to manage a fair Single European Market and to ensure that member states respect the rights of their citizens, in line with the rules of the EU, before being allowed to participate in that market.

  -  In order to achieve these objectives the EU must ensure there is a free movement of people, goods, capital and service across the Union.

  -  The European Central Bank exists to establish a common interest rate for those countries participating in the Euro.

· The EU negotiates all trade relations with the rest of the world.

· The EU must have overall responsibility for the regulation of the environment and for negotiating internal agreements  and external agreements to protect and enhance the global environment.
· The EU, should develop a common approach to defence and security issues to the benefit of all member states.   To date little has been achieved on this front, and with the increased unpredictability of the US on the world political stage this seems a high priority.
· The EU should wherever possible, seek common ground on foreign policy whether it be in the UN or its relations with other power blocks of the world, and with dealing with global crises, political (as in the Middle East) or economic (as in Africa).

· The EU should commit itself to helping the Balkan states meet the conditions necessary for membership, thereby creating a unique opportunity to put an end to centuries of political upheaval and violence in that area of Europe.
· The case for Balkan participation in the EU is stronger than that of Turkey.
· The EU should promote standards of health care across the Union, enabling doctors for example to practice in any member state.

· The EU should be interested in pan European transport infrastructure, to strengthen the effectiveness of the Single Market.

This seems to me a pretty ambitious agenda, with a much greater chance of receiving public support than the more obscure and woolly aspirations for further political integration.
On the other side of the coin there remain areas where the sharing of sovereignty is not appropriate and where member-state parliaments must have the final say.

· Personal taxation.   Successful countries within the EU have developed very contrary approaches to tax, from the high levels in Scandinavia to the low levels in Ireland.
· Public service provisions especially education and health

· Social Security.   Again, different approaches to these issues can both be effective.
And why do I say that the dismantling of the CAP could be a watershed for the future of the European Union?   Because its existence has been symptomatic of the confusion about what the EU’s proper role should be.   It is inconsistent with the principle of a free and open Single Market, to have one industry ring fenced with a plethora of protectionist systems.

The CAP has absorbed an absurd proportion of the budget, and attracted vast amounts of money which would be much better spent in developing infrastructure in the poorer, newer, member states and in promoting research and innovation beyond the  capacity of individual member states – climate change, health, defence and space being obvious examples.  
The CAP has inhibited the progress of global trade liberalisation, to the disadvantage of Europe’s sophisticated manufacturing and service industries.

The CAP in seeking to satisfy the needs of 25 countries with their own diverse rural needs, has merely succeeded in satisfying no-one, except perhaps the French and Irish.

The CAP has essentially been backward looking, foolishly and ineffectively seeking to maintain a rural status quo, at a time when Europe needs to be forward looking and championing change, if it is to compete with North America and Asia.

Of course I am not suggesting that in dismantling the CAP as I propose, the EU would suddenly discover its raison d’etre. 
  But as long as it remains in place and with it the state of mind it generates, I fear that the EU will not be prepared to recognise the urgency of making EU institutions more effective and credible.
   As long as the CAP remains Europe will fail to face up to its global responsibilities
As long as the CAP remains a culture of dependence will inhibit European farmers from modernising their businesses to improve their productivity.

As long as it remains in place those in Europe  who want to seize the opportunity to  prosper in the wider world will be frustrated.
As long as the CAP exists people will be confused and cynical about the purpose of the EU.

At the last meeting of Ministers under the British presidency, it was agreed that there should be another look at the CAP in 2008 to begin to work out what might happen after 2013.
It seems to me that in agreeing to carry out this review the EU is giving itself an opportunity to clarify what it should be doing, but also what it should not be doing.

 Until that nettle is grasped, confusion and cynicism about the whole project will prevail.
