Report on Public Lecture

“Common Agriculture Policy of the European Union and the Economic Crisis”
On Monday the 15th of November 2010 the Institute for International Relations (IMO), French Embassy to the RC, and association Alumni of the European studies (ALES) supported by the Delegation of the European Union in Croatia organised a public lecture “Common Agriculture Policy of the European Union and the Economic Crisis”. The lecture was held by Mr. Lucien Bourgeois, economist specialized in the area of food and agriculture economy. The event took place at the EU Info Centre of the Delegation of the European Commission in Croatia starting at 10:30 hours. This lecture was the third in a series of lectures to be held during 2010 within project “France/Croatia: Partnership for European Integration”.

The welcoming speeches to the event have been held by H.E. Mr. Paul Vandoren Head of the EU Delegation to the Republic of Croatia and H.E. Mr. Jérôme Pasquier French Ambassador to the Republic of Croatia. The event was moderated by Mr. Stéphane Coroner, technical adviser at the Croatian Ministry of Agriculture, Fisheries and Rural Development. H.E. Mr. Vandoren stressed the overall Croatian progress in the agricultural policy within the EU negotiations process. Nevertheless, he noted that further efforts are needed in order to tackle remaining challenges which include harmonization of the subsidy system in Croatia with the EU system. Mr. Vandoren also emphasized the importance of this event in rising awareness about the principles of Common Agricultural Policy (CAP) which is helpful to Croatia on its path of full adjustment with the CAP. The French Ambassador to Croatia H.E. Mr. Jérôme Pasquier emphasized importance of communicating EU integration impacts to Croatian public taking into consideration the final stage of negotiations and the upcoming EU membership. This communication is particularly significant due to the fact that agriculture sector represents 7% of Croatian GDP, thus representing an important element of Croatian economy. 
Short addresses have also been held by Ms. Višnja Samardžija, Head of the EU Integration Department at IMO and Mr. Josip Kraljičković, State Secretary in the Ministry of Agriculture, Fisheries and Rural Development. Ms. Samardžija stressed that CAP is one of the oldest EU policies that has seen significant changes with its reform in 2003. This reform has significantly decreased sole agricultural expenditures but it widened the scope of the policy and shifted attention and resources towards other areas like regional policy. The State Secretary Kraljičković emphasized the importance of the rural development for Croatia taking into consideration that 47% of Croatian citizens live in the rural areas, areas that cover 90% of Croatian territory.
Mr. Lucien Bourgeois started his lecture by briefly elaborating development of the EU agricultural policy from historical perspective. He claimed that nascent development of the common Franco-German agricultural market in the late 19th century showed one of the main traits of entire agricultural policy development; its vulnerability to external shocks. Second element that could also be traced back to the late 19th century, which firstly appeared then and remained as the underpinning reason for policy development ever since, is the crisis of surpluses. Both elements constitute major factors for development of modern agricultural policy which insists on protection of the producers from price volatility, especially from prices decreases, and on prevention of the surpluses crisis. This binary linkage holds a pro-producer stand. It sees market and prices dynamics thorough the producer's point of view, supporting their interests over those of the consumer. 

These major elements of agricultural policy were significantly further developed by the American president Roosevelt during the economic crisis in the 1920s that caused significant reduction of prices. He elaborated four major principles of the American agricultural policy that were later implanted in the EU's agricultural policy and actually became cornerstones of agricultural policy on the world scale. These four elements are: greater control over import and foreign trade, creation of storages in order to protect market prices of agricultural products, production regulation that aims to regulate offer by “setting aside” or discouraging production at one part of the market, and finally greater emphasis on the ecological usage of soil, that aims to prevent erosion and secure sufficient fertilization for future production. 
The EU has implemented most of these principles after the Second World War when it started to build its agricultural policy. Main EU goals since then are protection of producers during the time of crisis and prevention of drastic price changes; therefore CAP's nature is defensive in essence. Mr. Bourgeois argued that the EU's agricultural policy derives from the American policy, especially taking into consideration the US presence with the Marshall plan and the role of Breton-Woods institutions in the post-1945 period. Indeed, it is important to analyze development of the CAP in the Cold War context, binding both geopolitical and geo-economics arguments. For example, after 1945 most of the traditional European agricultural producers like Hungary or Ukraine became part of the communist block, therefore the EU had to significantly upgrade its own production. Strategic importance of agriculture was confirmed in the Rome Treaties that established both Euroatom and the European Economic Community but also the principles of CAP at the same time. The strategic intention was obvious: independent energy and agriculture sectors were envisaged as the strategic backbones of the European project. However, two major events occurred in 1961 that accelerated the CAP's development, construction of the Berlin wall and conclusion of the Franco-Algerian war. These events on the one side revealed Europe's vulnerability to foreign pressures while on the other marked the end of European colonial politics and inaugurated need for the new strategic orientation. Consequently, CAP came into force a year after these dramatic events, in 1962. 
Mr. Bourgeois claimed that the CAP has played a central role in consolidation and development of the EU's agricultural production. The EU has significantly upgraded its agricultural production and already in 1980 it became self-sustainable, thus even starting to export cereals to the Soviet Union due to the US exports embargo. CAP's major reform occurred in 1992, largely inspired by the American model, but also being influenced with the WTO. It is important to mention that CAP's basic principles have remained the same during this time, and that apart from its defensive and regulative character it obtained one additional important orientation, its strategic linkage with industrial policy. Agricultural production was envisaged as a platform on which basis the entire EU's food and agricultural industry would be developed. This was successfully achieved because the EU is nowadays world leading industry in food and agriculture business. This particularly refers to France, whose food and agriculture industry lies large ahead of other industries, including automobile one. The CAP has also emerged as efficient agricultural policy on the global scale because in the 2006 the EU has surpassed the US as the major world exporter of agricultural products. According to Mr. Bourgeois in the 1983-2008 period the US has significantly lost export share of its agricultural products on the world market, falling from 17% to 10,4%. At the same time the EU kept its share of export on the world market around 10% while China increased its exporting share and it is projected that it will be even more competitive in the future. In addition, when the EU is compared with the US, it is important to bear in mind that the EU has 200 millions inhabitants more while at the same time its volume of arable land it two times lower. Furthermore, what also distinguishes the EU from the US is different structure of agricultural expenditures. Namely, 40% of the EU budget is spent on the CAP that is further accompanied with national expenditures of the EU member states in agricultural policy. However, the EU budget represents only 1% of the entire EU's GDP, and even with the contribution of the EU member states, this represents a smaller share of expenditures on agricultural policy when compared with the US. 

In the later part of his lecture Mr. Burgois talked about the impact of crisis on CAP and future challenges that lie ahead of CAP. The crisis has revealed risk of re-nationalization of CAP and the overall danger that expenditure on CAP will be reduced. Crisis has raised the public deficit in the EU member states, increased unemployment, especially in the agriculture sector and caused great prices volatility of agricultural products. Mr.  Bourgeois especially emphasized the danger of prices volatility which are now completely decoupled from their production basis. For example, the price of the corn has recently been increased 80% despite the excellent production results that do not give justification for this outcome. Consequently, he stated the need to thoroughly rethink the CAP's future in the light of these challenges and offered several suggestions. Firstly, there is a need to put agricultural policy at the centre of the debate and to stress its overall linkage with environmental protection, simultaneously securing sufficient production and the CO2 reduction. Secondly, there is a need to satisfy domestic markets and consumers while at the same time developing common efforts at the EU level, thus escaping the CAP's nationalization. Thirdly, CAP has to be enhanced in parallel with other EU sectoral policies, like research, social or fiscal policy because this would cause positive synergy effects. Finally, the EU has to develop mechanism that would more efficiently prevent prices volatility of agricultural products and defend agricultural producers. Acceding to Mr. Bourgeois the question of food security will become even more important in the following period so the EU should reverse some major trends. Among these negative trends he noted 25% labor reduction in EU's agricultural sector in the last 10 years (in France alone 170,000 people lost their jobs). However, he argued that CAP will surely remain as one of the main pillars of the EU integration since agricultural production always had strategic importance for the EU.
The debate has been opened with the question by Mr. Neven Šimac who asked the speaker on his opinion regarding the issue of harmonizing worldwide manufacturing prices in agriculture. In answering this question Mr. Bourgeois stated that some countries legitimately use agricultural products for the production of energy. However, in order to limit speculations, production of food and production of agricultural products to be used for creation of energy should be separated. In his words the worst case scenario is for the price of food to be decided by the price of oil. In order to avoid this EU should start building food reserves to be able to intervene on the market and reduce prices. In answering the question about the necessity for developing more unity through the CAP, Mr. Bourgeois stated that CAP already represents an example of unity and coherence between interests of various member states, in particular those of France and Germany. Ms. Višnja Samardžija asked the speaker to comment on perspectives of Croatia in the area of rural development as a second pillar of the EU’s CAP. Mr. Bourgeois said that the economic crises shifted focus within CAP from rural development to production and consumption issues. He further noted that he welcomes such developments because possibilities for savings are greater in the second then in the first pillar of CAP. In reflecting upon the limited production policy embraced within CAP, Mr. Bourgeois stated that its logic cannot easily be dismissed because production which is not related to the market always results in negative economic consequences such as reduction of prices. While answering the final couple of questions Mr. Bourgeois warned that the size of an agricultural entity is not always proportional with its competitiveness. Although the small sized estates should be enlarged, the middle sized ones have much greater possibilities to be competitive then the large sized ones. He also stated that in the future the EU will have to develop a subsidies system within CAP which will be more efficient when it comes to value added then the current system that is focused on providing subsidies based on the number of hectares.    
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