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Part IV

Conclusions

The Siena Memorandum
on

'The Reform of the Common Agricultural Policy'

1. Although the budget issue has triggered the current debate over the reform
of the Common Agricultural Policy (CAP), it would be a serious error to
regard the budget itself as the fundamental problem. The debate over the
reform of the CAP has continued at a different level almost since the birth
of the Policy. The expectations that the growing costs of disposing of sur-
plus agricultural produce will soon lead Community expenditure to exceed
the current budget ceiling, and concern over the national distribution of
budget costs and benefits have merely placed the reform debate more firmly
within the political arena.

2. The more fundamental problems underlying the budget issue may be
identified as:
(a) A failure to help European agriculture to adjust to changing market

and production circumstances.
(b) A failure to bring about an equitable distribution of benefits through-

out European agriculture; in particular the policy has been biased
towards the larger, more properous producer.

(c) A failure to bring about an equitable regional distribution of bene-
fits. The current distribution of costs and benefits among Member
Countries is simply unacceptable to some of them and cannot be
defended as being consistent with the principle that transfers should
flow from more to less prosperous regions.

(d) A failure to recognize that the Community's role as a leading sector of
the world economy requires a more responsible attitude towards its
trade in agricultural products; a major net exporter of agricultural
products cannot ignore the international implications of its domestic
farm policies in the way that might be possible for a net importer.

3. It is apparent that the CAP is failing to achieve the objectives set for it in
the Treaty of Rome; nor can it any longer be said to be contributing to
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256 The Siena Memorandum

European integration. The CAP which was created as a cornerstone of the
Community, has become a stumbling block^

4. The fundamental problems identified above may be ascribed, in part, to the
particular institutional nature of CAP decision-making. Agricultural Ministers
have been able to take decisions, favouring producer interests, without being
accountable to the rest of the society; they have, in a sense, been able to
'externalize' the cost of agricultural support. Similarly, Member States have
been able to externalize the cost of measures which have expanded their
national agricultural production, as the Community budget has underwritten
the cost of surplus disposal.

5. 'Reform' should not simply shift the budget problem to consumers or to
third countries. What is required is a shift from the income orientation to a
market orientation in the CAP's price policy. While recognizing the impact
of such a shift on farm incomes, the Siena Group considers that a reduction
in internal price support for agriculture, together with a reduction in the
degree, and shift in the balance of external protection is both inevitable and
desirable. This will promote a greater consistency with welfare goals and will
help to fight inflation.

The Group noted that, since 1977, real agricultural prices in most Mem-
ber States have declined by about 2% per annum. This implies that a future
decline in supported prices of an even faster rate of say some 3 to 4% per
annum may be required, with even larger price reductions for products
which currently enjoy high rates of protection and particularly for those in
surplus. It is essential that the Council makes a clear statement of intent on
the future course of real agricultural prices to allow producers to plan re-
alistically for the move to more market-oriented price policy.

6. The Group devoted considerable attention to the question of compensation
to farmers for the income loss that would result from the decline in price
support. They recognized that a compensation scheme is a necessary comp-
lement to the introduction of a more market oriented price policy. Compen-
sation was justified because:
(a) Farmers have been encouraged to invest by a policy which underwrites

an expansion of output at remunerative prices. Even the larger, more
prosperous, farmers should receive temporary compensation to help
them to adapt to changed market circumstances, particularly in the
form of assistance for the re-scheduling of debts.

(b) Even though the majority of Europe's small farmers have benefited less
from the price policy, they will nevertheless be adversely affected by
the reductions in price support and should be compensated accordingly.

(c) There is a danger that a severe price policy, not accompanied by in-
come compensation, may lead to the loss from agriculture of producers
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'The Reform of the CAP' 257

without sound economic alternatives, in disadvantaged areas where
depopulation and environmental problems could arise.

There is a country dimension, as well as farmer dimension, to the question
of compensation. Countries which are net exporters of agricultural products
have benefited from receiving export prices well in excess of world market
levels; in several cases, the net exporters are also the higher income countries.

7. Member States already possess numerous instruments which can be used to
compensate farmers for a cut in price support. The Group feels that circum-
stances vary so much throughout the Community, and social priorities vary
so much between Member States, that compensation could be, in part,
nationally financed. Member State governments should be allowed to adopt
schemes which suit their national circumstances and priorities. The essential
requirement, however, if the move towards a more market-oriented price
policy is to be successful, is that compensation should not be linked to a
farmer's current level of output (though compensation based on past levels
of production may in some cases be appropriate). Thus, the Group recom-
mends that:
(a) Member States should be allowed to adopt appropriate compensation

schemes, subject to Community approval and guidelines, which would
be designed to prevent payments to farmers merely encouraging
further increases in output.

(b) Community contribution to expenditure on income compensation
schemes would be conditional on Community approval of the scheme
and should be graded to prevent rich countries from compensating
their farmers more than poor ones.

The Group recognizes that per capita incomes, and thus capacity to finance
farm income compensation schemes, varies between Member States and, for
this reason, it is suggested that the extent of the Community compensation
might be greater for the Member States with lower per capita incomes. The
Group also noted that the reduction in price support would reduce the in-
centive for Member States to support output-increasing investments (where
this could not be justified at more market-oriented prices) and that this
might release funds from Member State exchequers to finance income
compensation.

8. Any increase in Community agricultural expenditure should be conditional
upon the successful move to a rrfore market-oriented price policy. This
implies that there may be a temporary shortage of funds, as in the medium
term there will still be substantial expenditure required for surplus disposal
and to finance the Community's contribution to income compensation
schemes. The Group suggests that this financial requirement might be met
by a limited, and temporary, extension of co-responsibility levies; in effect,
over the medium term, this will mean a delay in the extent to which the fall
in real producer prices will be reflected in lower food prices.
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258 The Siena Memorandum

9. The Group wishes to stress that, in their view, the above does not preclude
an increase in the VAT contribution, if justified by the requirements for
non-agricultural expenditure. Indeed, an increase in expenditure under the
regional and social funds might be necessary under the proposal as prob-
lems remain within agricultural expenditure that previously have been
tackled unsuccessfully.

10. With respect to Monetary Compensatory Amounts (MCAs) the Group
supports the most recent Commission proposals for the rapid phasing out
of new and existing MCAs, provided the move to a market-oriented price
policy is implemented.

11. Production quotas have well-known and serious disadvantages. They tend
to freeze the pattern of production, reducing production efficiency and
the income capacity of agriculture (unless enhanced by higher prices), they
prevent the capacity of the sector to improve income'through structural
adjustment, and they tend only to solve the income problems of the
present generation of farmers, creating rents which will be capitalized on
the land values or quota rights. In addition, quotas in a central agricultural
activity, such as the dairy sector, would tend to push resources into other
agricultural sectors leading to pressure for a more general application of
quotas throughout agriculture. However, if the price signals are sufficiently
strong (i.e. milk prices are reduced significantly in excess of prices for
other products and, if necessary, at first in nominal as well as in real terms)
and if income compensation is applied with sufficient care, milk quotas
(i.e. the supplementary levy) would not be necessary.

12. The Group accepted that there is, at present, a need for more balance in
external protection, particularly with regard to imports of oil seeds, veg-
etable oils, and cereal substitutes. It was felt that the reduction in price
support would be a step towards restoring this balance. Although they
recognize the need to correct remaining price distortions, they emphasize
the risk that temporary protective measures on cereal substitutes, oil seeds,
fats and oils might just delay the necessary move towards a lower protection.

13. The progressive reduction in external protection implied in these proposals
would provide the opportunity for the Community to negotiate reciprocal
reductions in protection with its major trading partners, in particular the
United States and Japan.

14. The move to a market-oriented price policy would facilitate a more
vigorous and rational approach to structural policy. There would be less
incentive for competitive investment in surplus-increasing activities and
more incentive to link structural policy to regional and social objectives.
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'The Reform of the CAP' 259

Funds released from price support could be directed towards the less-
favoured regions, and indeed to the less-favoured people, of the European
Community.

15. This declaration represents the consensus reached by the Group, with the
intention of contributing to a more efficient and equitable CAP moving
towards an accelerated European integration. Those named below wish to
support the declaration. This does not mean that each individual endorses
unequivocably every item; reservations relating to specific details of the
proposal are expressed in the individual papers, published in this issue of
the European Review of Agricultural Economics, which, in most cases,
elaborate on the points covered by this memorandum.
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