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Abstract*

several ways of assessing the costs and benefits of the Common
Agricultural Policy to the member countries, which correspond to
different meanings of this concept, are presented.

A disturbing inclination to confuse the effects of the CAP with
those of EC membership is underlined, as well as a similar shortcut of
applying to the common pudget conclusions only appropriate to FEOGA
expenditure and viceversa.

As the method chosen for the evaluation is crucial in determining
accurate results, 1t is also emphasized how much a lack of correct
information could be misleading in the decision-making process and
could give rise to distorted evaluations, which may be rather prone to
manipulation and are more likely to act to the benefit of sectoral
vested interests than to the advantage of the whole socilety.

The paper argues that while budgetary figures are seldom likely
to give a correct estimate of costs and benefits of the'CAP to the
member countries, due to the rules of financial solidarity, a more
complete assessment is provided by figures based on member countries
foreign trade in agricultural goods, evaluated at observed world
market prices. Their validity does not depend on 'ad hoc' assumptions,
but they are as much observable as budgetary figures.

The discussion devotes special attention to those situations,
like Italian case, which are of particular interest as the country

shifts from being net gainer to be a net loser according to the method

used by the analysis.

* paper presented at the EACES-AISSEC Conference, Verona (Italy)
September, 27-29, 1990. Part of the interdisciplinary project "Futuri
scenari dell'agricoltura italiana" INEA, Roma.
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Introduction

Although the costs and benefits of the Common Agricultural Policy
(CAP) have stimulated interest since the origin of the policy itself,
the main debate about their definition and calculation arose between
the end of the 1970s and the beginning of the 1980s.

The definition problem included such questions as "costs and
benefits to whom?", the answer to which implies a choice in the
aggregation level, which 1s c¢rucial in order to characterize the
results. At that time the most common choice was a disaggregation at
the member state level and this choice will be retained here, too.

The calculation problem has been dealt with by several methods:
either by referring to sheer budgetary figures, or by means of cost-
-benefit analysis, again either by the 'traditional’ or by the 'new'
approach. For various reasons, however, none of these methods has
proved completely satisfactory.

Ten years on now since the apex of that debate, the lack of
agreement on a single methodology able to assess these costs and
benefits has given rise to a serious information problem whereby
figures indicating some budgetary flows occurring between the EC and
the member countries have too often been used for describing the costs
and benefits of the CAP (and sometimes, all the more, of EC
membership) to the member countries.

This situation has emerged mainly because, on the one hand, the
EC does not publish official figures referring to the most common
definition of costs and benefits of the CAP (i.e. at the member state
level), while, on the other hand, all independent estimates have
hardly achieved the same charisma as official figures, and their
diffusion remains more or less restricted to academic circles and

research institutions.

There is, however, a growing demand from the general public to

know more about European matters, and in the absence of appropriate

official figures the second best choice for the press is between

correct unofficial and incorrect official figures.

The result is that the use of incorrect official figures in the
vast majority of cases prevails and, in such cases as CAP costs and
benefiti to 1Italy, popularizes un-verified, and often incorrect,

common-places which regrettably happen to play a significant role in

opinion-making.

1 A BRIEF HISTORY OF THE APPRAISAL OF COSTS AND BENEFITS OF THE CAP

criticism of the CAP is likely to be as old as the policy itself,
but the origin of the official history of the appraisal of costs and
benefits of the CAP can be dated back in 1974 when the EC Council of
Ministers, concerned with the growing expenditure?® under the

agricultural fund (FEOGA) and urged by the German government, invited

the EC Commission to present a complete summary of all aids and

subsidies in the member states and to take stock of the CAP, with

speclal reference to the objectives of Article 39 of the Treaty of

Rome.
strictly speaking this request did not necessarily imply a

cost-benefit analysis of the CAP: such analysis examines the balance

between costs and benefits and is usually performed before
implementing a project. The stocktaking was rather aimed at checking

whether or not the policy was attaining the stated objectives (at

reasonable costs).

1 increasing from 103 to around 4000 million UC between 1965 and 1973
(1542 UC being export restitutions alone) and with unlikely prospects
of reversing the trend in the near future (ASIC, 1975)
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The document released to answer this request® pointed at regional
disparities and budgetary costs as major disadvantages of the CAP.
The subject was treated in very aggregate terms at the EC 1level and
did not specify to whom in particular those advantages and
disadvantages were to be associated.

The dissatisfaction for the lack of details at the member state
level in that document prompted a sequence of written questions by
members of the European Parliament about the total financial flows
occurring between the EC and the member states, and eventually to a
reluctant answer by the Commission.?

The Commission rightly warned that "... it can be misleading to
study the transfers of resources which are incidental to the execution
of the budget without examining the true impact of the related costs
and benefits".*

Nevertheless, the figures presented in the Commission's answer
were 'de facto' used to calculate member countries' net payments to
the common budget and gave immediately rise to a considerable quarrel
about net gainers and losers from the CAP and, by extension, from EC
membership. If the confusion between the different concepts of costs
and benefits of the CAP, and of EC membership, did not originate from
these events, they may certainly have contributed to increase it.

It is apparent that the stocktaking of the CAP and the financial
inflows and outflows caused by EC membership to the member states
are, in principle, two rather separate issues. However, since the bulk
of the common budget is spent by FEOGA, agricultural expenditure is
often mistakenly associated with the total cost of EC membership®

and, similarly, it is often wrongly held that the budgetary figures

"Stocktaking of the CAP" COM(75)100
Official Journal of the European Communities €2
OJEC C28 31/1/79, p.2 8 31073
% This attitude is very widespread. It is far from

: g rare to come acr
titles like "The Net Cost and Benefit of EEC Membership" (Whitby egss
1979) where only the agricultural sector is actually inspected o
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represent the cost of the CAP.

The country's breakdown of financial transfers so cautiously
issued by the commission for the years 1976 and 1977, and later® also
for 1978, referred only to budgetary £figures. Recorded transfers had
been adjusted forMonetary Compensative Amounts (MCAs) (as since 1976
they were paid only in the exporting country) and this added
difficulty to the interpretation of these figures.”?

subsequently, again upoﬁ request of the Council of Ministers, the
commission produced another document® showing the financial transfers
l1ikely to materialize when the new system of financing the common
pudget through 'own resources'’ would be fully working.

It is rather odd that, though the Commission maintains with
reason that these figures do not represent the costs and benefits of
EC membership for the member countries, nevertheless they are often
taken officially into account as reliable proxies of costs and
benefits and heavily contribute to opinion- and decision-making. Since
1980 they have played a determinant role 1in approving UK budgetary
rebate, they have served as a basis for new members' accession
negotiations, and are invariably reported by the press.

As for the Italian situation, for example, one may read that
"since the end of the 1970s Italy had become a net beneficiary in the
budget balance, so that the Government assumed an attitude favourable
to a certain enlargement of total expenditure. It was £felt that any
ceiling in this respect would clash with almost all decisions about
the CAP."® This quotation is just one among many examples about how

easily agricultural and budgetary issues are confused by policy-makers

and how deep-rooted is regarded their connection.

& QJEC Cl64 2/7/79, p.11
2 FPor instance, according to these tables, after having allowed for

MCAs adjustment, in 1977 the ITtalian and the British position changed
from being net contributors to net beneficiaries

8 COM(79)462 12/9/79

® pPetit et al. (1987) p.77




It is well known by the profession that many authors®® pointed
out that these figures do not represent the true balance between costs
and benefits of the CAP to the member countries, but only that
fraction which is recorded in the common budget.

In particular, they overlook the "invisible transfers" i.e. the
income glows due to the price support policy which accrue to EC
exporting countries' producers and are raild by EC importing countries'
consumers. They are termed "invisible" as they do not appear in the
balance sheets of the common budget and "transfers” as they represent
income transferred within the EcC, although for a single member country
they represent a net cost or benefit.

Nowadays, the notion that the economic analysis of costs and
benefits of the CAP to the member countries should include the
"invisible transfers" is as widely accepted amongst scholars, as it
falls short of being understood and popularized by the media, with the
unhappy result of a partial and misleading information at the lay man
level which can easily be manipulated.

In the following, ' the different concepts and methods will be
clarified by resorting to the aid of the Venn diagram presented in its
general form in Figure 1.

For the general and correct understanding of these diagrams it
should be noticed that they do not try to adhere Proportionally to the
actual dimension of the variables under examination. Being referred to
member states' inflows and outflows, rather than to EC', it would not
even be possible to represent them by a scale drawing, otherwise each
country would require its own diagram. On the contrary, they only aim
at giving the idea of the relationship existing with each other, and

in particular at visualizing the kind of data presented by the tables.

*© in addition to the already mentioned Rollo and Warwick (1979) and
CEPG (1979) see also Koester (1877), Blancus (1978), Morris (1980),
Buckwell et al. (1982) and Ahrens (1984)

Figure 1

Member states' inflows

cemmon
agricultural

pelicy

sther EC issues

Member states' outflows

other EC Isoues

Figure 1 sketches the relation existing between the concepts presented

1.

so far:

the common budget includes, on the EC expenditure side, the

agricultural fund, FEOGA, which has persisted around 70% on total

expenditure throughout the 1980s, and, on the EC revenue side, the

agricultural levies, which have declined from 13% to 7% on total

"own resources" during the same period;
the system of budgetary revenue coming from agricultural levies,

and expenditure going through FEOGA, 1is the backbone of the common

agricultural policy, which, however, involves more income transfers

other than sheer budgetary revenue and expenditure;

the common budget and the common agricultural policy overlap so far

as FEOGA expenditure and agricultural levies revenue are concerned;
many more extra-agricultural policies and issues may be related to

the costs and benefits of EC membership, but they do remain outside

the scope of this analysis.
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8 Table 2.1 EC Budgetary Transfers - Mio Eua -
Countries 1976 1977 1978 1979 1980
2 THE APPRAISAL OF COSTS AND BENEFITS THROUGH BUDGETARY FIGURES Belgium 346.2 328.8 350.3 338 538
Denmark 294.0 293.0 381.3 224 283
FRG -1053.6 =-1466.9 -519.8 -1155 -I%gg
2.1 Figures related to the whole common budget France 58.1 ~-309.9 -321.0 =322 120
Ireland 155.1 212.0 320.1 365
Italy 247.8 293.6 -304.9 754 g;;
Luxembourg 251 20
The two sides of the balance of inflows and outflows between the Netherlands 220.8 87.5 57.3 523 359
i UK -89.8 125.8 -407. - -
neneer stétes S e 0 HSHSELH S EC Coanisaion in 1978, Total 178.6 -436.1 -444.0 0 0
are indicated by the shaded areas in Figure 2.1 while Table 2.1 shows [ (1) 21.5 16.7 39.0
. (2) -299.0 324.3 393.9
the resulting net budgetary transfers for 1976-1980. (3) 98.9 95.1 11'3
otal 0 0
It is self-evident that the balance between these two terms T =
: .7.79 .11, COM(79)462 p.15-
cannot stand either for anything reflecting a balance related to the Source: OJEC C164 2 » P
‘ - i i , 1) other currencies
" 50 Fh8 IaEECTmILORY 2 oubit in the Gommen EZ} Change in Commission's balances with national treasuries
budget =~ or for the costs and benefits of EC membership - as this (3) Differences on exchange rates
includes a number of other issues at least as important as the common Figure 2.1

budget itself.

Member states’ inflows

The budgetary figures reported in Table 2.1 show the FRG as the main

net contributor, followed by France with a somewhat declining trend

and by the UK with an alarming tripling of its net contribution

common
""" N agricultural
e policy

between 1979 and 1980, once the accession period effects were over.

Italy records only one negative year, but this could also be due to

differences in the method of calculating the national shares and the

unallocated part used for the first and for the second set of data.

other EC issues

However, these figures are downright financial transfers with

little other meaning than for general accounting and without any
Member states' autilows

univocal link with the effects of EC policies. Indeed, the economic

analysis of costs and benefits of EC membership should focus on EC

policies and their effects rather than on budgetary accounts. FEs s it common

agricultural

palicy

Leaving aside the wider issue of costs and benefits of EC

membership, which should include the economic and non-economic effects

of a very comprehensive range of policies, the following notes will

focus only on agricultural matters. ather EC issues
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2.2 Budgetary figures strictly related to agriculture

When one endeavours at striking a balance between costs and
benefits of the CAP to the member countries through the budgetary
figures connected to the agricultural sector, a first difficulty
arises because, in the EC common budget, agricultural expenditure does
not have earmarked funds within "own resources".

In other words, since all member states' contributions to the
common budget are pooled together and then spent according to the
obligations of the various funds, there is no separate budget where
agricultural revenue and expenditure can be compared.

Figure 2.2

Member states’ inflows

common
\ agricultural

palicy

ather EC issues

Member states’ outflows

comman

agricultural
palicy

other EC Issues

However, 1t is possible to attempt an agricultural balance
between member countries' outflows towards the common budget through
agricultural levies and inflows from FEOGA expenditure: (shaded areas).

Figure 2.2 shows the approximation to this concept.

______________________________________"l--------------------.llllll.IIII..I.iiii..lIIIIllllllll----------------------'___________________________________________4

11

There is, moreover, an additional difficulty: although in the
early times, when the CAP was devised, "... 1t was generally expected
that [import levies] would more than cover agricultural
expenditure”,** the CAP developed in such a way that FEOGA has always
needed £funds from other sources to bridge the gap between
continuously-declining revenues from agricultural 1levies and its
expenditure, on which has proven so difficult to keep a check.

Since 1980, the value of FEOGA expenditure in absolute terms has
always been over six times that of agricultural levies, with a maximum
of more than ten times in 1986. Being the agricultural balance to be
established between numbers of very different size, it was calculated
in relative terms (Ni) by subtracting each country's percentage share
of agricultural levies (Ai/ZsiAi) from its share on FEOGA expenditure
(E+/S1Es) for the i=1,..,n (n=12) countries.

Table 2.2. shows the breakdown of values for Nij: a negative
value indicates that the country's percentage share of contributions
to the common budget in the form of agricultural levies exceed its
share of revenues from the bommon budget through FEOGA for a given
country and year.

The set of net gainers and losers has changed vis-a-vis to the
previous table. While the UK always shows negative figures, the FRG is
no more a unambiguous net contributor, and France is always a net
gainer (with the exception of 1984 and for a small difference). Italy
is more often recorded among the net contributors than the net
gainers. Given the structural characteristic of the sector and in
absence of dramatic policy changes, this cannot be entirely due to the

effect of a different reference period.

11 gee Tracy (1989) p.270
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Table 2.2 Net balance between percentage shares of FEOGA expenditure and By means of the usual diagram, Figure 2.3 shows how the two sides

agricultural levies
of the balance change: member countries' inflows £from FEOGA

1980 1981 1982 1983 1984 1985 1986 1987 1988
expenditure now are matched by the notional outflows towards the

Belgium -5.86 =-7.31 -8.39 -11.80 =-8.28 =-8.01 =5.06 =-9.04 -5.65

pDenmark 4,29 2.93 3.03 2.28 2.90 1.75 2.31 2.21 2.29 common budget (shaded areas). With reference to Table 2.2. above only
FRG 4.24 .92 -1.23 1.31 =-2.80 =1.29 1.30 -.34 -.76

Greece .26 2.08 3.95 3.75 4.66 4.53 4,82 3.83 the distribution of member countries' outflows changes: this reflects
spain .15 =1.59 =3.35

France 13.06 13.50 10.47 6.60 =1.42 4.12 3.34 6.55 3.72 now the distribution of "own resources" outflows among the member
Ireland 4,74 3.45 3.45 3.06 3.89 4,96 4,74 3.59 3.21

I1taly -6.55 .79 3.67 -.18 6.44 -.62 =-4.91 -1,66 =3.58 1 countries, while the previous calculations employed the distribution
Luxembourg .10 .03 .02 .02 .01 .02 .00 .00 .01 .

Netherlands .15 -1.69 1.10 1.28 2.12 ~.45 1.11 4.69 6.25 of agricultural levies only.

Portugal -.68 -.72 -.85

UK -14.29 -12.89 -14,25 -6.53 =-6.65 =-5.18 -6.84 =-8.51 -5.18 i Figure 2.3

Total EC 0 0 ] 0 0 ] 0 0 0

source: own calculations from ASIC & OJEC data (various years)
Member states’ inflows

2.3 Budgetary figures notionally related to agriculture

commaon
agricultural

Anothef (more common) method of f£finding the Dbalance between policy

member countries' inflows and outflows with the EC budget and due to

ather EC issues

agriculture was first employed by Rollo and wWarwick (1979) for 1977

and 1978.22 They circumvented the obstacle given by the absence of an
Member states’ outflows

agricultural budget by imputing to FEOGA the same share each member

country was paying to the common budget.

Their study showed the UK, Italy and the FRG among net FOfmEon
agriculitural

poiicy -

contributors both in 1977 and 1978, and their results were fostered by
those published by the Cambridge Economic Policy Group (1979) for the

same years. Employing a similar method Thomson (1989) shows a FEOGA

other EC issues

balance for Italy in 1986 amounting to a deficit of 100 million Ecu,

while France now joins the UK and the FRG 1in the group of net

contributors. Table 2.3. is calculated by subtracting from each country's FEOGA
receipts (E.) a share of total FEOGA receipts proportional to its
share on the common budget ((Qs«/Z:Q«)*CiE:), where Q. is a country's

outflows to the common budget, for the i=1,...,n (n=12) countries.

1= for a survey of these results see for instance Buckwell et al.
(1982) chapter 4 where several studies have been compared
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Table 2.3 Net balance between FEOGA expenditure and equivalent budget revenue

1980 1981 1982 1983 1984 1985 1986 1987 1988

Belgium =-144.8 =-155.3 -156.2 =284.7 =252.0 =-112.6 -15.6 =-284.2 =545.,¢
pDenmark 384.5 277.4 322.6 350.5 488.2 374.6 554.6 533.6 583.8
FRG -978.7 -1235.9 -1368.4 -1488.8 -1935.9 =-2281.5 -1814.2 =-2352.4 =-2981.3
Greece -9.2 464.2 816.5 741.8 1041.7 1086.4 1134.3 1134.5
spain -1272.0 -874.9 ~61.6
France 730.6 929.1 414.0 467.2 -94.4 512.6 905.5 1174.7 487.0
Ireland 525.5 -~ 402.8 469.8 533.1 752.9 1006.5 1054.5 820.5 907.1
Italy 414.7 730.1 1028.9 930.0 1567.4 704.2 -87.5 594.6 278.9
Luxembourg -2.8 ~10.9 =-11.9 =-19.7 -24.4 -34.1 -42,2 -41.2 -46.9

Netherland612.8 335.3 562.8 597.3 711.3 602.9 790.2 1238.9 1908.4

Portugal -132.1 -22.6 2
UK -1541.9 -1263.4 -1725.6 -1901.3 ~1954.9 -1814.2 -1027.5 -1921.3 —1667.5
Total EC .0 .0 .0 .0 .0 .0 .0 .0 "0

source: own calculations from ASIC & OJEC data (various years)

A quick comparative look to the tables presented so far reveals that:

1. the UK is the only unequivocal net contributor

2. Denmark and Ireland are always net beneficiaries

3. for the remaining member countries the situation varies
according to the set of data employed: in particular the French and
the Belgilan positions change to the opposite vis-&-vis the figures
published in the EC documents.

As for the Italian position (a net gainer in the EC official data
as well as in popular beliefs), it is worth stressing that the more
the calculations are specific to the agricultural sector (i.e.
balance between FEOGA and agricultural levies) the more a minus sign
is found in front of Italian figures.

This is not surprising for, being Italy a net importer of
agricultural produce, it is likely to contribute comparatively more
than other countries to common budget agricultural levies and receive
comparatively less through FEOGA expenditure (except for structural

policies).*?

** This is proved by computing Table 2 i
.2 with reference to FEOGA
g:gé:nésféanratper tgan to total FEOGA expenditure. However, since
ce is such a small fraction on tot
Chenge Arematicaily al FEOGA, results cannot

15

what is more surprising is that, in the views of the Italian

government quoted above, benefiting from the common budget equals to
penefiting from the CAP. Indeed these data show that, in terms of

sheer budgetary figures, Italy benefits proportionally more from the
non~agricultural, than from the agricultural, part of the common
budget. The opposite is true for the FRG, while for France the results
of Table 2.3 reflect those of Table 2.2.

However, it should be stréssed that these figures do not tell the
entire story of costs and benefits of the CAP to the member countries.
So far only that part of the CAP which overlaps with the common
budget has been examined, while the rest of the area, which symbolizes

other effects of the policy, has remained still unexplored.

at presenting a more

of the

The following part of the paper aims

complete evaluation of the balance between costs and benefits

CAP to the member countries. This 1is not only a need for

policy-makers, but 1is called for by private as well as public
decision-makers and is also of interest to the general public.
Therefore it is worth trying to obtain a more accurate picture through

a cost-benefit analyéis specifically directed to the CAP.
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3 THE APPRAISAL OF COSTS AND BENEFITS OF THE CAP THROUGH COST BENEFIT

ANALYSIS

Though the origins of cost-benefit analysis, a popular branch of
applied welfare economics, can be traced back to the work of Dupuit
(1844), only since the early 1960s it has currently been employed as a
basic tool 1n project evaluation. In some respect policies can be
regarded as projects undertaken by the government and therefore
explored by cost-benefit analysis.

Reflecting in some way the difficulty of welfare economics in
reconciling equity and efficiency 1issues, also cost-benefit analysis
may be differentiated into two approaches.**®

The 'traditional' approach, more directly deriving from 'new?®
welfare economics', is generally associated with the names of
Harberger (1974, 1977) and Mishan (1975, 1981) and, in the economic
assessment of a project, stresses the efficiency aspects by means of
the Marshallian surplus analysis.

The 'new' approach, on the other hand, is not restrained by the
application of a strict efficiency criterion, but, being more
concerned with equity issues, lets other considerations affect the
analysis, mainly through the use of distributional weights. This
approach follows the work done by Little and Mirrlees (1968, 1974) for
the OECD, where the social profit is evaluated in terms of variations
in foreign exchange taken as the numeraire, and the work done for the
UNIDO by Dasgupta, Marglin and Sen (1972), where consumption is taken
as the numeraire and shadow prices are calculated for foreign

exchange, investment and wage rate.

14 see on this, for example, Ray (1984) or Chakravarty (1987)
12 see Hicks (1939, 1940, 1946)

17
Shadow  prices, or, in earlier Tinbergen's terminology,
'accounting prices', which "... reflect the 'true value' of a certain

product or factor ¢to the country"'S, represent a central element in
cost-benefit analysis. They differ from market prices when the economy
is not in competitive equilibrium (or if the project to be undertaken
is likely to affect the structure of relative prices in the economy)
and should replace market prices in the economic evaluation of public
intervention. ‘

It is then apparent that shadow prices are bound to be somewhat
arbitrary, ultimately depending on the government's objective function
and constraints. To circumvent this difficulty a common working
assumption is postulating the existence of a unitary government with a
given social welfare function.

However, when the government deciding a project or a policy is a
supranational organization like the EC, whose members are committed to
economic integration through the composition of diverging interests,
the hypothesis of a unitary government does not strictly hold true.
Actual negotiations among member states take place reflecting
geographically relevant preferences. Unlike a single country which is
usually identified with a single market for a given product, several
markets can be identified. The assessment of shadow prices then
becomes really critical because only under very restrictive and
unlikely hypotheses the common objective function would be exactly the
same as that of each country individually taken, while deviations from

it should be considered as costs or benefits to a particular country.

1e Tinbergen (1956) p.180
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3.1 The traditional approach and the role of shadow prices
3.1.1 World market prices as shadow prices

At about the same time when the Commission was 1issuing its
official figures, a number of alternative estimates came to light
showing that the costs and benefits of the CAP to the member countries
should never be confused with the balance between revenue and
expenditure in the budget. A 1lively discussion took place on this
subject, predominantly amongst academics,®” often addressing the issue
of costs and benefits of the CAP to the various member countries and
then ending up by focusing on its redistributive effects.

A common assumption to these studies was that known in
international <trade theory as the 'small country'?®® assumption: the

L3

international terms of trade are unaffected by variations of the
policy. World market prices were employed as shadow prices in the
calculation of the costs and benefits of the policy to each member
country.

However, maintaining that the EC, the first major importer and
second major exporter on world agricultural markets, can reasonably be
considered a small country is hard to swallow. But, to the purpose of
this analysis, the 'small country assumption' 1is tantamount to the
hypothesis that exactly the same policy would be carried out at the
national level. Therefore, it is retained here as a working assumption
able to highlight the main éhanges occurring when the same policy is
performed at the national and at the supranational level.

By such comparison, this method assesses those inter-country

redistributive effects taking place in the EC, and due to the CAP

through the rules of £financial solidarity, according to which import

17 for a detalled review see Croci-Angelini (1986)
18 gee Corden (1974) p.10.

19

levies and export restitutions are paid respectively to and from the
common budget to the member countries, instead of being administered

by the member countries themselves. When these results are summarized

into a single net figure expressing the cost or the benefit of the cap

to each member country, the choice of this hypothesis would provide an
outcome. which points at costs and benefits 1in terms of inter-country
redistribution, rather than in pure allocative terms.

Figure 3.1.1 shows a markét space diagram for a customs union C
which has been disaggregated into two member countries A and B. Since
a customs union implies no trade barriers within 1it, and a common
barrier against third countries to ensure preferential trade among
partners, the common internal price Pc 1is placed above the world
market price Pw. The diagram is divided into four parts: a customs
union showing a net deficit for the good under examination is drawn
on the upper part, with the net surplus country on the 1left, while a
customs union showing a surplus situation is represented on the lower
part, with the net deficit country on the right side.

The customs union budgetary inflows collected on imports from
third countries are indicated by the dark chequered area (a),
budgetary outflows paid when the system 1s reverted into exports are
indicated by the shaded area (b), while the dotted (c) and the netted
(d) areas respectively indicate a positive and a negative 'would-be'’
budgetary flow taking place in absence of the customs wunion. With
reference to the previous sections, the areas indicated with a and b
represent the net situation for the EC as a whole and appear 1in the
budgetary accounts, while those indicated with ¢ and d represent the
member country's situation and include the "invisible transfers".

The diagrams show that the customs union's net budgetary flows
are exactly the residual after an algebraic sum of member countries'
invisible transfers is calculated.

A self-sufficiency situation in the customs union is shown in

Figure 3.1.2 to clarify this point.
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It is apparent that the customs union net budgetary flows (a and
b) - which are the only visible and recorded, and are imputed to the
importing country in case of imports and to the exporting country in
case of exports ~ conceal substantial would-be budgetary flows of
opposite sign (c and d4) which do cancel at the customs union level,
but at the member state level still represent inflows or outflows.

Table 3.1.1 shows that Italy is always listed with the net
contributors, together with the UK and the FRG, by those authors who
assess costs and benefits of the CAP to the member countries in this
way.

The results reported in the Table refer to the same period, when
studies on this subject were flourishing especially in the UK. After
that period, interest ip the subject has declined both in the academic
circles - because the method was not particularly controversial - and
also for the policy-makers, once the dispute on UK's contribution was
over and a vrebate on net budgetary contribution was allowed to that
country. Lack of recent data, however, harms especially those
countries, like Italy, whose position changes from being a net galner
to become a net loser when budgetary figures are replaced by figures
derived from cost-benefit analysis.

Although this method. once officially accepted, could offer some
pargaining power to Italy during the annual orice review as well as in
other internal agricultural negotiations, it has never Dbeen very
popular in this country. In general the Italian government's attitude
towards the CAP appears more characterized by trying to play somebody
else's game, and perhaps to win some occasional concessions,*>® than by

playing an active role in shaping the policy.

19 Tt is revealing reading that in the 1970s Marcora "... the only
Minister whose political weight was comparable to that of the
Ministers of Foreign Affairs and Finance ... Wwas able to persuade the

community to adopt a series of compensatory measures in favour of
Italian agriculture, and on the financial front Italy moved £rom the
position of a net contributor to that of a net beneficiary." (Petit et

al. p.72)
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Whether this attitude is intended or incidental may be debatabie.
As a matter of fact, though the Italian agricultural sector is not
negligible in terms of several criteria,®*°® when it comes to CAP
decision-making Italy often feels and behaves as a minority partner
which is more keen to adjust somehow, rather than to strive for
defending its interests.z*

However, the assumption of pursuing the same policy does not need
to be realistic. Its importance resides in singling out for analytical
purposes, and therefore being able to evaluate, the inter-country
redistributive effects as the difference between the effects of the
same policy when it is either nationally ér commonly carried out. For
this reason it seems more sensible to keep the analysis of the actual

situation separate from all subjective judgments about its likelihood
and desirability.
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accoﬁgg:rdéng to Tarditi (1987) p.407: "Among the EC10 partners, Italy
gl tor the largest share of agricultural net value added at
agricultuie (§i§i$¥ 333%, FFrance 24,8%), of the EC10 employment in
X %, rance 21%) and of the number of holdin
;izilyséi;i 'France }7%)". The most recent available figures plag:
numer - h;?diggz f1£§§lposition for employment in agriculture and
» While France has overtaken it as far as v

gggedIg:liagggrziogf)ls ;oncerned (in 1988 France accounted for 2;132
C .2%). ercentages have diminished in ab ms

gge to the thlrd EC enlargement to Spain and Portugal. I
see for instance the Italian position towards the introduction of

milk quotas 1in Petit et al. 1987
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3.1.2 International shadow prices

The approach presented above has the double merit of being simple
to understand and of founding its calculation on ‘actual world market
prices as- derived from EC import levies and export restitutions.
However, the working assumption that each member country would pursue
the same policy is quite unrealistic and its usefulness is limited to
the assessment of costs and benefits to the member countries in the
past, since that policy has actually materialized. Yet, for gnquiring
the future effects of a policy, 1its likelihood matters and therefore
the terms of the comparison have to change.

In this respect, it seems sensible t6 compare the state of
affaires with and without the policy under examination. The absence of
EC intervention on agricultural markets should then be taken as the
natural benchmark for evaluating the costs and benefits of the CAP as
it is, while all other policy options should be ranked against this
reference system.

For the EC, this is equivalent to wusing the large country
hypothesis: the actual world market prices are affected by the absence
of that policy and should not be employed as shadow prices.?Z The
correct shadow prices in this case are the world market prices after
having allowed for the effect of agricultural trade liberalization.?®
The emphasis of the exercise now is on the allocative effects of the
policy, which is supposed to change - and on the redistribution
resulting after liberalization has taken place - rather than on its

actual and past redistributive effects.

22 gee on this Tarditi & Croci-Angelini (1982) .
23 for a survey of models and discussion about various aspects of EC

agricultural trade liberalization see Tarditi et al., 1989
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However, this way of assessing the costs and benefits of the CAP
has the draw-back of being based on shadow prices that need to be
estimated, rather than be historically observed, and are therefore
dependent on hypotheses about some 'scenario' and consequently more
difficult to calculate. 2+

As it happens, due to data collection, parameters evaluation and
similar difficulties, a most accurate methodology?® might not be able
to provide results readily accepted as reliable, especially by the

policy=-maker.

3.2 The new approach and the role of distributional weights

The different ways of assessing costs and benefits presented
above are all in the framework of the 'traditional' approach.

However, other costs and benefits of the CAP exist, though not so
strictly linked to the market situation as represented by the market
space: concern for income distribution, environmental pollution and
conservation, as well as a number of other valuable issues can place
the analysis in the 'new' approach.

In the evaluation of costs and benefits of the CAP, the new
approach, often called the 'social' approach, has not had the samé
success as the traditional approach, 1n terms of copious literature.
Some studies may be found where income distribution is taken into
account through the use of distributional weights, mainly referring to

individual markets,?® but also peointing at regional imbalances as a

Z4 for a thorough study see Parikh et al. (1988)

2% in addition to the usual problems of world market prices simulation
Colman and Young (1989) for instance pointed out that many models
implicitly assume a perfect transmission of price policy changes to
market prices, which seldom reflects reality

2 for instance Sarris (1989) calculates the distributional weights
implied by the price policies on the wheat market
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consequence of the CAP.27 However, these studies have seldom presented
the same comprehensive character as well as regionally detailed
results as those mentioned under the traditional approach. The
requirement of having a distributional judgement explicitly specified
into a social welfare function has always proved to be a major
obstacle,**

The same ind of problems are experienced when environmental
issues are taken into account. Also in this case, the approach of many
studies is to examine the consequences of a given project on a given
area, while the global effects of the CAP on a member country's
environment - e.dg. costs and benefits to Italy of a policy that
through intensification tends to encourage the use of fertilizers and
pesticides in the Po Valley, thereby contributing to the pollution of
the Adriatic coast - are very rarely analysed in details. With a
similar approach, benefits very difficult to quantify and allocate,
such as the merits of having developed co-operation among the EC
member countries, having shown some willingness to overcome thorny
points - it is argued that "the first success of the CAP resides in
its own existence" -, or having ensured over thirty years of peace in
Europe, have sometimes been considered, too.

A comprehensive assessment of costs and benefits of the CAP to
the member countries, which includes these effects, is very difficult
to accomplish. The kind of externalities and public goods the policy
provides {or may provide) and to whom, should be clearly identified
and weighted accordingly. Given the high heterogeneity of the studies
carried out in this perspective, the discussion of these aspects

would require a paper on its own.

27 e,g. Kirschke (1983) . )
2e parditi & Croci-Angelini (1987) suggest a method for conjecturing
the policy-maker's implicit social welfare function

4 WHAT CHOICE? &

It might seem that this lengthy discussion on the costs and
benefits of the CAP and the most correct shadow prices to be used in
evaluating them 1is only relevant for the price support policy.

A number of policies, other than the import 1levy and export
restitution system, have recently been enforced in the EC and there is
a feeling that the importance of the so-called pillar of the CAP is
declining. Nevertheless, finding the most appropriate set of shadow
prices where to anchor the cost-benefit analysis 1s a crucial issue
because the effects of all CAP tools should then be evaluated against
the same (correct) set of shadow prices.

The choice about which shadow prices should be employed in the
evaluation of costs and benefits of the CAP is then somehow linked to
the kind of results one is seeking. This is in line, not in contrast,
with the aims of cost-benefit analysis and with the definition of
costs as opportunity costs. In particular, the analysis should
specify: costs and benefits of what (e.g. the actual policy, or which
alternative policy) and to whom (e.g. to the EC, to individual member
countries, to domestic producers, consumers, taxpayers, third
countries, other groups).

The results presented above are obviously related to each other,
though they were obtained from differing approaches. However, 1t is
worth adding some qualifications. World market prices are the correct
set of shadow prices in order to assess actual intra-EC redistribution
caused by CAP rules. Taking actual world market prices as a proxy for
international shadow prices 1s likely to lead to inaccuracies in the
size of eventual intra-EC transfers, once some degree of trade
liberalization has taken place. The higher the degree of trade
liberalization and the more the EC share is large on a given market,

the more they tend to overvalue these transfers.
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In contrast, the use of budgetary figures, in the case of
economic integration under the rules of the CAP, may also lead to more
or less random errors in the sign of values (i.e. gainers can be
mistaken for losers and viceversa) unless very strict assumptions are
introduced (e.g. intra-gC trade is ruled out).

However, in the unlikely case when no trade of agricultural goods
takes place within the European Community, some appropriate budgetary
figures could be employed for assessing the net cost or benefit of
the CAP for a given country, would it individually withdraw from this
policy, or could be taken as a proxy in case the policy is
discontinued for all partners. Still, these £figures would only
represent the net transfers between that country and the rest of the
world due to protection, but would not include domestic redistribution
so far as the protected good 1s also domestically produced and/or
consumed, and therefore would not help for applying the 'social’
cost~benefit analysis. _

Though seldom budgetary figures reflect the entire reality in
economic terms, their official source gives them an authority which is
not easily challenged by less accessible academic work. Since the
media often over-evaluate the reliability of budgetary figures, these
are more prone to misinterpretation and misuse.

However, it should be underlined that calculations of costs and
benefits to the member countries, based on the 'traditional' approach
and using world market prices as historically observed, are by no
means less "real and true" than any budgetary figure. Their official
publication by the EC would certainly contribute to aveid that CAP

decision-making could be thwarted by misinformation.

29

Conclusions

In the previous paragraphs it was argued that world market prices
are the correct shadow prices for assessing the actual inter-country
redistribution which has taken place among the member countries as a
consequence of the CAP in the past, while international shadow prices
‘are more adequate in evaluating the costs and benefits of the policy
in the future. Budgetary figufes are rough and ready but it should
always be clear that they may often represent a misleading evaluation.

In applying cost-benefit analysis one 1is often warned that shadow
prices are always based on assumptions and that this represents a
problem in assessing the generality of the results. It should be
stressed, however, that arbitrariness in such issues is very difficult
to get rid of: escaping the difficulty inveolved in the use of shadow
prices by employing budgetary figures is 1tself an arbitrary choice.
This arbitrariness, however, applies only to the future: as for the
past, world market prices have been observed and are as much objective
and reliable as budgetary figures.

In addition, it was shown that also the definition of which
budgetary figures are most appropriate to answer the gquestion of costs
and benefits of the CAP for a member country is not obvious and, once
again, it is the subjective choice what determines the results.
Assessing costs and benefits to the member countries on purely
budgetary figures is even more surprising if one is aware of the fact
that they are not univocal, but are subject to some interpretation,
too. Moreover, 1in the budget co-responsibility levies are treated as
negative FEOGA expenditure, MCAs have been moved in and out FEOGA
through the years, while schemes under the CAP guidelines and control,
but mainly nationally financed (e.g. 1land set-aside), are a good

example of benefits in terms of savings in export subsidies without

costs for the EC budget.
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while in many other respects the Commission's philosophy and

on direct income

payments, single countries' schemes, single market €fragmentation

attitude has changed in the course of time (e.g.
through dairy quotas, some renationalization 1like 1land set-aside
programmes), in calculating official figures for the intra-EC
redistributive effects of policies (markedly of the CAP) the
Commission still shows some excessive caution.

This seems to be a major reason why all qualifications and
warnings by ¢the Commission about the (mis)use of budgetary figures

have not succeeded in avoiding their almost universal employment in

opinion-making at the widest level.
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