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Executi ve Summary

The terms of reference for this study ask for an evaluation of the impact of current
CAP subsidies on the price of EU food produced and exported to developing
countries.This research is meant to contributethe current debate on how the
proposed reform of the Common Agricultural Pol&yAP) may minimise its

impact on developing countries coherently wvtlJ dev el opment cooQ
objectives As developing countries are increasingly heterogeneous, ¢he @

this study is on developing countries facing particular problems of food insecurity.
Inthisstudyyhese o6vul nerabled devel oping cou
Developed Countries, the countries of Skdharan Africa, and the African,
Caribbea and Pacific countries that are signatories to the Cotonou Agreement
with the EU.

The first aspectinvestigatedis whether CAP subsidies lead ¢ountervailable
subsidies or dumpinghere theformerrefers toprice suppression and lost sales
by other coutries, andhe latterto export sales below the cost of production in
the EU.Literature review provides thevidencethat CAP subsidies continue to
have a productiostimulating effect despite the reform path of the CAP in recent
decades. Decoupled ditepayments, but also coupled direct payments and
productivity-enhancing investments under Pillar 2, are mainly responsible for this
effect. EU agricultural production is greater and so are net exports as aliesult.
best recent estimates suggtsit the magnitude of this effect at the aggate
level is relatively small anthat EU production is around 5886 higher than it
might be in the absence of CAP subsididewever,there areseveral factors
influencing the degree of this increasalthe fact thaotherEU nonagricultural
policiesmay offsetany potential CAP effects that increase agricultural production
cannot be ignored

Then,to better understanthe role ofthe EUin the global agrifood trade and
exports to VDCsthreecase study productslated tanilk powders, chicken meat,

and processed tomato productsre examinedThe EU is one of a number of
exporters supplying imports of the case study products to the VDCs, where the
most important importer@recountries in West Africa and, indlcase of chicken
meat, also South Africa. The EU supplies around 35%tadle milk powder
(WMP) imports by VDCs and nearly all aheir full-fat milk powder EFMP)
imports, though its share ssimmed milk powder$MP) imports is lower at 15%,

with New Zaaland and the US being other major suppliers. The importance of the
EU as a supplier of chicken meat exports to VDCs varies by country but has been
growing, and the EU now accourits almost half (46%) of total imports in the
main VDC import markets, witthe remainder supplied by Brazil and the US. In
the case of tomato paste, the EU (and particularly Italy) has been squeezed out of



these markets by Chinese competition, and the EU now accounts for around 12%
of their total imports. Most EU exports of tieeproducts are sold to nwDCs
although VDC markets have been growing in importance in the case of chicken
meat (now accounting for almost half of total EU exports of that product) and
FFMPs.

This report assesséhe extent to which CAP subsidies hanéuenced the price

of EU exports to these markets and encouraged growth in these exports. The
conclusions vary by product. In the case of milk powders, recent export growth
has been mainly affected by the elimination of milk quotas in 2015 which has
allowed an expansion in EU dairy product exports despite a fall in world market
prices. This was a ongdf change and in itself does not reflectyahange in

CAP subsidy policyHowever, coupled and decoupled payments to farmers result
in higher EU milk prodation than would otherwise be the case in the absence of
these payments, both through the direct stimulus to production and the possible
indirect support where farmers use even decoupled payments to subsidise their
production costs. Higher EU milk produmti allows higher ppduction of dairy

pr odu c arsket @M@®E) which has the effect of lowering world market
prices. Because the EU competes on the world market with other exporters of
these products, this negative price impact bdllimited but not negligibleThe

report finds that, despite direct payments to milk producers, the EU is losing
market share in WMP and SMP exports, and that the main growth in milk powder
exports to VDCs has been FFMPs. FFMPs exploit a technologizatation that
allows more expensive butter fat to be replaced by cheaper vegetable fat, resulting
in a milk powder that can be sold at a considerably lower price than competitive
conventional milk powders. The availability of FFMPs intensifies the conymetit
pressure on local milk production from imported milk powder. This innovation
evolved independently of CAP subsidies and would not be reversed if CAP
subsidies were to disappear.

In the case of chicken meat expottgre is nevidence that CAP sulabes have
depressed the price of chicken meat from the EU to VDCs. If anything, the price
of broiler meat in the EU is higher than that of other exporting countries, in part
due to higher feed costs and higher environmental, animal welfare and food safety
standards. High import tariffs are necessary to prevent a substantial increase in
imports from these exporters into the EU. These import barriers reduce EU
consumption of chicken meat and reduce the global supply of dark meat which is
exported to VDCs. Dgute these cost disadvantages, the EU is a significant and
increasing exporter of chicken meat, and especially frozen chicken parts. Half of
these exports now go to markets in the VDCs. This trade is based on distinct
differences in consumer preferencesdibferent types of chicken meat in the EU

and export markets. Even if these exports are not the result of CAP subsidies, local



poultry producers find it difficult to compete with these cheap imports and
stronger measures to develop the local industryeapeired.

In the case of EU exports of tomato paste there is a potential effect of CAP
subsidies on the price of exportstlois producbut in practice this appears not to

be significant. Many EU countries maintain coupled support for processing
tomatos under th&/oluntary Coupled Suppo(VCS) scheme. Furthermore, the

fact that the decoupled payment is paid to growers on the basisSnhgie Farm
Paymen{SFB historic model means that it could still be interpreted as a coupled
payment. Farmers magssume that their future payment will depend on
maintaining their current level of output and behave accordingly. Both these
effects can stimulate the production of tomatoes and lower the cost of raw material
to the processors of tomato paste. However, ébenomic evidence, taking
account of the various factors that influence the {tfassigh rate to the price of
tomato paste, suggests that in practice the impact on the price of tomato paste is
insignificant (Barker, 2015). Offsetting factors include tlmver of Producer
Organisations to influence contract prices through collective bargaining as well
as the limitations in importing tomatoes for the production of tomato paste. The
report notes that a legal analysis can arrive at a different conclusidmoves Isy

the imposition of antdumping duties on certain Italian exporters of processed
and preserved tomato products by Australia.

Based on the above findings a numbersofigestiondor future CAP support

policy are proposed.hey rangerom the needor greater disciplines on coupled
support payments, to market management measures that do not destabilise prices
for VDC producers, to the need of completion of the full convergence process of
direct payments, theghasingout ofdecoupled payments for incensupportand

the creation of a platform allowing stakeholders from VDCs to be involved in
dialogue orPolicy Coherence for Developme®(D) and agrfoodtrade issues.

This report consists of four parts in addition to this summary. Part 1 ésatuite

review of previous studies on the impact of CAP subsidies on the price of EU
food produced and exported to develo
objectives within a policy and international trade context, discussing the various
effects CAP shbsidies have on production and competition. Part 2 analyses EU
exports of agrfood products to developing countries)d VDCs in particular,

also through the lens ohree case studies for milk powdehickenmeat and
processedomatoproducts Part 3 rports on the main findings drawn from the
previous literature review and statistical analyses and Part 4 concludes by
considering possible EU policy responses to adverse competitive impacts caused
by EU exports t&/DCs.
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1.1 Introduction

The Co mmi s s iol@cy Gaherezc® 100 Derlopment (PCD) report
includes the following passage (EC, 28t3iThe EU is a major importer of
commodities and exporter of valuable agriculture and food products. Its
practices therefore have a noticeable impact on food systemsidrithe EU,

including in developing countriesThe proposals for a reformed CAP for 2021

2027 therefore build on previous policy reforms in that it confirms market
orientation as a fundamental CAP principle to minimise the risk of creating
distortions in global agricultural markets. The proposals remove export
subsidies, continue with direct support to farmers which is largely decoupled from
production decisions and restrict market measures to times of crisis (and even
then, price support for farmers istsat levels that are generally well below

normal market conditions, reducing EU surpluses and bringing EU prices more

into line with global prices). In line with this, the proposals for a reformed CAP
include an explicit reference to the EU commitment @DHRn the explanatory
memorandum thereby, indicating that a reformed CAP will take into account the

EU devel opment cooperationds objective
development in developing countries. Particular attention will be givensiaren

t hat EU support to iIits farmers has m
(bolding in original)

The impact of the CAP on developing countries has long drawn the attention of
activist campaigners, international organisations and academic researtleses
groups pointed out the lack of policy coherence between the implementation of
the CAP and its frequent adverse impacts on food security and agricultural
development in developing countries (Matthe¥@35; Oxfam2002; Fritz 2011,

De Schutter2011; Meijerink and Achterbosc¢t2013; Matthews2017; Blanco
2018). The concerns raised by critics of the policy incoherence of the CAP have
changed over time. The classical criticisms of the CAP were that the high level of
protection afforded to EU farmeparticularly for sensitive products damaged the
interests oBomedeveloping country exporters of products such as sugar, cotton
and rice (while recognising that sonpgivileged exporters benefited from
preferential access to the EU market at low or zates of duty, such as certain
bananaand sugaexporters), while the use of export subsidies to clear surpluses



from the EU market damaged local producers in import markets because they then
faced subsidised competition. In both cases, the main complagmthat CAP
subsidies depressed world market prices to the detriment of both developing
country exporters and producers in importing countries. EU tariff protection on
sensitive products remains extraordinarily high, despite the changes implemented
at theend of the Uruguay Round. However, the EU no longer uses explicit export
subsidies and the largest share of the CAP budget is now spent on decoupled
income support.

A significant change in critical perspectives on the CAP occurred following the
2008 food price crisis. International organisations reported that the sharp and
sudden peaking of food prices in 2608 and later in 2011 led to a significant
rise in the numérs of undernourished. While it is now clear that several factors
coincided to contribute to the spike in food prices, activist groups and some
international organisations pointsgecificallyto biofuel mandates which were
blamed for diverting food crop® fuel uses and driving up the price of food.
Many groups called (and still call) for the rescinding of biofuel mandates on the
grounds that they put upward pressure on global food prices and cause increased
hunger and undernutrition in lelmcome countes. While biofuel mandates are

not the responsibility of agricultural policy, the concern voiced that developed
country policies were driving food prices up was the opposite to the traditional
criticism that developed country agricultural policies drovedfgrices down
(Swinnen, 2011). It was an important reminder that consumer as well as producer
interests should be considered in the food security debate.

The biofuelissuehas had longeterm consequences for the debate on the CAP
and developing countrige Even if biofuels help the EU meet its greenhouse gas
reduction target§a contested isshi®iofuel productionin the EUtypically takes
place on cropland which was previously used for other agriculture such as
growing food or feed. Since this agriculiiproduction is still demanded, it may

be partly displaced to previous roropland such as grasslands and forasts
nonEU countries(this process is known as indirect land use change). More
generally, there is now greater awareness of the externptiftaif EU demand

for agrifood imports and the possible negative impacts in exporting countries of
supplying thesemports Qe Schutter, 2011 Much of this concernhas focused

on the consequences of palm oil imports for biodiesel and soybean imports for
animal feed which have contributed to deforestation in exporting countries (DG
ENV, 2013). A recent Swedish study calculated thatsxih of all emissions
resulting from the typical diet of an EU citizen can be directly linked to
deforestation of tropal forests (Pendrilet al, 2019).Another concern is that
access to the EU market both for biofuel and food imports may lead to land
grabbing and human rights abuses (Borras at, 2016).Compared to classical
criticisms of the CAP, these concernscis on the consequences of EU



consumptiorand associated animal feed requiremeatiser tharthe production

of agrifood products. They also focus on the potential negative impacts of EU
imports from developing countries rather than on the more traditcmmeern

with the impact of EU exports on developing countries

1.2 Scope of the study

The terms ofreference for thistudy ask for an evaluation of thienpact of
current CAP subsidies on the price of EU food produced and exported to
developingcountries.

Current CAP refers to the CAP regulations for the 2€A@GR0 programming
period. The way in which farmers in the EU atgportedunder the CAP has
evolved significantly under successive CAP reforms, from support provided to
market prices in the period 19894,to support provided to products through
partially-coupled direct payments in the period 12805, and since 200
suppat provided to producers mainly through decoupled hediased direct
payments. Direct payments now account for 72% of the CAP budget. This
transition is not complete; elements of the instruments introduced in the earlier
CAP periods continue to eexistwith decoupled direct payments. Market prices
can be supported by safatgt intervention, and Member States (MSs) have the
possibility to use a proportion of their direct payments envelopes to make coupled
payments to products under specified conditidrermers are also supported
under the CAP rural development pillar. Total rural development spending,
including nonfarm spending, accounts for 22% of CAP spendirtgeremaining

6% relates tanarket support measursgendingand other spending.

CAP substdiesarepayments to farmers from the CAP budget. EU farmers also
benefit from border protection for sonsensitivecommodities through high
tariffs. For some commodities where this protection is effective, EU domestic
prices are higher than world marketges. This study does not seek to evaluate
the impact of agricultural trade policy on developing countries but instead is
confined to the impacts of support paid through the CAP bu&gid{ the role
played by import protectiorcannot be ignored Export subsidies are an
intermediate policy instrument, in that they are a border measure but funded in
the past from the CAP budget. Export subsidies were used to support EU market
prices and farm incomes by compensating exporters for the difference between
theprice of agricultural commodities on the EU market and world market prices.
The EU ceased paying export subsidies in52@hd hasimplementedthe
prohibition on the use of export subsidies agreed at the WTO Nairobi Ministerial
Council inthe same yeailherefore, the use of export subsidies and their possible
impact on the price of EU food exported to developing countries, although a



hugely important issue in the pasthis longer relevant fothis study Another

issue not addressed is any implicibsidy to EU agricultural production due to

the incomplete or absence of efforts to fully internalise the costs of damage to the
environment, to natural resources and to human health, what economists call
negative externalitiesThe focus of this report isn CAP domestic subsidies.
Because otheirimportance in the overall CAP budget, the principal focus will

be on the impact of decoupled direct payments.

The study is required to evaluate the impact of CAP subsidi¢seoprice of

food produced in and eorted by the EUHere there are two issues to be
consideredwithin an international trade contef@ox 1). One iswhetherCAP
subsidies stimulate EU productiogsultng in adverse effects on other countries,
for example, because fdwer import opportunities or greater exports by the EU.
Greater EU supply is likely to lower both the EU and the world market price of
food and thus affect the price of EU food exportediéweloping countries. A
second potential mechanism is that CAP subsidies allow EU products and exports
to be sold at below their cost of productiarform of dumpingThis would mean

that EU products are exported at prices below what they would othdrevise

the absence of these subsidies. It has been allegedCARtsubsides do
encourage dumping resultingumfair competition with producers in developing
countries Whether these mechanisms exist and, if so, how important they might
beis evaluated in section 1.3 below

Box 1 WTO rules on unfair trade

The | egitimacy of Il nternati onal cCom
International trade rules recognise two cases of unfair trade where governme
entitled to protectocal producers from unfair competition. One is where an expc
product benefits from a specific subsidy that gives it an unfair advantage over dojf
producers. The other situatimwhere a company exports a product at a price lower
the price i normally charges on its own home market and is said taollo@pingthe
product . The WTOO0s Subsidies and CoI
Anti-Dumping (AD) Agreement govern how countries determine if countervail
subsidies or dumping exiahd the measures they can take against them.

Subsidies are widely used by governments to achieve desired objectives. Th\]
Agreement applies to specific subsidies. A specific subsidy is defined as one a

only to an enterprise, industry, groupesiterprises, or group of industries in the cour;
that gives the subsidy. Nespecific subsidies are those granted according to ce
objective criteria or conditions that are strictly adhered to, and eligibility isreatito,
andare deemed to be n@ationable. Article &f the Agreemengnvisaged a set dhon
actionablé subsidies that could not be challenged, such as certain R&D su!

assistance to disadvantaged regions or payment for environmental upgrading,

Article has now lpsed ands no longer relevan§pecific subsidies are either prohibit
(e.g. export subsidies) or are deemed actionable if they cause adverse effects
interests of another WT@nember. Adverse effects include injury to the dome




industry producing the likproduct, nullification or impairment of benefits accruing
another member, or serious prejudice to the interests of another member. Where a
claims it suffers adverse effects, it can ask the subsidmergber to take appropriat]
steps to removihe adverse effects or to withdraw the subsidy. Serious prejudice caf
where a subsidy displaces or impedes the imports of a like product into the marke
subsidising country, where it displaces the exports of another member from a
countrymarket, or where it leads to significant price suppression or lost sales. A c¢
can either use the WTOG6s dispute set
subsidy or the removal of its adverse effects, or it can launch its own investim'ﬂml
on procedures set out in the SCM Agreement to decide whether subsidised i
hurting domestic producers exist and the appropriate level of countervailing dutie
should be applied.

Under the WTO Agreement on Agriculture, domestic agricultsudisidies that werq

within a countryds | evel o f commi t me
subsidies) or that were notified in
Opeaceb6 <clause for a peri od pliant agricultona
Ssubsidies could not be chall enged ai

countervailing duties. Since the end of the implementation period in 2004, the
clause no longer applies. The consistency of any agriculturaldyubsih the SCM
Agreement can be challenged and countervailing duties can be imposed d@
agricultural subsidies including 06gr

The other recognised case of unfair competition is dumping. Dumping exists wh
export priceofapradct f al | s b el oThe ADtAgreetnenbpromides fc1
various ways t o dooalntad |l Thdashiruaaedis based ondhie pri
in the exporterdés domestic mar ket .
available the price charged by the exporter in another country, or a constructed
calcul ation based on the combinati on
and normal profit margins. The agreement also specifies how a fair comparison
made betwen the export price and what would be a normal price (adjusting
differences in transport costs, selling costs etc.). Under WTO rulesduamping
measures can only be applied if the dumping is hurting the industry in the imp
country. Typically an anttdumping action means charging extra import duty on
particular product from the particular exporting country in order to bring its price G
to the &édnor mal valued or to remove
country.

The final aspect of theerms ofreference is that the study should focus on EU
food produced and exportéd developing countries Developing countries are
increasingly heterogeneous. Several developing countries have emerged as
significant and competiter agricultural exporters in recent years (some South
American and Asian countries). Others have small populations and high export
earnings from commodities (e.g. -@kporting countries). Thisstudy pays
particular attention to what might be callédilnerabled developing countries
facing particular problems of food insecurity. For practical purposes this group is
defined as consisting of theeastDevelopedCountries (as officially defined by



the United Nations), the countries of S8hharan Africaand the African,
Caribbean and Pacific countries that are signatories to the Cotonou Agreement
with the EU.This makes a total of 83 countridgeference is té\nnex |for the

list of thesevulnerabledevelopingcountries(VDCs).

1.3 Examining the impact of CAP subsidies on EU exports
to developing countriesthrough literature review

Previous literature has assessed the impact of CAP subsidies on developing
countriesusing a variety of different approaches and methodologies. Three broad
approaches can be identifiechacrelevel modelling studies, mictlevel case
studies and studies examining the effects of specific CAP policy instruments.
Thesearediscussedn Box 2.

Box 2. Classification of studies examiningthe impact of CAP subsidies on
developing countries

Macro-level modelling studiesare popular among internationabrganisations anc
academic researcheESx a mp | e s Bamketlalu(2DE7) aiMiBoyseret al (2016.
They make use of complex economic models to assess the impact of CAP polig
production, trade, domestic and world market prices, and economareveiidevelopingl
countries. CAP i mpacts ar e us wdréelmarket
counterfactual scenario. The results of these models are very sensitive to the valy
for key parameters, for example, supply and demand elagtititemeasure the respo
of farmers and consumers in both developed and developing countries to cha
prices, or trade elasticities that measure how easy it is to substitute imports fro
country for another in response to relative price charmethe size of the impact of
particular policy instrument (e.g. decoupled payments or rural development inves
aids) on production. Because the outputs of these models depend on the assum
modeller makes regarding these input parametkesreasults of macrmodels do no
provide proof of the impact of the CAP but they can provide a useful consis
framework to discuss these potential effects.

Micro-level case studiesf the impact of exports of a specific EU product on liveliho
of producers in one or more developing countries have often been conduc
development NGOs as part of their efforts to campaign for CAP reform to mitiga
eliminate its adverse effects on developing countis&mples include studies of th
impact of BJ milk exports to West Africa (Chopljr2016, 2019), EU chicken exports
Africa (Goodison, 2015) and tomato paste exports to Ghana (Paasch,2edusing
personal testimonies by affected farmers, these studies seem often more realistic
resuts of modelling studies. The weakness of the case study approach is that it
difficult to demonstrate the causality between CAP policies and the competition fa
local producers because the method, of its nature, does not allow the constliati
counterfactual. Another possible criticism is that the focus of these studies on pr
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livelihoods sometimes ignores the potential benefits teifmeme consumers of |G\I\:I
priced imports and thus fails to account for potential t@ftearising fran policy reform.

Analysis ofthe potential effects on production and prices of specific CAP pq
instrumentsis a third approach popular among academic and activist resear
Examples include the evaluation of the impacelhinating decoupled payments bj
Mittenzweiet al (2012 andthe production impact of coupled payments in the sugar
sector by Smiet al (2017). This discussion often takes place in the context of the W
Agreement on Akpown clasdification eb@rcultuwed policies into reg
(prohibited), amber, blue and green bswith different disciplines applying to eacl
Whether the CAP policies notified in the green box are as produntioinal agequired
to fit this classification has beerparticularfocus of analysis.

Ourl i terature review is structured arou
trade introduced iBox 1 whether CAP subsidies lead to price suppression and

lost sales by other countrieso(ntervailable subsidy, and/or whether they lead

to export sales below the cost of production in the &wnping).

1.3.1Do CAPdomesticsubsidiestimulateproduction?

In the case of price suppression, the question refers to whether CAP subsidies
result in larger EU production (and thus potentially exports) than might exist in
the absence of these subsidies. Wiaresidies stimulate EU production and
possibly exports, world market prices will be reduced to below the level they
otherwise would reach, with potentially adverse impacts on developing country
producers as a result. Most attention is focused in whaiwsllon decoupled

direct payments because these are the dominant subsidy paid to farmers in the EU.
However, the potential impacts of coupled payments, rural development
payments, market management instruments, risk management instruments and
export promon policy are also reviewed.

3 Decoupled direct payments

EU agricultural income is heavily dependent on the direct payments received
under the CAP. On average across the EU, Pillar 1 direct paym&@$1:2015
accounedfor 27% of agricultural factor income; when Pillar 2 payments such as
agrienvironment payments and compensatory payments for farming in areas
facingnatural constraints are added, the total rise8%.3For the period 2014

! Figuresarefrom DG AGRI&hare of direct payments and total subsidies in agricultural factor iGcaccessed

24 March 2019.Agricultural factor incomerepresentshe income generated by farming which is used to
remunerate borrowed/rented factors of production (capital, wagekaddents), and own production factors
(own labour, capital and landAgricultural entrepreneurial income (also called family farm income) in the EU
agricultural accounts dedudtse costs of paid labour, paid interest and paid rent
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2018, total suppoiincluding national paymen@s a share of agricultural factor
incomeamountedo 35%, while expressed as a share of family farm income, the
share amounted to 57%-or individual countries the percentages can be higher,
and for individual enterprises witihcountries (e.g. beef farming) the percentages
can be higher stilDG AGRI, 2018d) Direct payments make up the majority of
this support and itnay seem to bevident that support of this magnitude must
influence the capacity of the EU agricultural secto produce.However,
evidence on the size of any stimulus effect is not easy to come by

Truly decoupled payments do not affect the marginal incentive to produce. But
there are a number of mechanisms whereby even decoupled payments might be
expected teencourage additional production compared to the absence of such
payments, althougthe literature generally suggests the magnitude of these
effects is small (Rude 2008; Moro and Sckokai2013). Payments that are
decoupled in a static and risklessrgdoare no longer production neutral in a
dynamic and risky world. The mechanisms incluakintaining and improving
farmer wealth, leading to higher investment and changing attitudes to risk
(insurance and wealth effectsicreased access to credit whienperfect credit
markets exist; drmer expectations about future programme eligibility and
payment basis affecting current production decisi@wwving or accelerating

farm consolidationconditional requirements on the receipt of direct payments
suchagrossc ompl i ance which i mpinge ;am f ar n
the cumulative impact of payments when they are given on top of other
mechanisms of producer support such as border protection through tariffs
(Gasperin and Doporto Migugz009).

Critics also poinbutt hat t he EUG6s decoupled payme
necessary to satisfy the conditions of the WTO green box. These criteria require,
inter alia, that he amount of such payments in any given year shall not be related
to, or basd on, the type or volume of production (including livestock units)
undertaken by the producer in any year after the base period; the amount of such
payments in any given year shall not be related to, or based on, the factors of
production employed in anyear after the base period; and no production shall be
required in order to receive such paymemscoupled payments in the EU
arguablyremain coupled to agricultural area as farmers must show they have
eligible hectares to get their payments, while eligibility also depends on farmers
showing thatheyc a r r ya mamimoim aitivity, defined by Member States, on
agricultural areas naturallykept in a state suitable for grazing or cultivation
which suggests there is a continued link to production (Bertl2@8; Swinbank

and Tranter2005).A possible EUchallenge at the WTO tdé¢ recent decision

2Mat t h e Whke,dep@ndence 6f EU farm income on public sup@rApril 2016, accessed 24 March 2019.

12


http://capreform.eu/the-dependence-of-eu-farm-income-on-public-support/

by the US Department of Commerce to imposantervailing and antiumping

duties on imports of Spanish ripe olives in large part because of the decoupled
payments received by Spanish olive growesy clarify some of these issues
(Box 3).

Box3. The US Spanish olives case on subsidies

Question marks have been raised ove

payments in the WTO green box and its coupled payments in the blue box. Ho
there has been no legal determination of these issues because no other WTO mejg
challem g e d t hotificaidd®and no member has attempted to show that they
suffered an adverse effect due to these subsidies. This may change as a resu
decision of the US Department of Commerce to impose countervailing arduearging
dutiesin 2018 on the import of Spanish ripe olives (US Department of Commerce, 2
The EU hasnitiated a dispute on this issaethe WTOand a panel was formed in Juj
2019to hear the dispute (WT,Q019a).

The US action is in response to a complaint bgnestic producers of ripe olives thj
Spanish ripe olives were unfairly subsidised because olive growers received
subsidies in the form of direct payments as well as through several other measur
exporters, supported by the European Commissignga that direct payments were 1]
a subsidy to olive production as they were not linked to the production of olives.
al so argued that theheowghonof eahgleb]
might have received to the processorgipé olives and therefore no subsidy to

exporters. To the contrary, the US Department of Commerce found that the su
olive growers received were crop specific and were passed on to the process
exporters. Recalling that green box subsi@ies actionable under the SCM agreeml
and give rise to a countervailing duty if there is a finding of adverse effect, in this ¢
was found that there was material injury to the domestic industry (USITC, 2018).

Some commentators have warned that fiimiding represents a direct attack by the US
the principle of decoupled subsi ditae

decision calls into question, i n an
support programmes and could potafly affect all recipients of payments under t
CARO ( EP, 2018) . However, the reasoni

Department of Commerce accep®ddence that the Basic Payment received by

growers in the 2012020 period was linkd to the Single Payment Scheme (S
payment they received in the 200813 period. In turn, the grant amount provide

olive farmers undethe SPS was based on the average grant amount olive fa
received in 1999 through 2002 under the Common Org#on of Markets in OIl
programme This grant amount provided in 1999 through 2002 was based on the t
crop grown and the production value created from the crop. Therefore, the Departr
Commerce concluded that the annual grant amount receivelivbygrowers under thq
Basic Payment Scheme in 2016 was based on annual grant amounts that we
specific, as they were directly related to the grant amount only olive growers req
under Common Organization of Markets in Oil program. What agtrdct t he De
criticism was not direct payments per se, but rather that Spain has continued to
historical basis for determining the value of the Basic Payment to farmers. It is th
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with the past, rather than the nature of decoupled patgnn themselvesvhich was the
foundation for the US finding that Spahiripe olives were subsidised.

The EU complaint haseveral strands (WTO, 2019b). It first claims that the B4
Payment is not a specific subsidy within the meaning of the 2@kement, thus
reiterating its view that decouplgghyments by their nature are not specific within
meaning of the SCM Agreement and thus cannot be the basis for countervailing
It also claims that the Commerce Department did not perform alpasgh analysis tc
confirm that any subsidy to growers did benefit exporters (which the Comr
Department defends on the basis that this is not necessary under US law). Fir
claims that the injury determination undertaken by the USITC was flavedveral
respectsThe findingsof this disputecould help to clarify some of the legal issues arog
the tradedistorting effects of decoupled direct payments. In the absence of
clarification whether the Edsastingloenotpha
focusin this study ion economic assessments to see what insights they provide.

Where they existhie production effects of decoupled payments will be smaller
than those of coupled payments and much smaller than market price support.
Because of the difficulties in imagining a fully decoupled policy, the OECD
suggests it makes more sense to discusgtiteigtion impacts of diregiayments

in terms of the 6degree of decoupling
fully coupled policy usually taken to be market price support (OECD, 2001).

Potentialproduction effects also depend on the obligati@ammérs must follow

for eligibility for these payments. In the EU, eligibility for direct payments
depends on farmers observing crosspliance conditions. While many of these
are statutory obligations which farmers must follow in any case, others gadbeyon
legal requirements in restricting what farmers may do or oblige them to implement
specific farming practices. Thus creso mp |l i ance r ai ses f ar
offsets some of any production stimulus from decoupled payments. The greening
payment introduceth the 2013 CAP reforncanbe viewed in this context as

0 e n h a n c ecdnipliancer a@ssits requires farmers to observe additional
requirements to be eligible for 30% of the CAP Pillar 1 payments. It is worth
underlining how little growth in agricultural uut has occurred in the EU since

the introduction of decoupled direct payments after 2005018, EU agricultural
output wadess than 1% higher than in 2005, and some of this was catch up in
the newMSs1 in the EU15 output was jug®o higher B yearslater?

3 For a morecomplete evaluation of the production effects of EU decoupledtdi@yments, also taking into
account the potential impacts on technical efficiency, production growth and farm structures, see Matthews,
Salvatici, and Scoppola (2016).
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3 Coupled direct payments

Most, but not all, CAP Pillar 1 payments are decoupldak 2013 CAP reform
altered the framework for coupled direct payments. The list of sectors eligible for
coupled support payments is greatly expanded to cover nearly all agricultural
production. Total coupled suppdiredtt i s
payments ceiling, or exceptionally to 13% in some countries. These percentages
can be increased by up to 2 percentage points if this supp®d for protein
crops. In the original Direct Payments Regulation (RegulatigflJ) No
1307/2013, dl voluntary coupled payments within these ceilings should comply
with a number of conditions, as followscoupled supporghouldonly be granted

to those sectors or to those regions of a Member State where specific types of
farming or specific agricultutasectors that are particularly important for
economic, social or environmental reasons undergo certain diffiguit)es
coupled supporshouldonly be granted to the extent necessary to create an
incentive to maintain current levels of production in #ectors or regions
concernediii) coupled supporshouldtake the form of an annual payment and
shouldbe granted within defined quantitative limits and be based on fixed areas
and yields or on a fixed number of animals. Limits should reflect the producti
levels in the targeted region or sector in at least one year in the period of 5 years
that precedes the year of the decision about coupled support.

Theaboveconditions weréntended to ensure that future coupled payments would
gualify as blue box payments under the WTO Agreement on Agriculture
disciplines on domestic supporfhe Omnibus (Agricultural Provisions)
Regulation(EU) 2017/2393ignificanty relaxedthese conditions by removing

the constraint that coupled support may only be granted &xtbat necessary to
create an incentive to maintain current levels of production in the sectors or
regions concernedrurthermorethe limitation that coupled payments should be
granted within defined quantitative limits (in turn, set at the maximum yiatda

or number of animals reached in one of the previous five yaasjemoved.
Instead, coupled support is now defined asoductiodimiting scheme that shall

take the form of an annual payment based on fixed areas and yields or on a fixed
number & animals and shall respect financial ceilings to be determinéd3s/

for each measure and notified to the Commissidmre consequence of these
changes is that coupled support can now be given even where it leads to an
increase in production beyond histad levels.

The use of this voluntarystrumentby MSs shows a very varied pattern (DG
AGRI, 2018). Nine MSs opted to use less than the standard 8% ceiling while
elevenMSshave the maximum percentage of 13% vétbf these also using all

or part of tke additional 2% available in case of support to the protein crops sector.
Three ol@ér MSs (Belgium, Portugal and Finland) were given permission to

15



exceed the 13% limit. Germany is the oNl$ not to provide coupled support. In
total, around 10% o€AP Pillar 1direct payments are now coupled (excluding
cotton payments) which is a small increase compared to the end of the Health
Check period in 2012. Beef and dairy are the most supported sectors, with smaller
amounts going to other sectors such asephand goats, protein crops and fruit
and vegetables.

Coupled support provides a direct incentive to farmers to maintain and even
increase production and is thus classified as tdasterting supportunder the

WTO Agreement on Agriculturédowever, ifthe support is linked to production
limitations, it can be notified as blue box support which is exempt from any
disciplineson the amount of support that may be granted. As discussed above, the
changes introduced in the Omnibus Regulation remove anydimithere this
production limitation can be set and allow coupled payments to be used to support
increases in production.

Literature estimating the production effects of current coupled payments in the
EU is relatively sparse. In its impact assessmetii@CAP post 2020 proposals,

the Commissiorexamined the production and price effects of coupled payments
for dairy, beef and sugar beet producers. It found that coupled payments increased
beef production by 2.4% and lowered beef prices by 3&%incresed sugar
production by 2.8% and lowereslgar prices by 3.9%. However, counter
intuitively, it found that coupled payments to dairy cows lowered milk supply by
0.7% and slightly raised milk prices by 1.4%CGE2018). Smit et al. (2017)
examined the prodtion impact of coupled payments to sugar beet, which
account for around 9% of all coupled payments in the EU. They estimated that
these payments increased sugar beet production in the EB%yahd as a result
sugar beet prices in the EU were loagiy around 4.5%.

3 Market intervention measures

The CAP continues to make use of various instruments to support domestic prices
duringlow periods in the price cycle. These include imgmtion arrangements at
safetynet levels for some commaodities, privaterage aid, market withdrawal of
fruits and vegetables undertaken by producer organisations, and temporary
planning of supply during market crises. Intervention expenditure was at
relatively low levels by 200&ndhad virtually ceased by 2013owever, because

of difficult market conditions for fruits and vegetables, pigmeat and dairy
products since the end of 2044d because of the Russian ban on imports of
certain EU agricultural products antiglobal market conditions, expenditure on
intervention measurdsasincreased again irecent years
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The conventional view is that domestic policies to stabilise agricultural markets
destabilise international markets (Josleigl, 2010). For example, with respect

to the milk market, it has been agglthat insulating EU milk producers from the
worst effects of price declines sustains EU milk production and subsequent
exports at levels which would not be the case in the absence of this range of safety
net interventions (Curtj2011). This viewwasdevelopedin the contexbf the
variable import levy and export subsidy system used by the EU to stabilise
domestic prices. Suppgrtovided through minimum support prices, intervention
prices and other forms of administered prices usually relies for e#eess on
border measures, but the use of administered prices can by itself distort production
and trade. The WTO Agreement on Agriculture therefore includes support
through administered prices in the sum of cert@adedistorting domestic
support thats subjecto a limit.

3 Pillar 2 payments

Most criticism of the CAP for distorting global agricultural markets focuses on its
farm income support and market management measures financed by Rillar 1 (
well asthe high import protection which is formalla part of EU trade policy
rather than the CAP However, expenditure on Pillar 2 rural development
measures now makes up almost-gnarter of CAP expenditure so it should not

be overlooked. The measures supported by Pillar 2 include support for knewledg
transfer, investment aids, regional assistance programmes, environmental
programmes, forestry, risk management and lodathyjob creation initiatives in

rural areasHalf of Pillar 2 spending goes on agmvironment and climate
actions, with the remader divided between competitiveness measures, general
rural development and food chain actions. All expenditure on these measures is
notified asgreenboxe x pendi ture i n the EUG6s WTO
still have some production and thus tradeactp.

In some cases (e.g. agmvironment measures) the impact is likely to reduce EU
production relative to a nepolicy benchmark. In other cases (support for
knowledge transfer and innovation, measures to improve physical and human
capital) the measues ar e | i kely to strengthen t
if they are exempted frofmeing counted as part of WTO tradistortingdomestic

support. On balance, model estimates suggest that rural development expenditure
reduces agricultural productiyiprincipally because the significance of the agri
environment measures outweighs measures suchmastment aids and
knowledge transfer which might be expected to increase productivity (Schroeder,
Gocht and Britz2015).
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3 Risk management measures

Risk management tools are designed to help farmers meet either production and/or
price risks. Farmers normally try to mitigate normal risks themselves (weather
fluctuations, pests and diseases, normal price volatility) through diversification,
the use oféchnology, or use of markbtised instruments such as forward selling

or contractingFor well-known reasons, there is often inadequate provision of
marketbased risk management insurance instruments both for production and
market risks. In other countriesuch as the US, Canada and Australia, significant
government support is provided to subsidise either production (yield) insurance
or income/revenue stabilisation schemes. The EU has begun to move cautiously
in this direction.

Risk-related policies havime potential to distort production and trade. Where risk

is reduced, farmers will tend to expand risky production activities at the expense
of diversification and other risk management activities. Overall resources
employed in agriculture are also likaly expand when policy measures make
farming less susceptible to risk. Empirical evidence suggests that the production
impacts of risk reduction measures are likely to be small. Fomgea the
extensive farm safetget in the US consisting of loan ratesdacounteicyclical
payments was estimated to be equivalent to an increaseiage price support

for US agriculture by mostly less than 0.5% (OE@D11)% Production impacts

are enhanced if, for political economy reasons;mgated policies are uses a
politically convenient vehicle for farm income support (Tangerma@ml).

The 2013 CAP reform moved risk management into Pillar 2 of the XdAR.risk
management toolkit in Pillar 2 now contains three instrumdpténancial
contributions to prmiums for crop, animal and plant insurance against economic
lossedo farmers caused by adverse climatic events, animal or plant diseases, pest
infestation, or an environmental incidenj; financial contributions to mutual
funds to pay financial compeatsons to farmers, for economic losses caused by
adverse climatic events or by the outbreak of an animal or plant disease or pest
infestation or an environmental incidead iii) an income stabilisation tool, in

the form of financial contributions to nual funds, providing compensation to
farmers for a severe drop in their incorteeach case, the Rural Development
Regulation sets out conditions limiting the extent of support that can be provided
which are based on the policy criteria for notificatisgr@@enbox measures under

the WTO Agreement on Agriculturélhese conditions were relaxed in the

4This is confirmed byhe relatively few EU studies on the topic. For examplyrido, Bielza, and Sumpsi (2003)

in an econometric study estimated that a 35% increase in subsidies to yield insurance in Spain had about the same
effect on cereal producticas a 1% increase in cereal prices.

5> There are alsdsk management tools in tlieiits and vegetableand wine sectors in th€MO Regulation.
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Omnibus (Agricultural Provisions) Regulation in 2018 in order to make these
schemes more attractive to farmers.

Although CAP support for agricultural risk magement is increasing, the share
of CAP funds beingpent on crisis and prevention measures continues to be very
low, less than 2% of the Pillar 2 funds and 0.4% of the total CAP budget in the
20142020 period (Bardaji and Garrida016). In consequencéje distortion
implications are limited. Furthermore, with a given overall amount of budgetary
resources for ruradevelopment programmes, the farm income safety nets at the
Member State level under Pillar 2 displace other Pillar 2 poldesh may have
even greater productiestimulating effects.

3 Export promotion policy

The reduction in EU market price supports has slowly aligned EU market prices
with world market prices for a growing number of agricultural products, thus
improving the competitiveness of EU products on world markets. The EU is now
the largest global agfood exporter. Promoting agiood exports and finding

new markets has been an important objective of the Commissioner for Agriculture
and Rural Development Phil Hogan since he took up the position, and he has led
trade missions to a number of third couggr including in Asia and Latin
America.

The CAP also provides funding to support the promotion offagd exports. A

new promotion policy came into force in December 20This increasedhe
annualpromotionbudgetfrom EUR 61 million in 2013to EUR 200 million by

2019 introduceda greater focus on third countrias well as several measures to
simplify and make the scheme more attractive for exporters. Wheredki@he

of expenditure was earmarked for export markets under the previous policy, this
share has now been increased to-tinads of a larger budgeAnnual work
programme set out the total budget with specific allocations for different types
of actions targeting different thematic priorities and geographical areas. For
example, in the 201&ork programme which disbursdeUR 111 million in
promotion grantdEUR 4.69 million was reserved for information and promotion
campaigns targeting the Middle East and Africa. Four projects were approved
under this heading, including Greek olives to Sa\dibia and the United Arab
Emirates, Croatian sheepmeat and cheese to Qatar and the United Arab Emirates,
Lithuanian beer to South Africa, and Polish fruit to Algeria and Egypt. As the
intention of this programme is to promote the export ofggality and thus high

6 Regulation (EU) No 1144/2014 of the European Parliament and of the Council of 22 October 2014 on information
provision and promotion measures concerning agricultural products implementediritethal market and in
third countries.

19



priced rather than bulk EU agood products, LDCs/SSA countries are unlikely
to figure as target countries for this promotion budget. If this veechangethe
impact of this expenditure should be evaluated throug@Rlens.

1.3.2Do CAP domesticsubsidies permit dumping?

A secondmechanism wherelthe prices of EU agifiood exports can be affected

by CAP subsidies is by the export of EU produce at prices below the costs of
production in the EUanalogous to dumpind o the extent thatumping is shown

to occur for this reason, a corollary is that EU production will be higher than it
otherwise would be in the absence of CAP subsidies. In this situation, dumping
would also be associated with price suppression. Nonetheless, it is atiglytica
useful to keep the two types of effect distinct.

Recall that, under WTO rules, dumpingdsfined as a situation in which the
export price of a produas lower than its selling price imé exporting country
Where it is demonstrated that the dumped imports are causing injury to the
competing industry in the importing countiize importing country can impose
antrdumping measures to provide relieflimmestic industries injured by imports.
The count ipnyoban ankdomppme duty is determined by tdemping
margin- the difference between the export price and the donssting price in

the exporting country. By adding the dumping margin toekjort price, the
dumped price can be renderedarbtrade pricgseeBox 1).

A number of authors have alleged that EU export prices are affected by dumping
(Bertholot 2018; Oxfam Deutschlan@009) Bertholot points outhat the move

to greater market orientation in EU agricultural policy means that EU producer
prices are now close to world market levels. With export subsidies eliminated,
export prices are usually similar to domestic prices (adjusting for marketirsy cost
and quality differences) so thaumping in a narrow sense does not occur.
However, he argues that, in the absence of decoupled payments, producer prices
woul d be higher and that, at the | owe
prices cover theasts of production of EU farmers. Therefore, in his view, all
products produced on land that benefits from direct payments are effectively
subsidised and if exported are effectively dumgadhis section, reference to
dumping refers to this wider notiomhere export sales take place at below the
costs of production.

Costs of production on EU farms are analysedh@ @ o mmi ssi onds |
Accountancy Data NetworfFADN). Costs of production per product cannot be
directly obtained from the farm accountardata which are collected on a per

farm basisHowever, the FADN Unihas built several models to estimate costs

and margins for different products: arable crops, milk and beef, and permanent
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crops. These models allocate farm costs to a particular produng different
ratios. The net economic margiassesses the residual revenue (profit or loss)
obtained from production, after remuneration of all production factors including
imputed family factors (opportunity costs for family factorsJADN reports
showthat the net economic margin for the production of various products in the
EU is consistently negative although the size of the negative margin varies over
time (for milk seeDG AGRI, 2018k for beef se®G AGRI, 2013 for cereals see

DG AGRI, 2016) The European Milk Boaralsopublishes costs of production
data for milk production in several important rapkoducing countries using a
similar methodology and reaches the same concl{gibtB, 2018).The FADN

data refer to average costs of production aabgsoducersThere areignificant
differencesin costs of production across individual farms, depending on their
production scale, type of production, fagpecific factors and management
expertiseln 2016,the FADN reportestimated that 9% of the EU28 dairy farms
achieved a positive net economic margin, representing 15%hefmilk
production of EU dairy farm@>G AGRI, 2018b)

The fact that market prices do not cover the production costs of most farms in the
EU when fullopportunity costs of family labour and land are included implies

that the farmspecific factors of production are unable to earn a comparable return

to similar factors of production in neflarm activities. In the case of family labour

on farms, it is a ginal that the use of labour in farming activities is less productive
relative to its use in other economic sectors. The fact that resources in agriculture,
on average, are unable to earn the 0g
indicator that futher movement of labour out of agriculture into the -fexm

sector in Europe will continue for some time to come and a signal that further
structural adjustmerdf the agricultural sectas required.

Where a charge of dumping might be justified is if gmment direct payments

are used by farmers to Osubsidised6 th
remain in farming despite low market returns. From an economic perspective this

is not a rational thing to do, but farmers may have personal reasa@tdo

continue doing what they are used to do. Direct payments play an ambiguous role.
On the one hand, direct payments are capitalised into the value of land and
variable inputs, thus raising farmers
difficult to show a profit at market prices alone. If direct payments were
eliminated, land rents and the prices of variable inputs would fall, enhancing the
profitability of farms at market prices. On the other hand, this offsetting effect

will always only account foa proportion of the direct payments. There is still a

7 Since 2008, imputed costs for unpaid family factors have been estimated (family labour costs and own capital
costs).The methodologyor estimating the opportunity costs of family labour, land and capital is erpl&hDG
AGRI, 2018h
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net gain to farm income from the payments, even if it is less than the full value of
the payments themselves.

Supporers of decoupled payments can argue that there is no requirement that
farmers usehese payments to subsidise their farming activity. Farmers will
receive the payments even if they cease production because it is unprofitable at
market prices. Farmers may also choose to subsidise their production from other
income such as pension inconrefom off-farm employment. But even where it

i's the farmerds decision how to use tF
payment increases the financial capacity of farmers to subsidise their farming if
they wish, not least because the beneficiayst remain an active farmer to
continue to be eligible for the payment. This likely contributes to the fact that
observed costs of production are higher than market prices on most farms.

Does the evidence that producer prices do not cover the full topggrcosts of

the resources employed in EU agricultural production mean thatfoagki
products exported from Europe are dumped as a result? If we take a strict
definition of dumping (se@®ox 1) to mean that export prices are lower than
domestic prices, now that export subsidies are abolished this is no longer the case.
However, taking a wider definition to mean that dumping occurs when costs of
production are great#nan the export price, theregama facieevidence that this

is the case. The adverse effect occurs because the CAP subsidies help to maintain
more resources in agricultural production in the EU than would otherwise be the
case, thus resulting in price suppression on world markets.

1.33 The magitude of the effeaf CAP subsidies

This literature review has documented the potential impact of CAP subsidies on
domestic and export prices through mechanisms ieat attract additional
resources into the EU agricultural secn.the one hand, degpled and coupled
payments as well as rural development support can support agricultural
production. On the other hand, the support to farm income provided by direct
payments means that many farms remain in production even though market prices
areinsufficient to cover their production costs if the full opportunity costs of their
family labour input as well as land and capital are includethird mechanism
affecting domestic prices, namely, high import protection for sensitive products,
is not explicitlyconsidered in thistudy.

To assess the size of these potential impacts requires the use ofbaetb|
analyses. Model studies have the advantage that they can compare the observed
situation of farm production in the EU with CAP subsidies in place with a
counterfactual situation where these subsidies are removed. However, model
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studies also suffer from limitations that need to be kept in mind when interpreting
their resultgBox 4).

Box4. Modelling decoupled payments in empirical models

A basic problem facing any empirical attempt to model the impact of the CAR
agricultural trade policy on production and trade is how to model decoupled
payments. Should they be modelled as a hsmnp transfer to farm households, as aj
paymentsor as something else? If treated as a hsonm payment to households, th
CAP payments have no i mpact at all o
input use (demand for land) or output supply (particularly yields). However -
paymaents are not capitalised into land prices which is not consistent with the em]
evidence.

CAP Pillar 1 direct payments can also be modelled as area payments, i.e. a sulf
land. In this case, if the land area is fixed, all of the payment wihpgalised into lano
values, but there will still be no effect on overall agricultural outptite land area unde
cultivation can be increased in response to the extra demand for land created by t
based subsidy, then output will also increag#) the extent of the increase determiny
by the extent to which neland inputs can be substituted for laRdr many analysts, thi
assumption is also too extreme bearing in mind the various ways in which even dec
payments are expected to affeobguction incentives and the empirical evidence wh
shows that capitalisation of direct payments into land values is only partia
incomplete. Other analysts assume that some share of the decoupled payment
also to labour and capital employedagriculture and thus affects production level
the EU.

The problem is that choosing the appropriate degree of decoupling is largedyhar
decision, given the lack of agreement in the literature as to what the correct value i
modelling stidies simply make an assumption about the degree of decoupling a
empirical results reflect this assumption rather than providing evidence about it.

One careful study (Mittenzwei, Britz, and WiecR012) concluded that the
elimination of EU direcpayments would lead to a 5% reduction of land use of
agriculture, with a consequent drop in agricultural output and net exports. In other
words, there is a production response to decoupled direct payments, but it is small.
This finding is supported by merecent work undertaken for DG AGRI as part

of theimpact assessment of its legal proposal for the CAP post P@zAGRI
commissioneda number of model simulations for different designs of the CAP
(EC, 2018). One of these simulations examined what might happen to EU
agricultural output, incomes and trade if the CAP were abolished and no subsidies
were paid to EU farmerd.he results are reported in the Joint Research Centre
SCENAR 2030 study which fetht o t he | mp a c tarek&tsag e s s me
2017). These results are also useful in providing an order of magnitude of the
production effects due to CAP subsidies.
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Two specific scenarios modelled (the Liberalisation&Productivitjp&Prod -
scenario andhe NoCAP scenario) illustrate what would be projected to happen
ift he EUOG s -spegific support golicieseuld be abolished by 203Mn

both scenarios, both decoupled and coupled direct payments are abolished. While
the EUOGs t arleftfif plabea lvothiseenasos assume ambitious
implementation of all free trade agreeme#t$As) currently under discussicn.

The main difference between the two scenarios relates to expenditure on Pillar 2
rural development measures. Pillar 2 spending amtained in the Lib&Prod
scenario but redistributed away froragrienvironmeniclimate measures
(payments t@reas facing natural constraiaisd agHenvironment paymentsn

favour ofinvestmend in physicaland humarcapital. The significance of these
changes is to reduce the importance of productrasgraining measures (such as
agrienvironmeniclimate measures) and to increase the importance of measures
with a positive productivity effect, such as support for investments and human
capital formationIn the NoCAP scenario, Pillar 2 expenditure is also eliminated
along with Pillar 1 subsidies.

The production impacts of CAP subsidies based on the SCENAR 2030 results are
shown inTable 1. The scenarios show the impactremovingCAP subsidies.
Reversing the sign of these effects shows the impaanhaiftaining CAP
subsidies relative a situation where the subsidies are removed.

Table 1. Production impacts of eliminating CAP subsidiesunder two scenarios

Impact Lib&Prod scenario NoCAP scenario
Agricultural production -4% -6%
Producer prices -1% +5%
Utilised agricultural area -7.3% -6.9%
Nitrogen surplus +2 kg N/ha +0.5 kg N/ha
Aggregate farm income -20% -18%
National GDP Positive overall Positive overall
(++ EU15/ EU13) (+ EU15f- EU13)

S o ur c eareket aM@aoR7).

In both scenarios, there is a small drop in total agricultural production when
subsidies are removed very similar to that found in the Mittenzwei, Britz, and
Wieck (2012) paper (it should be noted that the same CAPRI model is used in
both studies). The dpois somewhat greater when the Pillar 2 subsidies are also
removed in the NOCAP scenario. In the Lib&Prod scenario, EU producer prices

8 The trade liberalisation scenario assumes full tariff liberalisation for 98.5% of Hfig#titines, and a partial

tariff reduction of 50% for the other lines (sensitive produédr the ongoing and upcomid As between the

EU and 12 trade partners (USA, Canada, Mercosur, Australia, New Zealand, Japan, Vietham, Thailand, Turkey,
Mexico, Philippines and Indonesia).
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drop by almost 1%, as EU production decreases are compensated by cheaper
imports. With the elimination of all CAP paymenthe stronger EU production
declines cannot be fully compensated by imports, leading to increased aggregated
EU producer prices of about 5% in the NOCAP scenario. The removal of direct
payments leads to a drop in the profitability of crop and livestomttyztion, and

results in around 7% of the utilised agricultural afgAA) being taken out of
production. As a result, the nitrogen surplus increases in both scenarios reflecting
both the decrease in UAA and the intensification of crop and livestockgiroalu

on the remaining UAA.

Imports increase ibothscenarios, leading to a decrease in the EU trade balance.
Although exports in the Lib&Prod scenario grow substantibligause of the
more favourable access obtained in third country marketsause ofthe
ambitious trade agend@aplemented in this scenarithey cannot compensate for

the higher level of imports. In the NOCAP scenario, the trade balance is reduced
by aboutEUR 25 billion. This is greater than the projectedde surplus in 2@B

under the reference scenario, bringing the BAtk to net importer status.
However, the study does not report the impact on world market prices of these
trade balance changdsshould also be recalled that these trade effects are due
both to some tradiberalisation as well as the removal of CAP subsidies.

There are very few recent modwsed studies thapecifically examine the
impact of CAP subsidies on developing countr@@se such study examines the
impact of CAP subsidies on Uganda (Boysemséde, and Matthews2016).
Uganda is a least developed country vaithigh dependence on agriculture and a
high share of agtiood exports in totagxports. It also benefits from unrestricted
access (subject to rules of origin) to e market for agrfood products under
the Everything but Arms agreememheirempirical results simulathe removal

of remaining border protectioms well as direct payments to EU farmers. They
find overall a marginal but positive impact on Uganda of further CAP reform.
Ther results are driven largely e assumption that EUirect paymentare
only partially decoupled and encouragkigher level of agricultural production
than in the absence of the CAhe removal of border measures turns out to have
anegative effecon Uganda because itagpreference beneficiary, but this effect
does not outweigh the positive effect of eliminating direct payments.

Summarising this review of literature, we find there is evidence that CAP
subsidies continue to have a productshimuating effect despite the reform path

of the CAP in recent decades. Decoupled direct payments, but also coupled direct
payments and productiviignhancing investments under Pillar &e mainly
responsible for this effect. EU agricultural production is greater and so are net
exports as a resulVe also find that the magnitude of this effect at the aggregate
level is relatively small, with the best recent estimates suggesting that EU
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production is around %-6% higher than it might be in the absence of CAP
subsidies. Depending on the initial levels of profitability of different farm
products, and the way coupled payments are allocated to individual products,
production effects for spd@ products may well be greatéhile these are the
effects due to agricultural policy, in assessing their importance it should be
recalled that several EU nagricultural policies also lay claim to land use, divert
land out of the agricultural produch and potentially raise agricultural prices
thus offsetting any potential CAP effects that increase agricultural production
These include renewable energy mandates supporting biofuel and biomass
production, climate policy encouraging afforestation, reafuolicy prioritising
habitat protection for biodiversity reasons, and bioeconomy pehcpuraging

the use of biological raw materials for industrial uses.

26



ParPra@dact cdfudkldsexpo

This partfirst sets the scenrey des cr i b i nngloballagifodel tals r o |
and exportgo VDCs. Then, tree case study products are selected for detailed
analysis to identify the main importing countries among VDCs and the importance

of the EU as an exporter to these markets.

2.1 EU agri-food exports to developing countries

Global agricultural trade is experiencing rapid structural changes with the
emergence of new players and the shrinking role of traditional expdttarhe
analysis in thistudydata trends from 200%ave been useshere possible2005

has been chosen because this was thenteam the CAP in its current incarnation
(with income support provided largely through direct payments) was introduced.
It is also the first full calendar year when EU tradeistias reflect the accession

of the newMSsfrom Central and Eastern Europe

Global agrifood trade (excluding intr&U trade) increased from USD 374 billion

in 2006 to USD 884 billion in 2017{Figure1)*The EUOs share of
fallen slightly, from 17.7% on average in the three years at the beginning of the
period2002 007 (referred to as 062006606) to
years 2012 017 (referred t oyear averdgdslafdeged to wh e
smooth out yeato-year fluctuations. Other developed economy exporters also

lost market share, with the big gainers being exporters from developing Asia as
well as Commonwealtbf Independent States (CIS) exporters. The export shares

of Latin America and the Caribbean and African exporters remained stable over
this period.

Developing Asia, including China, is the largest market for food expoRensré

2). It has also grown faster, with food imports more than quadrupling in size over
the period, though there is some evidence that the pace of growth has slowed down
in the second half of the period. The EU is a relatively small exporter to this
market, acconting for 10% of total food exports to the region, behind other
developing Asia exporters, other developed country exporters and Latin American
& Caribbean exporters. Its market share did not change since 2005. However,
despite its relatively small shaot the developing Asia market, total EU agri

Basedof ood exports data (excluding agricultural raw ma
TradeStatistics database for the period 22I87T he consi der e dOthenfoodh v © td defikeds Do r i s
in the WTO international trade statistics using the Standard International Trade Classification as SITC Sections O,

1, 4 anddivision 22 minus di\gion 03.
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expor s in 620166 were worth ovel
in 6200608) . The corr e sfgd exgparts tp Affice gur e
(including North Africa) Wé&mMe Icosnpatle
over USD 9 billion in 6200606. Asia 1is
growth market than Africa for EU agivod exporters.

Figure 1. Share of EU in global agrifood  Figure 2. Food exports to dgeloping Asia
trade, 20052017 by major exporter, 20052017
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The sources of food exports to Africa (including North Africa) are shown in
Figure3. Over the period the value of food imports into Africa more tiarbled,

although the period can be partitioned into tvadves All the increase took place

in the first half of the period, and imports stabilised or even fell in value terms in

the second half of the period. The EU is the major food exporter to Africa, but has

lost market share slightly (a reduction from 28% chtbt ex ports i n 062
in the threey ear period 020160) at the exper
developing Asia and other African exporters.

Figure4 shows the growth in the value of food imports by LDCs over the past
decade. Food import growth has been rapid, more than tripling in value over the
period, though this growth has stabilised in recent years. Developing Asia
exporters are the largest supplierLDCs, followed by African exporters, with

EU exporters in third place. Over the period, EU exports have grown more slowly
than exports from other sources, so that the EU has lost market share. It accounted
for 21% of exports 1:30% LIDICsd 2001 6062006 0 &

For specific developing country regions, the EU plays a more important role. For

example, for the countries making up the West African Economic and Monetary
Unionit WAEMU ( Beni n, Bur ki na FBissan,,MaliCot e
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Niger, Sengal and Togo), food imports almost tripled in value, from USD 3.3

billion to USD 9.1 billion over this period. The EU is by far the most important
exporter although it has lost market share to developing Asia exporters. It
accounted for 50% of totalfoodkgpor t s i n 620066 and 45%

Figureb).

Figure 3. Food exports to Africa by Figure 4. Food exports to LDCs by major
major exporter, 20052017 exporter, 20052017
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In summary, markets in developing Asia countries are now the most important
markets for EU agfood exporters, and also the most dynamic. However, the
relative importance of the EU in food exports to developing countries varies
across developing countrggions. For some African regions (such as WAEMU)

it supplies up to half of all food exports, but for other regions its significance is
much less (such as for LDCs where developing Asia countries are the most
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important suppliers and the EU share is nowaddlB%). In all markets, EU food
exports have grown more slowly than exports from competing suppliers, and the
EU has been losing market share.

2.2 EU agri-food exports to vulnerable developing
countries

The next step is to identify the most importanbduct groups in EU agfood

exportsto VDCsbased on Eurostat COMEXT data 2€@%18.VDCsare defined

as thoseountries where competition from EU afmod exports is most likely to

affect their food securitylhese 83 countridselong either to Subaharan Africa

(SSA), the Least Developed Countries (LD@s)upor the African, Caribbean

and Pacifiq ACP) country groug(seeAnnex |). Agri-food exports are defined as
products in the HS24 chapters, excluding Chapter HS03 Eks0f the 23 HS

chapters that cover agionod exports, eight chapters account for 75% of total EU
agri-food exports to the select&aCs in 2018. These are shown kigure 6
together with all other chapters aggr e

Figure 6. EU agri-food exports toVDCs, by HS2 code20052018

12

10

EUR billion

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

[1Other HS2 [[122 Beverages and spirits [@ 19 Cereal and milk preparations
W 04 Dairy produce M 02 Meat M 21 Misc. edible preparations
M 10 Cereals M 11 Flour and other milled products M 15 Fats and oils

0 Trade data from the Eurostat COMEXT database are classified according to the Combined Nomenclature (CN)
system where the CN is an eighigit subdivision of the Harmonised System (HS), comprising fourdigad
levels: HS2, HS4, HS6 and CN8.
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Source: based daurostat COMEXT data.

HS22 Beverages and spirits make up the single largest chapter (15% of total 2018
exports), followed by HS19 Cereahd milk preparations (12%), HS04 Dairy
produce (including eggs) (12%) and HS02 Meats (9%). Overall, the value of EU
agri-food exports to these selected developing countries grew by 132% between
2005 and 2018, though exports have stagnated since 2015 and in 201thcke

at their 2013 level. Meat exports make up the fastest growing component (287%
increase over the period), followed by ceraatl milk preparations and cereals
(increases of 198% and 196%, respectively). The lowest rates of increase were
recorded forHS11 Flour and other milling products (42%) and HS04 Dairy
produce (53%}¥gxcluding milk preparations (infant formulaad fat-filled milk
powders) included in HS19

A more detailed picture is provided by examining products at thé-ei§it level

of disgggregation (able 2). EU agrifood exports to the selected developing
countries are dominated by two groups
productsd which are i mport e-dfcansumene et t
in these countries processed foods, spirits, wine, malt, mineral waters, beer,
cheese, bread and cakes and chocolate. The other group are basic food products
which may also compete with local food production: examples include wheat,
milk powders, poultrymeat, sugar, onions, tobacco, pigmeat, sauces (including
tomato paste), meat offals, milk and cream, prepared vegetables and vegetable
oils. Animal feed has been left unclassified. For this-gudup of HS4-digit
products (those with exposales over EUR 100 million), the share of luxury
products wa88% in 2005 an®7% in 2018. The share of basic products 6@

in 2005 andb8% in 2018, while the share of animal feedstuffs was 2% in 2005
and 5% in 2018.

Table 2. Exports of EU agri-food products at HS4 level valued at more thafeUR 100
million in 2018 to VDCs, EUR million

Growth

Product 2005 2018 20052018(%)
1901 Cereal and milk preparations, 268.14 915.91 242

including full -fat milk powder
1001 Wheat and meslin 275.11 846.40 208
0402 Milk powder and condensed milk 575.36 653.72 14
2208 Spirits 258.36 604.74 134
0207 Poultry meat 171.24 589.52 244
2106 Food preparations rse 222.66 581.34 161
2204 Wine 174.32 402.25 131
2309 Animal feedstuffs 63.71 361.29 467
1107 Malt 130.36 349.75 168
1701 Sugar 136.86 238.10 74
2202 Mineral waters 71.00 230.98 225
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Product 2005 2018 Growth

20052018(%)
2203 Beer 101.50 222.3b 119
0406 Cheese 58.61 185.05 216
0703 Onions and similar vegetables 42.38 181.53 328
1905 Bread and cakes 54.46 169.88 212
2401 Tobacco 67.75 156.10 130
1507 Soybean oil 41.79 153.75 268
1806 Chocolate 31.69 152.82 382
0203 Pigmeat 28.73 146.33 409
2103 Sauces and pastes 37.39 136.66 265
0206 Meat offals 25.48 125.85 394
0401 Milk and cream 30.87 122.60 297
2005 Prepared vegetables 49.36 113.72 130
1512 Other vegetables oils 5.15 102.50 1889

Note:basic food productare in bold n.e.s. =not elsewhere specified

The single largest item by value in 2018 which has also experienced rapid growth
is cereal and milk preparations which is driven largely by the growth iafull

milk powdersVegetable oils (including both soybean oil and other vegetable oils)
haveexperiencedapid growth but from a relatively low bag&xports of pigmeat

and meabffals havealsogrown rapidly from a low base. Conversely, exports of
basicmilk powdersto these selected developing countribsugh still important,

have grown littleover the period, while sugar exports have also grown relatively
slowly. Exports ofvheat remain the most important basic product and have grown
relatively rapidly. Other products that have grown rapidly include onions, sauces
including tomato paste, and poultneat.

2.3 Literature review of previous studies

Productcase studies have mainly been undertaken on behalf of development
NGOs and have focused on a limited number of export products: milk powder,
poultrymeat, and tomato paste (purée). The starting paititese studies isften

where local farmerexperiere a fall in price for their producalso, thesestudies
identify EU exports as one of the reasons for #nd often attribute to CAP
subsidies theompetitiveness of EU exports on the local markets.

3 Milk products

Development NGOs have documentedesal cases where EU exports of milk
powder have undermined incomes of dairy farmers in developing countries,
including Bangladesh (Curtis, 2011), Cameroon (Brot fur die Welt, 2010)
Zambia (Lanjest al, 2009)and West AfricgChoplin, 2016 2019.
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The Bangladesheportfor ActionAid Denmarkpaid particular attention to the
roleoft he EUOGSs d e c oMilprsefgpoospedpls supporetiseir low
incomesthrough milk productionn Bangladesh. Theeportdiscusses hownilk
imports undermine poofarmers, competing on unfair terms with locally
produced milk and suppressing investmenthim dairy industryln Bangladesh,
whole milk powder is imported and marketed directlycmensumersSkimmed

milk powder is importe@nd used for production of agiproductsin 2007%2008,
41,000 tonnes of milbowder were imported, accounting fmound 2% of the

Cc 0 u n ik goassimptiomeedsBetween 20 and 506 of imports of skimmed

milk powder have comdrom the EU in recent yearsAs the report was
commissoned by a Danish NGO, it focuses on the role of Arla Foods, the Danish
Swedish dairy company, as a supplier of milk powder exports to that marleet.
Foods manufactures the leading foreign milk powdeand in Bangladesh
Dano, which accounted for ov2@% of all milk salesin the countryThe report
arguesthat Arla Foodswvas profiting from EUsubsidised milk powder sales to
Bangladesh whiclwere harming Bangladeshi milk farmerarla Foods had
exported between 3,700 and 6,000 tonnes of milk powder annually to Bangladesh
in previous years. The report was written shortly after the drop in world market
prices for milk powder from more than EUR 3,406 2008 to EURL,510t in

2009. Becase imported milk powder competes with localipduced fresh milk,

this led to a drop in the retail price of fresh milk from 32 cents per litre at the
beginning of 2009 to around 25 cents per litre by-yadr, leading to protests by
local dairy farmersn the light of the fall in their income$he argument that these
imports are subsidised was based on a claim that Arla Foods had received nearly
one billion euro in subsidies from the EU since 2000. The report pointed out that
direct EU support to Arlahad reduced in recent yearbut thatthe farmers
supplyingArla continue to receive substantial subsidiesluding supplementary
crisis aid during the milk price slump in 2009. The report notes that, despite the
decoupling of subsidies in 2005, the amaapent on subsidies remains the same.

It highlights the fact that many Europefammers areselling below production
costs and that someould not even be able to maintain productwaithout EU
subsidies, and thus those expais only possible thanks the continuatiorof
subsidieslt referred to a 2010 report by the Danish Economic Costatiihg that

the CAP leads to a higher level of production compared to a free market
situatordo and t hat D aroducidn, foa exaniple, would talf ifzel

EU subsidies were phased ¢@urtis, 2011).

The German development NGOBrot fir die Welt and Evangelischer
Entwicklungsdienst EEReport discusses the impact of EU milk powder exports
to Cameroon during the period 192@09 with a particular emphasis on
developments in 2009 (Brot fir die Wek010). The organisations had been
supporting the development of milk productiorCameroorfor over 10 years to
enable smallholders to supplye local marketLocal milk marketsvere being
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threatened by cheap milk powdérr om Eur ope and the U
livelihoods were being affectedAlthough milk consumption per capita is very
low, milk imports had grown to constitute %o 50% of the supply in Cameroon.
The report provides data on milk production costs in Cameroon and compares this
to the cost of milk (around EUR 0.68 per litre) and milk made from reconstituted
imported milk powder (@mund EUR 0.40 0.51 per litre) There was a significant

fall in theprice of imported milk powder between the summer of 200&0 the

price wasequivalent to EUR 1.05 per litre of lefat pasteurised milkand the
summer of 2009 (when the price fell teetequivalendf EUR 0.51 per litre The
report identifieghe reintroduction of export subsidies by the EU at the beginning
of 2009 in response to the slump in milk prices during the previousigeamain
reason for this fallLocal farmers campaignddr an increase in the tariff on
imported milk products but were unsuccessful. Their demand was for the
cessation of EU export subsidies but also that the EU should cut back on milk
exports to allow the local dairy industry to develop. The developmentiagen
consideredhe subsidising of milk powder exports Cameroon to constitute
unfair competition.They called for the end of export subsidies to ensure that
agriculturalexports are not sold at dumping prices in develogimgntries, i.e.
below their ral production costsand expressed support for the grassroots
organisations fightindor the right ofcountries such as Cameroon to be allowed
to protecttheir local smallholding production for the purposeseturing their
food.

The Germanwatch report dhe impact of EU milk powder exports to Zambia
was also written in 2009 following the reintroduction of export subsidies on EU
milk powder exportgLanje et al, 2009) Direct exports of EU milk powder to
Zambia were a relatively small share of total Zambian milk powder imports, with
much larger volumes coming from Zimbabwe, South Africa and New Zealand,
although some exports from South Africa were believed to be Eduptdhat

was reexported. Over the period analysed (1:29D7) milk powder imports to
Zambia fluctuated but without any evidence of an upward trend. The main
concern highlighted in the report was the ongoing negotiations on Economic
Partnership Agreementwhich gave rise to the fear thaariffs would be
eliminatedand cheap European agricultural products with whéthallholders
cannot compete would be increasinghgsent on the African markeie report
noted that both German and Zambian dairy farnmad similar demands for
guaranteed reasonable prices for sufficient quantities to supply their domestic
markets.

A recentreport on EU exports to West Africa highlights thereasingzolume of
milk powder exports and the growing presence of Europeanproessorsn

the region (Choplin, 2019T.he report emphasises the growing role of ctfagp
filled milk powders where the fat is provided by palm oil. Milk reconstituted from
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this imported powder is sold much more cheaply compared to lqualjuced

milk. The low price of EU exports is attributed to the availability of direct
payments that permit EU dairy farmers to remain producing despite higher costs
of production.It also draws attention to the implementation of trade policy in
West African countrie which has failed to give sufficient protection to local
producersThe study highlights the need to reconcile the dispersed supply of milk
from local herders and pastoralists with the growing demand for milk products in
the urban centres in West AfricH. notes that soméoreign processors have
entered into local arrangements to also process local supplies, but that these
arrangements cover relatively few processors and very small volumes of local
milk.

3 Chicken meat

In a series of reports in the mRDOO0s a number of different development NGOs
drew attention to the difficulties caused by EU exportschicken meat
specifically to West Africa (Doréemtiglegeet al, 2004; Aprodev, 2007; Paasch
2008). The development of this trade in frozen chicken was traced back to the
CAP reform in 1992 that began to lower cereal prices, the main input cost for
poultry production. The reduction in feed costs triggered a fall in export costs to
West Africa 0f25%. EU exports consist of chicken parts. EU consuipeter

chicken breasts and to a lesser degree, chicken legs. Other minor parts (wings,
necks, carcass, and rumps) are either processed into pet food, or deep frozen and
exported to West African marle{Dorémusviegeet al, 2004).Paasch (2008)
emphasises that these chicken parts are nestaumolard meat. They are simply

c hi c k e that areadisdaiped By the Europeanpaiate He poi nt s ou-
of poultry consumption in Europe consists of cleicloreasts, but they only make

up 20% of the chicken. Disposing of these parts costs the slaughterhouses a lot of
money. There had been a market for them in the manufacture of pet food but
European pet owners were turning increasingly to demand red méaifgets.
Another outlet for these chicken parts was to process them into meat meal but
after the BSE crisis in 1999 this was forbidden. By selling the frozen poultry parts

in West Africa very cheaply, these costs turn into a lucrative business for
European companig®aasch, 2008)

These chicken cuts are sold on West African markets at knockdown prices,
causing the overall price level to decline sharply. Poultry breeding is an activity

of poor family farms in these countries but faced with this comnpetthe

maj ority of | ocal producers cafdheimno | or
poverty ends up in malnutrition and hunger. Many abandon their farm, or
breeding facilities, and move into towns, where they increase the number of those
sufferirg from urban misery. Moreover, marketing conditions of frozen chicken

cuts do not allow for safe conservation: salmonellae and other bacteria quickly
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invade products offered for consumptiofborémusMege et al., 2004) The

report identifies different kirelof local poultry farms, ranging from the traditional

hen house (usually looked after by women), improved small pdaltinys (often
supported by international development agencies and NGOs) and, in some
countri-endudctsreimal 6 p o mestwitty links #orfardign g s o
companies. It acknowledges that these local farms often struggle to meet growing
local demand, due to lack of support from state authorities, lack of access to credit,
poor processing equipment and absence of marketinlgiésc It also points to

the role of consumer preferencé@mported meat, though less tasty, which can

be bought by weight according to the needs and purse, is an opportunity. Local
poultry, traditional chicken or improved varieties, is sold alive, and is ajtén

of reach, except for outstanding occasions. Slaughtering and plucking comes on
top. Easy cooking is an additional advantagayobbishness drives some
customers to buy European chicken only. However, the quality of this meat, which
is often circulatedin disregard of the refrigeration chain, poses a serious
problend (DorémusMegeet al, 2004) This is confirmed in th&prodev (2007)
report whi dcEbropean thiekens arb eneap and can be bought by
piece: legs, wings, necks and feet. Local pgulias only ever been available
whole and most consumers can only afford whole birds for holidays and
celebraton®® The drawback is that it i1s diff
needed for frozen product leaving consumers open to the riskatnlg
contaminated meatvhile on the other hand the price of live chickens which is the
most hygienic way of selling is out of the reach of most people for regular
purchase.

DorémusMege et al. (2004) also discuss some of the trade policy constraints
which mean that the governments of importing countries have not used the
possibility to raise tariffs to protect the domestic industry. However, it notes that
several countries began to prohibit imports of European frozen chicken in the
ear | y 20 0 dy@&sonomie RartherstupuAgr@aement negotiations with the
EU were seen as a threat becatlsgy could limit the ability of importing
countries to use tariffs as a development instrun{@®aasch 2008. The
DorémusMegeet al.(2004)r e por t ¢ o Raultryumgad is not sthibaidizedh

in Europe. Strictly speaking, there is no unfair competition. For the EU, it rather
is an escape marketd  H o Waasch (2008hotes that, although chicken
exports to Africa do not receive export subsidies, exports to wtadeets such as
Russian and the Middle Eastere subsidisedat that time It documents the
ongoing concentration in the EU poultry sector and notes that the biggest
companies (for example, Doux in France) have expanded in emerging developing
countries sue as Brazil and Thailand to take advantage of lower production costs.

These reports frame the rapidly increasing exports of European frozen chicken
parts to countries which are known to lack the infrastructure needed for cognpeti
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as an ethical problem.h&y call for the right of importing countri¢e protect
national borders in order to lay the foundations for national development. The
Aprodev (2@7) report documents the successful campaign by a civil society
group in Cameroon to mobilise public opiniagainst frozen chicken imports
because of their health risks which led to the prohibition of frozen chicken imports
in 2005.

The role of EU chicken exports in Africa is most recently documented in
Goodison (2015)This report highlights that consumptiohpoultrymeat in Sub
Saharan Africa (SSA) is increasingly met by imports even thoughpomddiction

also increases albeit at a slower rate. He reports yn204 imports of chicken

meat accounted for 44% of SSA chicken meat consumption compareddo un
30% in 2004 The report shows the importance of the domestic trade policies
adopted in individual countries in influencing the prospects for local production.
He points out that loveost imports make an immediate contribution to meeting
rising consumedemand for lowc o0 s t protein espelba al ly
challenge would appear to b&ructuring current trade in ways which are
complementary to and supportive of local efforts to promote more competitive
integrated and sustainable chickeproduction, capable of meeting growing
demand for low priced proteld ( bol di ng i n original}).

Goodisonnotes that there is no direct support for poultry production in the EU,
though producers have benefited in terms of lower feed costs from reforms in the
EUGs arable crops regi me. However, t h
protected through higMost Favoured NatiofMFN) tariffs, limited quantities
imported under Tariff Rate Quotas, and the permanent use of the special safeguard
clause. This import protection has allowed the strong growth in EU consumption
to be met largely from domestic productidut because of the imbalanced EU
demand for the different types of chicken meat, larger EU production has also led
to higher exports ofhe less favoured chicken parts and offals. Thus, the EU is
now a net exporter of poultipeat largely because of itsamaged import regime

and despite very high levels of import protection.

3 Tomato paste

The case of EU exports of tomato paste to Ghana is described in Paasch (2008).
Tomatoes are a key ingredient in West African meals, but in th@tfs local
tomato poduction was increasingly challenged by imports of tonzdete

mainly from Europe but also from China. The report documents the rapid increase
in pasteamports and quotes an FA€lculationthatthe market sharef domestic
tomatoes sunk in the peridd98 to 2004rom 926 to 5™%.
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Unlike chicken meatEU exports of tomatgasteat this time were heavily
subsidised. The report estimates that EU support worth BQRmillion was
allocated tdEuropean tomato producers, which represents half their turriaver.
addition to this support, processed tomatoes were eligible for export subsidies.
The reportassessethatthese subventions especially for Italian farmers are an
important factor The repot documents the consequences @ranaiartomato
farmers who become unable to repay their debts because of low selling prices and
are forced out of business.

24 Selectedcase studie®f EU exports

On the basis ahestatistical analysief the mosimportant EU agrfood exports

to VDCsandtheliterature reviewhree products are selected for further analysis
Based on the terms of reference, milk powders are one aetflidbasedcase
studiesto be developedrive criteria are used to identify twaiher case study
products:

a) they should be basic products (thus excluding luxury products not relevant to
food security concerns such as spirits or chocolate products);

b) they should be reasonably significant in terms of value of EU exports;

c) they should showigh growth rates over the 20@®18 period,;

d) they should be products in competition with local production IMBES;

e) they should have featured in previous studies of the impact of CAP subsidies
on the price of EU food exported to developing countries.

Basic products presented earlieTamble2 meet criteria (a) and (b). Wheat is left
out of consideration because it is not a crop widely grown ivB@s (althoudh
wheat and flour exports may displace locahpwn cereals such as sorghum or
millet) i criterion (d). In terms of criterion (e), apart from milk powders, previous
studies have focused on chicken maadtomato paste. Both chicken meat and
tomato pastshow evidence of significant growth in export valilagiterion (c)
which makes them the other two selected products for our cases.

Eachof the case studietiscusesthe type of CAP support provided, if any, and
document the growth of EU production and exportstlierselecteghroductsas
well as themain importers among tiéDCs. Based on this background, Part 3
assesses the role of CAP subsidies in influencing the trends identified.

38



2.4.1 Milk powders case stly

CAP support for milk powders

Milk prices in the EU are determined by a variety of factors: supply and demand
on the internal EU market; world dairy product prices; currency exchange rate
fluctuations; the competition situation in the dairy supply mhand support to

the dairy market, and to farmers, from the CAP. Apart from salety
intervention measures for butter and SMP, milk prices within the EU are left free
to respond to market conditions. Farmers are generally paid a formula price that
reflects the portfolio of products produced by the dairy company to which they
sell, though dairy processors also compete for the available supply of milk.

TheCAP dairy support programme in the pastt@ssisedof a production quota

for milk, import protedbn, anintervention program that supports the price of
skim milk powder and butter, and export refurvdsich were used to market
surplus dairy product§ he dairy quota which had been in place since 1984 was
eliminated in April 2015. Also export subsidies dairy products as for other
product s have been el i minated I n I i n
commitments for goods submitted to the WTO in October 20Minimum
intervention prices for butter and SMP have been reduced as well as the quantities
that must be purchased at these minimum prices. If greater supply of these
products is offered to the intervention system then purchases take place on a
tender basis. This has lowered the internal market price for all dairy products and
allows exports toake place at world market price levels. Dairy farmers were
compensated for the reduction in intervention prices by granting direct payments
in the form of a dairy premium. This premium was gradually integrated into the
Single Farm Payment between 2005 20d7. In 2009, a year of low prices, direct
payments accounted for more than half of the income on specialised dairy farms
(56%). Their share fell below 40% only in the recovery years 2013 and 2014 and
rose again in the crisis years of 2015 (4&04) 201649%) (DG AGRI, 2018b).
Towards the end of that recent period of low prices the Commission made use of
a further crisis management tool by introducing a voluntary supply management
scheme that paid farmers who reduced their level of production belowfthat o
previous period.

MSs may also decide to use part of their direct payments national envelopes to
provide coupled payments to dairy farm@rsluntary Coupled SuppoitVCS).
DG AGRI reported that in 2017 MSsgranted coupled support to dairy farmers

11 €U leads the way by eliminating export subsidies ahead of WTO conference in Buends,AireEur opean
Commission News Archive 6 October 2017.
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amounting to 2% of the direct payments budget. Archadfiof the total number

of dairy cowsin the EU receives a coupled support payment that on average
amounts to EUR 73 per head (DG AGR017). In 20072009 coupled support
was on average 2 EURAneof milk, rose to 4 EUR&Nneuntil 2014 and from
2015 remained unchanged at 7 EWRie (DG AGRI, 2018b). These coupled
payments can be compared to milk prices of around EUR @b®tat the
beginning of 2019

Finally, I mport tari ffs r eskimmed miker y
powder EMP) are EUR 1,188dnneor EUR 1,254/onne(depending on package
size) and orwhole milk powder (WMP)etween EUR 1,304hneand EUR
1,672/bnnedepending on fat contenhe package weight. These specific tariffs
translate into differerdd valorenrates depending on the unit import price which
varies over timeAssuming aunit import price of EUR 3,0008hnefor WMP
would yield anad valoremtariff between 44% and 57%, Whiassuming anit
import price of EUR 2,2008hnefor SMP would yield anad valoremtariff of
between 51% and 57%. The EU has a tariff of 12.8%ubrfat milk powders
(FFMPs.

The last years of the quota system contained a good deal of slack, imathat m
countries failed to produce their quota quantities. High milk prices in 2013 and
2014 reflecting strong global demand coincided with the end of quotas at the
beginning of 2015. This led to a significant surge in EU produc¢tarure?).

Figure 7. EU milk production and price, 20052018
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Source:based orDG AGRI, 201&.
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The cyclical nature of milk prices is apparent, with troughs in 2009 and again in
20152016. Despite the fall in prices in 202816 production continued to
increase following the end of quotas as within theitBias able to shift tower-

cost producers northhwest EuropeFurther expansion is foreseen in the coming
period but at a more modest pace (8% increase between 2018 and 2028 compared
to 16% between 2008 and 2018) (DG AGRD18a). Environmental issues will

limit milk production increases in a mber of EU countries.

EU production, export and price of milk powders

There are three milk powders, skimmed milk powder (SMP < 1.5% fat), whole
milk powder (WMP >1.5% fat) and fufat milk powders (FFMPs). The latter are
milk powders in which the dairfat has been removed and replaced by a cheaper
vegetable fat, usually palm oifhey can be produced either directly in dairies or
by mixing SMP with vegetable fat. In the latter case, productiosadsrded as
part of domestic SMP production (DG AGR2018c). FFMP statistics on
production and trade are more limited than for the other milk powders

EU production of WMP has fluctuated around 725, @dhesper annum over the

past decade without any obvious growth tre@d the contrary, WMP exports

show a tear declining trend. Exports as a share of EU WMP production have
fallen from 63% in 2005 to 49% in 2018 and are expected to fall further to 46%

of EU production in 2030 (DG AGR201&). The level of production varies with

the relative values of buttetfand protein, and competition from FFMPs has
dampened export growt h. I n 2017, the E
14% (compared to a 55% share for New Zealand) and this is expected to decline
further to 12% by 2030, according to latest market ptmas (DG AGR]201&).

There is a very close correlation between EU WMP prices and world market
WMP prices Eigure8). Generally, EU prices have been a little above the world
market price quotation, but this may reflect differences in the underlying
guotation (for example, where prices are measured at diffeveatidons or for
different product specifications) rather than a real price differential.

EU SMP production has shown a steady increase over the period, with a
particularly sharp increase in 2014 and 2015 following the period of raogind

EU milk pricesand the elimination of milk quotas. Production has stabilised since
then Eigure9). EU SMP exports have increased steadily throughout the period
and production &s become more dependent on exports. The export share was
19% in 2005, increased to 52% in 2018 and is expected to be 50% in 2030. The
EU is a major player on the global SMP market accounting for around 30% of
global exports, just ahead of both Oceania Bdth America (OECD/FAO,
2018).
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Figure 8. EU WMP prices compared to world WMP prices,EUR/tonne, 20052018
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Figure 9. EU SMP production, exports, stocks and prices20052018

. 1800 3.500
]
£ 1.600 g
o :
ez ,’\\ ¢ 3000 2
2 ¢\ SN =
§ 1.400 ¢\ ,l " 2
2 g X / R 2.500
= .366 / \ ==t :
\ L d
—' \ I’ \
- \ 2.000
\ s
1.000 L /7 ‘e
v -—-\
N
800 < 1500
600
1.000
400
200 / 500
0 0
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Production ===SMP exports SMP ending stocks = = EU SMP price

Source: based orDG AGRI, 2018c.

The volume of exports in particular years is influenced by the level of stocks.
Unlike WMP, the price of SMP is supported both by public intervention purchases
at a minimum price and aids for private storage WBENSMP prices fall below
safetynet levelsStock levels rose in 2009 and again in 2Q03.7 in response to
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falling SMP prices on global markets in those years. At its peak, the EU public
intervention stock amounted 8Y8,000tonnes at yeagnd 2017 about 6.5% of
world SMP production and about%0of world SMP tradg OECD/FAQ, 2018)

By withholding stocks in periods of low world market prices the EU puts a floor
under these prices, although the existence of high stock levels will delay the rise
in prices in the subsequent recovery period. Th&igported by the very close
correlation between EU and world market SMP prices including in years of very
low prices Eigurel0). During the most recent downtuin prices, EU SMP prices

have remained below world market prices despite the stock purchase programme,
but such price comparisons need to be interpreted bearing in mind that the price
guotations are not necessarily for the same product specificatioaxdanple,

they may reflect prices at different locations or for different specifications).

Figure 10. EU SMP prices compared to world SMP prices, 2062018

3.400

3.200

EUR/tonne

3.000
2.800
2.600
2.400
2.200
2.000
1.800
1.600

1.400
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

=—FEU15 market price —\World market price

Source: based orDG AGRI, 2018c.

World market trends for WMP and SM#Pe shown irFigure 11 andFigure 12
respectively, according to OECD/FAO daEU exportsarecompared to global
exports ando world market price. These dataover a longer time pericithan
DG AGRI dataand include projections for the next decade in ordgivi®a better
idea of longterm trends.
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Figure 11. World market WMP t rends
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Figure 12 World market SMP trends
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Global exports of both WMP and SMP have substantially increased and are
expected to continue to increase, albeit at a slower rate, in the coming decade. The
EU has not been the main driver of export increases over the period. This is
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especially obvious wiit respect to WMP where EU exports have stagnated but
also in the case of SMP the EU has lost market share to other global exjtorters.
is also worth remarking on the trend in prices (in nominal terfAgres show a
gently rising trend for both powderser time but with enormous volatility during
recent years, especially with peaks in 2@0fometimes characterised as the
years of the o6f oo0d2andin2014,9néeach tasetfolloawedds o
by a sharp decline.

EU exports of milk powdersto vulnerable developing countries

EU milk powders are exported under various tariff codes in the Harmonised
System (HS), as summarisedriable3. Note that HS cde 190190 covers FFMPs
and other preparations used in the baking industry.

Table 3. Harmonised System codes for milk powders

HS code Description of product

040210 Skim milk powder

040221 Whole milk powder, not containing sugar

040229 Whole milk powder, sweetened

190190 Milk powder preparations without millat (includingfull fat milk powders

Table 4provides an overview of EU milk powder exports focusing on the relative
importance of VDCs in total export markets. In line with the previous data, total
WMP exports have fallen with all of the fall occurring in exports to VDCs. As a
result the share ohése markets in total EU WMP exports fell from 42% to 33%
betweend 2 0 @rel @ 2 0.11t7i® likely these markets are those where the
competition fromFFMPs has been felt most keenlost EU WMP exports to
nonvulnerable countries go to Middle Eastern coest as well as China,
Singapore and Hong Kong.

Table 4. Importance of VDCs as export market for EU milk powders tonnes,20052018

Average Average Growth
20052007 2016-2018 20052018(%)

WMP exports (HS codes 040221+040229)

Total EU exports 429,870 369,652 -14
Exports to norvulnerable countries 248,500 246,129 -1
Exports to VDCs 181,369 123,524 -32
Share of VDCgin %) 42% 33%

SMP exports (HS code 040210)

Total EU exports 156,751 726,901 363
Exports to norvulnerable countries 131,316 608,322 363
Exports to VDCs 25,435 118,579 366
Share of VDCs 19% 19%
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Average Average Growth
20052007 2016-2018 20052018(%)

FFMP exports (HS code 190190)

Total EU exports 367,903 967,793 163
Exports to norvulnerable countries 223,925 537,668 140
Exports to VDCs 143,979 430,126 199
Share oVDCs 39% 44%

Source: avn calculationdased on Eurostat COMEXT data.

EU exports of SMP have, as shown above, increased dramatically from around
188,000 tonnes in 2005 to 727,000 tonnes in 2018. VDCs are a much less
important market for this product, accounting for only 19% of the tot@l2n0,1 7 6
but in absolute terms thedrease in exports to these markets has been substantial,
from 31,000 tonnes in 2005 to 140,000 tonnes in 2018.

There has also been a dramatic growth in EU exports of FFMPs, from around
350,000 tonnes iB2005to just over 1 million tonnes iBA018. Howeve, as noted
previously, the corresponding HS code 190190 covers more than FFMPs, and
industry sources suggest that FFMP exports make up around half of thifntotal.
the absence of a specific tariff code for FFMPs, our assumption is that all exports
under this tariff code represent FFMPs but the reader should be cautioned that this
is an overestimateTherapid growthin FFMP exportdias mainly occurred since
2009 This development of FFMPs ikkely to be a response to the dramatic
relative increase in the price of butter after 2008. Prior to 2008 average indicative
export prices for European and Oceania butter had usually been below USD
2,000/tonne. In July 200he butter price reached USD 4,000/tonne. Since then
the price has only fallen below this level during crisis periods and it reached as
high as USD 6,300/tonne in late 20%7The fact that butterfat became more
valuable stimulated dairy companies to findealatives for butterfat in milk
powder and led to the major expansion in EU FFMPs.

The majority of t hwineBahlécsuntges, sguwhastheogd o t ¢
importing countries of the Middle East, rapidly growing economies in Asia as

well as Russ and Belarus. However, an important share, around 44%, of these
exports is destined for VDCs. This share has nohgbd much over the past
decadeThemost important importers of EWMP among the/DCsare indicated

in Table 5.Top importers of EU WMP among VDCs, tonnes, 2048

Region Count Average Average Growth
9 Yy 20052007 20162018 20052018 (%)
Nigeria 40,780 19,137 -53

12 Butter price data are from the FAO glolimbd pricedatabase
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