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The globalisation which accompanies us as we move into the 21st
century is generating far-reaching interaction between the areas, economies
and peoples of various countries.

CIHEAM is publishing this year its second annual report “Development
and agri-food policies in the Mediterranean region.”

Part |1 of the present 1999 edition analyses the prospects which are
opening up for the agro-food systems in the Mediterranean basin with a
view to creating a Euro-Mediterranean free trade zone by 2010 and to
accomplishing transition in the context of a globalised economy.

The information needed for drawing up Part 1l, and more specifically
for the chapter on the agricultural sector in the national economies of
CIHEAM member countries, has been drawn from the country reports
submitted by a co-operative network of correspondents, which also
provide the background for the general design of the report.

This network of correspondents is composed of Mr. Ahmed Mahmoud
Abu-Zeid (Egypt), Mr. Najib Akesbi (Morocco), Mr. Slimane Bedrani
(Algeria), Mr. Luis Bruno Dimas Fernandez (Portugal), Mr.José Maria
Garcia Alvarez-Coque (Spain), Mr. Mouin Hamzé (Lebanon),
Mr. Mustapha Lasram (Tunisia), Mr. Giulio Malorgio (Italy), Mr. Gérard
Miclet (France), Mr. George Mergos (Greece) and Ms. Berna Turkekul
(Turkey).

Both the full report and the country reports will also be published in
electronic format on the following web site:
www.iamb.it/ciheam/report/indice.html
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CIHEAM Mediterranean Agronomic Institutes and the personal
contribution of Mr. Mohamed Larbi Firdawcy (Morocco) helped to give
substance to Part 11l on sustainable rural development in the Mediterranean
region, a topic which will be the subject of a seminar which CIHEAM is
due to organise in Morocco in April 2000.

The present report has been drawn up under the supervision of
CIHEAM Secretary General, Mr. Enzo Chioccioli. The editorial team,
coordinated by Mr. Antonio Di Giulio (CIHEAM) was composed of
Mr. Mahmoud Allaya (CIHEAM - Mediterranean Agronomic Institute in
Montpellier), Mr. Najib Akesbi (Hassan Il Institute of Agronomy and
Veterinary Medicine, Morocco), Mr. José Maria Garcia Alvarez-Coque
(University of Valencia, Spain), Mr. Giulio Malorgio (University of
Bologna, Italy), Mr. George Mergos (University of Athens, Greece) and
Mr. Albert Simantov  (Delegate representing Greece on CIHEAM
Governing Board).
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Pr ef ace

After the publication of the first report on 1998, the second edition,
which focuses on 1999, is now being presented on time; CIHEAM is
thus honouring its commitment to draw up a periodical document
reflecting the general development of the agricultural and agri-food
sectors in CIHEAM member countries, which would thus constitute
an instrument of knowledge, analysis and reflection on the main
problems and events affecting the agricultural and food economy in
the region.

Following the publication of our first report we received numerous
messages of appreciation and encouragement:. members of
government, members of parliament, officials of international
organisations and national administrations, representatives of
scientific institutions and professional organisations, and economic
operators all wished to welcome our initiative and, in some cases,
also kindly suggested several lines of thought or proposed subjects
which should be examined in greater depth in future editions.

We were honoured to present our first report before the Agriculture
and Rural Development Committees of the European Parliament as
well as the Parliamentary Assembly of the Council of Europe, where
our project was also openly supported.

All in all, it seemed to us that we could take all of the comments and
encouragement we received as an approach which was generally
shared and an invitation to continue our work, whose purpose is to
identify and voice a reality too often neglected in international
scenarios — the agricultural reality of the countries of the
Mediterranean Basin at a turning point in their history, which has
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been marked by the phenomenon of globalisation and the current
attempt to create a real Euro-Mediterranean partnership with Europe.

The validity of our project was formally confirmed at the meeting of
the Ministers of Agriculture of CIHEAM member countries which
was held in Rome on 11 May 1999 for the first time in the history of
our organisation. At that session the Ministers expressed their
satisfaction at the publication of our report, which constituted the
reference document for the internal discussions. They considered that
the report “helped to strengthen co-operation in the agricultural
sector in the Mediterranean region” and saw it as a point of departure
from which CIHEAM could “develop its mission of following up on
agricultural and agri-food policies so as to become a veritable
observatory for these policies in the Mediterranean region”.

A further event which deserves mention in this context is the decision
taken by the Orientation and Managing Committee in charge of
implementing the regional co-operation programme drawn up and
agreed between CIHEAM and the European Commission to include
our report in the programme henceforth as an instrument coming
under the chapter entitled “Aids to decision-making”. This
deliberation means that from now on and throughout the rest of the
current programme our report will be financed from the funds
allocated to the programme, whereas the first report was financed
solely with CIHEAM funds. But quite apart from purely financial
issues, which are no doubt of considerable importance, what is highly
significant here is the fact that a body on which the officials of the
institutions in the partner countries, which are the final beneficiaries,
are represented, should have decided to regard our report as a tool
necessary to the development of co-operation in the agricultural
sector in the Mediterranean region and thus as a particularly
appropriate instrument of aid to decision-making.
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I1.  The structure of the present report is based on that of the first edition.
Essentially, it can be divided into four parts:

= Part I, composed of two chapters, analyses the issues at stake in
the multilateral negotiations within the World Trade Organisation
for the agricultural sectors of the Mediterranean countries and
outlines developments following Agenda 2000, the common
agricultural policy and its connections with the countries in the
Mediterranean and in Eastern Europe.

Whereas emphasis is laid in Chapter 1 on the agricultural systems
of the countries on the Southern and Eastern shores of the
Mediterranean and on the questions which arise for the
agricultural policies of those countries in the present phase of the
negotiations, Chapter 2 deals with the aspects relating to the
common agricultural policy of the European Union and its
external implications with a view to providing readers, and those
in the partner Mediterranean countries in particular, with relevant
data and information on the development of a policy with which
they are not necessarily familiar.

= Part 11, which focuses on sectoral and national analyses, outlines
the trends in the agricultural economies of CIHEAM member
countries. This section is a summary of the contributions
submitted by the national correspondents operating in an
interactive network under the responsibility of the Editing
Committee and demonstrates the advantage of working as a
collegiate body, a method well tested in the elaboration of the first
report.

= Part I11, in which the intention is to deal each year with a subject of
major interest for the Mediterranean region, broaches the topic of
sustainable rural development in the present edition. The choice of
subject is explained by the importance which all of CIHEAM
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member countries attach to sustainable rural development policy and
by the fact that in the context of the regional co-operation
programme which is being co-financed by the European
Commission, CIHEAM will be organising a large-scale
international seminar on the subject with a view to providing a
concrete contribution for political leaders in the region.

After giving the background and presenting the preparations for
the seminar, our report comprises original papers from CIHEAM'’s
four Mediterranean Agronomic Institutes - the MAIs in Bari,
Chania, Montpellier and Zaragoza — which together evidence the
efforts which CIHEAM is making in this strategic field to promote
the economies of the member countries in general and to develop
co-operation.

= Part IV contains series of statistical data which were already
included in the first edition and have been duly updated as well as
a list of bibliographical references relating to the various chapters
of the report.

Although the report is to be evaluated as a whole to get a picture of
the general trend of the agricultural and agro-food economies of the
countries in the region and thus assess the consolidated data which it
makes available to political leaders, it is nonetheless clear that the
guestions raised in Part | of the report constitute the most sensitive
political issues for the future of co-operation in Mediterranean
agriculture.

Is it in the interests of the countries on the Southern and Eastern
shores of the Mediterranean to develop this co-operation in
agriculture and to build up the “common approach to the important
dates and major international negotiations that lie ahead”, which was
advocated in the conclusions of the Ministers of Agriculture of the
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CIHEAM member countries at their meeting in Rome on 11 May
1999?

And, likewise, are the countries in the south of the European Union
prepared to embark on that course?

The fact that all of CIHEAM member countries have agreed to pursue
the dialogue opened in Rome and have undertaken to meet again in
Morocco in the course of the year 2000 once the preparatory work has
been carried out by a working group which is to be convened very
shortly is already an encouraging initial response.

Meanwnhile, in both Part | and Part Ill, which focuses on sustainable
rural development, we are careful to point to the advantage of
devoting some of the financial resources which the European Union
places at the disposal of the partner Mediterranean countries to
developing co-operation in agriculture and improving agricultural
structures and rural development. For we are convinced that the
objectives relating to the diversification and complementarity of
agricultural commodities which are set out in the Barcelona
Declaration of November 1995, which launched the process of Euro-
Mediterranean partnership, would be better served if European
financial aid were reoriented to benefit the agricultural sector and
rural development in the partner Mediterranean countries.

CIHEAM, for its part, is making every effort within the limits of its
means, including those which it mobilises in its relations with certain
governments of its member states and in particular with the
European Commission, to integrate the most advanced technologies
which technological progress is making available to society into the
new knowledge, bearing in mind that the efforts it makes must help
to reduce inequalities in access to strategic information in order to
guarantee all of the countries in the region sustainable development.
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If the present report is received as favourably as the previous edition
we can consider ourselves satisfied. At all events, what could have
been termed an ambition when our first report was published is now
taking on the dimension of a definite fact: in publishing its report,
CIHEAM has the prospect of becoming a veritable observatory of
Mediterranean agricultural and agri-food policies and thus of
providing political leaders in the region with the arena of reflection
and analysis that is so necessary for consolidating co-operation.

Enzo CHIOCCIOLI
CIHEAM Secretary General
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1  World trade and Mediterranean agriculture

1.1 - Introduction

Despite the diversification of the Mediterranean economies, agriculture
is still an important sector for most of them, a fact which is shown clearly in
Part 1, Chapter 3 of the present annual report. The rural population still
accounts for over 30 percent of inhabitants in several Mediterranean
countries (MCs) and for a substantial share of aggregate employment, and
agriculture still accounts for a share in total GDP higher than the 10 percent
in Algeria, Egypt, Morocco, Syria, Tunisia and Turkey.

The Mediterranean region as a whole is a major global market for
agricultural and food products. As a region, it is one of the largest
producers and importers of food and feed grains in the world. The region
includes Egypt, the largest wheat importer in the world, and France and
Turkey, two of the largest wheat producers.

Several Mediterranean countries, especially in the South, are
characterised by rapidly growing populations, rising real incomes, and
changing diets as consumers reduce their intake of grains and add more
livestock products. While the overall population is growing, the region is
experiencing a declining agricultural population.

The combination of increasing demand for food and decreasing
resources for agriculture (increasing urbanisation has reduced the
availability of water) has overwhelmed the region's capacity to meet its
consumption needs, especially in the South and East Mediterranean. As a
result, food and agricultural imports in many of the MCs continue to grow,
led by food and feed grains, oilseeds and oilseed products, and cotton. The
Mediterranean region is also a producer and exporter of food and feed
grains, fruits, nuts and vegetables, cotton, and tobacco. In terms of exports,
agricultural produce is by far the most important in Morocco, where it
accounts for 30 percent of total exports.



However, there is a bilateral dimension in agricultural trade, which
involves huge asymmetries between the different shores of Mediterranean
Seal. Non-EU-member Mediterranean countries provide the European
Union with a substantial external market, and the EU is the main outlet for
exports from many of these countries. The EU trade balance of agricultural
products with non-EU-member Mediterranean countries was over 800
million Euro in 19962.

Despite the weaknesses experienced in the past, the EU is optimistic in
strengthening the current Mediterranean policy by continuing the
Barcelona Process, which should lead to a Euro-Mediterranean Free Trade
Area by the year 2010. It is being realised more and more that the problems
of the South and East of the Mediterranean are spreading into Europe one
way or another: illegal migration, drug traffic, the threat of unrest in some
oil-producing countries, the risk of conflict in the Balkan region.

However, the development of the Barcelona process lacks emphasis on what
could be an area of common interest for the Euro-Mediterranean partnership — that
of agriculture. As an example of the problems on hand, the degree of
liberalisation of trade in agriculture will be low within the FTA framework,
while the main difference with former Mediterranean agreements is now
the EU’s demand for reciprocity in the manufactured goods trade.

Given the significance of agriculture in Mediterranean countries, it is
remarkable that this area has not attracted more interest in the three Euro-
Mediterranean conferences convened to date. Politically, this could be explained
by the strong market competition which exists for some of the products
typical of the region. Several Mediterranean countries show a very similar
export product composition. This is the case with Cyprus, Algeria, Spain,

1 Dervis, K., Bocok, P. and Devlin, J. (1998): Intraregional trade among Arab countries.

Building a competitive economic neighborhood. Middle East Institute 52™ annual
conference, Wash. D.C.

European Commission (1997). The non-EU group includes Malta, Turkey, Morocco,
Tunisia, Libya, Egypt, Cyprus, Lebanon, Syria, Israel and Jordan.



Israel, Turkey, the Balkan countries and Morocco, all of which have an
agricultural sector orientated to “speciality products”, mainly fresh fruit
and nuts, and preparations of those products. Turkey, Israel and Morocco
are the main non-EU exporters of these typical Mediterranean products,
and the EU was a net importer of these “speciality products” for a long
time. The enlargement of the EU to include Greece and later Portugal, but
especially Spain, brought a change in the traditional trends. EU imports of
horticultural products from the non-EU Mediterranean countries are clearly
constrained by the Common Agricultural Policy (CAP).

The status of the agricultural chapter in the current Agenda of
negotiations needs to be clarified as far as the Mediterranean countries are
concerned, from both the multilateral and the regional point of view. In the
following pages, we will first review the status of the Barcelona process
and will then refer to the possible impacts on the agricultural and rural
economies which could ensue from the ongoing process of reforms which
is taking place in Mediterranean countries, with particular reference to the
Millennium Round and the Arab Free Trade Area (AFTA). Although some
of these reforms do not deal specifically with agriculture but with other
areas of economy, they also clearly affect the agricultural sector indirectly.
Our assessment of these reforms is bound to tell us something about the
need for special treatment of the agricultural and rural sectors, not only because
of their significant contribution to economic development but also because
they play a "multifunctional” role that goes beyond productive aspects. One
aspect to which we will devote some of our attention is the environment.
Section 1 of the present Chapter concludes by stressing that co-operation in
the area of agriculture will bring more advantages than disadvantages for
Mediterranean producers in a globalised world.



1.2 - The Status of the Euro-Mediterranean Partnership

1.2.1 - Implementation of the Barcelona Process

The new approach of the Euro-Mediterranean partnership was

outlined at the Barcelona Conference in November 1995 and focuses on a
Free Trade Area (FTA) between the EU and the Mediterranean countries.
The association agreements have aimed to establish a free trade area for
each partner country, covering negotiations on free trade of manufactures,
extending concessions in agricultural goods and also providing substantial
financial aid to assist the necessary adjustments.

By spring 1999, progress had already been made in the implementation

of this policy:

In the Mashraq, Israel signed an Association Agreement with the EU in
November 1995, Palestinian Authority followed suit in February 1997,
and Jordan in November 1997. Negotiations with Lebanon and Egypt
were also well advanced, and Syria initiated formal negotiations in
May 1998 3.

In the Maghreb, Tunisia and Morocco signed Association Agreements
in July 1995 and January 1996, respectively, while negotiations with
Algeria were continuing.

Turkey and the EU took a Customs Union Decision (CUD) in March
1995, which entered into effect on 1 January 1996 and led to zero tariffs
for all industrial trade with the EU by 1999; it furthermore made
provision for the adoption of all of the preferential agreements
concluded by the EU with third countries by the year 2001. As a result
of the Helsinki European Council (10 and 11 December 1999) Turkey
has become a candidate State due to join the Union on the basis of the
same criteria as apply to the other candidate States.

3

EU Council mandate of December 18, 1997.



However, some of the negotiations are facing serious difficulties.
Lebanon and Algeria are demanding financial compensation to counteract
the loss of import taxes and the social and economic costs associated with
the increased competition which their industrial economies will face in a
more open trading environment. In addition, Algeria poses the problem of
the lack of mobility of Algerian labour to the EU countries. Egypt has faced
some sensitive issues?, including those related to agricultural trade. The
entry into force of several of the agreements is being delayed because they
have not been formally ratified by some EU member states, as is the case
with the EU - Morocco agreement.

1.2.2 - The Challenges of Euro-Mediterranean Integration

A key implication of the Association Agreements is that, on the one
hand, they enable non-EU MCs countries to commit themselves to a
process of harmonisation of their domestic laws and standards with
international norms - thereby making it easier for domestic producers to
penetrate foreign markets. On the other hand, the EU is committed to
providing financial assistance for the adjustment costs resulting from the
free trade agreements. This is a form of North - South integration which is
well justified as a way of promoting the modernisation of developing
economies.

However, bilateral agreements constitute several challenges. One of the
most important, which is stressed in the literature on regional integration®
is the possible "verticalisation" of trade relations and the emergence of a
"hub and spokes" system in the Mediterranean region in which the
European Union would be the "hub" and the individual Mediterranean
countries the "spokes". In the past, a significant part of Foreign Direct

The "human rights suspensive clause”, the provisions on the "readmission” of refugees,
and the agricultural contingents.

® Handoussa, H. (1999): The challenge of the free trade with Europe: A South Med.
Per spective, Valencia Forum, January 1999.



Investment (FDI) in non-member MCs was linked to the unilateral trade
preferences that the EU granted to these countries. In an FTA context,
European investors may not find it attractive to establish themselves in the
South, because the Euro-Mediterranean agreements do not provide
sufficient incentives for the desired increase in foreign investment flowing
to the non-EU MCs but, paradoxically, draw investments towards the EU.

This "hub and spokes" effect will be stronger unless there is effective
regional integration amongst non-EU MCs. There is a risk that the outcome
of the Euro-Mediterranean process could contribute to the economic
fragmentation of the region and limit the potential for regional co-
operation. Each Mediterranean country would act as a market for EU
enterprises but this would exclude the creation of a real Mediterranean
market.

What is the role of agriculture in the picture drawn? According to De Rosa®,
although many Middle East and North African countries export substantial
amounts of manufactured goods, comparative advantage in a wide range
of manufactures appears significant for only Israel in the region. In
addition, some countries are identified as competitive producers of agricultural
products. With the exception of Algeria and Libya in North Africa, most
Mediterranean countries exhibit a strong comparative advantage in fruit
and vegetables’. Individual MCs also exhibit a substantial comparative
advantage in selected agricultural categories and products. Jordan and
Syria demonstrate international competitiveness in livestock, meats, and
dairy products. Turkey has proved to be a competitive exporter of wheat;
Jordan, and particularly Egypt, of rice; Cyprus, Syria, Turkey, and Tunisia

® De Rosa, D. (1996): Agricultural trade and rural development in the Middle East and
North Africa. Recent Developments and Prospects. Working Paper 1732, The World
Bank, Washington, D.C.

Yeats, A. 1996. Export prospects of Middle Eastern countries: a post-Uruguay Round
analysis. Policy Research Working Paper 1571. International Trade Division. The
World Bank, Washington, D.C.



of barley; Cyprus, Lebanon, Turkey and Egypt of sugar; and Syria and
Egypt of agricultural raw materials.

We would expect the agricultural sector to attract some investment in
Mediterranean countries, helping to counteract the "hub and spoke" effect.
However, this will be possible only if there are adequate regulatory,
trading and financial conditions for that sector to make use of its
comparative advantages. We must consider the various economic, social
and political dimensions affecting Mediterranean agriculture. In the
following pages, we review a number of policy issues which are shaping
investment incentives in the agricultural sector.

1.2.3 - Agricultural Issues in the Euro-Mediterranean Free Trade
Area

An important limitation of the benefits of the Association Agreements
is the absence of a significant increase in access for agricultural exports not
only to the European markets but also to the non-member MCs themselves.
These countries already enjoyed non-reciprocal preferential access under
the 1976 commercial and co-operation agreements with the European
Communities. The Barcelona declaration only stands for a "progressive
liberalisation of agricultural trade", taking the traditional trade flows as a
reference.

We shall now review the status of the agricultural chapter in the
Association Agreements between the EU and Morocco, Tunisia, Turkey,
Israel and Egypt. We find that the impact of the agreements on the
agricultural sector is not the same in all these economies®.

8  Comparative assessments of the Euro-Mediterranean Agreements can be found in

Togan, S. (1998): The EU-Turkey, EU-Tunisia and EU-Israel Trade Agreements. A
comparative analysis, Mimeo, July 25, 1998.
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Morocco

A study prior to the signed agreement® indicated that unrestricted
access for Moroccan fruits and vegetables to the EU would yield additional
benefits equivalent to about 0.25 percent of GDP, primarily by allowing
higher export prices. According to Guesquierel?, the benefits resulting from
the signed agreement would be more limited than estimated in the study
guoted. The agreement actually concluded provides some widening of
Morocco's preferential access for agricultural products between 1997 and
2000, when the agreement will be reviewed, but there are still restrictions.

The inability of the EU Commission to significantly expand export
opportunities was an important stumbling block for Morocco in reaching
agreement with the EU. After lengthy and heated negotiations, Morocco
obtained improved access to EU markets for tomatoes, citrus fruit, and cut
flowers. For example, an additional 150,676-ton tariff quota was given for
tomatoes, of which 5,000 may be shipped in October, and 145,676 from
November to March. Preferential treatment ceases in April, when EU
produce comes to market. Thus, preferential access in the form of tariff
reductions and non-tariff preferences such as seasonal quotas for selected
products still impede Moroccan exports, notably in the areas of vegetables
and citrus fruit. For certain products, Morocco undertakes not to export
more than the agreed tariff quotas. The entry prices faced by Moroccan
exports of certain products such as tomatoes and citrus fruit are also
reduced during certain periods of the season, but this benefit must be
gualified by the fact that entry prices faced by non-preferential exporters
will also be reduced at the pace set by the EU under the WTO. The

Rutherford, T., Rutstrom, E. and Tarr, D. (1993): Morocco's Free Trade Agreement
with the European Community, Working Paper 1173, The World Bank, Washington, D.C.
Guesquiere, H. (1998): Impact of European Union Association Agreements on
Mediterranean Countries, Working Paper 98/116 International Monetary Fund, Middle
East Department, August, Washington, D.C.

10
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preferential status of Morocco will thus suffer a certain degree of erosion
due to multilateral liberalisation within the WTO.

Interestingly, Morocco will maintain the level of border protection of
its own agricultural sector. Whereas Morocco used to grant agricultural
imports from the EU Most Favoured Nation (MFN) treatment, under the
Association Agreement preferential maximum import duties ranging from
2.5 to 215 percent apply to a list of products (mainly edible oils and fats,
cereals, and dairy and meat products). In most cases the tariff reductions
apply only to specified amounts, essentially consolidating existing access
conditions. These tariffs will be lowered if necessary to ensure that quotas
are used to the full. In particular, the cereal, meat, dairy, and sugar sectors,
which are vulnerable to reduced protection, remain broadly unaffected.

Egypt

The definition of the tariff quota to be applied to some agricultural
imports from Egypt has constituted a serious obstacle in the negotiations
with the EU. According to the status of the negotiations at the final stage in
summer 1999, tariff quotas were foreseen for four products: oranges, rice,
potatoes and cut flowers. These are sensitive products for Southern
European EU members but the latter are not the only countries which
posed problems. The main difficulties came from Germany and France,
which objected to the opening of the EU cut-flower and potato markets.

Tunisia

The Association agreement emphasises dual implementation of greater
liberalisation of the reciprocal trade in agricultural and fishery products.
The FTA foresees progressive and reciprocal liberalisation of trade in
agricultural products and extension of previous concessions on a reciprocal
basis. According to the Agreement, concessions are to be re-examined in
the year 2001. Looking at the 5 commodities with a higher share in Tunisian
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agricultural exports, Tunisia has obtained duty-free access to the EU
market for fish, crustaceans, molluscs and dates. Consequently, the issues
of increased agricultural access appear to have been less pronounced than
in Morocco. The exempted quotas for citrus fruit and wine have not been
fully met. Olive oil is an exception: in the case of this product, which is
Tunisia’s major agricultural export item, a customs duty of ECU 7.81/100
kg has been levied on imports into the Community during each marketing
year from 1 January 1996 to 31 December 1999, within the limits of a
guantity of 46 000 tonnes a year. The parties were to reassess the situation
during the second half of 1999 and determine the trade arrangements for
olive oil for the period from 1 January 2000.

Turkey

Until 1995, a preferential regime for trading in agricultural products
laid down in the Additional Protocol, which is the programme for
implementing the Ankara Agreement, worked to Turkey’s advantage. A
new preferential regime on trade in agricultural products, which was
brought into force on 1 January 1998, was laid down by the Turkey-EU
Association Council Decision N0.1/98. As a result of that Council Decision,
93% of Turkey's agricultural exports to the EU will be covered by
concessions. The preferential regime applied by the Community to the
imports of agricultural products originating in Turkey has been determined
by Decisions No 1/72, 1/80 and 1/98 of the EC-Turkey Association
Councils of 1972, 1980 and 1998. According to those Decisions almost all of
the agricultural commodities originating in Turkey are imported into the
Community free of ad valorem duties and the EU applies no tariff quotas to
those imports. Thus, in the case of oranges, Turkey can export the
commodity to EU duty-free and the EU imposes no quantitative restrictions
on the imports of oranges from Turkey.

According to the Custom Union Decision (CUD) Turkey will have to
adjust its agricultural policy in such a way as to adopt the Common
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Agricultural Policy measures in order to establish freedom of movement
for agricultural products. How can Turkey adopt the CAP measures?
Studies have revealed that substantial resources would have to be
channelled into Turkish agriculturell. Since Turkey cannot reallocate
financial resources to agriculture from its own resources and since the EU
would be unwilling to bear the cost, the idea of Turkey adopting the CAP
has had to be postponed. Thus it seems that freedom of movement for
agricultural products between Turkey and the EU cannot be achieved in
the near future.

According to the provisions on processed agricultural products, the EU
charges both ad valorem (industrial protection/industrial component) and
specific duties (agricultural protection/agricultural component) on the
import of these products. Turkey has established a new tariff system
similar to the model in the Community. The CUD determines the
percentage of the price of a processed agricultural commodity which is
"agricultural” as contrasted with the percentage which is "industrial”. Since
the "industrial" component of processed agricultural products will enter
European markets duty-free and since European protection will apply to
the "agricultural” component of these commaodities, Turkish firms in the
food industry will be faced with more competition as the “industrial
component” share increases. Similar considerations will apply in the case of
European firms in the food industry.

On the other hand, since Turkey has granted additional concessions for
certain selected agricultural products, the EU will enjoy preferential
treatment of 33% for its agricultural exports to Turkey.

Building on the results of the Helsinki European Council, Turkey, like
other candidate States for EU accession, will benefit from a pre-accession
strategy for stimulating and supporting its reforms. This will include

1 Togan, S. (1999): Domestic implications of the Trade Agreements the European Union
has concluded with Mediterranean Countries, Valencia Forum, January 1999.
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enhanced political dialogue with emphasis on progress towards fulfilling
the political criteria for accession with particular reference to the human
rights issue. Turkey will also have the opportunity to participate in
Community programmes and agencies and in meetings between candidate
States and the Union in the context of the accession process.

Israel

The FTA foresees progressive and reciprocal liberalisation of trade in
agricultural products and the extension of previous concessions on a
reciprocal basis. According to the Agreement, concessions are to be
reviewed in the year 2000. Article 5 of the Agreement relates to processed
agricultural products and it is similar to the provisions laid down in the
EU-Turkey CUD.

The first 12 commodities with the highest share in Israeli agricultural
exports account for 51.8 percent of those exports. For most of these 12
commodities, the EU has granted Israel duty-free access up to the quota
limits. None of these quotas were binding for Israel in 1996, when Israel
exported 247 thousand tonnes of oranges. Under the new Protocol Israel
can export up to 290 thousand tonnes of oranges duty-free.

1.2.4 - Is partial liberalisation sufficient?

As seen in previous paragraphs, in the case of agricultural commodities
the Agreements foresee progressive and reciprocal liberalisation and the
extension of concessions on a reciprocal basis. Examination of the
prevailing concessions in agriculture reveals that Israel, Tunisia and Turkey
have obtained relatively satisfactory concessions from the EU12, All three
countries have obtained preferential treatment for most agricultural
commodities which account for a relatively high share of their total
agricultural exports. On the other hand, Morocco and Egypt have not met

12 See Togan (1998), op. cit.
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their expectations regarding the agricultural quotas granted by the EU. In
short, the agricultural exception is not perceived in the same way in all
Mediterranean countries. However, from a political point of view, non-EU
Mediterranean countries would need further signals of reciprocity from the EU
side in order to justify the measures undertaken to open their industrial markets.
One signal would be greater access for agricultural products to EU markets.

The deferment of substantive negotiations on the liberalisation of trade
in agricultural products is largely explained by the political difficulties
involved in reforming the EU's CAP and the resistance on the part of
European farmers, who are competing with non-EU Mediterranean
countries. This situation will be re-evaluated in the year 2000 in the case of
Morocco, and in 2001 in the case of Tunisia. By the end of 1999, preliminary
talks between the EU and Morocco on a new Agreement on fisheries had
been initiated within a political environment which did not favour the
adoption of a "positive sum" game strategy. While the EU authorities
insisted that there must be no direct link between the fishing industry and
the agricultural packages!3, farmers in some Southern European countries
demonstrated against the possibility that the EU might introduce new
agricultural trade concessions in exchange for an acceptable agreement for
the European fish industry. These problems illustrate (i) the difficulties in
dealing with socio-economic concerns, which are normally concentrated on
specific territories, and (ii) the need for investing in more significant efforts
to seek cooperative solutions for rural development and the structural
problems of the countries on either side of the Mediterranean.

Given the importance of agriculture in most parts of the region,
excluding agricultural trade from the reciprocal concessions will reduce the
opportunities for private investment to take advantage of the Euro-
Mediterranean economic area. The limited access offered to the non-EU

13 See, for example, statements by Agricultural Commissioner Fischler in El Pais,
6 November 1999.
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Mediterranean countries contrasts with the agreements concluded between
the EU and the Central and Eastern European countries (see Section 2.1.2).

A view which seems to derive from the Berlin European Council (June
1999) is to postpone the regional negotiations and coordinate them with the
next Round so that no further substantial concessions will be granted to
Mediterranean non-EU members until the Millennium Round has been
completed. Bearing in mind that the Millennium Round could close around
the year 2005, the EU considers "gaining time" a possible strategy. By then,
around the end of the time period scheduled in Agenda 2000, EU
agriculture may be in a position to assimilate the Euro-Mediterranean FTA
with all its consequences.

However, it would be naive to think that agricultural development in
the Mediterranean region depends solely on the creation of a Euro-
Mediterranean Free Trade Area. The present report stresses the importance
of other dimensions which influence the climate for agricultural
development in the Mediterranean area.

1.2.5 - Intra-Mediterranean Integration Stages

One alternative for Mediterranean countries within the "preferential”
strategy is to make progress in the forming of a trading bloc
amongst themselves. Eighteen Arab states have actually approved an
implementation programme establishing the Arab Free Trade Area
(AFTA), which came into effect on 1 January 1998. The Arab FTA will lead
to the elimination of import duties and other barriers to trade on goods of
Arab origin over a 10-year period.

Intra-Arab integration could have advantages for its memberst4. There
is some indication that the levels of Arab intra-trade are below normall®.

14 See Zarrouk, J. E. (1998): Arab Free Trade Area: Potentialities and Effects, Paper presented
at the Mediterranean Development Forum, Marrakesh, Morocco, September 1998.
1> SeeYeats, A. (1996) op. cit.
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Furthermore, intra-Arab integration could effectively create a regional
trade pattern, which could contribute to counteracting the "hub and spoke™
effect. Agricultural and food products, which currently account for around
20 percent of intra-Arab exports, are some of the products which will
benefit from enhanced trade among Arab countries. Food products are also
amongst the most dynamic intra-Arab export products, a fact which points
to the existing opportunities for these goods to find export niches in the
regional market and to help the region to overcome food security problems.

However, some temporal exceptions to the implementation of the FTA
are allowed for agricultural products. The implementation programme has
allowed agricultural products to be excluded from the tariff reduction
scheme during the crop/harvest seasons, which amounts to protection of
those products for most of the transition period. According to Zarroukl6,
the decision to allow exceptions even subject to the guideline laid down
could lead member countries to take advantage of this loophole, thus
reducing the ability of the Arab FTA to realise its full potential for regional
trade expansion.

1. 3 - The Multilateral Choice

1.3.1 - MCs and the Millennium Round

Before the Uruguay Round there was virtual anarchy in trade in
agricultural goods. The Uruguay Round began to correct some of the most
obvious external problems but left countries with ample leeway to
maintain domestic distortions in the agricultural sectors. Much of the
agenda for the UR was set by the developed countries!” and was focused
on the products where the greater part of international confrontation was

16 zarrouk, J. E. (1998), op. cit.

" Mkherjee, N. and Rebecca Lee Harris (1999): Getting Ready for the Millenium Round
Trade Negotiations. African Perspective. International Food Policy Research Ingtitute.
2020 Vision. Focus 1, Brief 4, April 1999.
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concentrated, that is to say, "Continental” products such as cereals, oilseeds,
dairy products and meats. As a matter of fact, the interests of Mediterranean
regions have had little political impact on the negotiations and have remained
tangential to the outcome of the UR.

As a result of the decisions taken at the end of the UR, the so-called
Built-in-Agenda, negotiations in agriculture were already scheduled to
start by the end of 1999, but the WTO partners failed to reach agreement on
a new round of trade negotiations at the Seattle Ministerial Conference
(30 November to 3 December 1999), and there are a number of uncertainties
as to when a new round can be launched. The Seattle conference
demonstrated that things could not be confined to reducing tariff and non-
tariff barriers to trade, but it is not clear how other aspects such as
environment and social standards will have to be tackled. The main
agricultural issues concerning multilateral negotiations will be underlined
below. The main trading partners recognise that a new round of
negotiations should be launched as soon as possiblel8. Assuming that
agricultural talks are resumed, Mediterranean countries still face significant
challenges:

a) Continuation of agricultural liberalisation

It is beyond the scope of this report to assess the impact of the Uruguay
Round (UR) and full implementation of the WTO agreements on the
Mediterranean region in quantitative terms?e. This is a difficult exercise in
any event, since many of the commitments cannot be quantified. Many of
the WTO rules relate to transparency, to improved enforcement of
obligations, and to rules of procedure. The UR began to discipline unfair
competition resulting from agricultural subsidies. However, the scope of
the UR was limited, and most analysts have reached the conclusion that

18 See | for example, the US-EU Statement on the WTO (20 December 1999).
19 See Hoekman, B. (1995): The WTO, the EU and the Arab World Trade Policy Priorities
and Pitfalls. The World Bank and CEPR, Washington D.C.
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many countries have been able to implement the clauses of the Uruguay
Round Agreement on Agriculture without a great deal of change in their
domestic policies. This means that the reduction of protection in agriculture
has had to rely largely on unilateral decisions, although UR commitments
have indicated a path of liberalisation for the years that lie ahead.

The implementation of the UR agreements has been confronting the
Mediterranean countries with greater competition on third markets.
Whether or not a WTO member, all countries in the region will be affected
by the continuation of the liberalisation of agricultural trade which is
anticipated as a result of the Millennium Round.

In spite of the economic reforms undertaken in most MCs in recent
years, there is still considerable intervention in agricultural trade in many
countries in the region.

A key finding from studies assessing the UR influence on the
agricultural sector, is that the impact of the Round has been relatively small
and that very much depends on the policy stance that is maintained by
governments?0. Given the high average rates of protection that continue to
exist in many MCs after the Uruguay round, most of the potential gains
that can be realised will come from further liberalisation of domestic, rather
than foreign, markets.

As examples of the post Uruguay Round evolution, the tariff
commitments for Egypt and Tunisia are summarised in Table 1.1 The Table
reveals that the differences between bound rates and currently applied
rates are not great. In addition, as noted earlier, tariff levels in the region
remain high in many countries.

2 JATRC (1997), Implementation of the Uruguay Round Agreement on Agriculture and
Issues for the Next Round of Agricultural Negotiations, Commissioned Paper No. 12 on
Bringing Agriculture into the GATT, Department of Agricultural and Applied
Economics, University of Minnesota, St. Paul MN, October.
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Table 1.1 - Bound versus Applied Tariff Rates, Agriculture

Post-Uruguay round bound Currently applied average
WTO Member average tariff rates (unweighted) tariff rates (unweighted)
Egypt 61 52
Tunisia 41 40

Source: Hoekman (1995): The WTO, the EU and the Arab World Trade Policy Priorities and
Pitfalls. The World Bank and CEPR, Washington D.C. Egyptian data are from Subramanian,
Arvind (1995). Effects of the Uruguay Round on Egypt, mimeo, IMF, April 10.; Tunisian data
are from the WTO Integrated Database.

Agricultural production in most Mediterranean countries is heavily
protected by tariff barriers, and liberalisation would require major
adjustment in the case of several sensitive products, e.g., in the cereal
sector. In Box 1.1, we provide several country cases illustrating their status
with respect to the WTO. Two of the countries referred to, Albania and
Algeria, are currently negotiating their accession to the WTO. Lebanon has
recently been accepted as a new WTO member and Egypt and Turkey are
currently in the process of applying WTO commitments. As illustrated in
the box, the WTO commitments still allow the countries a great degree of freedom
to apply domestic policies, sometimes free-market orientated, sometimes of a
more protectionist nature. This confirms the hypothesis that the orientation
of agricultural policies may be affected by the WTO in the future but is at
present framed by unilateral policy-making.

Box 1.1 - Trade policies in selected Mediterranean countries

Most Mediterranean countries are moving towards a freer trading
environment, but paths are diverse. Albania has undertaken major trade
reforms by liberalising input and product markets, eliminating non-tariff
barriers and significantly reducing state participation in foreign trade (to
less than 5 percent). However, Albania ensures border protection through
the application of import customs duties. The country presents a level of
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10-40% of customs tariffs for the protection of domestic production, and
bilateral negotiations with WTO member countries are expected.

Algeria is also preparing the necessary elements for negotiations with the
WTO and moving towards a more liberal approach in agricultural
market policies. Limited budgetary transfers are still addressed to wheat
and dairy producers or targeted to selected structural investments. A
certain degree of support is also provided by the Office Algérien
Interprofessionnel des Céréales (OAIC), although these funds are
obtained from parafiscal duties on imports and domestic production.

In Egypt, trade reform is being accomplished through the structural
Adjustment Programme. The agricultural reform programme began
effectively in 1986. With regard to agricultural foreign trade, most
changes have been in terms of encouraging the private sector to play a
greater role in the export of agricultural commodities, and the removal of
some restrictions on private exports, particularly of oranges; the private
sector has been allowed to establish stations for packing and preparing
citrus fruit for exports.

Lebanon applied officially to join the World Trade Organisation (WTO)
and the WTO board accepted its membership on 14 April 1998. Although
WTO membership is seen as a way of opening of new markets and trade
exchange possibilities, new import duties were set in April 1999 ranging
from 15 to 105 percent, being higher for goods where local production is
sufficient to cover local market needs.

As a member of the WTO, Turkey has adopted the rules and procedures
governing the multilateral trading system. In this respect, public
subsidies were adapted to comply with the WTO rules and its
international commitments were put into practice as of 01.06.1995.
However, transfers to agriculture in Turkey are still significant.
According to provisional data, the Producer Subsidy Equivalent (PSE)
reached the 37 percent mark in 1997. This result is higher than the level
of 25 percent in 1996 and is also higher than the OECD average, which
is 34 percent. When the composition of support to agriculture is
considered, market price support accounted for over 91 percent in 1997,
and consumers paid 85 percent of total transfers.
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In addition, the recent literature evaluating alternative explanations for
the success of particular countries in attaining and sustaining high rates of
economic growth concludes that while openness to the world economy is
very important, in itself it is not enough?!. Equally important are efficient
public institutions, domestic competition, a well-functioning service sector
(finance, infrastructure, distribution, etc.), investment in human resources
(education), high rates of private saving and investment, and a stable
macro-economy. None of these factors can be imported through trade
liberalisation.

b) Inequalities in support for various agricultural goods.

As seen in the previous paragraphs, the extent of UR commitments in
agriculture trade liberalisation has been quite limited in most MCs which
are WTO members. The situation is not much different in some of the
industrial economies which grant high levels of support to their
agricultural sectors.

Around the world, agricultural protection continues to be concentrated
in a small number of countries and commodities. Levels of support in
OECD countries remain very high, with 280 billion US$ in total transfers to
agriculture in 1997. Export subsidy capacity in the major economies will
remain high following implementation of UR reductions in 2000. For
example, the United States and the European Union will still be able to
subsidise a combined total of nearly 29 million tonnes of wheat and wheat
flour. As stated in the 1998 CIHEAM Report, outside the EU, in the

21 See Hoekman, B. (1997): Free Trade Agreements in the Mediterranean: A Regional
Path Towards Liberalization? The World Bank and the CEPR, Washington, D.C.
Stiglitz, J.E. (1999): Two Principles for the Next Round or, How to Bring Developing
Countries in from the Cold The WTO/World Bank Conference on “Developing
Countriesin aMillennium Round” WTO Secretariat, Centre William Rappard, Geneva,
20-21 September 1999.
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Mediterranean area only Turkey, Israel and Cyprus are authorised to
subsidise exports, although at a much lower percentage than in the EU.

In the agricultural sector, high tariffs, or tariff peaks of over 100 percent
are common. However, most of the tariff-peaks affect Continental products,
while Mediterranean products are in general less protected than
Continental products. This is the case in the EU where there are significant
differences in the levels of support among agricultural goods. Table 1.2
shows that the share of Mediterranean products in public support to
agriculture is lower than the share of these products in total agricultural
Gross Value Added (GVA). Levels of support have been estimated by a
study conducted by the University of Valencia (UPV) in terms of Producer
Subsidy Equivalents (PSE).

Table 1.2 - Share of agricultural activities in Gross Value Added (GVA),
agricultural support and final production, 1995 (figures)

Percentage share of Percentage Share  Percentage share of
Mediterranean products  of Mediterranean  most supported prod

intotal GVA at market  productsin total uctsin final
prices PSE (1) production (2)
Greece 59.2 46.1 23
Italy 52.8 22.8 28
Portugal 48.7 19.3 26
Spain 50.7 22.8 21
EU 12 35.2 10.4 419

(1) Mediterranean products: fruit, vegetables, wine, olive ail, rice, tobacco and cotton
(2) Most supported activities: arable crops, cattle and dairy.

Source: Garcia-Alvarez-Coque et al. (1999): "Los efectos distributivos de la PAC y la
cohesion. Un punto de vista mediterrdneo”, Revista Asturiana de Economia, RAE, 14, pp. 27 -
50, Figures are based on OECD estimates and the SPEL database data. The calculations for
Mediterranean products were based on the methodology indicated in Nucifora and Sarri
(1997): Levels of protection for the fruit, vegetables, olive oil and wine sectors of the European Union,
Quaderno per Discusione N° 19, Universita degli Studi di Siena, Dipartimento di Economia
Politica.
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This lack of harmonisation of protection levels between products,
which is coupled with the heterogeneous national patterns of productive
specialisation, determines an unequal pattern of actual levels of CAP support
between the different EU members. Table 1.3 shows the national levels of
support that the CAP grants to agriculture, estimated in PSE terms.

Table 1.3 - Producer Subsidy Equivalents in EU countriest 1995

Country PSE/AWU2 PSE/Ha Percentage PSE (of GVA afc)3
Austria 11561 498 47
Belgium-Lux. 24867 1434 76
Denmark 26082 812 54
Finland 5022 431 33
France 16799 591 59
Germany 17856 731 66
Greece 4443 511 35
Ireland 11184 560 76
Italy 5982 611 40
Netherlands 17115 1949 45
Portugal 1777 212 36
Spain 6416 204 41
Sweden 15182 432 76
United Kingdom 20226 493 70
EU 15 10279 514 52

(1) The PSE isan indicator of the value of monetary transfers to agriculture resulting from
agricultural policies. Two types of transfers are included: consumer transfers (through
domestic market prices) and taxpayer transfers (through budget spending). Includes own
estimates for Mediterranean products (fruits, vegetables, olive oil, wine, tobacco and
cotton), as well as OECD calculations for Continental products.

(2) AWU: Agricultural Working Unit.

(3) The percentage PSE is the value of transfers as a percentage of Agricultural Gross
Value Added at factor costs.

Source: Garcia-Alvarez-Coque et al. (1999): "Los efectos distributivos de la PAC y la cohesion.
Un punto de vista mediterraneo”, Revista Asturiana de Economia, RAE, 14, pp. 27 - 50, Figures
are based on OECD estimates and the SPEL database data. The calculations for Mediterranean
products were based on the methodology indicated in Nucifora and Sarri (1997): Levels of
protection for the fruit, vegetables, olive oil and wine sectors of the European Union, Quaderno per
Discusione N° 19, Universita degli Studi di Siena, Dipartimento di Economia Politica.
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As seen in Table 1.3, the Northern member states normally show
higher levels of agricultural transfers, in terms of PSE per Agricultural
Working Unit (AWU). Results are referred to year 1995, which reflects the
situation after the MacSharry reform (1992) and before the Agenda 2000
package (1999). In 1995, PSE per AWU was over 20 thousand Ecu per AWU
in Belgium, Denmark and the United Kingdom, while the indicator was
over 15 thousand Ecu in The Netherlands, Germany, France and Sweden.
In Southern European countries, PSE per AWU ranges from the highest
level, reached by Spain (6.416 Ecu per AWU), to the lowest level, reached
by Portugal (1.777 Ecu per AWU).

National disparities in CAP support are also evident when assistance is
measured in terms of PSE as a percentage of total agricultural Gross Value
Added (see column 3 in Table 1.3). EU agriculture actually receives a
significant level of transfers, which lie around 52 percent of agricultural
total Gross Value Added. This percentage is above average in most
Northern European states such as Ireland, Belgium, Luxembourg,
Germany, France, Austria and Sweden.

The unequal levels of EU support between the different agricultural goods and
between nations is a major cause of loss of confidence amongst Southern European
farmers not only regarding the advantages of the CAP but also as regards the
consolidation of a Euro-Mediterranean Free Trade Area. The way to correct
these imbalances probably does not rely on an increase in CAP levels of
support for Mediterranean products in order to harmonise them with the
existing levels of support for Continental products. However, the EU
should look at further CAP reforms in order to address the overall rural
objectives more directly. This implies a lower emphasis on "property
rights" to past levels of support. The standard schemes have given
precedence to support to Northern EU farmers.

Even after Agenda 2000 (refer to Chapter 2.2), the EU continues to link
most domestic support to Continental producers through the so-called
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"blue box"™ payments. These are direct payments to cereal and oilseed
producers, as well as premiums for cattle, implemented in the 1992 reform.
At present they are exempted from the WTO reduction disciplines.
However, in terms of economic rationality, these payments cannot be
considered totally decoupled from producers' incentives. In addition, they
do not represent signals towards a rural development policy geared to
competitiveness and the environment.

"Multifunctionality" is a key concept used by the EU in its current
strategy facing the Millennium Round. The connection between blue box
payments and multifunctionality is far from direct. We wonder to what
extent it might be in the interests of Mediterranean agriculture to defend a
multifunctional approach.

¢) In search of multifunctionality

References to the European agricultural model made by EU institutions
are based on the assumption that the role played by agriculture in modern
societies is not simply the provision of food and raw materials, but also
includes a set of social functions related to diverse aspects such as regional
development, erosion prevention, and the conservation of biodiversity and
landscape quality. The concept of the "multifunctionality" of agriculture
refers to the analysis of the so-called non-economic objectives of agricultural
policies. Some claim a certain exceptionality of treatment for the agricultural
sector in order to achieve those objectives.

Although the term "multifunctionality” is still a matter of great debate,
the Agriculture Ministers of the OECD area agreed at the March 1998
Summit on the idea that the agricultural sector performs various functions
extending beyond its traditional role as a food-producing sector.
"Multifunctionality” is not an objective in itself but is a "framework for
analysis" or a conceptual approach which helps bring order to the
complexity of agricultural policy reform. In the area of environmental
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protection emphasis has often been placed on the positive externalities
produced by agricultural activity, particularly on preserving the present
rural landscape - which would provide both aesthetic benefits and leisure
space for city-dwellers - and on the protection of biodiversity.

The WTO neither encourages nor discourages "multifunctionality” as a
goal, although the concept could be linked to the so-called "non-trade
concerns” addressed in Article 20 of the UR Agreement on Agriculture. In the
European Union this term is frequently referred to as an argument that
could strengthen Europe's negotiating position in the WTO. Nevertheless,
it is not yet clear how the concept of "multifunctionality” will be used during
the negotiations and translated into operational proposals.

The central issue addressed is the extent to which the agricultural trade
regulations adopted at the Uruguay Round, or their foreseeable evolution in the
forthcoming negotiations, are compatible with the establishment of the new
agricultural policy objectives in the environment, food safety or rural development
fields.

It is not clear whether giving indiscriminate support to agricultural
production is the most appropriate means of achieving multifunctional
goals. A frequently cited example of a non-conventional objective of
agricultural policies is the promotion of rural development. It is difficult to
justify the use of agricultural price support as the best way of maintaining
employment in remote rural communities. It seems quite clear that the
most efficient solution is not to apply border protection measures to
agricultural trade in general but to promote the application of a package of
measures targeted at vulnerable areas more directly, and also to support
the public services of communications, health care and education, which
guarantee the welfare of rural citizens.

In theory, a comprehensive package of measures towards the defence
of specific aspects of rural life can be compatible with a freer multilateral
trade system, provided that the instruments used are sufficiently
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"decoupled" from short-term productive decisions. Such instruments can be
set up within the green box established at the Uruguay Round.

In the introduction to the legislative proposals to Agenda 2000, the
Commission suggested that an essential difference between the European
agricultural model and that of its competitors was the "multifunctional
nature of Europe’s agriculture and the role it plays in the economy and the
environment, in society and in preserving the landscape, hence the need to
maintain farming throughout Europe and to safeguard farmers' incomes"
(Document COM 153 of 18.3.1998, p. 7).

One possibility, in the European case, would be to understand
"multifunctionality” as a defence of the "green box". As a matter of fact, formal
recognition of the green box would implicitly contribute to the political
acceptance of the rural specificity at the WTO level. The introduction of
new, more specific measures such as "green box" support implies a more
selective approximation to agricultural reality in that public spending is
more efficient than it would be if the same amount of money were allocated
indiscriminately and has the advantage of not interfering with the price
system. The "green box" contributes to giving weight to the concept of
"multifunctionality”. According to this concept, agricultural policies can be
considered within the wider framework of the integral rural policy. This
approach refers to measures leading to a comprehensive rural development
strategy. On the one hand, farmers play an important role in preserving
rural assets and landscape. On the other hand, this approach recognises the
need for alternative sources of income as an integral strategy for the rural
economies.

However, as we discuss below, many Mediterranean areas present a
very fragile environment and economic activity. Reform leading to radical
market liberalisation could put these areas under pressure and the risk for
further depopulation and land degradation would increase. Given the
fragility of many rural areas in Mediterranean countries, a trade liberalisation
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package should not be adopted without a parallel package addressing
multifunctionality. The Millennium Round as well as the possible inclusion
of agriculture in the Euro-Mediterranean FTA would expose agricultural
systems to increased competition. "Green box" policies could be one of the
ways of preparing rural areas for facing the new liberalised scenarios.
However, it is not clear that the funds currently allocated to Mediterranean
agriculture are sufficient to facilitate the adjustment process. The green box
has to be filled with measures which cost money, and this can become a
problem in developing countries subject to strong fiscal constraints.

1.3.2 - Issues of negotiations

One of the advantages of the Uruguay Round was that it established a
point of reference for the continuation of negotiations. The experience of
recent years has led to the identification of interests, which makes it
relatively simple to make predictions about the reforms that might emerge
from the next Round.

Some of the key issues of the future negotiations are set out in Box 1.2

Box 1.2 - Key issues of the negotiations

Method of calculation of domestic support (global reduction or reduction
by products)

Stricter criteria for the delimitation of the green box

Continuation of the "blue box"

Continuation of non-tariff protection measures

Preservation of the Special Safeguard Clause

Gradual elimination or substantial reduction of export subsidies
Disciplines in the area of export credits

Continuation of the peace clause beyond 2004

Redefinition of state trading companies to conform with WTO
regulations

Introduction of the multifunctionality of agriculture and biotechnology
in the field of trade
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In the area of market access, new tariff reductions will be negotiated.
Josling and Tangermann refer to the existence of the so called "policy
water", concerning the excessive and unnecessary protection, which should
be abolished by means of a reduction of tariff ceilings?2. It would be no
surprise if the Round agreed average reduction levels of a similar size to
those agreed in the last Round. However, as stated above, tariff dispersion
creates a problem leading to very high tariff levels ("tariff peaks") in the
case of many products.

One specific aspect to be negotiated, related to Mediterranean interests,
is the special tariff system applied by the EU to fruit and vegetable imports.
The European Union had to replace the reference price system after 1995
according to the commitments it undertook in the Agreement on
Agriculture. The reference price system was considered to be a non-tariff
barrier and was consequently subject to tariff-fixing. However, rather than
undertaking direct tariff-fixing, the EU modified the old reference price
system. There is now an entry price and two different tariffs. For imports
respecting the entry price, the lower “normal” tariff is applied (tariffs
which were already bound before the Uruguay Round) and for imports
coming in at a c.i.f. price lower than the entry price a variable percentage of
the equivalent (maximum) tariff is applied. The new entry price system is
administered at a shipment-by-shipment level and allows preferential
treatment. However, the administration of the system is far from
straightforward and transparent and there are therefore bound to be
proposals to introduce full tariff-fixing in the entry price system.

Another area of negotiation is that of tariff rate quotas (TRQSs).
Although TRQs were designed to guarantee market access for imports,
their administration by governments has in fact led to controversy. TRQs
have in practice become a new channel for discretionary government

2 Jodling, T. and Tangermann, S. (1999): Implementation of the WTO Agreement on
Agriculture and Developments for the next Round of Negotiations Paper prepared for
Plenary Session One of the EAAE 9th Congress, Warsaw, August, 1999.
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intervention, due to the management of procedures to grant import
licences. A further possibility could be to impose stricter regulations on
licence-granting procedures or to introduce innovative formulas such as
licence auctioning. Another controversial issue will be the Special
Safeguard Clause agreed at the Uruguay Round. Some WTO members
consider it excessive and propose that it be gradually dismantled or at least
that "trigger prices" be decreased.

It is in the area of export competition that the European Union may face
severe restrictions, since some countries are again supporting the "zero
option", i.e. the total elimination of export subsidies. A "fine tuning" of the
very definition of export subsidies might be considered: there are some
forms of subsidy which have somehow escaped WTO disciplines, such as
export credits and other forms of indirect subsidy, like those awarded by
the Marketing Boards. Disciplines for all forms of export support will have
to be negotiated in the next Round.

In the area of domestic support, the next Round will reconsider several
issues:

- The reduction of domestic support (the "amber box"). This has not
proved to be a serious problem for the European Union because the
proposed reduction applies to the total (agricultural sector-wide)
aggregate support rather than applying to specific products within the
agricultural sector. (Aggregate Measure of Support).

- The legitimacy of the "blue box", which was originally based on a
political agreement between the United States and the European
Union. Many countries, among them the United States, following its
agricultural legislation of 1996, are in favour of the elimination of the
"blue box", on the basis that this would help to strengthen the
multilateral nature of the WTO.

- Astricter definition of the "green box". Support from the "green box" has
been the paradigm of support exempt from reduction commitments.



32

One part of this support would not be considered a "subsidy" but the
remuneration which society provides for its farmers for the provision
of externalities or public services such as the preservation of the
environment.

Problems will be posed by the difficulty in identifying what proportion
of green box support is really decoupled ("green") and what proportion
might involve a distortion of trade. At the forthcoming round of the WTO,
some countries are expected to press for evidence that the pro-
environmental policies, using direct payments to farmers as an incentive,
have indeed produced tangible benefits — a fact which it is difficult to
demonstrate empirically for the moment.

As can be seen, many of the issues in the negotiations were begun at
the Uruguay Round. But the next Round will introduce new issues, which
have not yet been sufficiently debated. One such issue is that of state trading
enterprises (STEs). State trade is still a chosen formula in some developing
countries and, in particular, in countries which are not yet members of the
WTO. A total ban on this type of trade would practically prevent potential
members from joining the WTO. Consequently, alternative formulas will
probably be discussed, proposing more competition in import markets or at
least insisting that state enterprises comply with WTO regulations
requiring transparency in agricultural trade.

The importance of the agricultural debate is reflected in the questions
posed by the series of trade disputes within the WTO Dispute Settlement
system. Some of these disputes, like the hormone panel, have touched on
issues that are very sensitive for European public opinion, such as
consumer health. Following its defeat in the beef hormone dispute, fear is
rising in the European Union over its having to open its borders to imports
of foods with characteristics which undermine consumer confidence and
which may eventually cause a collapse in demand in certain sectors of
production.
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If agricultural negotiations at the next Round do not run smoothly, it is
possible that the Dispute Settlement Body of the World Trade Organisation
will (by default) become an increasingly important forum for the
development of agricultural trade legislation. The panels of the World
Trade Organisation will be asked to make decisions on an increasing
number of matters. To prevent this situation, the EU could try to use the
overlapping of regional and multilateral negotiations to obtain the support
of the Mediterranean countries for the Community's proposal to extend the
"peace clause" beyond 2003.

What will be the position of Mediterranean countries with respect to
agricultural trade liberalisation? It could be recognised that almost all
Mediterranean countries face the choice of "preferential® versus
"multilateral" liberalisation, and this could become a difficult decision.
Trade theory usually considers preferential trade liberalisation as a second-
best option. According to this view, "locking in" policy commitments for
domestic market access with the World Trade Organisation (WTO) and the
adoption of international standards constitute a better option. Countries
derive more benefit from the world markets at large than from preferential
trade liberalisation. However, if one examines the learning-by-doing
process in export-oriented industries, in the South East Asian countries,
those industries generally started by aligning their production standards to
one major foreign market (Japan) for access before learning to adapt
production to international norms. In this respect, the experience of
Southern European countries within the EU could be considered as a
successful process of trade reforms through the opening of their markets to
other EU countries. There is no reason why the same could not happen for
most Mediterranean countries which are negotiating Association
Agreements with the EU or amongst themselves in the context of the intra-
Arab Free Trade Area.



1. 4 - Globalisation and Environmental concerns

1.4.1 - Sustainable Development in Agriculture

Agriculture is a human activity which makes the widest use of natural
resources, chiefly land and water, and, for this reason develops deep
interactions with the environment. Sustainable development is a theoretical
concept originally linked to the capacity of exploitation of a natural
resource without ever exhausting it. In a wider perspective, the Bruntland
Commission gave an especially valid definition: “sustainable development is
development that meets the needs of the present without compromising the ability
of future generations to meet their own needs" 23,

In the long term, world food production will have to increase
considerably in order to cope with population growth and meet the
enhanced purchasing capacity of the world’s population. Some estimates
indicate that world cereal production must grow by 40 percent above
present levels in order to meet world demand towards the year 2020. In the
Mediterranean area, the greater part of this increase in production will
come from crop yield growth because, with the exception of specific
regions, no significant increase in the total area of cultivated land is
envisaged.

Agricultural yields are influenced by the quality and properties of soils,
such as their nutrient content, water-holding capacity, salinity, organic
content, etc. The loss of soil quality negatively affects agricultural
productivity to varying degrees, depending, amongst other factors, on the
extent to which the quality of the soil can be complemented or substituted
with the use of agricultural inputs. The consequences of productivity loss
through soil degradation are far-reaching. Agricultural income and

% World Commission on Environment and Development (1987) Our Common Future.
Oxford University Press.
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economic growth are threatened when the loss of soil quality leads to lower
output or higher cost of maintaining previous yields.

At present, the effects of soil degradation are evident where irrigation
systems have not been effectively employed, in marginal areas, and where
production has been intensified in response to population growth.
Problems arising from loss of soil quality are registered in many countries,
also in the Mediterranean region. It has been calculated?* that around the
world,1.97 billion hectares experienced some degree of degradation
between the Second World War and 1990, representing 23% of the world’s
surface area allocated to agricultural activity, which amounts to
approximately 8.7 billion hectares.

Poverty and degradation of the natural properties of the soil can enter a
process of negative interaction if farmers with very low incomes are forced
into resource overuse whilst also extending their agricultural activity
towards more fragile, marginal areas.

Available projections for the future indicate that soil degradation will
not have a determining effect on world food supply. However, although
the global effect may be of little significance, it could nevertheless
accentuate the instability that is already present in many arid regions. The
consequences could become serious in certain areas considered to be
environmentally fragile or under excessive pressure, and these negative
effects can already be observed in certain countries.

Mediterranean countries face three major challenges in their efforts to
achieve environmentally sustainable development?>: (i) protecting the
health of citizens; (ii) preventing further degradation of natural resources;
and (iii) integrating environmental concerns into national social and

% In line with the Global Assessment of Soil Degradation (GLASOD), the first
international analysis specifically centred on soil degradation.

% World Bank (1995): Towards Sustainable Development: An Environmental Strategy for
the Middle East and North Africa, published in 1995.
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economic development programmes in a manner that makes protecting the
environment an instrument of growth rather than a restraint on
development.

One major problem in many Mediterranean regions is the overuse of
water resources?6. The population of many arid or semi-arid regions is
growing rapidly and the countries continue to overexploit precious water
resources at alarming rates. Farmers continue to use increasingly poor
guality water for irrigation, causing the continual shrinkage of productive
land. As both water and arable land become scarcer, the region's urban
centres are growing at an unprecedented rate, exposing more of the poor to
inadequate sanitation.

At present, irrigated areas account for more than 16 million hectares in
the Mediterranean area., These areas have increased by 3 million hectares
in the last 15 years, a fact which, according to Hamdy and Lacirignola?’,
implies the use of a supplementary capacity of around 2 billion mz of water
per year for agriculture alone. The prospects for increasing water
availability are feasible, not by placing the main emphasis on developing
new water supplies, but through better management of water. In Egypt, for
example, increasing water efficiency by 10 percent (starting from an
average of 40 percent or less) would release resources to increase irrigated
land by 10 percent. However, this prospect will not prevent short-term
shortages, conflicts between alternative uses or the mining of local non-
renewable fossil aquifers, particularly if no proper action is taken.

Recent co-operation initiatives have been taken among Mediterranean
countries, prompted by the Euro-Mediterranean Conference on Local
Water Management, which was held in Marseilles in November 1996. At
that Conference, a panel of experts backed by a Ministerial meeting made a

% See text by Lacirignola, C. and Hamdy, A. (1999): Mediterranean water resources:
major challenges towards the 21% century, CIHEAM/IAM-B, Bari.
# |acirignola, C. and Hamdy, A. (1999), op. cit.
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series of recommendations for better management of local water resources
(see Box 1.3). The second Euro-Mediterranean Ministerial Conference on
Local Water Management took place in Turin (October 1999) with a view to
making an in-depth evaluation of the results of the Marseilles Conference
and taking a decision on new prospects in the priority sectors of the
Partnership.

Box 1.3 - Water Management for Sustainable Agriculture

1. The authorities should base the framework for a sustainable
agricultural development on the establishment and implementation of
a planning policy and its related legal framework and regulations.
Application of modern technologies such as Decision Support
Systems (DSS) and Geographic Information Systems (GIS) in planning
policy would have to be promoted to support this strategy.

2. There is a direct relationship between the quality of service -
including efficient management by Agencies and/or Water Users
Associations - and the rate of the fee for water or the price for the
service. The cost of the service should be progressively recovered
from the users.

3. Environmental protection related to water management in irrigated
and drained areas and proper use of non-conventional water
resources must be assured by authorities, agencies and users. This
requires, amongst other factors, effective monitoring and control of
the environmental impacts of water management. With regard to the
development of non-conventional water resources, attention should
focus on the careful reuse of treated wastewater and the use of low
guality water.

4. The opening to the World market and the liberalisation in agriculture
will have positive and negative consequences for water management,
which should be investigated for the whole Mediterranean region.
Adjustment programmes may have to be developed to ensure positive
effects on investments, farmers’ incomes and water resources
development.

Source: Marseilles declaration, facilitated by DG XI, European Commission
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1.4.2 - Trade and Environment

Agricultural trade provides a way of partially overcoming the natural
limitations of agricultural production to provide the food supply required
by a growing population. However, many attempts to increase agricultural
productivity are extremely input and water-intensive. As this
environmental pressure on farming grows, the concern for the impact of
globalisation on the world’s ecosystems also increases.

Linkages between trade and environment sometimes produce social
costs, and sometimes benefits. Trade tends to stimulate economic growth,
which can have direct negative effects on the environment. Yet economic
growth could induce technological innovations that favour the protection
of natural resources and environmentally friendly techniques. In addition,
as trade contributes positively to the growth and improvement of the
standard of living of the population, a further indirect link also connects
trade to the increased demand for environmental quality, thereby
contributing to the conditions which give rise to numerous environmentally
friendly policies.

In developing countries such as several in the Mediterranean region,
the problem arises when production which appears to be competitive faces
narrow export markets and low prices. Low prices are environmentally
positive in theory insofar as they reduce yields. However, excessively low
incentives to agricultural production can also discourage the practice of sustainable
methods of farming and give rise to emigration to large urban areas, thus
increasing pressure on the quality of the environment.

It is not easy to anticipate how and to what degree trade liberalisation
will affect the environment in Mediterranean ecosystems. An increase in
trade of products from irrigated areas can immediately have a negative
effect as a result of the pressure on water resources, biodiversity and the
pollution caused by the increased volume of international transport. A
positive effect could also be expected in those areas which currently use
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most chemical products and more intensive livestock farming practices and
are most likely to decrease yields as a result of trade liberalisation (several
regions of the EU, for example). However, in marginal and fragile areas,
which extend throughout the Mediterranean basin, a reduction of
agricultural activity could also cause negative effects if the abandonment of
cultivated areas implies erosion and deterioration of the landscape. In other
regions the disappearance of crops will provide an opportunity for the
regeneration of the fauna and the development of environmental services
which will help to diversify the rural economies.

Consequently, the relationship between liberalisation and the
environment is somewhat unclear. In general, some Mediterranean
countries, especially those in the EU, have applied measures to deal with
the positive and negative environmental effects related to agricultural
activity, but their national agricultural policies rarely promote the
technological R&D intended to reach specific environmental targets. On the
other hand, the majority of the Mediterranean countries have been unable
to develop adequate environmental policies, although some steps have
been taken in the last few years with the support of international
organisations (see Box 1.4).

Box 1.4 - Environmental measures

Some Mediterranean countries are beginning to integrate environmentally
sound practices into economic planning and development with the
assistance of international financial institutions (especially the World
Bank) and the European Commission. In 1998, the Government of
Lebanon prepared its Environmental Code, which was approved by the
Council of Ministers. Also in 1998, Syria completed its National
Environmental Action Plan (NEAP), increasing the number of countries
in the region with completed NEAPs or environmental strategies (Egypt,
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Jordan, Lebanon, Syria and Tunisia). NEAPSs are also being prepared in
Algeria and Morocco and are expected to have been completed in 1999.)

A further initiative was taken at the Barcelona Conference in that the
European Commission was asked to coordinate a short and medium-
term priority action programme for the environment (SMAP). The
Programme was adopted at the Ministerial Conference on the
environment (Helsinki, 28 November 1997). SMAP meets the need for a
regional approach, for increased co-operation and for better coordination
of the existing multilateral programmes in the field of the environment.
The annual meetings of SMAP Correspondents (the last was held in
Brussels on 9 and 10 November 1999) aim to ensure the implementation
of the decisions taken in this context, contributing to a coherent
integrated approach to environmental protection in the Partner countries
in the transitional period and to the sustainable socio-economic
development of the region.

The priority fields of action envisaged in the SMAP are as follows:
integrated water management,
integrated waste management,
integrated coastal zone management,

« critical sites » (« hot spots »), which cover polluted areas but
also vulnerable elements of biodiversity,

measures against desertification.

The SMAP should also contribute to the transfer of Community
experience as regards legislation and control of the environment as well
as to the integration of the ecological dimension in all policies. Co-
operation between the 27 partners should result in proposals/projects
incorporating these various objectives into a priority action Programme.
The fixing of priorities should not be regarded as an assessment of the
value of the various fields but as a means of organising the initiatives
and measures in time.

Sources: World Bank and European Commission, DG IB/A. 4, September 1999
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1.4.3 - Harmonisation of Standards

The environment, food quality and other consumer concerns linked to
agriculture will become increasingly visible elements of Mediterranean
integration. The FTA will push for a deeper integration process where
standards will have to be progressively harmonised, on the basis of consensus.

Various international trade agreements touch on these issues. Here the
focus is on three: SPS (Sanitary and Phytosanitary Measures), TBT
(Technical Barriers to Trade) and TRIPs (Trade Related Aspects of
Intellectual Property Rights), referring in particular to geographical
indications and vegetable varieties), and even on issues related to social
rights. In all of these areas, the most advanced countries usually have domestic
regulations which comply with international conventions in general.
Importing countries with stringent sanitary and phytosanitary standards often
require exporters to certify that animal and agricultural products are free of
disease or have been raised in disease-free zones. This requires an
infrastructure for plant and animal testing to detect the presence of pests,
control of the pests that are found, education for the farmers in the proper
use of pesticides and veterinary products and, finally, internal quarantine
barriers to maintain pest-free regions within the country?2s.

Countries which at present apply their own domestic standards have
the additional obligation to comply with the internationally sanctioned
standards. Less prepared countries usually first need to establish such
systems — or to convert domestic systems to the system recognised by
international conventions. Effective implementation and compliance
involve investment and costs that are not properly recognised in
international negotiations?e.

% Finger, JM. and Schuler, P. (1999): Implementation of the Uruguay Round

commitments. The development challenge, The WTO/World Bank Conference on
“Developing Countries' in a Millennium Round” WTO Secretariat, Centre William
Rappard, Geneva, 20-21 September 1999.

% Finger, JM. and Schuler, P. (1999), op. cit.
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One of the challenges in the coming international negotiations will be
that of finding the right balance between unjustified protectionism and
legitimate consumer interests. This is a controversial subject, owing to the
lack of consensus among the different countries regarding environmental
concerns, consumer health and ethical principles. The SPS Agreement does
not prevent countries from imposing trade restrictions to protect consumer
health. It does, however, impose the condition that the trade restrictions
must be based on a risk assessment. But sometimes risk assessment is not
sufficiently developed as a scientific activity and assessment methods are
far from being universally accepted.

Another agreement, that regarding Technical Barriers to Trade (TBT),
controls technical standards and regulations, including packaging, labelling
and conformity assessment. Technical standards are legitimate, according
to the introduction to the agreement, and they guarantee the quality of
exported products, protection of human and animal health, plant
conservation, protection of the environment and even "essential interests of
security”. The Agreement also attempts to ensure that regulations,
standards and certification procedures will not create unnecessary
obstacles to trade or give domestic production an unfair advantage.

In a way, the TBT Agreement opens the door to a wider field than that
of the SPS Agreement by introducing ethical differences and essential
interests into the area of international regulations. However, the GATT
approach, since before the Uruguay Round, has been to ban members from
imposing environmentally or ethically based conditions on Production
Methods and Processes (PMPs). This appears to have been confirmed in
recent cases by the Dispute Settlement Body. The GATT-1947, in the
specific case of the US-Mexico dolphin-tuna panel, also confirmed the idea
that trade measures should not be used to apply extra-territorial ethical or
environmental criteria. Bilateral negotiations could lead to harmonisation
of PMP standards but this relates to an area outside WTO regulations.
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Problems appear when governments apply the same measures to both
domestic and overseas producers, such as the prohibition of a PMP used
for both the domestic and the imported product. On the one hand, if the
domestic ban were maintained while liberalising imports, an advantage
would be given to the overseas PMP. On the other hand, restrictions on
PMPs may become an unjustified protection measure, which could
constrain the export potential of countries accepting other countries’
standards.

Labelling may be an option which takes the interests of consumers into
consideration and respects their freedom of choice, but it often implies high
transaction costs. In some areas, such as the trade of genetically modified
organisms (GMOs), there is a lack of consensus on labelling regulations
between EU member states. In the EU, however, there is a tendency to
support the position that consumer confidence must be guaranteed
irrespective of the health risk. However, labelling has not become a
satisfactory measure in "essential" areas affecting PMPs, as is the case, for
example, of animal welfare or the prevention of child labour.

1. 5 - Outlook for co-operation

1.5.1 - A Mediterranean Approach for International Negotiations

In the aftermath of international reforms such as the UR and the
Agenda 2000, many MCs complain of their effective non-participation in
supranational negotiations and their inability to negotiate more favourable
conditions for themselves. From the viewpoint of the non-EU MCs, there
would be potential gains if they could gain access to EU markets for their
exports. From the point of view of Southern European countries, especially
the Mediterranean regions, the weakness of the "Southern lobby" and the
political environment within the EU do not facilitate the rebalancing of the
CAP support in favour of Southern European agriculture.



A joint Mediterranean ("North" and "South") lobby could be beneficial.
It could contribute to extending the advantages of the Mediterranean food
products from both the cultural and the health point of view to the rest of
the world.

For a long time, the trade of Mediterranean products was centred on
markets very close to the producers themselves. Even at present, the
proportion of production traded internationally is normally less than 10
percent. In essence, the reason for this lies in the technical difficulties
regarding product storage, long-distance transport costs and trade barriers.
Nevertheless, trade liberalisation has reduced the non-tariff barriers to
trade. Furthermore, technological developments in post-harvest handling
have also permitted the long-distance transport of perishable goods. Both
developed and developing countries alike are increasingly orientating their
production towards exports. Countries of the Southern Hemisphere, such
as Chile, South Africa and New Zealand, are becoming the international
market leaders in the export of horticultural products.

As a result, the globalisation process is leading to the "delocalisation”
of the Mediterranean cultures from competitors in their original basin to
external competitors. Given this trend it would not be sensible to impose
constraints on trade and co-operation between the different shores of the
Mediterranean. Assuming the possibility of the reallocation of horticultural
production within the Mediterranean regions, this adjustment would
probably be less dramatic than international reallocation towards the
Southern Hemisphere, for example. Consequently, there is scope for
stepping up co-operation amongst MCs in the area of agriculture®.

Co-operation could lead to common strategies for multilateral
negotiations. As an example, if a problem raised in the UR was the

% This is in line with the belief expressed by Ministers and Heads of Delegations of
CIHEAM Member States (Rome, 11 May 1999) that the Euro-Mediterranean
partnership would require stronger co-operation in the agricultural sector.
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dispersion in tariff rates, a possible option to be supported by Southern
European producers would be the “Swiss formula”, used for manufactures
in the Tokyo Round, whereby the rate of reduction for each item is higher
the greater the item’s tariff level. In the EU, this formula would favour the
continuation of the current tariff levels of many Mediterranean goods,
which are normally lower than the tariffs applied to Continental products.
Non-EU MCs would surely support this option, provided that they obtain
higher preferential access to the EU markets.

Co-operation should also be extended to the field of labour mobility. In
Southern European countries, the immigration of extra-EU workers would
constitute a means of breaking the conflict between solidarity and
competitiveness. In Spain and other EU countries, farming organisations
claim an increase in the rate of immigrant labour to agriculture. It is
estimated that in the fruit-picking season there is a labour shortage of
around 350.000 workers, which is not covered by domestic labour. Given
the strong stability of farm structures in Southern Europe, agriculture in
such regions cannot rely on size adjustment as a way of gaining
competitiveness. As a result, two complementary developments will follow
in the next few years. One will be the delocalisation of activities, not only to
Mediterranean countries (but also or mainly to the Southern Hemisphere).
The other will be the understanding that a more open EU immigration
policy could become a determinant of farm competitiveness even for
Southern Europe.

Despite the fact that it could be of mutual interest for Mediterranean
countries to undertake a co-operative strategy, there are nevertheless
difficulties resulting from conflicting objectives at the country level. Thus, a
non-EU Mediterranean country might be in favour of gaining increased
access to EU markets but might have doubts with respect to choosing
between a preferential and a multilateral strategy. Also, an agricultural
trade liberalisation package could involve the removal of export subsidies,
which, in addition to the fact that they are not supported by the EU, could
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create some problems in Mediterranean importing countries where there is
an interest in keeping food prices low. Difficulties could be overcome with
a better understanding of the advantages of creating an extended and
integrated market for the entire Mediterranean region.

1.5.2 - A Specific Package for Agriculture?

EU financial aid to the non-EU MCs extends a tradition of development
assistance. More closely connected to the FTA, financial aid by the EU has
been justified as compensation for the fiscal revenue loss and the
adjustment costs incurred and as an incentive to encourage governments to
implement the structural reforms needed to ensure success. The fiscal loss
in several MCs as a result of the FTA has been estimated3!. For example,
the EU represents 71 percent of Tunisian imports, and tariff earnings
account for 22 percent of total Tunisian fiscal earnings. Consequently, the
FTA would represent a direct fiscal loss of around 15 percent of total fiscal
income, that is to say, around 3.2 percent of total GDP. If we were to add
the loss of indirect taxes calculated on the import price adjusted by custom
duties, we would arrive at a total loss of 25 percent of total fiscal income.

The Stuttgart Conference (April 1999) confirmed the Euro-
Mediterranean partnership process initiated in Barcelona in November
1995. The European Commission adopted the MEDA Il proposal on 20
October; this is the first step towards reforming and refocusing the
implementation of the EU's co-operation with its Mediterranean Partners
with a view to establishing a Euro-Mediterranean Free Trade Area by 2010.

% Devargan, S. and Suthiwart, S. (1997): Les effets fiscaux de |'Accord Europe-
Méditerranée pour les pays du bassin méditerranéen, paper presented at the Congres de
I'Association Frangai se de Sciences Economiques, Paris, 1997.
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Box 1.5 - The MEDA programmes

The MEDA Regulation was adopted in 1996 and the beneficiaries are
Algeria, Cyprus, Egypt, Israel, Jordan, Malta, Morocco, Lebanon, Syria,
Tunisia, Turkey and the West Bank and Gaza Strip. By 1998 the MEDA
Programme had committed 2 325 million euro and disbursed 600 million
euro in favour of economic transition, social cohesion and regional co-
operation. Morocco, Tunisia, Israel, Jordan and the Palestinian Authority
have concluded Association Agreements, and negotiations are in
progress with Algeria, Egypt, Lebanon and Syria. Association
Agreements already exist with Cyprus, Malta and Turkey providing
inter alia for the establishment of Customs Unions, an objective which
has already been achieved with Turkey and to a large extent with
Cyprus. These three countries are candidates for accession to the EU.
The MEDA Il proposal, which takes account of the conclusions of an
external evaluation, will introduce two complementary types of change
to the existing Council Regulation on the administration of the MEDA
programme - reforming the decision-making processes and focusing co-
operation on preparation for free trade. These combined changes will
have the effect of ensuring that EU co-operation is delivered more
efficiently and that it is in step with the overall objectives which the EU
and the Mediterranean Partners have set themselves.

Firstly, under the proposal the Commission would no longer present
individual project proposals for the opinion of the MED Committee, the
committee of experts of Member States, but instead it would present
indicative programmes and annual financing plans. This is in line with
the rules applicable to PHARE and TACIS and will allow better
definition of multi-annual strategies as well as the monitoring of results
against the objectives set.

Secondly, as steady progress is being made in concluding Association
Agreements with the majority of the Mediterranean Partners with the
goal of establishing free trade, the content of co-operation will focus on
assistance for the implementation of these Agreements. Thus, MEDA I
provides that the "structural adjustment facility”, one of the most
successful operations financed under MEDA |, will target more
specifically the reforms necessary for free trade with the EU.

Source: European Commission. DG 1B.
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Non-EU MCs prefer to receive aid for general budget support and
invoke the loss of fiscal revenue to that effect. However, financial aid is
conditional. Aid disbursements under the Association Agreements are
conditional on the implementation of programmes of structural reform
agreed between the authorities and the EU in close co-operation with the
World Bank. Aids are also conditional upon the implementation of the
preferential tariff reductions, less so on the implementation of the deeper
integration policies, and not on other complementary measures such as
extending liberalisation to the multilateral level.

Nonetheless, the question arises as to whether earmarking a portion of these
funds for specific budgetary expenditure for rural development can help ensure the
ultimate success of Mediterranean integration. What is the optimal amount and
form of outlays for agricultural restructuring, training and natural resource
conservation?

It can be argued that further integration of the agricultural chapter in
the Euro-Mediterranean partnership should consider renegotiation of the
MEDA programmes in terms of a specific accompanying programme for
the agricultural sector. After four years of MEDA programmes, agricultural
activities are scarcely contemplated due to (i) the bias of policy makers
towards non-agricultural objectives, and (ii) the political problems
associated with EU financial aid which might help non-EU MCs to increase
competitiveness in agro-food activities. In actual fact, the EU’s financial aid
to its Mediterranean partners does not allocate any specific budget to
agriculture and rural development. This is clear in the case of the "regional”
MEDA programmes, which only allow the launching of projects covered by
a Ministerial Conference. A specific Euro-Mediterranean conference on
agriculture and rural development would be needed, in spite of the difficult
political issues to be included on a possible agenda. Such a conference
could help to widen the scope of agricultural co-operation in the
Mediterranean region, thus substituting the narrow circle of negotiations
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on trade concessions in specific goods with a more comprehensive
approach to rural development in the region.

The Mediterranean Development Forum I, celebrated in Marrakesh, in
September 1998, emphasised the role of rural development in the
Mediterranean Countries. At that meeting, Fahmi Bishay of the United
Nation's Food and Agricultural Organization found that 70 percent of poor
people are from rural areas. They have very limited access to rudimentary
human needs, such as primary education, basic health care, drinkable
water and sanitation, and sufficient nutritious food. In the medium to
longer term, economic liberalisation should increase farmers' incomes, but
in the short term, the adjustment programmes can increase food prices,
erode employment opportunities and reduce access to social services. As
the Forum revealed, many countries have adopted measures to overcome
the social cost of adjustment3?, but the adequacy of such measures for the
rural poor should be discussed at a Conference level.

Considering the number of the trade liberalisation processes which
MCs are going to face in the years that lie ahead, a specific package for
Mediterranean rural areas should be undertaken, similar to the long
tradition of rural and regional development policies in the European
Union. There is no need to secure standard income support for
Mediterranean farmers but it is necessary to facilitate structural adjustment
in rural areas exposed to increased competition. This policy could be
financed through a specific Fund, suggested by several authorss33, to be
allocated to lagging Mediterranean areas from the North and from the
South of the Mediterranean Basin. Given the intensity of the reallocation of

% Including mitigating cutsin social spending (Morocco, Egypt and Algeria); establishing

social safety nets to assist the vulnerable (Egypt, Morocco, Jordan); and encouraging
remittances from migrants (Egypt, Syria).

Regnault, H. (1997): Les échanges agricoles: une exception dans les relations euro-
méditerranéennes, Monde arabe, Maghreb-Machrek, La Documentation Frangaise,
numéro hors série, Paris, décembre 1997. Akesbi, N. (1999): Echanges agricoles euro-
méditerranéens: entre I'asymétrie et la réciprocité, quel avenir? Mimeo.

33
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resources in the Mediterranean areas, the Fund would be a way of
enhancing the credibility of the Euro-Mediterranean area in both the North
and the South.

FDI can also do much to stimulate Mediterranean agriculture, but it
will only materialise, first, if a regional market consolidates with a deeper
integration approach, and second, if the regulatory and institutional
environment is conducive to private sector investment. Indeed, in the
absence of improvements in the legal and regulatory framework, non-EU
MCs would face the "hub and spoke" effect and see how the EU can result
in greater competition from imports without much in the way of new
investments.



2  EU policy developments and the Mediterranean

2.1 - Introduction

EU policies affect both parts of the Mediterranean, the northern part
that consists of EU members, as well as the southern and eastern part that
consists of non-EU countries. At the turn of the century the EU is facing a
number of important challenges and its policies have a vision to create a
stronger and wider EU in the new millennium. Among them, Agenda 2000
and the European Monetary Union (EMU) introducing the single currency,
the Euro, are the most important. Undoubtedly, Agenda 2000 and the
implementation of the EMU with the introduction of the common currency
are the two major challenges facing the EU at the turn of the century, since
their impact will be felt not only in the Union but also worldwide.

Agenda 2000 is the name adopted to describe the vision for a wider EU;
it responds to the challenge of EU enlargement to the east. The process of
enlargement was launched in March 1998 with the start of negotiations for
the accession of the ten countries of Central and Eastern Europe.
Negotiations are currently being held with the first wave of applicants,
namely Hungary, Poland, the Czech Republic, Estonia and Slovenia, as
well as Cyprus.

Agenda 2000 is a series of reforms of community policies, mainly of the
Common Agricultural Policy (CAP) and of the structural funds. Following
the adoption of about twenty legislative measures this project is now
essentially under way. These reforms are being introduced, first, to prepare
the EU to better face a number of important international challenges, such
as the negotiations in the new millennium round of the World Trade
Organisation (WTO) and, second, to pave the way for enlargement, with
particular emphasis on solving the budget issue and developing a new
financial framework.
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The European Monetary Union (EMU) is founded on the Amsterdam
Treaty signed by the Council in June 1997 and came into force in May 1999.
The countries that participate in the EMU have to satisfy a number of
criteria with respect to inflation, public debt, budget deficit and exchange
rate stability. Although the Euro will come into circulation in January 1st
2002, it is already being used as a currency in bank transactions in the
eleven countries participating in the EMU and around the world.

This section looks at these new developments in EU policies, in
particular Agenda 2000 and the introduction of the EMU, from a
Mediterranean perspective. It provides the basic facts about the EU
policies, analyses their impact on the basis of available evidence in the
literature and presents some comments on their impact on the
Mediterranean countries. The section begins with an overview of Agenda
2000 and then continues with an analysis of the agricultural dimension of
Agenda 2000 and of the CAP reform. Finally, it briefly discusses the impact
of the EMU and the common currency on agriculture and the rural
economy on both EU-member and non-member Mediterranean countries.

2.2 - Agenda 2000: an Overview

Agenda 2000, is a series of EU policy reforms conceived at the Madrid
European Council in December 1995 to address the issues facing the EU for
the period from 2000 to 2006. The European Commission (EC) presented in
16 July 1997 its proposals for the reform of the European policies, including
the implementation of EU enlargement, within a consistent financial
framework for the 2000 — 2006 period with the name Agenda 2000. The EC
proposals were discussed and adopted, with modifications, at the Berlin
Summit of March 1999. Today, with the adoption of about twenty
legislative measures, the Agenda 2000 project is under implementation.

The EC proposals and the Berlin Summit decision covered four major
areas:
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Developing internal EU policies in four directions, namely, setting
conditions for sustainable, employment-intensive growth, putting
knowledge and technology to the forefront, modernising employment
systems and improving living conditions.

Focusing on economic and social cohesion as an objective, more
emphatically than in the past, in an enlarged and therefore more
diversified EU, which requires the adaptation of the EU policy
instruments to the challenge of enlargement.

Deepening the 1992 reform of the Common Agricultural Policy to
include a fully developed Rural Development Policy, in the light of the
next WTO Round, the aspiration towards a more environment-friendly
and quality-oriented agriculture and the prospect of enlargement.

Developing a fully operational foreign policy.

The resulting package of legislation covers four main areas, which are
closely related: structural policy reform, the reform of the CAP, the pre-
accession instruments and the new financial framework. An amendment
was also proposed to the financial regulation on trans-European networks.
In addition, certain other priority areas, originally included in the
Commission's proposals set out above, have been included in the financial
perspective. These, however, have not necessitated any legislative
measures. This section gives an overview of the Agenda 2000 agreement,
with particular emphasis on the new financial framework and the
structural funds.

2.2.1 - The new financial framework

The perception that the EU Budget is problematic has been prevalent
since at least 1988. Since that year, the EU Budget has been formulated
within a pre-specified financial framework for the medium run and is
adopted by the Council, the European Parliament and the Commission
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(Inter-institutional Agreement). The expenditure available under the
Financial Perspective cannot exceed the amount of own resources available
for 2000 - 2006. The overall ceiling of own resources has been kept at 1.27%
of gross national product (GNP) for the entire 2000 - 2006 period.

The financial framework for the 2000 — 2006 period is set out in
Table 2.1 Expenditure figures in the Financial Perspective are well below
this overall ceiling. In fact, commitments fall from 92.03 billion Euro in 2000
to 90.66 million Euro in 2006.

The EC proposals for the 2000 — 2006 Financial Perspective closely
follow those in Agenda 2000. As requested by the Luxembourg European
Council, the Financial Perspective is presented on a EU-15 basis, leaving
sufficient margin to finance enlargement, but with an accompanying table
presenting the costs associated with enlargement and their financing under
the technical assumptions used by the Commission. The Commission has
proposed that the ceiling of own resources be kept at the level of 1.27% of
the GNP between 2000 and 2006. The overall ceiling for payment
appropriations rises to 104.6 billion Euro in 1999 prices (1.13% of GNP) in
2006. In real terms, the average growth rate of payments is 1.2% of GDP,
including pre-accession aid. The expenditure associated with accession and
its financing are given in Table 2.2.



Table 2.1 - Financial perspectives for the EU-15

EUR million-1999 prices

. . 2000 2001 2002 2003 2004 2005 2006
Appropriationsfor commitments
1. AGRICULTURE 40920 42800 43900 43770 43760 41930 41660
CAP expenditure excluding Rural Development 36 620 38 480 39570 39430 38410 37570 37 290
Rural Development and accompanying measures 4 300 4320 4330 4340 4 350 4 360 4370
2. STRUCTURAL OPERATIONS 32045 31455 30865 30285 29595 29595 29 170
Structural Funds 29430 28840 28250 27670 27080 27080 26 660
Cohesion Fund 2615 2615 2615 2615 2515 2515 2510
3. INTERNAL POLICIES 5900 5950 6 000 6 050 6 100 6 150 6 200
4. EXTERNAL ACTION 4 550 4 560 4570 4580 4590 4 600 4610
5. ADMINISTRATION 4 560 4 600 4700 4800 4900 5000 5100
6. RESERVES 900 900 650 400 400 400 4000
Monetary reserve 500 500 250 0 0 0 0
Emergency aid reserve 200 200 200 200 200 200 200
Guarantee reserve 200 200 200 200 200 200 200
7. PRE-ACCESSION AID 3120 3120 3120 3120 3120 3120 3120
Agriculture 520 520 520 520 520 520 520
Pre-accession structural measures 1040 1040 1040 1040 1040 1040 1040
PHARE 1560 1560 1560 1560 1560 1560 1560
TOTAL APPROPRIATIONSFOR COMMITMENTS | 91995 93385 93805 93005 91465 90795 90 260
TOTAL APPROPRIATIONS FOR PAYMENTS 89 590 91 070 94 130 94 740 91 720 89 910 89 310
Appropriations for paymentsas % of GNP 1.13% 1.12% 1.13% 1.11% 1.05% 1.00% 0.97%
RESERVE FOR ACCESSION 4240 6710 8 890 11 440 14 220
Agriculture 1600 2030 2450 2930 3400
Other expenditure 2 540 4680 6 640 8 510 10 820
CEILING FOR COMMITMENTS 89590 91070 98270 101450 100610 101350 103530
Ceiling for commitments as per cent of GDP 1.13% 1.12% 1.18% 1.19% 1.15% 1.13% 1.13%
Margin as percent of GDP 0.14% 0.15% 0.09% 0.08% 0.12% 0.14% 0.14%
Own resour ces ceiling 1.27% 1.27% 1.27% 1.27% 1.27% 1.27% 1.27%

Source: Berlin Summit Agreement, March 1999




Table 2.2 - Financial perspectives for the EU-21

EUR million-1999 prices

A S . 2000 2001 2002 2003 2004 2005 2006
ppropriations for commitments
1. AGRICULTURE 40920 42800 43900 43770 43760 41930 41660
CAP expenditure excluding Rural Development 36 620 38 480 39570 39430 38410 37570 37 290
Rural Development and accompanying measures 4300 4320 4330 4340 4 350 4 360 4370
2. STRUCTURAL OPERATIONS 32045 31455 30 865 30 285 29 595 29 595 29170
Structural Funds 29 430 28 840 28 250 27 670 27 080 27 080 26 660
Cohesion Fund 2615 2615 2615 2615 2515 2515 2510
3. INTERNAL POLICIES 5900 5950 6 000 6 050 6 100 6 150 6 200
4. EXTERNAL ACTION 4550 4 560 4570 4580 4590 4 600 4610
5. ADMINISTRATION 4560 4600 4700 4800 4900 5000 5100
6. RESERVES 900 900 650 400 400 400 4000
Monetary reserve 500 500 250 0 0 0 0
Emergency aid reserve 200 200 200 200 200 200 200
Guarantee reserve 200 200 200 200 200 200 200
7. PRE-ACCESSION AID 3120 3120 3120 3120 3120 3120 3120
Agriculture 520 520 520 520 520 520 520
Pre-accession structural measures 1040 1040 1040 1040 1040 1040 1040
PHARE 1560 1560 1560 1560 1560 1560 1560
8. ENLARGEMENT 6 450 9030 11610 14 200 16 780
Agriculture 1600 2030 2450 2930 3400
Structural measures 3750 5830 7920 10 000 12 080
Internal policies 730 760 790 820 850
Administrative expenditure 370 410 450 450 450
TOTAL APPROPRIATIONSFOR COMMITMENTS 91 995 93385 100255 102035 103075 104995 107 040
TOTAL APPROPRIATIONS FOR PAYMENTS 89 590 91 070 98270 101450 100610 101350 103530
of which for enlargement 4140 6710 8890 11 440 14 210
Appropriations for paymentsas % of GNP 1.13% 1.12% 1.14% 1.15% 1.11% 1.09% 1.09%
Margin as percent of GDP 0.14% 0.15% 0.13% 0.12% 0.16% 0.18% 0.18%
Own resources ceiling 1.27% 1.27% 1.27% 1.27% 1.27% 1.27% 1.27%

Source: Berlin Summit Agreement, March 1999
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2.2.2 - Enlargement and the reform of the CAP

One of the main reasons for the Agenda 2000 reforms was to facilitate
EU enlargement to include ten countries of Central and Eastern Europe and
Cyprus. In fact, the Agenda 2000 document was the Commission's response
to the question posed at the Madrid Council on the impact of enlargement
on Community policies.

The reform of the CAP in particular was considered a sine qua non for
enlargement, given its budgetary implications, but also for preparing the
EU position in the WTO negotiations. The CAP reform in Agenda 2000 is a
continuation and consolidation of changes introduced by reforms in 1988
and 1992. The reform aims to increase the competitiveness of EU
agricultural products on European and world markets, to integrate
environmental and structural considerations into the implementation of the
CAP, to ensure a fair income to farmers, to simplify agricultural legislation
and decentralise its application to improve food safety, to strengthen the
EU position in the new round of WTO negotiations and to stabilise
agricultural spending in real terms at its 1999 levels.

Two types of measures are used in the Agenda 2000 reform to achieve
these objectives. First, new regulations have been adopted amending the
CMO for several products. Second, measures of a horizontal nature have
been introduced. The Agenda 2000 reform of the CAP is supplemented by a
Regulation on Rural Development, which aims to address more general
development problems in the rural areas of the EU and will develop into a
second pillar of the EU common agricultural policy. A more detailed
presentation of the CAP reform is given in the next section.

2.2.3 - Structural funds and cohesion fund

The structural policy of the EU aims to achieve economic cohesion. The
concept of economic cohesion was introduced in the Single Act (1986) and
since the Amsterdam Treaty (1992) constitutes one of the three pillars of the
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EU together with the Single Market and the Economic and Monetary Union
(EMU). Cohesion is still a priority today and this is reflected in the budget,
where structural policy is the second funded policy after the Common
Agricultural Policy.

The reforms of the structural policy in Agenda 2000 aim to: (a) improve
the effectiveness of the policy instruments in achieving economic and social
cohesion and (b) ensure that structural policy continues to play an
important role in the enlargement of the EU. Structural policy measures
have been adopted to lessen the regional disparities in development and
living standards in the Community. Alongside the structural funds, a
Cohesion Fund was set up in 1993 to finance transport and environment
infrastructure in member states with per capita GDP less than 90% of the
EU average.

The new Community initiatives are assigned a clearly defined role.
They are meant to implement measures of common interest in priority
fields for the Union as a whole, through co-operation between the regions,
the Member States and the various economic and social partners. For
simplification, each initiative is financed by a single Structural Fund. These
arrangements further concentrate resources and considerably simplify the
management of the initiatives.

The new Regulations on the Structural Funds and Cohesion Fund
provide the legal framework for obtaining support from these funds in the
next planning period 2000 — 2006. The structural policy reform has followed
the three principles enunciated in Agenda 2000, namely concentration,
simplification and clarification of responsibilities. The legal texts that have
been adopted are as follows: (a) a general Regulation including provisions
which apply to all of the Funds (this replaces two existing Council
Regulations); (b) “vertical” Regulations for each of the four Funds (ERDF,
ESF, FIFG and, for EAGGF, the Rural Development Regulation); and (c) a
revised Regulation for the Cohesion Fund.
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The EU’s poorest regions are the top priority of structural policy. The
focus here is on improving their infrastructure as well as the educational
and skill levels of their workforce. In a new approach, the Structural Funds
also cater for all areas undergoing structural difficulties, be they industrial,
rural, urban or coastal areas with difficulties in the fishery sector. A clear
division of responsibilities is introduced between the Commission and the
Member States to improve transparency and accountability and thus to
achieve greater cost-effectiveness. Innovative financial instruments are
foreseen, such as loan guarantees and risk capital funds to increase the
economic leverage of the Structural Funds. The Structural Funds also
promote sustainable development and environmental protection. A key
task of structural policy is to underpin the reform of labour market policies
and practices in line with the overall employment strategy and the annual
employment guidelines for Member States.

Priority Objectives

For the sake of simplification, priority objectives are reduced from
seven to three. All regions in the EU will be re-assessed as to whether they
gualify for Structural Fund support. The new objectives are:

Objective 1: Policy measures under this objective aim to promote
development and structural adjustment in regions lagging behind in terms
of economic development. These are defined as the regions with a per
capita GDP that is less than 75% of the Community average (measured on
the basis of figures for the last three available years in terms). Although
there has been significant development in the EU’s poorer regions, the most
impressive case being undoubtedly Ireland where GDP increased from 64%
of the EU average in 1983 to almost 90% in 1995, there are still great
regional disparities. Some regions are still faced with serious problems of
low incomes, unemployment and deficiencies in infrastructure and in the
skill levels of their workforce. Even though these gaps have narrowed in
fields such as telecommunications, eliminating them entirely will be a long-
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term process given the volume of investment required. All four Structural
Funds (European Regional Development Fund (ERDF), European Social
Fund (ESF), European Agricultural Guidance and Guarantee Fund,
Guidance Section (EAGGF), Financial Instrument for Fisheries Guidance
(FIFG) will make a joint effort to assist the development of Objective 1
regions.

About two-thirds of the Structural Fund operations fall under Objective
1 and almost 20% of the EU population benefits from such measures.
Regions that no longer qualify under the 75% criterion for inclusion in
Obijective 1 will have their assistance phased out gradually, over a 6-year
period. Assistance is extended to 7 years for those regions which fulfil the
European criteria for Objective 2.

Objective 2: Policy measures under this objective are intended to contribute
to the improvement of the economic and social conditions in regions facing
structural difficulties other than those eligible under Objective 1. These also
apply to areas experiencing structural difficulties in the wealthier Member
States. The rationale of such measures is that many areas in the EU are in
need of restructuring because their economic base is not sufficiently
diversified. These include areas facing industrial decline, rural areas
confronted with serious problems such as depopulation, deprived urban
areas, regions undergoing structural change in the services sector and
regions heavily dependent on fisheries.

Structural aid under this objective covers the whole fisheries sector in
all areas. Densely populated urban areas will also be eligible for funding
under Objective 2, to cope with poverty, high crime rates, and low
educational levels. About 18% of the European population will benefit from
assistance under this objective. Assistance under Objective 2 will be
allocated between the various types of areas on the basis of their
population. In terms of the total population of the Union, the industrial and
service sector areas represent about 10%, the rural areas about 5%, the
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urban areas about 2% and those dependent on fishing about 1%. Current
Objective 2 and 5b regions that are not eligible under the new Obijective 2
will have their assistance phased out gradually, over a 4-year period.

Objective 3: Policy measures under this objective aim at human resource
development outside Objective 1 regions previously grouped under
Objectives 3 and 4. This objective includes all measures taken under the
new title on employment in the Treaty of Amsterdam and under the
European employment strategy. The activities of the ESF are re-grouped
under Objective 3 and are aimed at supporting the adaptation and
modernisation of education, training and employment policies and systems
across the EU. The new Objective also serves as a reference framework for
the ESF interventions in Objectives 1, 2 and 3, thereby providing a
consistent approach between EU and national human resources
development strategies on the one hand and regional intervention on the
other.

Community initiatives

Furthermore, a radical simplification of community initiatives has
taken place. Their number has been reduced from 13 to just four: (a)
INTERREG, on trans-national, cross-border and inter-regional co-operation
to stimulate regional economic development and encourage balanced
regional planning; (b) LEADER, on rural development; (c) EQUAL, an
initiative for co-operation to fight discrimination and inequality with
regard to access to the labour market; and (d) URBAN, which encourages
the economic and social regeneration of towns and cities in crisis.

The Cohesion Fund

This fund has been maintained as part of the EU structural policy
and continues to cover transport and environmental infrastructure. Its
operation, however, has been simplified and a greater role has been given
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to the member states in its financial control. Furthermore, the new
provisions for project financing encourage the use of additional private
funding and an application of “the polluter pays” principle. In 2003, there
will be a mid-term review of the eligibility criterion and in the case of those
states which no longer qualify the funds allocated under the Cohesion
Fund will be reduced accordingly.

Budget

The total budget for the structural policies for the 2000 — 2006 period is
213 billion Euro in 1999 prices. This represents 0.46% of EU GNP, as was
already the case in the 1993-1999 period. The total appropriation for the
Structural Funds and the Cohesion Fund is as follows (in million Euro in
1999 prices):

Table 2.3 - Total appropriations for the Structural Funds and the Cohesion Fund
(2000 - 2006)

2000 2001 2002 2003 2004 2005 2006
Structural Funds 29430 28840 28250 27670 27080 27080 26660
Cohesion Fund 2615 2615 2615 2615 2615 2615 2510

Total Structural
Measures 32045 31455 30865 30285 29595 29595 29170

Source: Berlin Summit Agreement, March 1999.

2.3 - The reform of the CAP

Since its inception, the Common Agricultural Policy (CAP) has had to
adapt continuously in order to meet new challenges. Initially, its objectives
were confined to attaining the goals of the Treaty of Rome, securing a fair
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standard of living for the farming population and ensuring adequate food
supply to the consumer at reasonable prices. Later on, it had to adapt to the
new situation developing in the agricultural markets, deal with new
challenges arising from the gradual enlargement of the Community and
address the problem of surpluses. The CAP reform in the context of
Agenda 2000 is the last in a series of reforms and its twin aim is to deepen
and widen the 1992 MacSharry reform by gradually decoupling support
and to introduce a consistent rural policy.

2.3.1 - Internal and external challenges

Policies need to adapt continuously to economic and social
developments. There are a number of new internal and external challenges
that have induced the reform of the CAP in order to help European
agriculture face these challenges. The growth anticipated in world
agricultural markets, the need to pave the way to enlargement, and the
necessity to prepare the EU for the new WTO negotiations are some of
these new challenges.

Strong growth is predicted in world agricultural markets. The long-
term outlook for the main agricultural markets is favourable for exporting
countries. Prospects for increased food consumption, mainly in developing
countries, combined with a limited capacity for similar growth in domestic
production, are expected to boost world trade and sustain world farm
prices in the medium-term. Agricultural prices are expected to increase
according to leading international forecasting institutes. CAP prices are too
high for the EU to be able to take advantage of this expansion in world
markets. In addition, there is always the risk that surpluses will reappear,
increasing budget costs. Building on the 1992 reform, the new reform aims
to help farm production through further shifts from price support to direct
payments and the development of a coherent rural policy to accompany the
process. Lower prices are expected to improve the competitiveness of EU
agriculture in both domestic and external markets, to benefit consumers
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and to leave more room for price differentiation in favour of high quality
and specialty products.

EU cereals yields continue to improve, although at a lower rate than in
the past, resulting in strong output increases. On the other hand,
consumption is growing at a slower rate than production, creating
surpluses. Given the limited possibilities that exist for subsidised exports,
the inevitable result is an increase in stocks, estimated to reach 50 — 60
million tonnes by 2006, despite the set-aside mechanism in force. On the
other hand, world demand for cereals is expected to grow and there are
good prospects for exporting countries.

In beef, production in the EU will remain stable or will decrease
slightly following a long-term cyclical movement of 5 — 6 years. Supply is
currently reduced due to measures linked to the BSE crisis. Consumption is
also down because of the BSE crisis but is recovering and is expected to
return to its long-term trend around 2000. However, the long-term trend is
rather stable or decreasing. It is important, however, to note that
production is higher than consumption and there is a possibility of
growing surpluses while the possibility for subsidised exports is
decreasing. The situation in world markets is nevertheless favourable with
a significant increase in world demand. Prices are expected to increase but
they will remain below current EU levels.

In milk and dairy products, there is a risk for increasing intervention
stocks in SMP and butter. Prospects for subsidised exports, in particular for
cheese and SMP, will decrease because of WTO constraints. However, there
are good prospects for growing world demand and moderate trade
expansion, especially in cheese and some fresh products. Prices are also
expected to increase but should remain below EU levels, with the exception
of some cheeses and fresh dairy products.

In the case of wine, there is an ongoing reduction in vineyard acreage
in the EU, but at a much slower rate than in the 1976-1996 period.
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Production levels are expected to be stable and output in 2003 is expected
to be at the 1993-1997 level not allowing for any variations due to weather
conditions. There is a persistent downward trend in wine consumption.
Following the implementation of the Uruguay Round Agreement, there is
an increase in imports from third countries. Exports are expected to
develop slightly. On the world market, a decrease in consumption in
producer countries is expected, although there will be some increase in
consumption in countries with strong economic growth. However, there
will also be increased export potential challenging the EU’s place as a
leading exporter.

Furthermore, agricultural support has been distributed unequally
between regions and between producers and this has significant adverse
effects on the European countryside. The decline of agriculture in certain
regions has significant socio-economic effects for the entire economic and
social fabric of these regions leading, in some cases, to its disintegration.
Furthermore, the intensive farm practices followed in those regions
favoured by current agricultural support practices are leading to
environmental pollution, animal diseases and poor food safety. Making the
CAP more acceptable to the average citizen has thus been a key task.

There is also a need for simplification of CAP rules. With successive
enlargements, the management of the CAP has become far too complex and
bureaucratic, and sometimes almost impossible to grasp. With future
enlargement to include the countries of CEE the need for simplifying the
CAP rules becomes imperative. A new, more decentralised model needs to
be developed which, while granting greater autonomy to the member
states, will have sufficient controls to safeguard against violation of
competition rules and re-nationalisation of the CAP.

The reform of the Common Agricultural Policy was identified very
early as the major stumbling block on the road to EU enlargement. Initial
estimates of the cost of extending the CAP to new members in Central and
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Eastern Europe were so high that any enlargement would be unfeasible.
Thus, the reform of the CAP was also necessary in order to allow accession
negotiations to continue without risks.

Finally, and more importantly, the EU must prepare its agricultural
sector for international negotiations and define what is acceptable. The
negotiations for the millennium round of the WTO necessitated a reform of
the CAP that would strengthen the EU position.

Given these considerations, a global agreement on reform of the CAP
was reached at the Berlin Summit in March 1999, which was less ambitious
than the proposals of the Commission and the proposal which emerged
from the Agricultural Council of 11 March 1999.

2.3.2 - The agreement on agricultural reform

The agreement reached by the Berlin Council on the reform of the CAP
includes reform in the Common Market Organisations (CMO's) of the
major agricultural products but also develops a coherent rural
development policy. The new policy is guided by a multi-functional,
integrated approach to rural development that recognises both the role of
agriculture in maintaining rural heritage and the need for creating
alternative sources of income in the rural areas. This is to be achieved by:
(a) creating a stronger agricultural and forestry sector; (b) improving the
competitiveness of rural areas; and (c) preserving the environment and
preserving Europe’s unique rural heritage.

The general guidelines that framed the Council decisions for
agricultural policy reform in Agenda 2000 were: (a) to improve
competitiveness in domestic and international markets by sufficiently large
price cuts to increase participation of the EU products in the domestic and
world markets, (b) to continue with existing functions of the policy by
improving food safety and food quality, ensuring a fair standard of living
for the agricultural community, contributing to the stability of farm
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incomes and integrating environmental goals into the CAP, (c) to simplify
EU policies with a division of functions between the Commission and the
member states so that legislation becomes more transparent and easier to
access and (d) to establish a rural development policy to form the second
pillar of the CAP by supplementing the market management regime with
specific measures of a spatial nature or directed at special objectives such as
nature conservation, assisting young farmers, etc.

Arable crops

The intervention price for cereals has been cut by 15% in two steps in
the years 2000-2001 while direct payments will be increased from 54 to 63
Euro/tonne. Direct payments for oilseeds and non-textile linseed are being
reduced in three stages to the same level as that for cereals. Protein crops
will receive an additional payment of 6.5 Euro/tonne, bringing the total
direct payment for protein crops to 72.5 Euro/tonne. The special scheme
for durum wheat, which was modified in 1997, is continued. Compulsory
set-aside has been retained and voluntary set-aside is still allowed.
Voluntary set-aside, however, has been more effective and should have a
more positive impact on the environment. The level of compensation for
set-aside, compulsory or voluntary, is maintained at the same level as that
for cereals. Silage maize will continue to be eligible for direct payments as
its abolition would involve expensive control mechanisms given that the
final use of maize or silage may depend on weather conditions which
cannot be foreseen when applying for the arable crop payment.

Beef

The reform aims to ease the effects of the 1996 crisis on beef and veal
consumption and avoid increasing intervention stocks. The effective
market support level is reduced by 20% in three equal steps, starting on
1 July 2000. However, public intervention will be triggered only if prices
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drop to 60% of the intervention price level, rather than the 80% previously
applicable. This is equivalent to a 44% drop in the point at which public
intervention is triggered and may imply an end to the Commission's
purchase of surplus stock.

To ensure a fair standard of living for the farmers concerned, direct
payments have been increased for male bovine animals and suckler cows.
Flexibility and targeting have been improved by entitling member states to
allocate part of the increase in direct payments ("national envelope")
according to specified priorities. The basic premiums are (2002 level) 210
Euro for bulls, 150 Euro for steers and 200 Euro for suckler cows. The
proposed premium for dairy cows was abolished. National envelopes were
introduced to top up payments on male and female bovine animals,
including dairy cows.

Two national ceilings have been set for the slaughter premium for
calves and adult animals, male and female (1995 level). Regional ceilings
have been set for the national male premium (1996 level with 5% trigger) as
well as national ceilings for the suckler cow. The extensification premium
can be applied as follows. 100 Euro / Livestock Unit (LU) if the stocking
rate is less than 1.4 LU per hectare while from 2000/01 the premium will be
33 Euro if the stocking rate is between 1.6 LU and 2.0 LU per hectare and 66
Euro if the stocking rate is less than 1.6 LU per hectare. From 2002 onwards,
the premiums change to 40 Euro if the stocking rate is between 1.4 and 1.8
LU per hectare and 80 Euro if the stocking rate is less than 1.4 LU per
hectare. The key difference from 2000/1 onwards, however, is that all on-
farm adult animals will be taken into account for these stocking density
calculations, whereas at present animals which receive no premium, such
as heifers, are not included. At the request of Portugal, member states are
allowed to opt for a single extensification premium of 100 Euro per head
from 2000/1 for stocking densities of less than 1.4 LU per hectare (but any
member state taking this option will not be allowed to pay a premium for
stocking densities of more than 1.4 LU per hectare).
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Dairy Regime

Starting in 2003, intervention prices for butter and skimmed milk
powder are cut by 15% in three equal steps to improve competitiveness on
the internal and external markets. In view of the impact of this reduction on
domestic consumption and exports, the total reference quantity is raised by
2% (2.35 tonnes) in four stages from 2001.

The amount of direct support per producer is based on the number of
premium units. This number is determined by dividing the individual
reference quantity by the average milk yield in the Community of 5,800
litres / cow. Support is targeted to producers rather than to quota holders.
The amount of the direct payment per premium unit is to be increased in
four stages starting in 2000 from 25 Euro to 100 Euro. Member states may
make additional payments to their producers on a yearly basis under a
national envelope system. These amounts are for member states to allocate
according to national priorities, either as top-up to the quota-based
premium or per hectare of permanent pasture.

Milk quotas are maintained unti