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the system first ca.me into operation ir. 1957 ,with the 

establishment of common 32C prices for car tain agricul tural 

product s. Comm. on prices were expressed in common units of account 

and i/ere converted into national currencies using agricultural 

conversion rates which were equivalent to the par currency 

rates of member states.

Problems for this system began, in 1963 ,with the devaluation 

of the French franc.Applying the devaluation frilly to the 

agricultural sector would have meant a sudden increase in 

agricultural prices,and to prevent this it was agreed that the 

French conoid all or/ devaluation of the agricultural conversion 

rate to lag behind that of the par rate..~.s a result the market 

exchancre rate and the acricultural conversion rate differed, 

the latter becoming known as the green exchange rate.

In the absence of compensatory measures, this diverge;'.ce 

between the two rates would have caused a distortion of trace 

flows.To prevent this occuring,a series of compensatory 

measures were applied at the border,and these later became 

known as monetary compensatory amounts (MCA 1 s ) . Together greer. 

exchar.ge rates and y.CA's are known as the green exchange rate 

systerr., and this undoubtedly is the most important element of 

the agrimor.etary system.The success of the agrimor.etary system 

depends largely on how far tne green exchange rate system meets 

its objectives.

The objective behind the first use of green exchange rates 

was to avoid inflationary pressures ir. France.

Later in 1969 the Deutsc'.i mark was revalued and the Germans 

were allowed to introduce a green exchange rat 2 , though in this 

case the objective was to avoid the fall in German agricultural





The Treaty of Rone envisaged these objectives as being 

achieved through three operating principles: com  on 

agricultural prices ( raich voula enable the elimination 

of barriers on intra- EEC trade) , Community preference and 

common financing.

The extent to irhich the green exchange rate system 

prevents the common market being undermined by currency 

fluctuations therefore depends on the extent to vhich the 

system allots the operating principlesto function and the 

objectives of Article 39 to be met.

This is a lengthy list of objectives,some of vhich are 

complementary, and others of vhich may ccnflict,so further 

elucidation is necessary and Trill be provided in the 

following assessment of hov far the green exchange rates 

met their objectives.

Assessment of the Extent to vhich the Green Exchange Rate 

Systen Met its Objectives

i)The objectives ^ - wpeservir.r ccg^iozl financiiii-.

Scc^unity pref erence

Cn the credit side,there is general agreement that 

the green exchange rate syster. has at least met certain 

of its objectives.In particular the principles of Community

-8-
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attempt to asses the in?act that green exchange rates have 

had on prices,both in the individual member states,and in 

the 33C as a vhole.A comnon conclusion of these studies is 

that at least until 1 9 7 9  the actual average level of 

agricultural prices in the ESC as a vhole vas lover vith 

green exchange rates than it vould have been in the 

hypothetical situation in vhich the Cordon Agricultural 

Policy continued to exist,but green exchange rates did not« 

Moreover it vas argued that by keeping the actual average 

level of 32C agricultural prices dovn,the green exchange 

rate systen had positive v el fare effects.The allocation of 

production and consumption of agricultural goods between the 

ESC and tiie rest of the -or 1 c depends on the price ratio 

between the 32C and vorld prices for these products.The 

green exchange rate systan vill therefore have positive 

welfare effects in the sense of improving the allocation 

of agricultural resources if  it brings 33C prices acre in 

line vith vorld trends,and this has usually implied lowering 

ESC agricultural prices,vhich have generally tended to be 

above vorld levels.

As vill be argued in Chapter 3 ,these empirical studies 

illustrating the beneficial effects of green exchange rates 

on prices are by no means decisive.Given the interrelations 

in any economy,' such price effects are best assessed

in a general equilibrium framevork ,but almost all the 

empirical studies of the impact of green exchange rates on
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prices rely on partial equilibrium analysis.In Chapter 3 

the limitations of this type cf approach 'rill ae pointed 

out,and a acre viable alternative suggested.

Although until 1979 the net effect cf the green exchange 

rate system vas to lever the actual average level of 3SC 

agricultural prices,subsequently this vas no longer true, 

as vill se shcvn in Chapter 3. Since 1979 there has been 

a virtual disappearance of MCA’ s in. countries with 

depreciating cr devalued currencies.*As vill se shorn in 

Chapter 3 , this is largely due to a graving awareness on 

the part of governments, farmers, and farm organisations 

that the cost of using green exchange rates to ease 

inflationary pressures is too high in viev of the adverse 

effects cf green exchange rates on trade,and the market 

situation cf farmers in those countries.

i i i ) The effect of alloying increased national autonomy

The objective of the first use of green exchange rates 

vas to relieve inflationary pressures in France,vr.ile 

their application in the F2Z later in 13c9 vas aimed 

at avoiding a sudden fall in fam  prices.' in  

each case cr sen exchan «re rates vere used to accomodate

airfaring national exigencies, ana aj.tnougn this vas not

¡_n 0 5 jective, it vas an important effect cf creen rates vhich
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has frequently been used in defence of tile systan.

The green exchange rate systsn has returned a certain 

autonomy to the nanber states in fixing the 1st?el of 

national agricultural prices and so allowed 32C 

agricultural policy greater flexibility in nesting the 

differing national needs and objectives of 33C countries 

iriiich arise fror, the differences in their farci structure 

and in their economic and agricultural perforr.ar.ee.

The defence of green exchange rates is generally 

found in conjunction vith arguments in favour of 

the systen because of its positive (at least until 1375)

7/el fare aff acts^These t-.ro type* of argunsnt Till 

therefore be discussed together in Chapter 3 , 'T/here it 

Trill be shorm that although the green exchange rates 

do allov S2C agricultural policy r.cre flexibility, this 

is not achieved,as ras originally assumed, rithov.t adverse 

consequences for trade and the allocation of resources 

in the S3C.

iv )The objective of cushioning sudden price ch-mcres 

~ cter an exchan~e rate chance t/hich "••Quid other~,~i.;s

The 1971 Regulation stated a najor aici of the green 

exchange rate syste .1 as being to cushion the sudden price 

charges following an exchange rate alteration,rhich
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rould otherwise disrupt agricultural developments in that 

country.The importance of these price changes is not per 

se,1sut in vie? of their implications for the agricultural 

sector.

In this context tvc aspects of the agricultural 

situation are generally considered to be of particular 

importance,and these number among the Article 39 objectives, 

namely:.- the realisation of a fair standard of living for 

farmers,and the optimalisation of the allocation of resources 

T/hich forms part of a) above.Chapter 4 Till explain 

-hex each of these objectives entails,and vill shov 

hov the market situation of farmers may serve as 'an 

indication of the extent to rhich each has been achieved.

The sudden price changes vhich follow an exchange rate 

alteration may alter the market situation of farmers in 

a iray vhich is detrimental to the achievement of one or 

both these objectives.The disruption of the agricultural 

sectC" vh*ch is feared after an exchange rate chance 

can therefore be taken to refer to these adverse changes 

in the market situation of farmers.In consequence the 

objective of green exchange rates becomes to prevent the 

sudden price changes following an exchange rate alteration, 

and thereby offset changes in the market situation of farmers.

Chapter 4 rill analyse the conditions necessary for 

green exchange rates to achieve this objective/irhils 

Chapter 5 rill present the results of an empirical analysis 

rrhich indicate that these conditions do not hold in 

Practice and that sresn exchange rates themselves
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alt sr the market situation of feroers in a ray t/hich 

hinders these trro Article 39 objectives.

v )The objective of preventing the functioning of the 

conn on market from being undermined by currency 

fluctuations

According to the 1371 Regulation,a major objective 

of the green exchange rate system is to prevent the 

functioning of the common market fro::: being undermined 

by exchange rate changes.Certain aspects of rhat this 

entailed have already beer, discussed,as for instance the 

aim of alloring Coix.unity prefsr-r.cs, and cor.::.;on 

financing to continue,ar.d of preventing the objectives 

of Article 39 from being undernined.Hc-'over T/hat is 

probably the nest important element of the co. i/.cn 

market,common prices,regains to be considered,and this 

omission rill be remedied.

There is -widespread agreement that the green exchange 

rate system has reduced the principle of co r.on 3£C 

prices for agricultural products to a myth,but there 

is less agreement about the implications of this.Con.r.on 

prices vere designed to facilitate free intra-SZC trade 

for agricultural products,and at least until the nid- 

-1370's,rhile the 32C comaissicn agreed that the -green 

exchange rate system had undermined cerr.;on priccs,it 

denied that this had any adverse effects on trade.This
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opm-ion has sines seen reversed,but nonetheless it seems 

rorthrhile in Chapter 6 to list the various rays in rhich 

the system has led to trade distortions,and to carry out 

empirical analysis to assess the scale of seme of these 

distortions*

F r e e  this discussion it is evident that green exchange 

rates have not done very rell in meeting their objectives 

and avoiding adverse sice effects.In addition the cost of 

the systst has at times seen substantial, and the additional 

burden to the 2£C Budget as a result of green exchange rates

Another claim against the green exchange rate systsn is 

that it may have an unfavourable impact cn the balance of 

payments cf the reaher currency countries,but Chapter 5 

rill •shor that this claim is generally based cn a rather 

simplistic account of balance of payments effects.

One reason rhy the green exchange rate system does not 

do very rell in meeting its objectives is that the stated 

objectives may serve simply as a cover for the real motives 

behind introducing the system.Rather than being a policy 

rationally decided cn the basis of the desired objectives 

and likely effsets,the green exchange rate system could be 

regarded as the outcome of the ray in rhich conflicting 

interests are com.bin.ed in the political bargaining process 

both cn a Community level and in the individual member
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states* Chapter 9 rill illustrate hor these political aspects 

may determine the decisions made concerning the agrimcnetary 

system.

Given the poor performance of the green exchange rate 

systan in failing to meet many of its objectives and giving 

rise to negative side effects,there sasns a strong case for 

refom  of the systsa..The discussion of Chapter 9 suggests 

that rhen assessing various refom  proposals,account must 

also be taken of rh ether and hov the reformed system rill be 

manipulated in the political bargaining process.Various 

proposals are considered in Chapter 10,vhere the limitations 

of a reform actually introduced in 1979 ,the ’Ger.tlenan1 s 

Agreement ' rill be pointed out.A proposal based on the 

combined use of ' taxes and subsidies,as presented in 

tariff theory rill be rejected as being infeasible.Proposals 

to fix  the level of MCA ’ s so as to leave the market situation 

of farmers unchanged after an exchange rate alteration rill 

be criticised since the underlying assumptions essential for 

the success of such proposals do not hold.Preference rill 

therefore be expressed for a proposal rhich rould entail 

abolishing green exchange rates,limiting future increases in 

common agricultural prices,and using a policy such as direct 

income supports to compensate farmers for,inter alia,exchange 

rate changes should this be considered necessary.
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(1 )Ths ir.t erver.t ior. systar. r/ill be explained ir. “.or? esta:

in Chao ter 2..
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Cha?ter 2

The Historical Development and Principles of Operation of the

5 SC Acrinor.etary Systen

This Chapter consists in a rapid review of the major events 

in the history of the ESC agrimcnetary systss in order to 

explain the basic principles underlying its present operation* 

I f  a more coni'slete or detailed description of the systsn and 

its evolution is required,a bibliography is provided in 

Footnote 1.

The history of the agri.T.onetary systarr. falls into three 

main phases,the first of vhich dates frcn 1967 to 1359 and 

vas a tine of implementing ccttcn agricultural prices,and of 

relative monetary stability.The currency disturbances after 

1969 meant that neither of these conditions prevailed,and 

the second period extends from 19 69 to 1979.After 1379 there 

72T2 ns? intitiatives fcr a return to connon agricultural 

prices,and to exchange rate and monetary stability in the 

SEC and this characterises the third period.

The 1967-63 Period

The existence of green exchange rates is the direct result 

of coaon  agricultural prices in the EEC. Indeed the green 

exchange rate svsten is simply the means of converting those
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common prices into tiie national currencies of EEC member states.

The Treaty of Rome envisaged common agricultural prices as

tha best means of reducing competitive distortions and of

enabling the free intra-EEC agricultural trade desired by the

French.After long negotiations,the first common agricultural

prices cane into operation in 1967 rhen the ESC machinery

necessary to decide on,administer and finance those prices

vas also established.Common agricultural prices therefore

entailed vast expansion of EEC institutions and povers ,and

it vas optimistically believed that this ■sould spill over

(2)
and induce European integration in other spheres.

Since 1967 the common level of prices for various agricultura 

products has been decided annually at a meeting of the 

Council cf Agricultural Ministers in Brussels.These orices
(3)

are kno-rm as market regulation prices and are denominated

in units of account.Until IS71 one unit of account corresponded
£ /» \

to the gold content of the US jé but since April 1979 »the 

European currency unit or ECU has been used as the ’unit cf 

account for agricultural purposes.

The exchange rate used to convert the unit of account 

and hence agricultural prices expressed in units of account 

is termed the agricultural conversion rate and this later 

became knotn as the green rate.Until 1569 the agricultural 

conversion rates rere equivalent to the par currency rates, 

sc moved vitn the market exchange rates. ¿ conversion 

formula^Serves to sho~/ ho-; this operates in the specific
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case of the FKG over the 19 67 -IS 69 D-riod

, x _Dm Dm _ua
1) ? =e P

' ua
rhere:-

ua
? =common prices for agricultural products expressed in units

of account
Df;

P = prices fcr those products m  national currency 
Dm

agricultural conversion rate vhich ras equivalent to the 

per rata fcr Deutsch narks in units of account until 1969. 

As expressed above the conversion formula is product 

specific and assv-mes homogeneity of the product.Equivalent 

formulae can be derived fcr each of the market regulation 

products,but for convenience,here analysis is restricted to a 

single representative product.

During the 19 57-63 period the price of the market regulation 

products in national currency vas obtained in the sane vay 

for all member states of the SEC,sc that for instance a

similar conversion fcrtrula could be vriten for Italy.
■’ t ■> *■ 'i?

2) ? =
ua

T/G rr̂K 0 * —

lit indicates Italian l ira ;?- =the price of the market regulatic

1 ' t
oroduct in lira,and e~ =the ^ar rate for lira m  units of accouz

ua

Betreen 1367 and 13 69 the currencies cf the S2C 6 vere 

relatively stable so the ratio between the unit of account 

agricultural conversion rates betreen tvo countries,say Italy 

and the FRG corresponded to the par currency rate between

these trro ccuntries,that i s :-

. Dm __

3) eua = ^

—  ^  

eua



As a result the existence of a cannon 22C price level for 

any nsrlcet regulation product is evident from a comparison 

of the various price levels expressed in national currencies.

4) P
Dm

Dm

2ua

= P
lit

lit
ua

5)?
Dm Dma

"ua

lit

ua

lit
and

Dm
"ua

lit

"ua

Dm

'nit

,v_lit lit
5)P = 3

ua
Dm

Dm ar.d
lit

;ua

Dm

= e_lii
Dm

ua ua

Prom this it can be seen that during the 1967-69 period 

the agricultural conversion rates,vhich were the precursors 

of the green exchange rates vere simply a mechanism to enable 

the functioning of common prices for ESC agricultural products.

The 1969-1979 Period 

i)The currency fluctuations
/

In August 1969 ,the French franc was devalued and in October 

of that year the FRG revaluedfnarking the beginning of a time 

of currency fluctuations in the 23C countries. These exchange 

rate changes between 33C countries made it evident that monetary 

and economic co-ordination between the EZC states was inadequate 

and the response was a series of proposals calling for ner
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initiatives in this sphere. ^ ^ I n  February 1969 the Barre Plan 

of the SiX Commission called, for greater monetary and 

economic co-crdinaticn in the ESC,and by December 1969 ,at the 

Hague Summit, there ras a commitment by the SEC prime ministers 

to create economic and monetary "union (SMU).To achieve this end 

relatively far reaching machinery for consultation and co-operat: 

ras set up,and the Werner Committee vas formed.The Werner 

Report of 1370 called for SMU by 1980. It proposed fixing SSC 

currencies against each other and expressed a preference 

for a joint Cor.nunity currency.The Council agreed that the 

first transitional phase vculd be enacted from 197C—73.

Despite such a promising outlook fcr a common SSC initiative, 

the Werner Plan soon lost momentum and currency disturbances 

continued unabated,becoming generalised in a system of 

floating (joint or otherwise) from 1973.Later proposals to 

advance SMU such as the All Saints Manifesto,and the 

Tindsrians Report 'srere net adopted,vhile studies such as the 

Marjolin Report had little  practical impact.

A continuing theoretical interest in furthering SMU vas 

therefore combined vith a stagnation of practical attempts to 

further that end between 1372 and 1577 .The absence of practical 

achievements over this period is partly cue to the emergence cf

an extremely ’unsettled international monetary situation a 

this time,vhich urgently required remedy. Horrsvsr it al 

represents a temporary shelving of initiatives towards 

European integration,sinceras H.Christie and M.Pratianni 

"The political Till necessary for success tras absent: t
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was so little disposition on the part of member countries to 

forgo .co political advantage in the interest of wider 

Community objectives."

3y 1S77 however there "/as a revival of interest in 

practical moves to advance 3-lU, evident in the 3elgian 

commitment to takes steps towards this during their 

Presidency of the 23C Council in 1977; in the Jean 

Kcnnet Lecture of Soy Jenkins at the European University 

Institute,and in the introduction of 22-13 in IS 79 .This 

revived interest ir. practical initiatives 7/as based on 

the conviction that flexible exchange rates were not 

aiding and nay even have been hindering economic con -

- vergence between 33C states.

Though the debate about the effectiveness of exchange 

rates as a policy instrument is by no r.-.eans over,various
( C )

empirical studies fomd that in the long run exchange 

rate changes only altered external ecruilibriun under certain 

conditions, since it was impossible to shift the terns of 

trade far from their equilibrium level.lt -/as claimed that 

in the short run,the main impact of exchange rate alterations 

vas to allow a country to choose its own monetary policy and 

inflation rate. Ixchange rate and monetary policies "/ere often 

preferred by governments as they may be less painful than 

budgetary or income policies, though the frequent use of 

such monetary instruments weakens money illastion,and 

makes the short run ever shorter.The floating exchange 

rates of the lS7C’ s were therefore said to. imply a certain 

"permissiveness" in policy options,and contributed far less
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than expected to external equilibrium.

A theoretical explanation for these findings r̂as provided 

either by the monetary hypothesis vhich cu.estions vhether

exchange rate policy car. produce real changes in the
(10) . . . (i*1 ) 

economy /or by the virtaous - vt.cicn.is circle hypothesis .

The latter maintains that as a result of overshcoting,currenc

depreciation may induce an inflationary spiral vhile

appreciatior. dampens inflation,so that exchance rate move -

_ rns2fiv5 rr.av  ̂  ̂ c?—*1c*.~ 3conot.i_c

— JT0ZV7:£*1C 2 of E£C So

Despite the renewed interest in inplamentinc 3-:rJ from 1377,

betveer. 1572 and 1577 huge currency fluctuations continued

betveer. SZC states,vith little practical attempt at a common

S2C response to resolve this situation.
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- , - , . (12) 
to react to currency cnanges '.rare regaraea as cereatist, ;

The result of this excessive optimism vas that in 1363 »when

exchange rates actually altered,a satisfactory automatic

procedure for the response of the agrimonetary system did
(1 3 )

not exist. This -/as the first of many occasions where

development of the £¡30 agrimonetary system was determined 

by an unplanned response to an unforseen contingency',

Cr.e possible response would have been to leave the 

acrimonetary svstsm unchances and all ow the full imoact of 

exchange rate changes to apply also to the agricultural 

sector.It is clear that from equations 1 and 2 above,-his 

would entail a change in the unit of account conversion 

rate and so in the marhet regulation orice for =.gricultural 

products expressed in national currency.For a revaluation 

of the exchange rate by «</,., the unit of account conversion 

rate and so the market reculaticn orices expressed in

national currency will (ceteris paribus) both fall by 

(1 ^
y % ’¿/here '' :-

7 )  y  =  1 G C / 1  - 1 0 0  ^

x C C + cv» 7

Similarly for a devaluation,domestic currency prices 

will rise by slightly more than the devaluation percentage.

It should hO':/ever be noted chat these changes in 

domestic currency prices v/ill be completely offset by 

changes in the unit of account conversion rats.For instance 

given a Jeutsch marl: revaluation by the unit of account 

conversion rate and marlcet reculation orices in Deutsch
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r.ark both fall by y£?that is :-

. (l - y)P

8) P1^  eXit
ua

(I - y) c1̂ 1

which reduces to

p 'i t  = elit
us— — -----  o

_E*l

ua

Thu.^ if  the eirchan c° rats chance is a^oli^d fv^ 

agricultural sector, t’ithout compensatory measures,common 

ESC prices are preserved,and the free trade objective sur—

- ■'.rives intact.

A major problsn arises however in that applying the 

exchange rate change to the agricultural sector implies 

sudden changes in the domestic currency prices of market 

regulation Products and this ma''/, have severe conseouences 

for the country concerned.For example,in 1965 the French

T7'22TG vx32. C £111 tl ZO cLLl G*** Ul2.i2.C71

on agriculture since (as explained in Chapter l) this 

—-qij_1 q •'’¿ve rear.*- an increas° in food. ^ricer- incompatible 

fith ciiti — inflationary objectives,and the German 

goverrrr. snt -/as unvillin- to alio*:/ the full impact of 

revaluation on agricultjjre as this ’Tculd reduce farm 

prices '2nd possibly incomes *

These sudden shifts in the- agriculture! prices of a 

country could be avoided by applying the exchange rate
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to all except market regulation products,and having another

(IS)
agricultural conversion rate 'solely for those products» 

This is the basic principle of the green exchange rate system 

which allots changes in the agricultural conversion rate to 

lag behind those in the market exchange rate,so the agri-

- cultural conversion rate,which is called the green

or representative rate,may differ from the exchange rate.

This system wa3 first used by the French in 196? ,and by the 

Germans later in that year.

The effect of allowir.c a creer. rate to lac behind 

appreciation of a country's currency is to keep prices 

higher thar. they would be if converted at the new market 

exchange rat a ( by y 5- in the exir.pl a of an % German 

revaluation ). Similarly where green exchange rates lag 

behind depreciation of a currency »prices for ...arket 

regulation products will be lower than they would be 

converted at market exchc-ngs rates,both in terms of 

units of account,and ceteris paribus,other countries’ 

currencies.

The 33C intervention system entails that the govern -

- merits of member states guarantee to buy certain • 

agricultural products where this is necessary to prevent 

their prices falling below the annually agreed minimum 

level.In the absence of compensatory measures,the 

difference between the creer. and market exchance rates 

together with the intervention system would orovide
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an incentive Lo commodity - currency arbitrage and 

speculative trade flovs. To prevent this occuring, the 

introduction of green exchange rates vas accompanied 

by a system of border cor.ip s* sati on s, 'h ich  later bee arie 

knerjr. as uionetary c crap en sat a y  amounts (MCA1 s) .KCA » s 

all or/ the difference (¿‘hen considered at market exchange 

rates) in the prices for market regulation products 

between ESC colui tries to continue,but offset the impact 

of those price differences on trade.This entails MCA's 

acting as a tax on imports and a subsidy on srrpcrts in 

revaluing countries,and "hen MCA’ s operate this **ay,

 ̂ TV/-* * * " V' •*** ! J’» *’• 'T- * t-"*  ̂ tv w U *  W «» w ̂  . WX *

they are called y  \J 32m W l

In countries V  •*> V-

an import subsic!y  3-H i  <

lover prices in that c

The funetienine U à

'¿di' rr< ' 3-d.n.

:d are kno-en as negative MCA’s. 

: illustrated by a diagra.-

rt /■>—»■»» n ■j* t*'-’ ps ̂  ̂  /"*“** __ _i _ L-* —v- w:. J** ».j ' f“  1 N *—

r„ - ?RG price

positive German MCA which acts 
as an import levy and an export 

subsidy to keep German prices 

above common levels.

j

I

) negative Italian MCA vhieh acts 

i as sr. import subsidy and export 

*> tax to keep Italian prices 
belc-/ the "comm or. CSC level

—  4..-.*- Italian orice
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As mentioned in Chapter l,the systen of green exchange 

rates trith accompanying MCA’ s Tras formalised by an EEC 

Regulation of 1971»and -was alloved to develop virtually 

unchecked until 1979.-

Pron 1972 MCA’ s vere also applied on agricultural trade 

with countries outside the ESC.This entails adjusting the 

ESC import and export levies and refunds applied on trade 

vith third countries by an an cunt depending on the MCA 

level of the SEC country involved in such trade.

i i i ) Conclusions about ho-? the acri.-or.etary systen operated 

betveen 1969 and 1979

Not only did introduction of the green exchange rate

systen allov increased national autonomy in fixing the
h 6)

level of agricultural prices thereby underlining

common ESC prices,but it also entailed barriers on intra-

-33C trade in the form of MCA*s.In this tray much of the

progress made prior to 1969 in i.r.pl eventing common

policies for agriculture vas underlined between 1969 and 1979.

Table 1 indicates that over the 1969-79 period negative

MCA1 s ~hich enable lorer prices in countries Trith depreciating

or devalued currencies outweighed the positive MCA's to a

(17)
considerable extent. This i--r.plies that the net effect 

of green exchange rates was to lower the average actual 

level of ESC agricultural prices below That they would have 

seen in the absence of the systen, though still vith the
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Comer. Agricultural Policy.As Till ae shorn in Chapter 3, 

it therefore appears that the green exchange rate system 

realised its objective of easing inflationary pressures 

in aer-aer states vith depreciating or devalued currencies,' 

and in the ESC as a whole over this period.

The Aìttimonetarv s^stsr. since 1979

i)The 5-13

The resumed discussion of EHU from 1977 led in 137S ~o 

the establishment of the S-'S or 2uro?ean Monetary system. 

This is not the place for a detailed discussion of the SMS 

so here- the main features of the system rill simply ire 

sketched.

The ELMS is not a fixed currency system which excludes

excnanga rate caanges,sut it coes entail ¿2_Tiiting or

marcir, of fluctuation between all 2ZC currencies except



- 31 -

■ i

F~. Z-i-Ce It a ly V -7- Jor.:.

IS '72^1 ' + 7 * c + 4 . C +1 . 5 + 5 .4 - - -

1973 +9 ® 0 +C . I —  1 _i. T + 3» C — C- *1-> * I - 9.7 —>_

IS 7 4 rl 2 *“ / 0 s -7.3 + 2 . 7 - 1 2 , i -1 2 . 1 -

197 5 -¡-1C, 3 -1 . c -C. 7S! v 2 . 1 - 1 1  • S . 3 -

1 ST 5 + C .3 -S. c -9.S j.”» '  * — • - 23 .2 -15. c -

1S77
•  ̂ ^* C t J- "* c— “T • 'Z' - 15.7

. *1 « "T 4. * —7 — 3 2 . C —‘O. J -

l ; 7 o + 7 . b -13. L -14» 6 • T C -2 c . - “  V » J -

I S 7 9 /1 + IC . i
-» /“ ~
- W-- 1» w - 1 5 .—

. A
t :*  j — 0 — / » — -¿»5 —

IS7S / 2 +1C. c —  ̂• 1 —1 C. 5 T j » j “ ~ — 9 -. - —

1S7S /3 + 1C • c / * — + 3* 5
■>

*" J- • - -

1 S 7 S /4 +• lu « v. — -I ■> / - 0 c + 1* 5 - -

1 SLC/ 1 t 1 C . c - 3 > /
■ 1 ^ •4 ^ - -

IS cC/ 2 + 1C. 5 -c. 1 + 1 .S
“ ■> 

“f* — • W - -

1SL w  3 + S - 1 -
f T 1 „ t 2 « r - -

IS cL/’4 -
» /— 
. 0 'w Ti» / C • w - -

‘ ‘ _ — 1 '* ' r • * JT

13 81/  2 . +- . ■■ - -

— . > 

_ “ * - -

3*9 c l / 3 + 6^.5 - -1 . 0 - + 8 .7 - -

1 9 3 1 /4 +8 ..3 - - 3.9 + 3 + 4-9 — -

(1)1972 estimates are based on Irving and Fearn{'15} Gr een Money 
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TJriversita di Siena.1573-77 data is based on 3. Tarditi (7 8 ) 

Currency Interference'and the CAP,KCA1s,Sconcnic i;otes,7/l 

Later data is ta^cen fror\ A era ¿oroue and consists of 

r/aifjhtsd averages of -ye eld y HCA*s.
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stcrling. In  addition the 31-13 includes an informal agresnent 

to co-ordinate monetary and other policies and the creation of 

ncr7 short and nediun tern credit facilities for SMS aeribers.

So far the features listed  nake the SMS sesi like an 

updated,extended version of the snake ,but the 3-1S also 

included certain technical innovations T.'hich,if foil erred up, 

suggest a far ncre fundamental move towards 3MTJ.

The 21*13 involved introduction of the European currency unit 

or ECU,-hich,as shown in Tael a 2, is a basket of fixed an events 

of the 9 EEC currencies.The central rate of all EEC currencies 

accepting margins of fluctuation (that is all exept the UI) 

is defined in terr.s of the ECU,and as a corollary,the ECU serves 

as a basis for indicating exchange rate -divergence.To a 

li-itec extent the ECU also serves as a means of settlement 

betreen ccntral banks.Since April 1979 ,as rill be discussed,the 

ECU has been used as a unit of account for agricultural purposes

rnhe ultimate aim is to develop the ECU as a fully-fledged

C ' J wTZ ' f  Z T G . T  ~ * " * * 3€'3fl5 ¿0 00

The 21-13 "as also accompanied by the proposal to have a 

Suropesn Monetary ?und rhich -rculd act as a form of ESC 

central bank,but hsre too revived initiative seerr.s necess;

— w * » . . . > 1 ^ . . ^ ;  w ^ L . v u «



“ 33-

Country j Currency ECU 'w ik«i'
coc:fi rs

SC J C'innTJi
ratei o)

Vaiuej converted 
to 3fr b)

V.'ci^ntlng j f-rtCA p«rcenK)g« 
(por cent) i 1980/d 1 c)

* 5) From Ocfoo«r 5, $931
1 A. ¿e!g»um/luA. 3tr J.80 40.7572 3.30 9.3 0.0i w1 Wes» Gunrany DM 0.S28 2.<0939 14.CC3527 34.4 + 11. V -  3-3
1 N«<h«rlor.d» Fi 0.234 2.e>o332 4.37536C9 10.7 T 4.3
i Denmark Kr 0.217 7.91117 1.1179525 2.7 0.0
j Fronca F, 1.15 6 .174-43 7.5911103 18.6 0.0
| lr«iond £1 0.00759 0.efi44£2 0.45194324 1.1 0.0

3. l*o!y I 109.00 i 300.a 3.4155695 8.4 (- 3-’ )
C. UK i : 0.0385 (C. 601043) 6.0C12048 H iZ {+ 3.5)

40.757’.98 24 99.9

4) Frem Mcrcii 23, 1931
A, B«!giwn/l.yx. in 3.30 40.7935 3.30 9.3 0.0

Wej» Gaimony DM 0.828 2.54502 13.273434 32.5 + 7 .5A  6.5
Natherianei FI 0.284 2.31318 4.1477510 10.2 0.0
Denmark Kr 0.217 7.91917 1.1179543 2.7 - 1.0
Franc* Fr 1.15 5.99524 7.3253949 19.2 - 1.0
Irelcnd 0.00759 0.¿35145 0.4519634 1.1 - 2.4

■ J .  Italy L 109.00 1 262.92 3.5212232 3.6 (- 7.A)
C. UK £ . 0.0885 (C. 5421221 6.6402484 16.3 M 2.0 )

40.7934699 99.9

3} From N*ovcm.'jrf ~C, 1079

A. 3«la!um/Lux. 3fr 3.30 39.re97 3.90 9.6 + 2.2/+ 1.7
Wesr C*nncny DM 0.323 2.43203 13.273492 33.4 i- 9 . 3 . 3
NetH*Hcn<is FI 0.296 2.74362 4.W775>3 10.4 + 2.2/+ 1.7
0cfw*cr< Kr 0.217 7.72334 1 .1179544 2.3 0.0
Franc» rr 1.15 5.J4700 7.32592C0 ;9.7 0.0
Jrsiono £! 0.00759 0.443201 0.45!9o55 1.1 3.0

■ 3. iraiy L 109.00 1 157.79 3.7459921 9.4 (- 1.7)

' C. UK £ o.nsss (0.642910) 5.'26i2Cs 13.6
j 39.7396959 100.0
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Ge.-man*/ DM 0.328 2.48557 13.273476 33.3 + 10.7/- 9.7
Nifh*rionc$ rl 0.236 2.747^8 4.147743C 10.4 + 2.4/* i.9

Kr 0.217 7.36594 ¡.¡733481 2.9 - 2.5
Frcnce ! Fr 1.15 5.35522 7.3259124 19.6 -6.4/-4.3/-1 .0
Irt land i « 0.CC759 0.»9!41 0 .45i ?64o<l 1.1

■ * °■
3. Italy L 109.CO ! 157.42 3.7459312 9.4 (- 4.3/- 3.4)

t
C. UK | £ 0.0685 (0.649322) 5.426A174 13.6 t- 3.9)

!* • t 39.34554293 ! 99.S

1) From Aonl ? f 1979
1
1

A. 3«igium/Lux. Sir 3.30 39.4532 3 20 ! 9.6 + 3.3
West G ^ c n v DM 0.320 i z . v v n 32.8 -r i 0.3

N«fK«rlanci : FI C.1:S6 2 7*077 ■ > jo- •0.5 - 3.3
0 e^msrk Kr C. ¿1/ 7.75^2 1 ,:-CcJ724 3.0 3.0
France rr 1.13 5.79331 7 £258922 1 19.7 , - 5.3/0.3
J f * i o n <3 | £1 0.00759 0.662638 o!45!Oa32 1 1.1i 0.01

3. Italy I 109.CO 1 14C.* 5 3.7459773
i! 9.4i (-17..3/-1I.31

C. UK ! £ O.CSSo (0 . * ¿ 2 2 5 ) 5.2̂ 52371 ;  ]3j {-22.0/-14.3)
i

39.45*4119 j  i c o . o

a) Currency crrcunt. :or one curcofc-ar Currency U n i r , b) Setaicn Centre! rote ¿iv;de5 OY the

Centre! rote of the currency ccncerned, "nultiplied b ) t  its ocsket O'Tiounf; c) U K  end itoiicr.

M n* As 

basis f ¡Hewing EMS Inp le^-n ro ficn  or su iiequenr re-lisr.merus

A . Centra! rcfas 'nelc wirhin narrow -nurgm or' fluctuation (cro«-rates held to w ithin - / - * . ¿ 3 .0 .
B. Centre I rate with wide mc.-gin (crc^s-rct«  held tc within * / -  ¿.C^-s).
C . U K  “ imputed" Centra l rcte =s the UK  h  net pert of the monetary ¡/stem.

Agra Europe, October ? ,  1?81
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to the a^rimcnatary system,but also because the French made 

their acceptance of 5KS dependent on a reforn of the green 

exchange rate syst=r.. The reform of the system finally 

agreed on ^as knoim as the 'Genti anan's Agreement'.The 

prospects and implications of this reform vili be discussed 

in Chapter 10, »'here it is sho-m that its aim is to limit 

the scale and time period for T;hich future MCA’ s are applied 

and in this ray it is hoped to reduce the impact future 

i-iCA ’ s rill  ha*re in undermining common prices and the free 

intra-SSC trade of agricultural products.

Tt/c aspects of SMS in particular- implied changes in 

"¿22 sys'tsr7 * -■ ̂ 3

O JT tr* i"̂ v' f ̂  w T ^ "i ̂  "tlT OÒiÀw '** *- t-t- .3 "QTT  ̂sr.r. ^ £i r**' T T

r*> f-» V iS  •» *r>

i i /a  The effect of t-hg nay m-r-vcins of exchange rate flustv.ation 

on tills a"r imc"-'etar1̂ cV"t£~.

"’han the Hvi3 '-ras established in 1973 »all the then SiJC members

became full participants»""ith the sole exception of Eri tain,

signatory status allowed the possibility of full 

participation later cn .Apart from Italy all full participant

p -y> o  q q --  "•J"V ^*0 *"• 3  ■* ~r*, . j i  ■*' 0 v r  r, ^  .a

to a ~ 2.25J* band around the central rats (defined ir. I-CU) 

q p 'c7-132."*' c i r c y « y  r *— " ^ s ^ l z z r i c i  ™o*v‘Gfe;^r^'C cir

lira to a rid or band of - = .C0 % around its central ralue. 

F’ollovinc the erJ.args~.eiit of the SEC in 1973, a distinction

 ̂ H :/CA *  ̂c>̂ * V r*-3**rOG2?Sj 3-ilG. "32TL3DX2
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KCA's for tiis other floating currencies.This distinction

continued after 1979 ,though vith the changes implied by

replacing the nov defunct snake rith the SMS. Since April

1979»fixed MCA's have applied for those countries keeping
t

their currencies in. thin the narrow ±2.25% band around 

their central rates,“ hile Britain and Italy (and nov also 

Greece) have variable MCA's.

- The underlying principles for calculating MCA levels 

very briefly described for the 19 69—79 Period remained 

largely unaltered after April 1979. Essentially the MCA level 

is determined by the difference betrr/een the green and exchange 

rates,and is then applied to the intervention prices for 

market regulation products in that country.Since 1979 there 

« 2.3 be1—i a ciiange in Trhat exchange rats is ccvDarec T/ith the 

green rate,and this together T/ith the greater steadiness 

so far exhibited by 3M3 members has meant smaller MCA’ s.

To shOT/ ho- this occurs,the method of calculating fixed 

and variable MCA’ s vill r.OT? be explained.

i i /a / i  The ca 1 aticn of fixed MCA ar.cvn.ts

Prior to 1979 the level of a fixed ¿-1CA defended or. the 

co.v.parisen of the green rate and the par rate of snake members. 

Hot; any of the seven narrow-band SMS countries may apply a 

fixed MCA,~hich is based on the difference betr/esn the 

green rate and central rats of a country. Exactly ho-; the 

level of a fixed uCA is calculated is best illustrated 

by an ex2r.pl e, such as France.

In April 1973 the French fixed :;CA tras negative, sc for 

tracing p’j^poses it 7/as necessary to apply an MCA vhich
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irould act as an import subsidy and an expert tax and raise 

French prices to a ’ convr.cn’ESC level.

The first stage in calculating the fixed MCA level is to 

compare the green and central rates using the folloving fomula 

and the result is called the MCA percentage.

1 - rTrê T. rate in SCU ) x ICO

central rate in SCUj

In April 1979 the French green rate in SCU vas .184265 for

all market regulation products except cereals and sugar,and the

central rate in SCU vas .172464 so that the French MCA percentage

for those products ras

il - .184265 )x ICC = -6.8%

[ .172464

This is the gross MCA percentage vhich is then subject to

a fixed deduction or franchise.The ain of the franchise is to

reduce the burden of MCA’ s or. the SSC Budget.The franchise

(X 3 }
entails a 1.5% reduction for a negative MCA. and a 1%

(  ̂  n ^
reduction ' for a positive MCA percentage. The French gross 

percentage is therefore cut by the 1.5% franchise to a net 

MCA percentage of -5.3%.

The MCA percentage has then to be applied to intervention 

prices to derive the actual MCA amount to apply on trade.The 

MCA anount is expressed in national currency per unit of
( ~ Q \

product, for example francs per tonne. For nost products 

the MCA amount is estimated by rrul tip lying the MCA percentage 

by the intervention price in SCU for the product applying in 

that country and then converting the result into national 

currency using the gre n rate of that country.For instance
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assume an agricultural product ^ith a French intervention 

price of 100 SCU per tonne, then multiplying the French net 

MCA percentage of 5.3 % by the invervention price gives - 5*3 

SCU per tonne,r^hich is converted at the French green rate of 

.184265 to obtain a French MCA amount of - 28.7 francs per 

tonne.

The main difference in the systsn of calculating fixed MCA

amounts since 1979 is therefore that the central rate

hac replaced the T>ar currencv rate in the estimation

of the MCA percentage.The central rate of a currency

is now defined in SCU. As the SCU is a basket of 9

currencies, if  one of those currencies alters in value,

so too ’Till the SCU and hence the SCU - defined central

rates.As a result a change in the value of any of the

9 SSC cuurencies vill induce changes in the fix id MCA

percentages of the 7 narrow — band EMS countries.The

size of these MCA changes depends on the ’■/eight of the

altered currency in the SCU basket,and the extent to 7/hich

that currency is altered.For instance a 5 % revaluation

of the Deutsch mark,vhich has a 7/eight of 33 % in the

basket -Till cause a greater change in all fixed mca

percentages than trill a 5 % Danish devaluation,the

(21)
kroner weight being only 3 .1^.



i i /a / i i  Ho? Variable MCA1 s are Calculated

Calculation of the variable MCA amounts for Britain »Italy 

and Greece is more cor.plex.As in the case of fixed MCA’ s the 

first stage is to derive the MCA percentage.The variable 

MCA percentage of a country is based on the ~arket rate of 

that country against each of the narrowband SMS currencies 

over a five day nonitoring period,and on that country's green 

rate relative to the central rates of each of the narrow 

-band ELiS currencies.The monitoring period runs from Tuesdays 

to Wednesdays since it only operates on vs ek days.

The variable HCA percentage is then applied to intervention 

prices in the sane vay as the fixed MCA percentage in order to 

derive the KCA atounts. Changes in MCA * s only occur on Mondays 

and only if the KCA percentage alters by more than 1% fron: 

veek to ^eektand the ai~ of this is to li_r.it fluctuations 

in MCA amounts.

The purpose of linking variable MCA’ s tc tne central rates 

of the narrowband currencies is to make the level of variable 

MCA ' 3 dependent on her the -arket rate cr green rate of the 

country in question ,-cves relative to the exchange rates of 

other ESC states.

The corollary of this is that if  any of the 7 narrowband

currencies alters, sc too rill the variable MCA percentages.
(o 2 )

Moreover if any of the 9 (excluding Greece) S£C exchange 

rates alters,so too rill the SCU and hence the SCU-defined 

ccntral rates of the narrowband currencies,thereby inducing 

a change in all fixed and variable MCA levels. In this vay a



considerable degree of interdependence has been introduced into

the agrinonet ary system and the size of future MCA‘ s has been

made dependent on the degree of stability between SEC currencies

vith greater stability likely to result in smaller MCA*s.

The changes in the value of the ECU,SCU defined central rates

and in MCA's as a result of exchange rate alterations are shorn

(23)
in Table 2 above. It  is significant that on each occasion

since April 1979 ■ahere exchange rate changes vculd have increased

cr led to the introduction of nev MCA1 s,measures (and in

particular application of the franchise and adjustment of gre^n

(24)
rates )vere taken to reduce,if not prevent, the extent to 

vhich this occured.

i i /b  The Use of the SCU to Express Cordon Agricultural Prices

Since 1979 common agricultural prices have been expressed in 

ECU rather than in the sr.aka unit of account.The SCU used to set 

agricultural prices differs slightly from the full ECU since it 

is only based on the 7 narrowband currencies and not the 9 

EEC currencies (excluding Greece ).

i i /b /i  The I.mt>act of Using the ECU on. Common Price Levels

Until April 1979 ,expressing common agricultural prices in 

terms of the snake unit of account meant that any appreciation 

of the snake currencies increased the value of the unit of account 

and hence annually agreed price levels,vis a vis third ccuntri

A. Svinbanl: has estimated that the link to the snake caused the

unit of account to appreciate in value by 54% against the US 

between 1971 and 1978.
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have been smaller and the agricultural prices-higher,given 

a broader based unit of account.Similarly,because the previous 

unit of account vas based on an unweighted average of the 

snake currencies,the appreciation of the strongest,the 

Deutsch nark vas underestimated,so the German positive MCA 

vas smaller and German agricultural prices vere lover than 

they vould other-iri.se have been.

In April 1979 the vay in vhich the snake unit of account

vas replaced by the agricultural ECU vas such as to minimise

(29)
immediate changes m  MCA levels. Hovever because the 

agricultural ECU has a broader basis than, the snake unit 

of account, future MCA levels are likely to be mere equitable. 

Insofar as the EHS can restrain currency divergencies betveen 

3SC countries,more equitable MCA's -vill not necessarily mean 

higher MCA*s.This is evident from the example above -ciiere 

the German positive MCA vas too small because the Deutsch 

mark appreciated more than the other ESC currencies.If the 

ES’iS limits Deutsch nark appreciation,introduction of the 

agricultural ECU vill not mean larger positive German HCA’ s.

Conclusion

From this Chapter it is evident that developments in the 

EEC agrimonetary systen have paralleled those in the exchange 

rate and monetary snhere,vith practical initiatives tovards 

common ESC policies characterising the periods frcn 1967-69, 

and after 1979.3etveen 1967 and 1969 common agricultural



vera first enacted,vhile the introduction of SM3 from 1979 

entailed greater iriterdependsr.ee bet^eezs. SEC countries 

(except Britain) vhich extended also to the aerinonetary 

systen and through it ,to  agriculture as a vhole.

In contrast the operation of the acrimonetary system 

betveen 13 69 and 1979 undermined such prosress as had been 

made in realising common prices and free trade for agricultural 

products,though it did succeed in easing- certain inflationary 

pressures and allowing the msnber states increased autonomy 

in fi:cLn«r their ^rice levels.
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Footnotes to Chapter 2

(1)For a more detailed account of the history of MCA’ s see:- 

P . Baudin(69)Politicrue monétaire et poiiticue agricole,

Revue du Marché Cammun;COI (77)480 and COM (7 8) 20 of the 

ESC Commission;R. V. Irving and H.A.Fearn (75)Green Money 

and the CA? ,CSAS,¥ye College Ashford,Sent; C.Baldinelli (80) 

in IL Sistema Acrcmonetario; gli effetti degli importi

cceio ansativi monetari,Quad^rm dellan£ivista di Economia 

Agraria",Il bulino;T.Josling and 3 .Harris (73) Surooe ' s 

Green Money ,LLoyds 3anl< Reviev; C.MacIcel (78) Green Money 

and the CAP ^Westminster 3ani: Quarterly Revier^and 

The Development,Role and Effects of Green Honey in a Period 

of Instability,North of Scotland College of Agriculture, 

Bulletin 1 3 ;A, Sr/inbarJ: (76)The British Interest and the Green 

Pound, Centre for Agricultural Strategy »Paper 6 ,Reading;

V. Sac comandi (73) Avvenimenti intemazionali e loro riflessi 

sulla ? AC,Rivi sta di Economia Agraria 75/3

(2 )See 3 .Haas(5S)The Uniting of Europe,Oxford University Press

(3 )In fact minimum prices,vhich are usually intervention 

prices,and maximum prices,or target prices are agreed 

for market regulation products,and the actual marlcet 

prices for these products are allcved to fluctuate in the 

corridor between these tvc limits.Harhet prices are 

prevented from falling belo n  intervention prices by 

national authorities buying up (or intervening)surpluses 

of the product.The target price is equivalent to the



(3) cont'd. . . .t h e  threshold price at vhich inports of those 

products can enter the SSC from third countries,vi±h 

transport costs to the ESC market centres deducted.Given 

the problem of agricultural surpluses in the ESC,the 

(minimum)intervention prices have mere significance than 

the maximum prices and it is on intervention prices that 

the agrimcnetary system is ,for the most part,based.In the 

following discussion in the text market regulation prices 

can generally be interpreted to mean ^-ri‘a~r,vgir? t~i trices.

(4) In  calculating the net receipts from the CA? Budget,the

gold pariry unit of account vas used until. 1971 vher.

susponsion of dollar convertibility led to

tiii-3 dollar V£l1u~ ’uni.ti c£ account*Tiiis T75.3 rs^lECsd. ?r.

1973 '/ wil3 V ¿a t 3 y* **  ̂ Q £ 3CC OlZZl'i j lELS'COd ’JlHiil 1^73

Then the ECU vas applied to agriculture,as described 

later ~̂r~ the Chapter.

For calculations of budgetary contributions,the gold 

parity unit of account survived until January 137S,vhen 

it -as replaced by the EUA, or European unit of account.

The EUA is a ccr.posite basket of the 9 SEC currencies 

(excluding Greece)^hose value changes if  the exchange rate 

of one of those currencies does.The value of the EUA 

is identical to that of the ECU,though the ECU,unlike 

the EUA,has a clause alleging changes to be made in 

its composition (see Bulletin EC 4-lS£C,?.S9 for further 

explanation).

(3) ? .K . Schmitz(79)Per Grenzaus-tleich In Acrarhsndel ,Virtschaf- 

—dienst 59/7 vas the first to use this formula.
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(6) Described in H. Ansau* et M.Dessart(75)Dossigr pour 1 'histoirg 

de 1 1 Sur oo e nonet air e , L cuvain

(7) The need for refora is discussed in J.Willianison, (74)

The Failure of world Econonic Refsxa .

(8) In  M. Fratianni and T.Peeters e d .(78 )One Money for Surcse 

Macmillan Press Ltd.

(9) Sons of these are reviewed in the 1976 Optica Report, 

Inflation and Exchange Hates-Evidence and Policy Outlines 

f-er the EC ,10 /2 /77  Report of a group of independent 

experts for the EC Connission,3russels

(lQ)The monetary account of the exchange rate mechanise is 

discussed in sens detail ir- Chapter 7.

(11)G.Sasevi and P .de Grauve(78)Vicious and Virtuous Circles 

and the Cutica Proposal: a T-r/o Country/ Analysis,in 

K.Fratia^mi and T.Peeters ed, (ibid)

(12)For an account of this see 3 .Mohr (74) Was Trird aus den EG 

Acramarkt ? Wahrun<7s?olitische Erschfl11erun~en cerstärken 

die ungelösten Problene der EG-Landwirtschaft, 

wirtschaftskonjunktur 3 , IFO-Milnchen

(13)Certain extremely conplex arrangements for adjusting the 

value of the unit of account existed,but only if all 

exchange rates of SEC countries changed in tha sane 

direction sinultaneously, as is explained by H.Rodener (74) 

in Wechselkursänderungen und ST/vG-Acrarr.arkt: die lontroverse 

un den Grenzausoleich,Sieler Diskussionsbetrag,33

(14 )*\ von Urff (74) Zur Funiction des Grenzaus^leichs bei 

Wechselkursänderungen u t , syst an der SVG A c~r amarh t orcnung en _ 

Agrerwirtschaft 5 vas the first to use this formula.
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(15)In practice there mar be different a-gricultural conversion 

rates for different market regulation products in a country, 

but for simplicity only one is considered here.

Isolation from exchange rate changes is only required 

for market regulation products,since these products alone 

have common EEC prices expressed in units of account.

In consequence it is only these products which undergo 

an immediate change in their domestic currency price if 

the exchange rate change is applied to th.3?..

(16)The limits on this increased national aut enemy,and the 

vay in triiich it ras used are described in more detail 

in Chapter 9.

(17) Cl early hcrcsver the impact of the agrimor.etary zyziaz on 

actual average agricultural price levels vill depend not 

only on the scale of negative HCA's relative to positive 

MCA1= but also on the sioe of the agricultural sector in 

countries rith negative MCA’ s relative to that in countries 

vith positive MCA’ s.

T.Heidhues,C.RITscn,T. Jo sling and s. Tangermenn (77) in 

the article Common ?rices and Europe’ s Farr. Policy,Trade 

Policy Research study,have used 1275 data to estimate that, 

the abolition of ^rsen exchance rates rculd have increasedw W

the actual averacre level of EEC agricultural prices by 

a^roximatelv an additional 11*4 assuming that there vas

no change in th.2 level of SCC self—suffiency.A sir.ilar 

estimate for 197 6 indicates a 7~ /« price increase had 

green exchan^3 rates b^en abolished in the artacle b̂ /
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(17)cont'd. . . .  C.Ritson and S. Tar* gem ana. (79) The Economics and 

Politics of MCA»s , European Reviev of Agricultural Economics 6„ 

Hovever,as Chapter 3 vill shov,this type of estimate involves 

certain problems,but even allowing for a large margin of error 

it is safe to assume that at least the direction of the impact 

of the agrimonetary system on the actual average level of prices 

(i.e„ dovnvards) is correct.

(18)First introduced in 1976

(19) The franchise on positive MCA's dates from Regulation 652/79 

of 1979 .Until April 1980 the franchise or. variable positive 

MCA1 s vas 1.5%»vhile that on fixed positive MCA ’ s vas l"i.

Nov the franchise on both fixed and variable positive KCA’ s 

is IS .

(20) MCA's cannot be cased on intervention prices for processed

or non-annex 2 products such as biscuits and cakes,land other 

confectionary^so they are calculated on notional

recipes.In view of the problems described by C.Macicel ( ibid. 

Footnote (l) ) the MCA for pigmeat is no longer based on

the intervention price.Quality vine is also treated as an 

exception.

(21) See Agra Europe of 1 5 /6 /7 9 ,and Agra Europe of 28/9/79 for

a concrete example of this vhich describes hcv the currency 

changes of September 1979 vculd have altered 3.CA levels had 

the franchise and adjustments of green rates not been applied.

(22) The Drachma is not yet included in the ECU/out if  Greece 

remains in the EEC,the aim is to include the drachma by 31/12/c"
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(23) The changes shorn in the Table are the result of the folioving 

exchange rate adjustments.In September 1979 the Deutsch mark 

vas revalued by 2% and the kroner vas devalued by z%; in Novaaber 

1979 .the kroner vas again devalued by 5%; irA Karch 1961 the 

lira vas devalued by 6% and in October 1981 Germany and the 

Netherlands revalued by 5.5% vhile France and Italy devalued 

by 3?..

(.24} See Agra Europe of 25/9/79 for an example of this.

(25) A^S^ir.bank (ibid. Footnote 1 ).

(2c) These estimates are based on statistics taken from the SC 

3ulletins.

(27) This development is described by C.Mackel, ibid.Footnote (l ).

(28) Ho t  this vas achieved is described in CCK (77) 460. 3ver. 

applying the measures in CCM(77)430 the introduction of 

the agri■cultural EC*,' yculd have meant a positive MCA for 

the first time in Ireland (of 2.6%) and altering the French 

MCA from -IC.,5^ to 11.1% so this vas avoided by freezing both

“ 'ench and Irish MCA’ s.
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Chapter 3

Welfare affects and Flexibility of National Agricultural Policy 

■ Arising from the Agrimonetary System'-

In the literature,various authors have judged the agrimonetary 

favourably claiming that it allorrs increased flexibility in 

agricultural policy-making,and that it has positive 

velfare effects.This Chapter vill first analyse these claims in 

more detail,and -rill then illustrate vhy they are insufficient to 

warrant a favourable judgement of the green exchange rate system

The Claim that the Green Sxchange Hate Systen A IIqtts Necess^^y 

Flexibility to National Acricultvral Police

The argument that the agrimonetary systat alleys the flexibili 

to national agricultural policy vhich is necessary to take acc 

of differing national needs and conditions is possibly best 

explained in an article by T.Heichues,T.Josling,C.Eitscn and 

S.Tangermann -hich says :-

"In  viev of the great disparities betveen the member states 

in terms of economic performance and farm structure at present 

applying in the SC,the CrJ5 must be flexible enough to take 

into account specific national circumstances . . , (the MCA 

system ) appears remarkably veil suited to the above 

recuir sr.ents.MCA * s have the merit of al loving countries



domestic farm product prices and in general bringing about 

inter-country transfers vhich are politically acceptable 

and economically reasonable.3ut unlike any purely national 

agricultural pricing,the MCA system places limits on price 

diverfancies,and includes a degree of automation in their 

level.This allovs the retention of common pricing. ...A ls o  

under the MCA systen national prices are formally linked to 

a notional Community price.This can be interpreted as in a sense

an act of faith that there rill be a return to common pricing

Then the cireonstances are -ore favourable for the creation of 

a true cordon market in farm products."

This vier is also evident in articles by C.Ritson and

(2) (3)3 . Tar.5 errnann and 'ey A.svinbank, 'rho restricts his analysis

(on this occasion) to the British viewpoint,and rriting in the

pre-Thatcher era,says :-

"In  the final analysis the UK Government must protect the 

interests of all UK citizens.If this interest indicates CAP 

price support levels beloxr those sought by our partners then the 

concept of common farm prices must be jettisoned."

"To the extent that the UK can influence the value of 

the green pound it can influence its terns of trade 

Thus . . . i t  is difficult to see trhy the UK should ?a7  a higher 

price than is necessary for its food imports providing that 

its partners are villing to acquiesce to such a policy."

It is clear that even vhere the long run aim cf
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integration is expressed, judg-incr the agrimonetary system 

positively because it allots increased national autonomy
( 4.)

can too easily appear as national interest. Ta avoid 

t —s appearance of national int surest, those defending the 

agrimcnetary system because of the national flexibility it 

allows,oftan support rheir argument vi~h an account of the 

7/el fare effects of the system..

J~udcener.t of the Acrimor.stary Systar. Acccrdir.c to i - 

Welfare Effects

The welfare effects of the arrimcr.etarv system are discussed
f .

in tiie three articles cited above,as well as those by P.K.schr.i

(6 )
the Cambridge Eccr.cmic Policy Group, and 3«Dicker,sen and 

J.tril ¿goose. 1 The most complete account cf the price and welfare 

affects is that of P.M.Schmitz, and this rill serve as a basis 

for the explanation here«~ /

V/ith the exception cf 3 . Dickenson and J.vildffocse,rhcse contri 

-bution "=111 be discussed below,all these authors were 

concerned not only with the impact of the agrimcnetary 

system on actual price level3 , but also on the terms cf trade 

between the EEC and the rest of the world. By altering the

mi-*
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actual level of ESC agricultural prices,the green exchangc- 

rates rjill alter the level of 33C protection, and this Till 

have implications for the allocation of agricultiiral 

production and consumption between the SSC and the rest 

of the vorld*3ecause the agricultural production and 

consumption of the SSC is large relative to that of the rest 

of the -rorld,a shift in the ESC price level is likely to 

alter ŵ orld prices,^ith for instance lo-er 32C prices 

inducing hijiiGr -Torld ones*

P.M.Schmitz uses a simplified geometrical model to assess 

these effects of the green exchange rate system cn the level 

of 33C prices and protection.Only tvo members of the 33C 

are considered as shorn in Diagram 3-1.The ’domestic' 

market is of a country -rfiich is a r.et Importer t±th a 

positive MCA. The 'ner.ber country market'relates to a net 

exporter vith a negative MCA,

represents the Trorld price adj^.isted cr. the assumption 

that CAP prices vere moved to vorld 1 evels and there vas 

no longer any EZC protection.?w is the common 3£C price level
Q

and the price on the domestic market exceeds P by the
-3

amount of the positive MCA ^ ,--hile the price cr. the partner 

msnber country is belov Pw by the negative MCA* .

With MCA's the domestic market imports A 3 ,of ^hich 

(=3?) comes from the partner,and W  (=D3) conies frc-r. the 

■Tcrld market.Het consirr.-i-r and producer -relfars losses for 

the domestic market are equivalent to triangles ADC and

3FG,and for the partner country they are !!'?. *3 and
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The inport levy on third country trade is H o .  Compared 

to a situation vithout either MCA's or import levies cn 

third country trade,there is a terns of trade benefit of 

DEXH.

I f  KCA’ s are eliminated,both countries «ill have 
c

prices at P .In  the specific case sho^sn in Diagram 3-1 

this entails that the import requirements of the domestic 

market increase to A ' H 1,vhile the export supply from the 

member country market increases to i.TQ,and the supply from 

the TTorld market falls from VW to XY*

’Jithout MCA’ s the consumer and producer losses for the 

domestic market shrink to A'CD and E*? ’G ,T/hile those of 

the partner country rise to NKS and QTU.This is an example 

of the mcrs general phenomenon in that trhere harmonisation 

of ECC prices causes a country to raise its prices,that 

country -sril! probably suffer increased trelfare losses through 

ni sal location of rescurc3sr-;hile those losses vill be reduced 

for a country catting its prices.

The fall in export supply from the uorld market shot/-- 

in Diagram 3-1 represents the quantity component of the 

term3 of trade effect.The quantity component develops 

differently from the price component.In the specific case 

shctTi in Diagram 3-1,the elimination of IvCA's causes actual 

forid prices to fall and the gap between actual and 

adjusted ucrld prices increases from P*v  ?tr0 to pNjPt^ .

In this particular case the quantity component of the terms 

of trade effect outweighs the decrease in vorld prices,so 

the elimination of MCA’ s trill reduce the terms of trade gain.
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Although in this case eliminating MCA’ 3 led to a tsrr.s

of trade less, tliis is net alvays so.Abolition of MCA ’ s say

either increase or decrease the level cf actual

CAP prices,protection and self-sufficiency so the net 

result nay either be a terns of trade gain or loss for the 

ESC as a whole.what actually occurs,assuming danand and 

supply f unotions unaltered, «'ill depend or. “ hat the 

level cf prices and MCAT 3 are in the CSC.

Similarly for individual r;av.ber ceuntries,the- ter- 3 of 

trade effect cf MCA ’ s depends or. the impact MCA’ s have or. 

the actual price levels. For instance a terr;S of trade less 

is likely te result if  the MCA raises prices in an ei-reortinc 

country er levers prices in an importing country.A terns 

of trade gain rill occur if the MC.% raises trices above

che equilibrium level of an importing country and belc- 

ecuiiibriuT. in an. exoertine cour.tr v.

ia\:cr m r s r'~ =■- *• -
9
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encounters considurable problems.

C.Ritson and S.Tanjemann use a geccnetric model very 

similar to that of P.M. Schmitz to illustrate the velfere 

effects of the agrimonetary systan,although using the slightly 

different fom at of export supply and import demand curves.

The earlier article of these authors vith t'po others also 

approves of the agrimonetary systsn because it gives rise 

to positive vclfare effects,by keeping the actual average

1 sr/el of SCC prices belot/ -what it rould be in the absence 

of the system.This viev is evident in the following 

quotations taken frcr.i the article by T.Heidhues et al :- 

"The efficiency of such a system (i .e .the  CA?]j is thus 

related to the level of protection given to agricultural 

products of domestic origin .. .

rough estimate suggests thet tha level of common 

prices implied by the abandonment of current Q.97¿j MCA's 

7/culd be some li;j above that vhich rould leave aggregate 

self-sufficiency in the major CAP products for the 

Community unchanged.This higher price level vculd,on 

reasonable assumptions about consumer price responsiveness 

raise the overall self-sufficiency level in these products 

veil above ICC and possibly as high as 107'».''

” . .  . any vorsening of the situation by imposing extra 

costs on the Community in the nar.:e of price harmonisation 

(by eliminating HCA’ s) should be avoided.”

takes into account the terms of trade effects -iiich may 

arise because the agrimonetary systen alters the level
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of SSC prices and protection,and hence of vcrld prices.

This concern for the effect on vorld prices and the 

allocation cf resources bet-wean the SSC and the rest of the 

vorld ntay explain vhy the British,irith. a long- tradition cf 

agriculture orientated towards vorld rather than SEC ccndltiorvS 

figure prominently among those judging the agrincnetary systa- 

according to its welfare effects.

One such example is A. Svinsanlc »•yho defends his recormsndation 

that Britain should use the agrlmcnetary systsn to kee? 

agricultural prices dovn, saying : -

■The cc sts lu

sonetl~.es —aln t a

less than the t.'o:

members to have i t \ f ■«* 2. *IZl -::r"y*’ * C~J> tl * # ^

g 1  ̂ j • - ■ .cr*- ar t* ¿3 OS C2J“1*5Z'Z.C.G’3

flO'/ f1 1 ^
Economic Policy Group and of ?. Blar.cus  ̂ 1 rho alt

to estimate the xrelfare effects of condor, agricultural trices 

by co-paring the actual situation vith the hypothetical 

situation cf vcrld prices. Both studies take as a reference system, 

actual *rorld prices and .tabs no allowance for the effect of a 

hypothetical change In the protection level cf cne cr l 

SSC states on the level of verld prices.For the Cambridge 

Economic Policy Group this is less problematic as the relfare 

effects are only considered for a sin si e ccuntry,Thil a the 

P.Blar.cus study extends to seven of the SSC member states 

( alluding  Luxemburg and Ireland )♦
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P.Blancus leaves the effects of the agrinonei_ary systsn 

out of his analysis but the Cambridge Scononic Policy Group 

provides a rou^rh estimate of the velfare effect of MCA’ s 

on the British economy,but the results should be treated 

cautiously,given the difficulties of this type of analysis 

vhich are considered later in this Chapter.

After 1979

Up until ] S79 an assessment of the reifare effects 

agrimonetary system could be used in defence of the systsn. 

Since 1379 hovever,as Table 1 of Chapter 2 indicates negative 

MCA1 s have shrunk,if not disappeared,*hile positive MCA's 

have emerged (as in the case of Britain ) or regained virtually 

iindir.ini shed. As a result the net effect of green exchar.je rates 

has been to raise actual average prices for ESC agricultural 

prices since 1 9 7 9 ;so worsening the allocation of agricultural 

resources bet~e-2n the SEC and the rest of the rorld.

Not surprisingly then favourable judgement of the 

a^jrimonetary system on the basis of its «velfare 

effects has assumed a somewhat different form since 1979.
(1 2 )

This is evident in the s.Dickenson and J.Vildgoose articles. 

These authors both rrcrk for the British Ministry of. Agriculture 

Fisheries and Food (M .A .? .? .)  and from their studies it appears 

that they 7rere required to produce a model defending rrhat
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vas already decided Government policy ,namely to use the 

green exchange rate system to raise agricultural prices 

in Britain. The studies continue the tradition of using 

partial equilibrium analysis to assess the effects cf a 

grsen pound ¿evaluation on the British economy (since 

vhen they vere rritinj the UX MCA vas still negative ). 

However the ferr. of partial equilibrium analysis used vas 

very different from that vhich vas usually adopted before 

1979»as no account vas taken of terms of trade effects 

and indeed no mention is made of rcrld markets,~hich is 

very unusual for Sritish agricultural economists.

Empirical application of the model also r e s  into 

considerable difficulties largely because of the deficienc 

of partial equilibrium analysis.However this is a problem 

encountered by all a ttests  at empirical estimation cf 

the price anc welfare effects of green exchange rates and 

so vill nor be discussed in seme detail.

The Defects of Partial Scuilibrium Analvsis

Though partial equilibrium analysis has considerable 

value as an explanatory device,it runs into enormous 

difficulties Then used to derive empirical estimates. 

Various of the authors mentioned above used partial 

equilibrium analysis to assess the relfare effects of 

green exchange rates,including 5 .Dickenson and

ies
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J,yildgoose;P.M.scimi tz;C.Ritson and s.Tangernann;

T.Heiòhues et a l ;and the Camteidg-e Econonic Policy Group.

These authors vere clearly arare of the problems of using

partial equilibrium analysis in this vay and even made

sane attempts to overcome these problems,though vithout

much success.An idea of the scale of the difficulties is

(13)
given by 3 .Leaner and R. stern 'vho say that the results 

of partial equilibrium analysis:*-

" . .  * do at least seen to enjoy a slight preference over 

pure guessvork."

Major problems arise from the'partial' nature of the 

analysis.Partial equilibrium analysis involves assessing 

the effects of a policy such as green exchange rates on a 

single market or series of markets.The underlying assumption 

is that the price and quantity responses in this single 

market (or series of narkets) vili have repercussions 

for other markets that are so small that they can be 

assumed zero and ignored.

The effects of the agrinonetary system on the level of 

prices and protection of EEC agricultural products vili 

be determined to some extent by the interrelationship 

hetve^n the market for MCA goods and the rest of the econccy. 

The problem is hov to take account of all the more imo or t ant 

interrelationships and partial equilibrium analysis does not 

offer any guarantee that this -vili b<
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comprehensive vay.As a result the choice cf rhich 

interr el a ticnshiDs to include,end Thich net to consider 

becomes extremely haphazard and arbitrary,varying according 

to author and so further underlining confidence in this 

tyoe of analysis.This can be illustrated by examples 

from the literature.
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unrealistic as an example illustrates. Between the summer of 

1979 and December 1980 the value of the green pound rose 

by over 40 thereby inducing an increase in the overall
(15*)

retail price index of possibly as much as 5 - 6 % • '  '

Given the Importance of the anti - inflationary objective 

to the Conservative Government#such an increase in prices 

is likely to have implications for Government (and 

particularly monetary)policy and the UX economy as a whole-

A second major defect of partial equilibrium analysis 

is that it is a form of comparative statics so cannot 

accomodate dynamic effects*1 relating to the timing of 

responses to MCA1s.On the supply side MCA's are likely to 

alter level of production of the MCA good itself/ of its 

inputs,and of competing products.The size of these reactions 

Till depend on the time path of the initial and secondary 

price and volume effects of MCA’ s. On the demand side 

MCA * s alter consumer spending,relative prices and indirect 

taxes,thereby altering real disposible income viiich in 

turn Till alter the volume and pattern of s?ending,and 

possibly also government policy.Once again the timing of 

these responses is likely to be important in deciding the 

scale of the MCA effect.

By vay of defence for comparative statics however,as 

S.Dickenson and J.Wildgoose point out,at present there 

is insufficient knovledge about time lags in responses to 

MCA’ s to build a dynamic model of MCA effects.

Further problems arise from other of the simplifying
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Assumption is required for partial equilibrium analysis*

For instance it is assumed that the MCA system operates 

perfectly,but this is far from being the case as will be sh 

shown in Chapter 6 . In addition analysis tends to be 

aggregate and cannot take account of the frequent MCA 

changes over time and by product.

Partial equilibrium -analysis also requires competitive 

conditions to ensure that producers are on the trar-sformation 

curve ar.d while this assumption often holds better for 

many agricultural markets than for most non-agricultural 

markets,it is rare even in the case of agriculture that 

all the recuirenents for Perfect competition are fulfilled.

In particular the requirements that governments only 

interfere at the border and that factors of production 

are perfectly mobile w ith in  a country and perfectly 

immobile between countries are unlikely to be met for 

most 32C agricultural markets.

As a result, although partial equilibrium analysis 

may be more acceptable and yield better aresults for agri-

- cultural than for non - agricultural sectors,even 

in the case of agriculture certain problems remain.

The inevitable cuestión is therefore how the analysis 

could be imp roved,'or what alternative methodology could 

be used to assess the welfare effects of the acrimcnetsry
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systsn and tills will now be discussed*

Possible Improvements or Alternatives to Partial Squilibriurn 

Analysis.

i) Disaggregate analysis

One alternative would be to carry out partial equilibrium

analysis in an extrenely disaggregated way,so the effects of

MCA's could be estimated for individual product groups.This

vould enable greater account to be taken of the variations

in MCA’ s and of the different nature of the markets for each

product group.

Studies of this type using a sector by sector approach

have been carried out by E.Ryll and T. Seegers^1*7^. 3 .Ryll

attempts to show the effect of MCA’ s on the pigneat price in

the FRG between 1970 and 1973 .T.Seegers tries to quantify the

impact of MCA’ s on prices,output,production costs and gross 
(l8>

margins 'o f  German farmers producing barley,pigs,beef and 

milk.In both studies cross price elasticities are used to 

calculate the affect of MCA's on the cost of inputs to that 

sector,and on other agricultural goods which cocpete for 

markets and inputs with the MCA goods in the sector being 

analysed.

Applied to agriculture this type of approach often yields 

acceptable results,though it involves certain problems.In 

particular,disaggregation means that a whole new series of 

interrelations must be considered on the product and input 

markets. Both E.Ryll and T* Seegers use cross price

-64-
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elasticities to assess these interrelations but "he
(k )

clair, by 3 .Leaner sr*d R. Stern. that elasticities 

are”in general merely messes" is even r.cre true cf cross 

price elasticities.

Further difficulties arise for this type of approach 

as used by S.Hyll and T.Seegsrs since it is difficult to 

aile? for the tining of responses and the ceteris paribus 

clause concerning price and quantity conditions in other 

countries is unlikely to be fulfilled.There nay also be 

difficulties because the oaraneters are not independent

js-rtr5 t,,i crr> nay be colanearity an eng e::ocencus variables«

on ces  riier. it should bo based or. ourchase orices sc

2 ccr*~ 2 , o* cc*̂  ~ —?n5 **2 ^ £=,r3  ̂v*o. 

till—3 T7.£*jr ^3 Op 31- ;c CoLSS w— 01.1* T'SSu.lTIS Or TLil IS

type of disaggregated analysis are , inevitably, for 

individual MCA product groups. Though these results nay be

w1 »"■r   ̂r -• '•* i-' * • 1 — V  ^ t\ /̂ ,  ̂• n ¿5-̂Ul» N— U. — i-» w  •. W V  A - .

 ̂̂  ̂  Q .cr̂ r:i» a T 1^—i

a) I n d u i n g  MCA affects in a nacroeconcnic node! of the econcny

Givan tha prcblens cf partial equilibrium analysis,an 

alternative night be to assess the effects cf the agrir.onetary 

system in a general ecuilibriun franetrorh. One thv  of doing
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this vould be to build MCA effects into a macroeconomic 

model of the Economy as has been done by the Can bridge 

Economic Policy Review Group,or at Bologna. MCA effects 

could then be estimated by comparing the 

results of a computer run based on actual agricultural 

prices,with the results of a run based on agricultural- 

prices adjusted for the hypothetical elimination of MCA's.

Hcrcrever problems also arise for this type of approach.

In particular,because there is a trade-off between MCA 

and price policy,it is extremely difficult to assess 

-■hat agricultural prices TCuld be in the absence cf MCA’ s. 

Secondly,MCA affects -all be relatively small 

with respect to the overall economy so that after all c-wing 

for the necessary margin cf error it is doubtful hov 

much accuracy can be attributed to the results.In addition 

adequate allowance cannot be made for the frequent variations 

of MCA’ s over time cr by product cr for the different 

structures of various markets for MCA goods.Difficulties 

also arise from the non-availability of statistics,sir.ee 

analysis of this type requires estimates of total MCA 

payments by product for each country considered,and 

apparently neither the SEC Commission,nor the relevant 

national authorities possess such data.Finally in order 

to take full account of the impact cf green exchange 

rates on the level of SEC protection and vorld pries,this 

approach would have to be extended to all SEC countries 

with MCA’s cr to a model of the EEC as a whole.Given these
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probls?.5 and the relatively stall scale of MCA' s at 

present, 521 approach of this type has not been att=npted

ii /b  ¿¿iffgraces ir. the mar̂ -jr.-'! product of factors as an 

indication of the allocative inefficient:es arisincr from MCA’ «

An alternative approach to measure the allocative effects

of the agrimcr.etary systan might be that vhich has been
( 2 0 ) ( 2 ' )

usee by J.Whalley ahc J.Thornton to estimate tha static

—  — w _  C .iC y  -  *. WJ» o W V — w - —— * • - - - ^ s  _  i. V W /w^3 — — -

^r.=iysing actual quantity allocations and r.ccitv an

prices to estimate to chat extent the marginal product 

of factors in different use3 is net equalised.These 

results are then used to derive a simulation of the economy 

in vhich the marginal product of factors is equalised and

in the actual allocation.

The version of the model used by J. Thornton is relatively 

simple,relying on Cofcb-Dougias-t;7 -e production functions and on 

data for components to industry to estimate the differences 

in charges by sector. Allocational inefficiancies are then 

estimated by assessing the behaviour of the model in the 

absence of differential charges.

J.Whalley replaces the Ccbb-oouglas by constant elasticity 

of substitution production functions and suggests that

•r.t might be possible by adding input-cutp’ut

cues that prices are determined by demand
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as well as production functionsfso he introduces utility 

functions and the concept of equilibrium states, each of 

which is characterised by a set of equilibrium prices 

which equate demand with supply for all com-iodities. 

J.Whalley then requires his parameters to be such that 

the situation of industry with differential charges can 

be reproduced as an equilibrium stats.The differential 

charges are then removed and a new equilibrium state 

is then estimated.A comparison of the two equilibrium 

states provides an indication of allocative efficiency.

Applying this model to the EEC agrimonetary systen 

would first involve estimating the allocation effects 

of the CAP as a whole and then seeing how these effects 

were altered for MCA' s.For the many ESC agricultural 

products which are in surplus,prices are more determined 

by the annually fixed level than by demand,so it would not 

be necessary to introduce the more complex format 

including utility functions,at least while analysing 

these products.

Problems remain in that the analysis is static,so 

again no account is taken of dynamic effects.In addition, 

in order to use production functions estimates of 

agricultural wages are necessary, and the statistics are 

at times extremely open to questions; oreover explicit 

account is not taken of the interrelations between the 

product markets of different agricultural goods and 

between factor and product markets.
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Nonetheless this type of approach does seen a 

promising alternative to partial equilibrium analysis for 

assessing the allocation effects of the agrimonetary systen 

and an interesting direction for further research vould be 

to apply the approach in this vay.

Conclusions

A najcr problem in judging the acrimonetary system 

solely cn the basis of its -welfare effects and the 

flexibility it allots to agricultural policy is that 

sane of the most important effects of the agrimcr.etary 

systsi such as its impact cn trade and the SZC Budget 

are ignored,The discussion of trace and budgetary 

effects in Chapters 6 and 7 vill illustrate that the -rice 

of using the agrimcnetary systen to all0-7 greater 

flexibility  to national agricultural oolicy is too hich*

It has been sho-̂ n that estimation of the velfare effects 

of the agrimcnetary systen involves certain problems.

As a result positive judgement of the systen cr the 

basis of these velfare effects,and the flexibility it 

allots to agricultural policy' is far free, being decisive.
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The Objective of Cushioning the Sudden Pries Changes after an 

Exchange Rate Alteration vhich Would Otherwise Disrupt the 

Market Situation of Farmers

- 72 -

Chapter 4

In Chapter 1 a major objective of the agrimonetary system 

vas stated as being to cushion the sudden price changes 

following an exchange rate change ^/hich vould otherwise 

disrupt the agricultural sector in that country ..This Chapter 

-dll explain in more detail ho-v those price changes nay 

disrupt the agricultural sector,and will describe possible 

judgements as to hov far MCA1s are successful in preventing 

this from occuring.Choice betveen these judgesents is 

postponed until Chapter 5 "hen empirical research is 

carried out concerning hcv the "arkat situation cf far.-ers 

eiay be altered by exchange rate changes both rdth and

« «  u liU u v  4 i U /i o *

D ef ir.i z - or. s

As explained in Chapter l ,the  Treaty of 3 one sets out 

certain objectives for ESC agriculture ir. Article 35 »and 

considers three operating principles :- common prices,* 

Con.Tmnity f in a n c in g  and Corjronity p r a fs r sr .e e ,as the best 

means of achieving these objectives.The situation of £SC 

agriculture is here defined to depend on the extent to 

vhich those objectives are realised .If all the objectives
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could be achieved then the agricultural situation in the SEC 

TOUld be optimised,but this is impossible in practice,1 

especially as certain of the objectives conflict (as will be 

shown bel ow ) .

The impact of agricultural price changes following an 

exchange rate alteration -sail be far greater for farmers 

than for individual consumers.When considering ho? such 

price changes may disrupt the agricultural sector,the main 

enphesis will therefore be on farmers.Of the objectives in 

Article 39 of the Treaty of Rome,two in particular are 

directly concerned with farmers : the objective of optimal 

allocation of agricultural resources,and that of adequate 

incomes for farmers*Assessing ho? farmers toll be affected 

by the price changes following an exchange rate alteration 

therefore entails seeing ho? far those price changes influence 

the extent to which those t?o objectives are or can be 

realised.

In order to realise the objective of adequate incomes 

for farmers, it is first necessary to decide what constitutes 

an adequate income.Similarly,'in practice,the allocation 

of resources cannot be optimal but merely satisfactory, 

and a definition is required of what a satisfactory 

allocation entails*Hovever an a priori answer to both 

these problems is impossible,since what constitutes an 

adequate income,or satisfactory allocation will vary with 

time and place.what is clear is that the two objectives
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nay conflict so that realisation of both requires a cctnprcnise 

between the tvofbut again the exact fora of that compromise 

vill differ according to time and place*

A change in agricultural prices following an exchange 

rate modification vzll alter the compromise between the 

adequate income and allocation objectives.MCJL' s are there—

- fore said to be necessary to offset those price changes 

and preserve the cc.Tpro.~isa betveen the tvo objectives*

The success of the agrimor.etary system in .-meting 

this aii; vill depend on its inpact on the compromise 

between the tvo objectives, so some indicator of hof far 

each of these has been achieved is required*

In practice the allocation of agricultural resources 

is determined by the market situation of farmers,vhich 

in turn depends on such factors as : - output prices, 

input prices,the quantity of output,input structure,the 

share of inputs in output,productivity,the prices of 

products ( other than inputs ) vhich are consumed by 

the farmer,and his pattern of consumption.

These are the same factors that decide a fernery 

level of income, so the market situation of farmers 

provides an indicator of hot: far both the allocation 

and adequate incone objectives are being achieved*

It should be noted that both the allocation of 

resources and the decision that the farmer's income 

is adecuate vill defend or. the market situation of the
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farmer relative to tliat of fanners of all types,and the 

non - farm sector in that country and in other SSC states. 

The measure of market situation is therefore less important 

per se than as a means of making comparisons.

In using the market situation of farmers as an indicator 

of how far the two objectives are realised,ideally all of 

the factors listed above as influencing market situation 

should be taken into account.In practice this proves too 

d ifficult, and the measures of market situation actually 

used differ as to how many and which of these factors 

are considered.In the literature on green exchange rates 

four such measures in particular are used:- output prices, 

the agricultural terms of trade,real sectoral income and 

gross margins.Sach of these *011 now be discussed in 

detail, showing their relative strengths and weaknesses.

This is necessary because the affect of MCA1s on the 

compromise between the income and allocation objectives 

depends on the impact on the market situation of farmers, 

and this will vary with the measure of market situation 

used.The choice of measure may therefore influence the 

judgement of how far the agrinonetary system is successful 

in meeting its aim.

Of the measures of market situation used in the 

literatura on green exchange rates,only one,gross margins, 

takes the volume of production into account.However,as 

uill be showiftiie use of gross margins involves certain
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problems so it -■ill not be adopted as a measure of market 

situation in the ampirical analysis of Chapter 5 .Output 

prices vill also be rejected as too limited to serve as 

a measure of market situation.The remaining t’TO measures, 

the agricultural terms of trade and real sectoral inccca 

consider only price effects and not volume effects. 

Nonetheless they may serve as indicators of the impact 

QZ* F "P — a7* S 0 ̂  “ iJELT'd C^SZLC^S

foiloving an exchange rate alteration 7/ith or without

MCA's.Both measures vill be used in the empirical analysis

of Chapter 5 even though no account is taker, of secondary 

price and volume effects.The justification of this 

emission is that at times ever, the first-hand price 

effects of exchange rate alterations vith or irithout MCA's 

do not seam clearly understood,so an explanation of such 

effects seems necessary.Mcrecver as shotm in Chapter 3, 

■vith present technicues a reliable and comprehensive 

account of the volume and secondary price effects of MCA’ s 

seems virtually impossible.While this does not justify 

leaving such effects cut of consideration,it does at 

least provide a reason for doing so.

Measures of the Market situation of Farmers

a 'i Oul Prices

?he market situation of farmer AS sii. ¡times icentinec



v/itIi output prices,and common (accordingly manipulated) 33C 

agricultural prices are seen as the best *;/ay of encouraging 

a satisfactory con.ipror.iise between the income and allocation 

objectives.The common nature of these pricej is said to aid 

the allocation of agricultural resources among different 

regions and countries,vhile sufficiently high prices 

safeguard the income objective.The green exchange rate 

system is therefore opposed as it enables agricultural 

prices to differ between S3C states so,it is claimed, 

preventing a satisfactory allocation of resources 

and undermining the compromise between objectives.

This viev is however scmesiiat simplistic.Mobility

of capital and labour in agriculture is notoriously 
(i )

low so common prices alone are likely to prove 

inadequate to induce a satisfactory allocation of 

agricultural resources.In addition common, prices are an 

expensive and vasteful vay of guaranteeing that farm 

incomes are high enough.If high ccsnmon prices for 

agricultural goods are not the best vay of achieving the 

compromise,then the fact that the green exchange rate 

systsn undermines these common prices no longer means 

that the system necessarily disrupts the compromise 

and fails to meet its aim.

3)The Agricultarai Terms of Trade

- 77 -

Givai the 1ot7 nobility of factors of production in 

agriculture,a more robust measure of the market situation 

of farmers vill have to take account of the differing
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cost conditions of EEC farmers.This requir^ent is net 

by the agricultural terms of trade -vhich consists in 

the ratio of input to output prices in agriculture,

H * A hr an s ̂  tils defined the index of the agricultural terns 

of trada mere precisely as:- 

1) T . = ?*  .100

T T "
it

viier-3 p — 7^3 o ” ĉrv'̂  ctjlI ^ "**~ ^ ^ odncc^r o ̂  ̂  ̂ ^s

P til2 indsjc cf orices of l^ouizs to p £ r i . a

-! = ^ t" >‘>v*«• •“  ■w v»* «u * L *  J

t — V5231

A probl arises in tliat Thzreas above, the market

SitTviĉ tllLCn Oz PP.T '1 S <w*3.3 S3-—d *tC d2"0SZld 02̂  2L1 2.w3L3̂

sight factors (input prices,output prices,the share 

of inputs,the structure of inputs,the volume of 

production,productivity»prices of products contributing 

to the final consumption of the farmer and his ccnsumptio 

pattern) the agricultural terms of trade tahas 

into account only the first tvo of these. If  the 

agricultural terms of trace are to be used in comparisons 

of the market situation cf farmers,then it is necessary 

to assume either that the other factors are 

unim?crtant,or that they era the same for the farmer 

and the economic agent (whether farmer or not) vith 

-r’icp sialic,'“-* 021  ̂3 'p̂ * v" OOTOCJT^d* ?ild3 Ojt

~ ^  ̂  *» 1 ^yy i r, : ''***»* A 5 *rp nr* p  ̂
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of consumption goods will be the sane for those being 

compared,and it is more likely that patterns of consumption 

trill be similar.

agricultural terms of trade do not indicate anything 

about the level or change in farriers’incomes because 

these are determined,not by the percentage development, 

but rather the absolute levels of costs and output prices 

and by the quantities produced*

Despite these shortcomings the agricultural terms of 

trad- renains a useful measure of the market situation of 

farmers and will be used in the empirical analysis of 

Chapter 5.

c)Real Sectoral Income

In order to overcome sane of the limitations of the 

agricultural terms of trade,real sectoral income vas 

developed as an alternative measure of the market situation 

of farmers.Real sectoral income takes into account 

the input prices,output prices,share of inputs in production 

and the pries of products in the farmer’ s final consumption. 

Real sectoral income is based on the ratio of prices 

paid (for inputs and final consumption)to prices 

received (for output) of the farmer.H.Ahrens provides 

an index of real sectoral income

(3)
Moreover as various authors have pointed out,the

ICO

P .
it
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where Yr = index of real sectoral income

v = share of inputs in final product

P = index of cost of living

t° = base year

and all the other symbols are as above.

between the price developments for inputs and the cost of 

living and use a simpler version of real sectoral income* 

wiiose index could be expressed as : -

3) y :  = — ——  . loo

•rhere all the symbols are as above*

(6^
However as T.Heidhues and S.Tangermann "have shown/ 

it is not valid to assume that the prices of agricultural 

inputs move in line with general consumer prices/ sc the 

Ahrens formula is preferable.

Real sectoral income does not consider the structure 

of inputs»productivity, the quantity of output and the 

structure of final consumption- of the farmer.Although 

these factors are extremely important for the market 

situation of farmers they prove axrrenely difficult to 

estimate reliably cn a sufficiently aggregated basis.

It should also be noted that real sectoral ineone 

does not indicate changes in a farmer’ s income as no 

account is taker, of the quantity of production.Instead
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it provides a measure of how the product and input prices 

of a farmer alter and so can serve as an indicator of the 

initial first-hand price effect of an exchange rate change 

with or without MCA' s.Seal sectoral inccne will therefore 

be used in the empirical analysis of the next Chapter.

D)Gross Margins

T.Seeg d V  has developed an alternative measure of the 

narket situation of farmers which he calls gross margins 

(Deckungsbeitrag) and defines as being the difference 

between narket performance and average costs (proportionalen 

Spezialkosten) or ;-

4) D3 = P .X  - I 

where DB = gross margins

P = price of product per tonne 

X = quantity of product 

I = average costs.

A formula is also provided for the rate of change in 

gross margins

5) 4D3 /  AP
D3 = ( P

This formula presents problems since the ordinary rules 

of calculus do not indicate how it was arrived at and no 

alternative explanation is provided.In addition the

^x AP
P

4JL
r DB
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empirical application of the formula involves difficulties.

In order to estimate gross margins or its change,an 

exemplary production method has to be selected for each 

product«This enables all of the factors listed above 

as influencing the market situation of farmers to be 

taken into account vith the exception of the prices of 

products going to the final consumption of the farmer,and 

the structure of final consumption.Although these tvo 

factors are likely to differ considerably between 

countries this is far less the case vithin a single 

country.T..Seegers restricted his analysis to a 

comparison of farmers producing milk,barley,beef and 

pigmeat in the F3G and so vas able to produce quite 

good results.Applied to international comparisons this 

approach runs into considerable problsr.s.This is not 

only because the exclusion of the above tvo factors is 

more serious,but also because substantial difficulties 

are likely to arise from the use of exemplary production 

methods in international comparisons.For this reason 

gross margins vill not be used as a measure of the 

market situation of farmers in the analysis of 

Chapter 5
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Various Positions in the Literature on Green Exchange Rates 

Regarding the Impact of Exchange Rate Changes and 

Consequently of MCAfs on the Market Situation of Farmers

l)The argument that exchange rate changes vill leave the 

market situation of farmers unchanged so that MCA’ s 

vill invariably alter the compromise feetveen the income 

and allocation objectives

(8")
HoRodener 'in  particular has argued that higher 

prices for inputs and final consumption of a farmer are 

associated vith depreciating currencies and lover prices 

vith appreciating currencies so that the change in output 

price following an exchance rate alteration unaccompanied 

ay MCA1s vill exactly compensate a farmer for this 

advantage or disadvantage and so leave the market situation 

of farmers unchanged«This is  knovn as the ’exact compensation' 

argument,and its consequence is that KCA's axe claimed to 

fee not only unnecessary but actually harmful because they 

upset the adjustment process and alter the market situation 

of farmers«.MCA ' s in countries vith depreciating currencies 

vorsten the market situation of farmers relative to farmers 

in other countries, and to other economic sectors.At the same 

time MCA’s in appreciating currency countries entail a
i

strengthening in the relative market situation of farmers.

As a result the allocation objective is undermined and so 

too the compromise betveen the tvo objectives.

The*exact compensation1 argument concerning exchange rats
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changes requires at least three assumptions,namely : - that 

the price of market regulation products,be they outputs or 

inputs to agriculture alter by the full percentage of the 

exchange rate change;that the lav of one price holds for 

inputs to agriculture,and that purchasing pover parity 

applies for products contributing to the final consumption 

of the farmer.

Applied to inputs to agriculture,the lav of one price 

implies that movements in the price of those inputs must 

ce the same in all countries after alloving for exchance 

rate changes-This is due to commodity arbitrage cr even 

the threat of arbitrage in an integrated vorld market.As a 

result a depreciating currency is associated vith prices 

for inputs to agriculture rising faster than else'*here,'£hil< 

an appreciating currency is associated vith trices risinc 

less than elsevhere.

The assumption of purchasing p^'er parity (???) can 

refer to either of the tvo main versions of the theory.

The first version is the absolute form of the theory vhich 

asserts that exchange rates vill tend to establish 

ther.se! ves at levels vhich equalise price levels between 

countries.Alternatively there is a relative version of the 

theory vhich asserts a tendency for the exchange rate of a 

particular country to rise vhen price rise more in that 

country and the opposite There prices fall or rise less 

than elsewhere.

f  either version of purchasing pcrrer parity holds for
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the price of commodities (other than inputs)consumed 

by the farmer,then following an exchange rate change 

it is claimed that the price of such commodities will 

alter by the same amount and in the same direction as 

the output prices of the farmer.

The validity of these three assumptions will be 

discussed in Chapter 5.

2) Setting MCA levels so as to leave the agricultural 

terms of trade or real sectoral income of farmers 

unchanged after an exchange rate alteration

A second view of how exchange rates and MCA1s effect 

the market situation of farmers does not question the 

basic assumptions of the 'exact compensation' argument 

but does raise the problem of timing.While the market 

regulation prices of output or inputs to agriculture 

are assumed to alter immediately after an exchange rate 

change,movements in the prices of non-market regulation 

commodities which serve as inputs or for the final 

consumption of farmers are more likely to be gradual.

This problem would be less serious if exchange rate changes 

were continuous,but at least for the full SMS members 

this is not the case.As presented here the discussion 

is neutral as to the chicken and the egg argument of 

whether causality runs from exchange rates to the price 

of non-market regulation products,■'/ice versa,cr some
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co'-r.bination of the tsro through a vicious-virtuous circle 
( 9 )

mechanism; though this debate has implications for the 

timing of price movements of non-market regulation, 

products. In general hovever»in the literature on green 

exchange rates,causality is assumed to run from exchange 

rates to prices.

Given the different timing of the novenent of different 

prices assumed to bo associated vith exchange rate changes» 

certain agricultural economists have argued that MC.-v' s are 

justified to offset the temporary changes in the market 

situation of farmers xrhich may feilcv exchange rate changes. 

However they argue that the level of r-X ’̂ s should be 

fixed in such a vay as to leave the v.arket situation of 

farmers»and hence the compromise betveen the income and 

allocation objective ’unchanged by exchange rate alterations 

cr by i ' s t¿»amselves.
(1C'.

There exist tvo versions of this proposal to reform the

-ay in vhich MCA levels are set »corresponding to tvo of

the measures of tne market situation of farmers »namely : -

the agricultural terms of trade and real sectoral income.

(ll^
¿he first version of this proposal 'entails setting 

the MCA level so as to leave the agricultural terms of 

trade of farmers in a particular country unchanged after 

an alteration of that country's exchange rate.The lav of 

one price is said to hold so that only a temporary MCA, 

declining in level over time is assumed necessary to 

offset the temporary improvement in the agricultural 

terms of trade *hich foliovs a currency depreciation,'



and the temporary* vorstening that follows an appreciation. 

The problems for this version of the proposal which arise 

from the assumption of the lav of one price for inputs to 

agriculture will be explained in Chapter 5 , and other 

difficulties vhich it encounters will be pointed out in 

Chapter 10.

The second version of the reform proposal requires the 

MCA to be set a± a level vhich leaves the real sectoral

(12)
income of farmers unaltered after an exchange rate change. 

Once again it is assumed that only a temporary MCA 

declining in level over time will be necessary for this 

purpose,but in this case the assumption requires both the 

lav of one price for inputs to agriculture and PFP for 

products comprising the final consumption of farmers.The 

problem of this version of the reform proposal vill also 

be discussed in Chapters 5 and 10.

3 )The doubt that MCA1s can ever operate in such a vay as 

to leave the market situation of farmers unaltered after 

an exchange rate change.

Various agricultural economists including T.Heidhues 

and S.Tangermannf13 SchSpe, A h r e n s ^   ̂and H..J. 31 ock ^

have criticised both the notion that an exchange rate 

change vill exactly compensate farmers for an advantage 

or disadvantage in the market situation,and the proposal 

to fix MCA levels so as to leave the agricultural terms
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of trace or real sectoral income unchanged.Instead KCA's 

are themselves assumed to alter the market situation of 

farmers, and hence the compromise between the allocation 

and adequate income objectives.

While this conclusion seens correct,in the literature 

on creen exchance rates there does not se^n to be a. 

sufficiently systematic or comprehensive account of vhy 

MCA *s necessarily undermine the compromise between the 

income and allocation objectives,sc this vill be attenpsd 

in the next Chapter»
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Footnotes to Chapter 4

(1)The low mobility of factors of production in agriculture is 

mentioned by H«J . 31ock(75)Grenzausgleich und £G Agrarmarkt 

Ein Beitrag zur Kontroverse um die Wirkung des Grenz au sei eich; 

Agr erwirtschaft; T. Hei dim es and S. Tangemann (7 2) Der Einfluss 

von wirtschaf tlichen Wachstum »Inflation und Währungspolitik 

auf die Landvir tschaft inter 5WG-3edingungen,Agrarwirtschaft 

and M.Schöpe (7 6) Auswirkungen von Wschsalkursandsruncen

und unterschiedlichen Preissteigarur.gsraten auf 

die ;7ettbe~;erbsposition einzelner EG-LSnd-sr im 

Agrarbereich. ; Studien zur Agrarwirtschaft 1 5 ,IFO,München

(2)H .Ahrens(73)Auswirkung des Wührungsausgleichs auf die 

Wettbe-yerboositicn der Landwirtschaft in der EG,eine Analyse 

an Beispiel Dsutschland,Agrarwirtschaf t 7 /28 /1

(3)D.Manegold(76) Aspekte gemeinsamer Agrarpolitik; Agrarwirtscha 

W.von Urff(74)Zur Funktion des Grenzauscieichs bei yechselkar 

-anderungen um System der EWG Agramarktordnung,Agrarrirtsci£

and li* Ahrs2is (ib id .) and M. ScIiSpe (ib id ,)

(4) W. von Urff (ibid.)

(5) Though hot expressed in this way,this is the position of 

H,Rodgner(74)Wechselkursanderungen und EWG-Ac-rarmarkt:die 

Kontroverse un den Grenzausgleich,Sieler Diskussionsbetrage 

and C.Thoroe,Der Einfluss von wirtschaftlichem Wachstunt 

Inflaticntund v/ghrungsoolitik auf die Landwirtschaft 

unter SVG— Bedingungen« Einige Bemerkungen zum 3eitrag von 

T.Heidhues und S.Tangermann,Agrarwirtschaft 21

(6) T.Heidhues and 3 .Tangermann(ibid.)
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Aar ar-.vir t s ch af t 77/11 

( 5)H.Rod3n«3r ibid.Footnote (5)

(5) As described ir. G.Basevi ar.d P .de Grange»Yicicu.3 and 

Virtuous Circles ar.d the Ootica Proposal; a Tv~o Country 

Analysis , in M. ?ratiar_r_i ar.d T.Pesters ed. (7S) Cna 

f'.onoy for Surcn3 ,Macr.illan. Press Ltd.

(1C)G. Jarchc—(7I)Dia  ?r,obls7i3.t!i-lc bsijn

¿•32?** c j cer T~"‘* *■ Q f^ ? P**c ’jjrcL oZiiiiscii

ì :.i3^ 5 ;ì-.t. dErS^G,AgrarTÌrtschaf t , V. vcn Urfi

2?q-r—*.3- ̂   ̂3 ) ~̂ cL 3 • ^ ~ r3? tii( 8)Cjuzs~r̂ c y  Zntr — ̂ ^  i.n
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(l3 ) T. Hcidhv.es ar.d 3 . Tar.cer"ar_r. ibid.

(14):-:. schspe ibid.

(15 )H. Ahrens ibid.

(15)K .J.3lock ibid.
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Chaoter 5

The Imoact of MCA13 on the Market situation of Farmers

This Chapter is divided into a theoretical and an 

empirical demonstration of »hv MCA.’ s fail to off.set 

the sudden or ice changes follcsring an exchange rate 

alteration in a vay vhich leaves the market situation 

of farmers unchanged.

The theoretical part of the Chapter air;3 to shor 

that in act ice the effect of a given exchance rate 

change on the market situation of farmers cannot be 

hnovn a  priori since it varies not: only between countries 

periods and types of farmer,but even between farmers 

producing the same product on the same scale,or a single 

farmer over time.As a result,if MCA' 3 are to successfully 

offset these changes in market situation,they must be 

apoiied in a vay -vhich is sufficiently flexible to take 

account of these variations in is?act,occuring even 

betxeer. individual farmers.The MCA sy3 1sr. has not,and 

probably could not operate in this vay as it vould 

involve excessive costs and difficulties.In  consequence

¿."t S6£T*£ 2.2-X^l.V tilSL  ̂ MCA * 3 hSVS 2-5  ̂ "tO COJ7VD S w 1.t — V 3.

distortions, and zbe results of an empirical study vhich 

suggest that this is the case T i l l  be presented in the 

second half of this Chapter-
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Theoretical Analysis of Hot? MCA»5 Alter the Market situation 

of Farmers

The aim here is to shov that however the market 

situation of fam ers is measured,the impact ^  exchange 

rate change and consequently of MCA's vill vary vith the 

case in question.The affect of an exchange rate change 

vill be considered 'shen market situation is measured by 

the agricultural terms of trade,by real sectoral income 

and -vhen all of the determining factors are taken 

into account.For simplicity analysis is restricted to 

farmers vhose output is entirely of market regulation 

products.

a)The impact on market situation as measured by the 

agricultural terms of trade

The impact of an exchange rate change on the agri- 

-cultural terms of trade of a farmer ^-ill be a combination 

of the impact on the input and output prices of a farmer.

i)The effect of an exchange rate change on the output 

prices of market regulation products vas shovn in Chapter

2 given extremely restrictive assumptions.The assumptions 

include the perfect operation of the KCa. system;market 

prices moving in parallel to market regulation prices;and 

the volume,structure,and performance of agricultural 

production,and prices of non-MCA products remaining 

unchanged after an exchange rate alteration.with these
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assumptions an appreciation (or revaluation) unaccompanied

by MCA’ s reduces market regulation prices by slightly more

than the appreciation (revaluation ) percentage,Thile

a depreciation (devaluation) raises such prices by slightly

mere than the depreciation (devaluation) percentage.

However the assumptions required for this relationship

to hold are extremely restrictive and unlikely to apply in.

( 2 )
practice .As a result the impact of an exchange rate 

chance on the output prices of farmers Till be far less 

determinate than is sometimes supposed.

ii)This relationship between exchange rates and the output 

prices of market regulation products also applies There 

market regulation products are tha^selves inputs to agri- 

—culture. Kovever the share of market regulation products 

in total inputs Till vary even betveen farmers producing 

the same product on the same scale.If the affect of 

an exchange rate change on input prices is not to vary 

accordingly, the impact on market regulation and non—market 

regulation inputs must be identical.This entails that 

some relationship such as the lay of one price holds 

between exchange rates and non—market regulation inputs.

It is frecuently assumed that the la "  of one price does 

in fact hold for inputs to agriculture,as for instance by 

those -ho maintain that an exchange rate change Till 

exactly compensate the competitive advantage or disadvantage 

of a farmer resulting from different rates of price increase 

cr by those proposing to set MCA levels so as to leave the

13)
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agricultural terms of trade or real sectoral incone of

(4)
farmers unchanged. What is surprising is that there has 

been renarkably little empirical analysis on this question.

T.Heidhues and S.Tangermann^have carried out a study 

of the link between exchange rates and farm input prices 

in each of the ESC six over the 1568-72 period,and dis- 

-covered that the price increases of inputs to agriculture 

differed less between countries than did the general 

inflation rate measured either by the GDP deflator,or the 

cost of living index„H.J-Block^obtained similar results 

for a study of intermediate inputs to agriculture in France 

and the FRG betveen 1969 and 1973..However it nay be objected 

that the tine period considered by both studies vas too 

short.

Analysis vill therefore be carried out here for the nine 

SEC countries (excluding Greece),using annual data for the 

1970-7 8 period and monthly data free 1 9 7 6 to September 1980. 

As national indices pose problems for international 

comparisons,'Eurostat data vas exclusively used. Eurostat 

takes 1970 as a base for nost annual data on input prices 

and 197 5 as a base for rr.cr.thly data and gives no indication 

of hov earlier information (vhere such exists) can be 

rendered consistent,’so the tiae period of the study here 

vas to some extent dictated.

.ECU exchange rates of the nine ESC currencies have been 

used. Eurostat publishes t'zro indices of the prices of inputs 

to agriculture ¡-prices of goods and services currently 

consumed in agricultore,and prices of goods contributing
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to agricultural investment*As tliese are thought to be 

"of a different character" Surostat does not carbine 

them into a single index,ncr does it give the weight 

of each in total inputs*It has therefore been thought 

safer here to carry cut analysis for each of the tvo 

indices separately.Relative indices have been constucted 

by dividing each of the indices for individual countries 

by the corresponding index for the 2SC as a -vhole.

Diagrams 5-1 to 5-9 indicate ho* ECU exchange rates 

and the tvo relative ixidices for input prices move over 

the 1970-73 period in each of the then nine I3C countries.

Simple regression has also been carried out.In the 

literature or. the agrimcnetary system causal i f /  is 

generally assumed to run from exchange rates to prices, 

the 5CL' exchange rate has been taken as the independent 

variable,and each of the fro price indices in turn as the 

dependent variable in each of the nine Z2C countries. 

Annual data has been used to obtain the results in 

Table 5-1.With FVar.ce end Denmark proving exceptions, 

both the results of the regression and the graphical 

evidence in Diagrams 5—1 to 5—9 suggest that over the 

1970 - 7o period SCU exchange rates and the fyo indices 

of ir.?ut prices tended to move together in most of the 

SEC members.

Table 5-2 sets cut the results of a similar regression 

carried out for the period from January 197 6 to September 

1930 ,using monthly data.There appears to be very little
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Results of an Analysis Carried Out betreer. the Rei at ion of ECU Exchance

Rates and the Price of Inputs to Agriculture for Data,1970—197S

Dependant variable =price of goods and services casucied in agriculture,?

Independent variable = ECU exchange rate,e. Standard error of in bracket
2

Scuation R ? Dv
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Table 5-1

.c
■rg Frg

(0.072)

Frg ?_, „= -2.148 + 1.043 e ^ _  0.963 213.36 1.434

France =73. 683 ■«■ 0.242 e_^ 0.0169 0.12 1.613
X* a. #

(0. 6995)

Italy P?^ = 50.777 - 0.4553 e 0.977 300.7 1.339
J* w X w

(0.0263)

Neth. P ^  = -13.227 + 1.124 a,., 0.961 172. 66 2.353

• b —

(0.0856)

= -24.0169 + 1.20 C. 937 103. 54 2.135
oe Be

Cue)

?f = -2. 292 + 1.032 e. 0.3443 115.754 1.S36
L L

(0.0947)

U.Z. ?L. = 23.0946 -r 0.752 a 0.971 23^.73 2.070
wT u £

(0.049)

Ireland ?~ = -5. 534 + 1.063 e 0.954 145.118 2. 5£6
o

(0.088)

Denn ark = 88.353 + 0 .135 eD 0.01899) 0 .136 0.759

(0.367 )

Dependent variable = price of inputs contributing to agricultural
T

investment,?*.

Equation R2 ? DV

??.G ? ?rg = *"3 *217 + ---«98 e ^ ^  0.9496 131.774 0.956

T (0.093)
r anc e ^ — *c^r.  ̂,

‘ Fr “ e ^  . 004t b *-'.034 0.257

(0. 404)
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Equation R P DW
2

Italy pL = 34.52 + 0.641 eL .964 439.136 1.537

ir (0.031)

Neth. P* = 31.175 + 0.7238 eXTn .9L5 75.323 0.86

^  (0.083) N1

Belgium P* = 46.036 + 0.507 e_ .831 34.465 2.028
3fi (0.086)

Lux. P* = 56.195 + 0.463 eT .662 13.678 1.632
L L

(0.125 )

ur

(0.037)

UX PTTV = 31.884 + 0.675 -979 330.476 1.67

Ireland P* = -9.436 + 1.075eT .971 231.112 1.562
Ire Ire

(0.071) 

O. 327e..
L>

(0.225)

Denmark P* =- 69.188 + 0.327e^ 0.232 2.114 0.553

Table 5-2

A Similar Regression Based on Monthly Data from 1976 to 1980

Dependent variable is P^/tiie price of goods and services 

consumed in agriculture

2
Scuation R ? DW

FRG P ^  = -20..80 + 1.264 0.86? 359.2 0.233
?rg Frg

(0.067)
.c

=  4 . 6 ^ 7  7  +  C . 4 7  8  # 

(.111)
France P ^  = 46*73 + 0.478 e ^  0.252 18. 5 0.767

Italy ?it = 83.74 + 0.2447 0.043 2.45 2.023

(0.156)
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Table 5-2 cont*d.

3 qua ti on R2 P Dv

Neth- pf. =  9 5. 57 .03 e„ 0 ,0 0  0-0002 2.098
b h

('¿.'237)

3elg- P^ = -31.2 + 1 .3 5  e 0 .49  53. 53 0-1C2
3 3

(0.165)

Lux. pf = -27.73 + 1 .31  a, 0 .57  71 .87 0.110
Li h

(0 .145)

UT pf_ = 55 .45  + 0. 2723 e ,_ 0.087 5.23 C-.045UL ijX

(0 .119)

Ireland ?!f = -20-095 + 1 .155  e. 0. 502 55-4 0 .194
Ire

(0 .155)

0 , 1 6 2Deraark ? C = 105.91 - 0.133 0 .062  4 .924

D (0 .060)

Dependent variable = the price of goods invested in agriculture ;

3cuation 22 ? Dw

Gemanv ?x =--41-1 + 1.453 e _  0.722 209.15 0.105
_ î̂ rg
r‘ g (-101)

Prance ?t_ = 129.57 - 0.31 e_ 0-555 112.05 L. 55*
• a?

(-029)

Italy ?x = -5.24S + C.972 e 0-923 558-32 C-477

(0.03c)
T

Neth. P* = 11-97 * 0.907 =̂ T 0.445 44.09 0.421

^ . 1 j 7;

Belgio P'4' = -15.02 + 1-212 e_ 0. 508 55.74 0.1 SC-
3 (0.151?
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Table 5-2 cont’d.
o

Equation R F

Lux, P* = -51,64 + 1 .60  0,630 93,57

z (0.165)

nr P ^  = 95.5 + 0.213 0.024 1.37

(0 , 182 )
Ireland P*rg= -14.34 + 1.182 0.633 94.92

(0.121)
Denmark P1 = 116.68 - 0.232 0.406 37.66

(0.037)

correlation betr/een movements in SCU exchange rates and 

farm input prices.The Tables of Annex 3 present the 

results of analysis carried out using monthly data 

and allo’ring for time lags of three months, six months, 

a year and t—o years. Even alloving for time lags of 

various lengths there seems to be little correlation 

between ECU exchange rates and farm input prices.

A problem arises in that vhereas the Durbin Watson 

statistic for the regression on annual data vas 

significant in most cases,that for the monthly data 

vas generally too Iott (the relevant 1% significance 

point of being 1.36) suggesting positive auto- 

-correlation.While this autocorrelation leaves the 

estimates of * and p unbiased,it does imply that the 

sampling variances are biased,and at times nay be 

seriously underestimated.As a result,the estimates

Dv

0.148

0.022

0.265 

0.289



of R and the F statistic presented in Table >*2 and 

Annex 3 may be exaggerated —hich might suggest even 

less correlation between monthly exchange rates and 

input price indices than the tables indicate.Seasonal 

factors may provide a possible explanation for this 

autocorrelation/although it might be expected that 

the use of relative indices makes adequate allowance 

for such seasonal effects.

Bearing in mind these limitations,the results of 

the regression analysis carried cut here indicate 

that the lav of one price applied to in-uts to 

agriculture applies fairly veil over a longer period 

(9 years) but less veil for a shorter period (tvo to 

four years).In  agriculture it is the short run vhich 

is important.As a result,the impact of exchange rates 

on the price of inouts to agriculture and hence on the 

agricultural terms of trade cannot be knovn vith any 

certainty for the time period of greatest importance,' 

that is - the short run, so if MCA's are to leave the 

market situation of farmers unchanged after an exchange 

rate alteration,they must vary vith the case in 

cpjiss"uiczi f ¿zici o ̂  e c ~ c-" d-iLJr ^1»cllIL ̂ —2 s iszicisz*  ̂  ̂3 

virtually impossible.

b) The impact of an exchancre rate chance on real in con e

Heal sectoral income defines the market situation of 

a farmer in terms of prices of out?uts,lnputs and the

2
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final consumption of the farmer,-and the share of inputs 

in output.The likely impact of exchange rates on output 

and input prices has already been discussed,so now the 

affect on prices of final consumption and the share of 

inputs will be considered.

i)The affect on prices of products (other than inputs) 

consumed by the farmer

For the likely affect of an exchange rate change 

on the prices of products comprising the final con- 

-samption of the farmer,once again there must be seme 

relationship between exchange rates and the prices 

being considered, and in this case it vill consist in 

sane version of purchasing pover parity (?PP).

PP? has frequently been assumed to hold for products

comprising the final consumption of the farmer (as for

instance in the exact compensation argument or the

proposal to set MCA levels so as to leave the real

(7)
sectoral income of farmers unchanged) vithout any 

empirical analysis to see whether this vas in fact so.

To overcane this amission,‘some of the theoretical and 

empirical studies of PPP ’Till be briefly considered here.

For simplicity the price of products consumed by the 

farmer can be assumed to move vith the general rate of 

inflation.As PPP is usually taken to refer to some 

measure of the general inflation ra t i^h e  question now 

becomes whether PPP has any validity over a time period 

sufficiently short to concern farmers.
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Though this is not the olace for a detailed discussion 
(g)

of PPP * , there are a number of reasons vhy it may not 

hold.In particular»various factors such as trade

restrictions »transport costs,'yage and price controls,' 

capital flours,and changes in the real terms of trade say 

cause exchange rates to differ free ’That they should be 

according to either the absolute cr relative version of 

? ? ? .Not surprisingly then - empirical studies yield rather 

ambiguous support for ??? .In  the long run,despite its 

limitations,??? retains a"residual validity" however,in

that it more cr less seems to vcrk. Speaking of relative
( 10 )

???»the uoi.qua.tous H. Johnson says :-

"As a matter of fact the exchange rates of the major 

countries do not deoart very far (typically less than 20%) 

frcn ??? ."
(11)

Similarly, the 1975 Optica Report states :- 

"80^ cf tiie variation in exchange rates appears to be 

attributable to inflation differsntials. "

The p r o b l i s  that ■̂ rhiie ??? may yield fairly good 

results for the long run,this is not so for shorter 

periods.For instance,the 1375 Optica Report analysed 

??? for the 1572-7 6 period and found that the currencies 

of Denmark,-the Ketherlands, Streden and Svit serlar.d vere 

above ?P?,vhile the Belgian franc,the lira and sterling 

vsrs belov it..Although such deviations could be ascribed 

to "short term disecuilibria" »vith fcr example starling 

undervalued frcn 1972-7 3 and subsequently overvalued,’ 

the short term sesns to be of rather long d u r a t i o n .Indeed 

it is sometimes argued that a 2C or 50 year period is 

necessary fcr ??? to hold.
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If  tills is so,!short run correlation between exchange 

rates and prices of commodities consumed by the farmer 

is unlikely.As a result

i i ) The inpact on the share of inputs in output

V7hen the share of inputs in output is also taken, into 

account in analysing the affect of an exchange rate change 

on the market situation of farmers,it becomes even more 

difficult to say what the' likely outcome will be.

The share of inputs in output will vary even between

farmers producing the sane product on the same scale in

a country and differences are likely to be particularly

(12)
great between countries. I f  the law of one price applied 

to inputs to agriculture,and PPP also held,then prices for 

inputs,output and final consumption of farmers would all 

alter by the same amount for a given currency change*In 

such a case the impact of the exchange rate change would 

be the same for farmers even if  their share of input in 

output varied.However this appears not to be the case,'so 

differing shares of inputs in output ¿ire likely to entail 

differing affects on real sectoral income»In addition,1 

because the exchange rate has a verying affect on different 

types of prices,it may also induce a change in the share of 

inputs in output.It therefore seems likely that the impact 

of an exchange rate change on the real sectoral income of 

farmers will vary with the case in question.

c)The impact of an exchange rate on market situation as 

defined in a more complete sense

The more complete definition of the market situation of
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a farmer differs from real sectoral income in tailing into 

account also the structure of inputs,productivity,the 

volune of output and the structure of consumption of the 

farmer. If  the exchange rate change is associated ^rith 

price alterations vhich vary (even temporarily) ar.ong 

different connodities,then changes in each of these factors 

may result.As these factors nay differ even betveen 

individual fam srs,the affect of an exchange rate change 

is likely to vary accordingly.Already the inpact of an 

exchange rate change on real sectoral income ha5 been 

shown difficult to predict,so if  four further variables 

are taken into account,the uncertainty as to ho-y the 

market situation of a fam er is altered,is likely to 

increase correspondingly.

Conclusion

If  the affect of an exchange rate change on the narket 

situation of farners varies to such an extent,then so too 

nust the MCA to offset this af f ect. Kcrvever if the MCA is 

levied at the full percentage of the exchange rate change 

and in a sard. - permanent ray as vas often the case,at 

least until 1379 .the MCA itself is likely to alter the 

market situation of farmers, and hence the conpronise 

bet-een the incone and allocation objectives*Hov the 

MCA will alter the narket situation of fam ers in any 

given case is an empirical question, so an er.pirical study 

of these affects trill r.0 7  be carried cut.
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An Empirical Study to Assess the Inpact of MCA*s on the Market 

Situation of Farmers

The aim here is to compare the actual market situation 

of farmers with what that market situation would have been 

in the absence of MCA»s/though account is only taken of the 

initial,first - hand pries affect*Two measures of market 

situation will be used,the agricultural terms of trade and 

real sectoral income.

The method of analysis employed has been developed by 

H . J * S l o c k A h r e n s  1̂4^and tf.von U r f f ^ ^ a n d  although 

it was applied with some success by H.J.Block and H.Ahrens, 

its use has been surprisingly limited so seems justified 

here.In both cases where such analysis vas carried out 

it was restricted to the FRG and France,and the time 

periods considered (1969/70 to 1973/4 £or H.J.Block and 

1970 - 197 6 for H.Ahrens) are now somewhat dated.Although 

M.SchSpe 1̂6^also analysed the actual agricultural terms 

of trade and real sectoral income for farmers of different 

types (beef,wheat,milk and pigmeat) over the 1 9 7 0  - 1974 

period for the then SEC six members,he did not consider 

how the actual situation would have been changed by the 

hypothetical non-existence of MCA’ s over that period.

Use of the approach here will therefore cover a longer 

time period ( 1 9 7 0  to 1977 or 1 9 7 8 ) ,hore recent data,‘and 

the then nine SEC countries*Analysis is for all farmers 

together in each country,and for farmers producing the 

four commodity groups considered by M.Schttpe to assess
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wiietiisr and to what extent the affect of KCA’ s or; niarket 

situation varies for farmers of different types*

a)The Actual Agricultural Terns of Trade and 3&al Sectoral 

Inc on e

The first step involves estimating the indices for the 

actual agricultural terns of trade and real sectoral 

income using the formulae presented in Chapter 4 :-

(1) T = — * 100

* -?J. <-

?<% - v - ??t 100(2) ^ . —
(1 -  V  'I ®

it° ' * it

There all the symbols are as before*

T in 5 ZT £ 5112. t o  cl2.IL f  ELZ'T";-3Z7 5 " ^  S3CJ2. CO^LZLtUTV 3JT2 COT152.dLCZT —Cl

together are set out in Tables 5-3 and 5-4.The data necessary 

to obtain these and other results of this study vere often 

not available«As a result estimates had to be derived frcn 

such information as there vas,and ho-7 this is done is 

explained in sene detail in Annex 1 ,Annex 1 also contains 

tables of all the estimates vhich underlie the results 

presented in this Chapter.

The estimated agricultural terns of trade and real 

sectoral income for farmers producing different commodity 

groups are presented in Tables 5-5 and 5—6 and as can be 

seen,a much shorter period is considered than for all



Table d~3

The Index of the Agricultural Ternis of Trade for All F; in

Each of the ESC Countries;Actual Situation

1970=100

FRG France Italy Neth. Selg. LUX. •yA. Ireland Denmark

1970 100 ICO ICO 100 LOO 100 L00 ICO 100

1971 99.1 97.2 102.3 100.7 L03.6 96.5 97.€ 98.3 95.9

1972 104. 5 105. 6 107.2 105.6 1 0 9 . S 103. 5 98.1 107.5 102. 5

1S73 93.3
j

j

10G.3 1i112.5 !101.0 109.0 103.4 9 9 .S114.6 106.1

1974 39. Si 91.0 ! 104.2 ! 8 u. 3 96.7 90.5|
¿8,1 83.9 S9.& |

137 5
i

9 o. ¿; 87.7 i 102.3 i 55» £101.8:' 92. 6j
i

95.11
89.2 91.9 !

1376 IlCO.Sj
( i

93.6 : 99. 8 :i 97.4;102. 9 ' 91. 50.04.1
i i

96.1 96.7 :

1977 !i 33.7 93.9 107.1 !I
51. 6 97.5:

j
86.4j

|

t
91.3 94.9 i 94.3

1978 1 90.9 90.8 108.0 91. 2j 95. 5! B7. si 
...J

87. 99.4  j 97.1 j

Source:Eurostat for indices of producer prices and indices of 

tha purchase prices of the means of agricultural production 

Tabic 5-~ : The lr.ee:: of Real Sectoral Inco-vc : Actual Situation

FRG France¡Italy pi eth. Jselg. Lux. UÏ
— -
Ireland ~ berrr.ar

1970 100 100 I IOC LOO ICO ICO 100 100

1971 97.8 97 .4  ! IO C .5i
96. 0 100.3 95.2 97.5 91.1

197 2 j 99.1 10-3. 8 106. 8 100.4 110. 5 55. 4 110.3 102.5

1973 j 101.6 112.9 121.C- 55. 5 117. 8 114.7 131.0 125. 5

¡1574, 81.8 95.4 118.4 73.3 90.5 89.7 93.2 ICH. 9

197 5 1 95 .4j 90.6 113.0 c3. 5 95.8 105.4 104.2 95.3

137 6: 106.5 98.1 114.7 87. 8 102.4 130.6 117. 8 1C4.1

1377!
1

90.9! 97.3 124. c 75. 5 87.1 57.0 124.2 95. 5

1978 j 
i

3 2 .4j 89.4 113.7 69.5 73.5 85. 3 131.8 94.9

(l) A3

share

years.

earlier data vas net available the 137 3 estimate for the 

of inouts in final production has been used in earlier

sources are explained in the text.
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Tabi e 3—5

Tha Agrri-cultvral Tems of Trace Sor Individuai Prcduct 

Actual Sitasti oli

b;

1573 = ICO 

cor-.on v.'heat

F't'cUUCe

Itr-ly

ux

FZG

Ir  sì sud

--r-.l =v>de

1973 1974 1975 1976 1977

ICC

100

ICO

100

ICO

100

ICC

100

ICO

ICC

i nr>
¿m V V*

100

100

S2. 5 

60. 5 

65. 2

85 .1

e?, e 

66 .7

86.0

C  *  » ; 

86. 6

80. 4 

54* 2 

5c * 0 

28.1

 ̂ P O  r\J. w u • s_

wOli.

i3.1

23 .1  9 1 .4

£2.5

0

ùc ì:C ̂  * w

82.2 7 c

52.3

57. 5 e; 2;y-'«

-1 /« T ♦ > ss.

CO. s 105 .3

53.7 ¿3 .2

33. 5 4-:-. 5

60.9 51.7

97. 5

86. 2 

104. C

74. 5

yv. J

7£. 0 

7 7 . 3  

91.  4

y» -, —
CO » 2

a:cir. rr.ee .t.:iì.ì£ " o r :

??.G 100 117. 7 123. 1 J» ci O •
r*
-/ 125.

100 10 5. x 106. 3 "t *"**J» Wi. • w 96.

Italy 10 0 51. •j O C * 3 / c • 4
T S I .

Belcium 100 110. 2 1 1 4 #
r-
Ci

n ,-~v /“
-i- w  / a

,~s “I

i'. etii eri ar.is 100 115. 7 125. 3 a. / » > 116.

r ’/W M 1 0 0 9 .. C 103. <£ 86. & 76.

Zi"-ll £21G - -\.—> 
W.J 1 1 9 . 3 127. C 103. 102«

C
O
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Table 5-6

Re=l Sectoral Income for Individual Product Groups: Actual 3

1373=100 1973 1974 1975 1976 1977

cordon T/heat

France 100 70. 8 67.7 73.9 71.9

Italy ICO 45. 5 39.1 35.0 22.3

UK 100 43.6 18.7 34. £ 2Ö.7

F..G 100 92.2 103.5 124.4 103.9

beef and veal

p1-»* rt v) r* «i» 100 6i.S 5c. 4 61. 7 60.4

Z2T£i 221 d 100 * ^*t J • J 34.1 23.9 1.2

F5LG 100 67.6 130. 5 104. 5 125. 5

^icr.sat

r>T3r> 
£ *vvJ ICC 40.4 57. o

C *
W / .  - r 51. 5

Franc3 100 5£. 5 45. t c  3 .  “t 33.2

Belgiur. 100 4ö . I 4o. £ 53.2 34. 6

Iletiierlands 100 51. 5 £1.0 Sc .3 59.4

r »  *-?/-»
V XV ̂ 100 143.0 ■* C O  -! 

. u C «  J. 151.7 165.4

France ICO 116.1 117.7 1C6.S 54.7

Italy 100 54.9 91.6 70.0 oG. 6

Selgium ICC 120.9 125 .c 113. 6 105.9

Netherlands 100 123. B 140.3 12C.7 123.2

UI 100 106. 5 104.9 c 4 • o 38.1

Ireland 100 140.7 134. 5 56. 5 53.1



products taker, together.This is because consistent,' 

sufficiently aggregated izidicas of the producer prices 

of individual product groups vere not available for the 

never ZEC members befcree 1973 ,or for all members after 

1977.

As Denmark had no MCA over most of the period,it vas 

not included in the study.Lux an burg vas also excluded 

as there vas insufficient inf crmatior-In other cases 

the choice of vhich products vere studied in vhich 

countries *ras determined mainly by the availability of 

statistics for 197 3 in the EEC Corjmission publication,

The Farm Accounts Data Netvork (FADN) for reasons vhich 

.Annex 1 makes clear. In the absence of 197 3 ir.format:ion 

for certain product groups in the FRG 1975 data vas 

used to enable comparison of the situation for all 

four types of farmer in a negative MCA country over 

this period : France, and a positive MCA country : the

F

n f*- '.'j ♦

b)The Hypothetical Aenricul tural Terms of Trade and Heal 

Sectoral Inc op e ,A ssu.rn.ing that There Were No MCA 1 s

In order to assess the MCA affect,the actual agricultu 

terms of trade and real sectoral income must be compared 

•with vhat the situation vould be vithout MCA’ s (though 

still -vith the CAP).The analysis here only takes into 

account the immediate,first - hand affect of eliminating
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MCA's on the prices of market regulation products.Indirect 

or secondary price affects are not considered,’and nor are 

quantity affects on production and consumption.In order 

to restrict analysis in this vay certain assumptions are 

necessary and these vill nov be made explicit.

Intervention prices,producer prices,-wholesale prices 

and retail prices for market regulation products are all 

assumed to move in parallel and this entails that ^hole -

- sale and retail margins remain constant.

The elimination of MCA's is assumed to altsr only the 

prices of market regulation products and processed 

products derived from those,in the country considered. 

Prices of non-market regulation products ’rhich are used 

as inputs,or compete Tith market regulation products for 

markets in that country »together -sdth all prices abroad 

are assumed not to change.

The realism or these assumptions,and hence the 

validity of resticting analysis in this vzy vill later 

be discussed,but first the analysis -sail be presented.

In order to assess the agricultural terms of trade and 

real sectoral income in the absence of MCA's,it is 

necessary to estimate the affect of eliminating MCA's 

on the producer and input prices of farmers/and on the 

cost of living.

i)v/hat the producer prices of farr.ers would be rithout 

.MCA»S

To estimate That producer prices would be without
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MCA1 s or all farmers together, a formula of H*Ahrens 

vhich has bees, modified to allov for negative MCA’ s is used

(3) P * »t - PJ t ( (X i  r.=a.t )s lt ♦ (1 - si t ) )

adhere

? *a = hypothetical producer price index

r.ca = actual MCA percentage.Where the MCA is positive,it 

Till be subtract sc, and vhere it is negative, it '»'ill 

be added-

s = share of all agricultural products subject to MCA’ s 

by value of final production- 

and all other symbols are as before-

A far simpler formula can be used in estimating the 

hypothetical producer prices,assuming that MCA 1s do not 

differ betveen product groups,namely :-

(4) ?*lt = ? f .  ( l l  o c » ) ^  

vith all symbols as before-

'  V.Vhat inout price indices voi:" d be in the absence of MCA*s

Both in the case of all farmers taken together and 

farmers of individual product croups,the hypothetical 

output prices can be i-rived using rather more precise

' '  7
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(5) F* l t - p£t ( ( l i  nc a i t  .  bi t „ ) + (  1 - bi t J  )

(6) bit = k ( (f it - oit ) + glt„ + mit.  )

Where

hypothetical input price assuming no MCA’ s 

b = share of inputs which nay be liable to MCA's

k = share of input price not determined by service costs

= share of feedstuffs in total inputs

o = share of oilcakes in all inputs

g = share of seeds and plants in all inputs 

n = livestock for rearing and production as a share of all 

inputs

The remaining symbols are as above.

iii)What the cost of livinc indices would be in the absence 

of MCA1s

The hypothetical cost of living indices are assumed the 

sane when all farmers and when farmers of individual product 

groups are considered«Again formulae based on H.Ahrens 

are used

(7 ) F * i t  = P it  ( ( 1 ± a c a it  ) eit  * ( 1 - q it  ) )

(8) °-it = vit ■ nit '  zit

whsre v =share of food/tobacco and beverages in private

consumption expenditurepi = share of MCA products in wj 

"  = ret ail m argin on food »tobacco and beverages and all 

other synbols as before.
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Table 5-7

The Hypothetical Agricultural Terr.s of Trade Assuuin^ that There 

were l\o MCA*3

FHG France Italy Ileth. Belgiun LUX. LT Ireland Den.-ark

1970 100 100 100 100 100 100 100 100 100

1971 95.1 97.2 102.3 99.1 101.8 94.3 97.6 98.3 95.9

1972 99.6 103.3 106.7 102.9 106.5 99.4 98.1 107. 5 102. 5

1973 S3 .a 106.2 117.3 5?. 8 107.5 101.4 104.7 122.9 106.2

1974 S3.3 94.9 106.4 o7.4 95.5 89.3 93.7 92.1 89.9

197 5 90.2 8c. 5 102. 6 95.9 100.£ 9 1 . 0 101.7 94. 8 91.9

1975 95.6 97.0 102.9 9o.8 102.1 9 0 . 6 116.3 107.3 96.7

1977 69.2 102« 0 112.4 91.1 96.8 35.7 104.9 59.7 24.3

1973 £6.6 9S.C 112.7 90. 6 94.6 8 6.5 98.8 102.1 97.1

The Hyr>c t h n t i c al Seal Sec:toril Irccrr.e Assu.T.ir.'" I?? MCA 1s

F-iG France Italy Heth. Eelgiuu/ Lux. UI Ireland^
i 'i 
D £nr"'*

1970 100 10C 100 100 100 ICC 100 100

1971 £9.3 97.4 ICC. 1 92.7 96. 4 95.2 97. 5 91.1

1972 C? 1 •>(*<• 105.4 106.C 24. 6 103. 5 95.4 11C. 3 102. 5

1973 7*“ *r » t 112. 8 129. 6 96.8 114.2 129.2 143.1 125. 8

1974 izn nw / . / 1C2.5 122.4 71.1 67.3 1C4.5 109.3 108.9

197 5 22.8 32.2 113. 5 £1.9 94.9 122.9 124. 3 95.3

1976 25.2 104.2 120.6 66.4 ICO. 7 163.9 136.7 104.1

1977 80.-5 U l .c 74.4 85.5 139.5 133.7 95.5

1978 73.3 102.2 1 2 1 . e 6?. 2 76.7 119. 6 137.1 94.9

(l)I>s.ta for' the share of inputs in agriculture ras not availaIdI -s

before 1973 , so the 1973 ?ercentege has been used for earlier ;

Source e:ol.ainec iv*  ̂ v+*
•  - •» V.
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Tr.s Hypothetical A■-rricLilturai Tsrr■? cf Trade for Indi vi di

Assumine- No KCA’ s

1973 1974 1975 1976 1977

carica. -heat

France 99.9 SE. 6 31.7 £7.2 35.9

Italy 113.1 64. 6 5'd. 3 57.5 54.2

T *■-j i. 103. 5 72. 5 54.1 6 9 . 2 7 0 . 8

* SI. 4
ì*» .** **i 
oc. 3 33.4 c . ~  ■»

W  •  -* 91.1

beaf ar.d vsal *

95.9 £7.3 £7.1 Pi ^
C  w  *  w 93. 3

7 r el ar.d 1 0 7 . 1 70.9 64. 6 W  «I- »  sj 4 o .  o

Ì ' i v . O 94.7 9C. 2 i n  ^  
_  »« — .  j

c ,  -> ci 1 0 1 .  2

■Di<7.-.\eat

i '- n  ^ 95. 9 0  ‘
O  w  «  O

£  •> ** 
t - O  •  .*.

C  ŵ  •  O £2.4

SSlciUT; S S. 5 cC. 5 £2 . i & > »  2 75.6

i-ictherlar.ds 96.7 £5. 5 91.1 90.7

*  ; w 95. - &  2 .  D c 4. 8 33.4 Só. 5

r riu 93. 6 10?. 7 118.7 Ile. 7 I1 &. 3

5 * 1 ?  3 J 2 . C  ‘3 99r9 1 1 0 . £ 1 0 7 .  C 106.1 106. 2

Italy 105, 5 95.5 C 5 .  J £2 . 6 £9.7

3eigiun 9c» 2 ¿Oc. 113. 4 IC-i. 5 105.7

ì *  > 3  t i l l  S j?  J L  d ^ l w S 96. 2 113 . 7 l^J .  ir j_l ó. 4 115. 5

f--vW A . ¿04. / 105.1 109* 1 95.7 87.6

Ir si and 105.7 12£. 4 133.9 106. 7

Procaci



- n't -

Table 5-9

Hypothetical Heal Income for Indi.vidual Product Grouos Assu-

1973 1974 1975 1976 1977

cannon T/fteat

France 99.8 85.2 70.9 85.4 84.5

Italy 120.0 53.0 39.9 45.0 37.0

UI 114.3 63.0 46.1 57.8 58.5

FRG 74.6 68.9 75.1 96.9 79.1

beef and veal

Franca 99.8 78. 8 71.0 70.3 86.6

Ireland 113.7 55.9 41.8 37.0 5.8

FSG 75.4 55.6 99.0 80.6 101. 4

pi.cr.eat

France 93. 5 68.8 47.9 71.4 49. 2

Belgium 94.6 45.0 46.3 56.9 30.0

Netherlands 94.1 47.7 57.8 94.0 56.6

FSG 74.2 11.7 22. 5 64.2 31. 6

nillc

FUG 81.3 114.7 141. 3 140.4 144.4

France 99.8 130.9 121.1 117.3 119.4

Italy 118.4 104.2 92. 6 84.3 100.0

Belgian 95.3 116.3 122.0 111.0 107.8

Netherlands 95.2 124.8 136.7 125.9 120. 8

UE 116.8 130.1 127. 5 97.2 76.0

Ireland 112.0 164.2 156.8 125.3 117.5
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In some cases it appears that the affect of MCA’ s has been 

strong enough to reverse the relative market situation of 

farmers between countries.This occured for instance between 

the FRG and France for pigmeat for all years excluding 

1975»and for vheat up until 1575,'as shcnm in Diagrams 5-1C 

and 5- 11.

The impact of MCA’ s does appear to have varied betveen 

products,vith the market situation of pigneat farmers being 

altered least as their share of market regulation inputs is 

createst.lt night be expected that the market situation of 

vheat farmers vho have the lowest share of market regulation 

inputs is altered most,'but in fact the greatest change 

is for dairy farmers..This is because the MCA affect is 

greater on producer prices than cn input prices.The market 

regulation prices of skimmed milk povdsr increased mere 

rapidly than those of the other products considered,and 

hence the impact of MCA’ s (which are levied as a percentage 

of market regulation prices ) vas greatest for the producer 

prices and market situation of milk farmers.

Although this analysis only considers the initial first 

hand price affect of MCA’ s,it does suggest that the market 

situation of farmers has been altered by the MCA system. 

Moreover there seems little justification on equity or any 

other grounds for these shifts in market situation 

caused by MCA*s.why for instance should farmers producing 

milk be favoured relative to those producing beef in an
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appreciating country an disadvantaged relative to beef 

farmers in a depreciating country ? What justifies 

Benelux and German farmers being favoured at the expense 

of their Italian counterparts ? Despite its limitations,1 

which will now be discussed,the analysis shows that the 

MCA system seams to alter the market situation of farmers 

in a way that suggests reform of the system is necessary.

Limitations of the Analysis and Ways in which They Might 

3e Overcone

As mentioned above,certain assumptions were made to 

restrict analysis to the direct price effects of MCA's 

and to exclude secondary price or volume effects*The 

realism of these assumptions must now be examined 

to see whether it is valid to restrict analysis in this 

vay,

A major assumption was that producer prices would 

move in parallel with market regulation prices.As H.Ahrens 

points out,whether this occurs for a product depends on 

the relationship of equilibrium price to the price at 

which support buying of that product begins (which is 

usually the intervention p rice ).If  for example,the 

equilibrium and producer prices of a product lie above 

its intervention price,then a change in ilCA level 

is unlikely to alter the producer price by an amount



proportional to the change in intervention price (vhere

this applies ) There this results.

(19)
S.Dickenson has considered this question for Britain 

ar.d concludes that vhile producer prices are likely to 

fully reflect a green pound alteration (and hence move 

parallel to intervention prices) for cereal3 , this is 

unlikely to be the case for beef,-’hose producer price 

vas above intervention levels.

Although there is a tsndar.cy for the growing surpluses

and self— su_ririciency in the SEC to rr.ak2 producer and 

intervention prices approach, the ratios of market prices 

to intervention prices published in CCK/7S/20 and ZO.-'./7Sj'. 

of the EEC Commission Indicate that in many cases 

orodxicer orices are ibovs intervention jLeveis^and* nenc2 

that tile assumption tnat the rro price series r*ove in 

parallel does not always hold.

To date there is insufficient empirical information 

about wholesale and retail margins in the food trace to 

make any assertions about the assumption that producer, 

vholasala and retail prices for agricultural products 

move in parallei?0^

Another important assumption is that the MCA Till 

only affect the price of market regulation products in 

the country considered,and Till have no other price or 

volume effects. This assumption is extremely unrealistic.
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Changes in the price of a market regulation product are 

likely to alter the quantities of that product produced 

and consumed,and once quantity changes are alloved,secondary 

effects are also to be expected.In particular,a change in 

the price of a market regulation product is likely to 

induce a change in the demand for inputs necessary to 

produce that good,and this in turn may alter the price 

(and possibly structure ) of inputs.The neir input prices 

nay affect the price of the market regulation product 

itself,and so a chain reaction is established.Another 

important secondary effect is that consumption of sub

s t itu t e s  or goods competing vith the narket regulation 

product nay be altered.The change in consumption may 

alter prices of these goods,so having repercussions for 

the consumption and price of the original market regulation 

product,and again setting a chain reaction in motion.

Nor does there seem any reason to suppose that these 

effects vill be restricted to one country.lt seems 

probable that at times a change in the price of a market 

regulation product vill alter its price abroad.

However the exclusion of quantity and secondary price 

effects frcci the analysis is not based on any doubts 

about their existence,but rather on the immense difficulty 

in quantifying this type of effect,as is  evident frcn 

the discussion in Chapter 3 ,‘and free tvo of the more

successful attempts at such quantification,those of

( 2"l ) f 22)
E^Syll' 1 and T.Seegersv ..
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3otil these authors restricted their analysis to the 

inpact of MCA's on individual product groups in the PRG, 

vith S.Ryll analysing the pigneat narket over the 1970-7 3 

period, ar.d T. Seegers - nilk,pigneat and beef in 1975.

Both authors attempted to estimate quantity and secondary 

price effects,taking into account the impact of MCA’ s on 

inputs and the most important substitutes.They found that 

the direct price effect.at tines differs greatly fron th; 

final effect ^rhich alsa incorporates quantity and secondary 

price effsets.These authors therefore criticise analyses of 

MCA effects vhich do not take account of the interdepend- 

-encies betveen different input and product narkets.

Ho-ever as pointed out in Chapter 3 , these authors run. 

into difficulties because of the inr. er.se problems of 

assessing this kind of effect.Given the present state 

techniques,accurate analysis of volume and secondary 

price effects seens virtually inpossible,so vill not be

Pi T  "T arm ‘- T  V> c rry  a t ^

Despite its 1 initations,the enpirical study of this 

Chapter does at least confim  the theoretical pert of 

the Chapter in the conviction that the MCA systsr. fails 

to neet its objective of offsetting the inpact of sudden 

price changes following an e:<change rate alteration 

thereby leaving the narket situation of farnsrs unchanged.
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Footnotes to Chapter 5

(1)These assumptions and their validity are discussed in greater 

detail in the final section of this Chapter.

(2) H.Ahrens(79)Auswirkung des Währungsausgleichs auf die 

Wettbewerbsposition der Landwirtschaft in der SG,eine 

Analyse aa Beispiel Deutschland»Agrarr/irtschaft 79/28/1

(3 )See Chapter 4 for an account of the'exact compensation1 

argument.

(4 )See Chapter 4 for an explanation of these proposals.

(5)T.Heidhues and S.Tangermann(72) Der Einfluss von 

wirtschaftlichen Wachstum»Inflation und Währungspolitik

auf die Landwirtschaft inter 5WG~Bedir.gur.gen,Agrarwirtschaft

(6)H.J.Block(75) Grenzausaleich und SG Aczarmarkt;Sin 3eitrag

zur Kontroverse um die Wirkung des GrenzausglelchStAgrarvirtschaft

(7) See Chapter 4

(8)There is much discussion about which measure of the inflation 

rate it is best to use, (the consumer price index,

the wholesale price index»export prices etc.)as is evident 

frcn L .H .O fficer(76)The Purchasing Power Parity Theory of 

Exchange Rates,IMF Staff Papers,and the 1976 Optica Report, 

Inflation and Exchange Rates- Evidence and Policy Guidelines 

for the European Community,SC Commission,3russels,Feb.1977

(9 )For a mere detailed discussion see L.H.Officer (ibid.)and 

the bibliography he provides.

(10)H.Johnson(68)International Trade,!»Theory

(11)1976 Optica Report (ibid)

(12)As shown by T.Heidhues and S.Tangermann (ibid)

(13)H.J.Block (ibid)

(14)H.Ahrens (ibic)
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(15) W.vor. ürff (77) Zur Funktion des Grensausclsichs bei 

Wechselkursänderungen 'Ja System der 5WG Acrarmarkt-

- Ordnung en, A gr ar-vir t schaft 5

(16) M.Schöpe (7 6 ) Auswirkungen von Wechselkursänderungen 

und unterschiedlichen Preis Steigerungsraten auf die 

Vettbe^erbsoosition einzelner EG—'Ländsr ~̂w Acrslt— 

-bereich; Studien cur A■/trarvirtschaf t , IPG—fEinehen

(17) H .Ahrens (ibid.)

(18) H .Ahrens (ibid .)

(19) S. Dickenson (50) Effects of a Gr sen Pound Devaluation, 

Discussion Pap-ar for a cSas workshop; 14-15 Feb. ,vye 

Coll ege,Zent«

(20) The Heat and Livestock Commission in Britain is at 

present carrying out analysis of vholesale and retail 

price marginsi ar.c study of this cuastion has been made 

bv D. Kan eg old (7 6 ) Aspekte oar1, einsam, er Acrar^olitik ,

t t̂ ll2~3 STadlSS “til*5̂ '3

is still insufficient information about hov margins 

move vhezi prices altar.

(21) S.üyll(7 5) V^hrurcs^sritätandarungan und Gr er. s au 

—gleich: Xonsacuencan fUr die Sveinaproducer.t er. in 

der BRD in 3ecuc auf ihr Preisniveau 19"C—1973 , 

Agrarvirtschaft 5

(22) T.Seegers (77)’.-/ettbeverbStärkungen des Gr er.causglaichs, 

Agrarvirtschaft 11.





Chaoter 5

The Impact of the Green Sxchance Rate Svstem on Trade

Ur.til as late as 1974 the 35C Commission denied that the 

MCA systerr. had an adverse affect on agricultural trade,-saying^

"2ffactivaient le volume des échanges n fa oas été¡3 p- - - O./-* ** A

jusgu' k present oar le systame des mcntants compensatoires. "

.  * . ( 2 )  . . .  . . .
A series or stuci.es, including tvo sy tne Commission

itself,soon caused this verdict to be reversed,and there is

nov universal agreement that MCA ’ s give rise to trade

distortions in at least some cases. This Chaote:

first explain hov the MCA syster. may influence ’trade.

The overall impact of green exchange rates on trade is a 

combination of tvo types of effect,one of vhich arises ever. 

vhen the systar. is functioning o erf ectly, and the other vhich 

is caused by defects in the system.2ach vilL nov be discussed 

before considering ho* the tvo combine to produce the total

The Impact on Trade even Then the -Green 5xchan.ce Rate oystar. 

Orp t es ? ̂ rf ectly

As shovr. in Chapter 2 an MCA in a country ■«■hose currency 

appreciating keeps prices for market regulation• • J  * * «

products higher than they vculd othervise be (in terms of 

domestic currency) thereby encouraging the production,
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and discouraging the consumption of MCA goods,and rather than 

being one-off the MCA effects may trigger secondary price and 

volume effects.

As the opposite occurs in a country with a devaluing or 

depreciating currency,there will be an incentive to change 

in the international allocation of resources,with a 

corresponding alteration in the pattern of trade flows.

Though originally intended as a temporary adjustment 

mechanism,MCA1 s were used in a semi-permanent way at least 

up until 1979 .In addition they enabled price differences of 

as much as 50 z (in ISIS) between S3C states,a price span 

which at times has been even greater than that between SEC 

countries before the CAP was established.As a result the 

implications of green exchange rates for intra-SSC trade 

are likely to be substantial.

Moreover,as shown in Chapter 3 ,green exchange rates may 

alter the level of SSC protection and hence influence trade 

flows between the 320 and the rest of the world.

Chapter 3 also indicates how various authors,including

(3)
F.tLoChmitz 'have tried to estimate the impact of MCA1 s on 

trade within the SEC and between the SSC and the rest of the 

world,using partial equilibrium analysis,and assuming that 

the MCA systan functions perfectly.Partial equilibrium 

analysis is a traditional tool of the theory of protection, 

and this is just one of the many examples in which analysis 

of green exchange rates conforms to a textbook account of 

protectionism.

The arguments used to advocate protectionism are those used 

in favour of green exchange rates.It has sometimes been claimed 

that protectionism is necessary to cushion changes without
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ultimately preventing reassertion of market forces.This vas 

precisely the defence used to introduce MCA's in the first 

pi ace, namely to cushion the adjustment of French farmers 

to higher food prices and of German farmers to lover agricult- 

-ural prices, and this justification of KCA' s has been used 

repeatedly ever since.

Alternatively, protectionism may be urged to offset 

uncertainties and economic fluctuations.Similarly vith MCA's 

vhich are said to arise because m onetary integration failed 

to kjeep pace vith integration in the agricultural, sector, so 

2* * t sn^crsjrv * V2.3 ci —i-m-sc. hscbssbjtv to

acriculfure from external shocks arisinc from the monetary sector.

Protectionism has also been justified in order to meet the 

needs of a second-best or sub-optimal situation vhich exists 

in practice. So toe vith KCA1 s vhich have been defended as 

a second-best policy,since the CAP itself contravenes the 

rules of free trace,being based on annual fixing of prices«

According to textbook protectionism, all the arguments above 

in favour of protectionist are essentially short-term and 

often serve simolv as a cover for underlying political 

motives x*hich preserve protectionism long after it is 

economically ' justified Similarly vith MCA 1 s, --hose introduction

as a temporary mecnar.ism v. a

(to cashion French and German adjustment, to offset monetary 

fluctuations and so on ).Hovever as Chapter 9 on the political 

economy of KCA' s vill shov,it is political factors vhich 

provide the real explanation of Thy MCA's have survived ar.d 

have been transformed from a temoorarv to a semi-termanent

ay
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Trade Effects Arisina through the Imoerfect Functioning of 

the MCA Systsn

There are nunerous vays vhich the defects in the green 

exchange rate system may give .rise to distortions in 

agricultural trade,and a list presenting some of the more 

important vays in vhich this occurs vill nov be presented.

A )Distortions may arise because MCA's do not compensate

(4)
exactly for the exchange rate change ' because of :-

1 )the 1% franchise on negative MCA's and the 1% 

franchise on positive MCA's

2 )the lag in calculating and applying the MCA.For the ECU 

system,as for the previous snake system,MCA's are 

calculated on the basis of the five days from Tuesday 

to Wednesday of the preceeding veel< and applied the 

following Monday.

3 )Up until April 1979 the system vas based on the snake 

and this entailed overemphesising the relative veakness 

of the depreciating currencies and underemphesising the 

strength of the Deutsch mark.

4 )Exporters are in a different position according to 

•whether they face fixed or variable MCA's as the latter 

are more complex and subject to variation than the former.

E) Another shortcoming in the MCA system vhich gives r ise  

to trade distortions is  that the basis for calculating



the MCA nay be unsuited to the product.In general MCA’ s

are based on intervention prices, so that if  rr.arket prices

are higher cr lover than intervention prices,the MCA may

under - or overccnpsr.sate for exchange rate chances. ^

Before the situation vas to scr.e extent resolved,the

use of the intervention price vas particularly unsuited

to pigneat for instance,?rhere the annually agreed base

price vas used to ensure market stability and, intervention

scarcely being used, the intervention price ?as a nere

£5 - 92£ of base price.The impact of this vas,for example,

to cverccmp-r.sat e Dutch and Danish exporters to Britain

so that British producers constantly complained that they
(S'*

— V '  ^  ' T  ■* '  V» ■? v ^
> ■— o  w  w  wk**« <>* -- <■. #

To sit.plif;/ administration of the systerr. ,MCA 1 s for

processed goods rare based on notional recipes.in the

past the difference betveer. notional and actual recipes

created unfair advantages betveer countries, as vas the
’l ^

case for the E2C biscuit incustr^,out these problems 

have largely beer, resclved by Heg. cCC/77 and Article 4 /4  

cf 137 2/81.

Finallv the MCA systsn may be ur.suited tc the product
(S'!

because, as A. 3vt.nban2< points out ‘ :~

"Clearly the shorter the list of MC.-v's the easier it 

vill be for customs officials to classify products and 

to administer the system. 3ut the corollary of this is 

that soma products,particularly cheese and processed 

products vill have MCA’ s not exactly suited to their 

composition.n
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This is an example of the basic dilemna of the MCA syston : 

that trading flexibility and ease of administering the systan 

are incompatible vith total immediate and exact compensation 

of exchange rate changes*

(o')
c)As A, Sxrinbank Jpoints out,MCA effects may also arise frcn 

the costs and complexity of the systsn.This complexity is 

exaccerbated by the frequent changes in MCA levels and 

differences in levels among products.As a result much trade 

by smaller traders in particular, is discouraged by the MCA 

systen ,t/hile larger firms often have to employ an MCA expert* 

vith costs most likely being passed on to the consumer as 

higher prices*

D)The aim of the MCA systan to fully offset the effect of 

currency fluctuations is incompatible vith its aim to 

eliminate currency - commodity arbitrage,(as again A.Svinbank 

points out ) since vith adequate knowledge of the MCA systen 

producers can predict future changes in MCA levels and can 

advance or vith-hold supplies to markets accordingly.

The fla-crs in the MCA systsn also create sr. incentive for 

smuggling and fraud.For instance the sigth FEOGA Report 

(CG-l/79/596) states that out of a total of 11? cases of 

fraud in connection -yith the CAP in 1973,'53 cases concerned 

MCA » s*However the reduced MCA levels in 1979 vas reflected 

in fever frauds,vith only 18 MCA frauds being reported in 

the Ninth FEOGA Report.
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One example of fraud is provided by A. Sauzin^10  ̂vho 

describes the fsnous carousel s, saying : -

"Four le blé dur il n ’y avait jusqu’au 2 5 novembre 1977 

de MCA.Dans les pays à monnaie déppréciée le prélèvement 

n ’était pas corrigé par le coefficient correspondent.

Le prélèvement exprimé en U.C.. et transformé en monnaie 

nationale sur base du taux vert devenait avantageux et 

l'importation dans les dits pays pour reexportation vers 

les pays à monnaie apprc-ciée s ’ est developée.n

P CVn — y-} /s ~ r- T "'*3 ^ ̂  C Vi ̂  “"’•‘Gt  ̂ U3L £? tl i

situation,vhere particularly curing the mid - 7 0 ’ s livestock

smuggling vas stimulated by the huge difference between

intervention, price15 in Eire and V I  ster » because British

green pound devaluations differed from those of the

Irish Republic.According to the House of Lords Select
(l"! )

Committee on the ESC 1

" . .►the UI Government has consequently had to spend over

1 million a veek through its I.'orthem Ireland Meat 

Employment Subsidy Sch-3~.e in an effort to protect the 

Ulster meat processing industry from the -affects of such

An Empirical Analysis of Trade Distortions .•■rising frcm

% * /-i a n , # -, 4-̂V̂JT'îtC wS -»•! wi-c o v v ̂ 7!

Ar. interesting study of hov some of these shortcomings
(12) . . . . .

m  the MCA svstsm may cive rise to trace distortions
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is considered by M.Schttpe. 'He considers the trade flovs

for four individual product groups : -wheat,nilk,beef and

pigmeat between the six ESC members over the 1969-74 period*

(14)
Allowing for transport costs and customs duties 'M.schOpe 

assesses hov far MCA’ s on a particular product group cover 

the actual narket price difference for that product group 

betveen countries.If for example,the MCA's more than cover 

the price difference (allowing for transport etc.) there will 

be ovsrcompensation and though it is uncertain hox; the benefit 

arising from over compensation vill be divided between producers 

in the exporting country »consumers in the importing country 

and traders (if any), it is clear that there vill be an 

incentive to greater exports.In contrast,if the MCA less 

than covers the price difference,there vill be an disincentive 

to export.

M.schOpe discovered that after allowing for transport etc.

Gerr.an milk prices vere already belov those of Italy (both

expressed in lira) so that the impact of MCA’ s on the milk

trade betveen the FRG and Italy was simply to further increase

the German price advantage on the Italian narket.A paper

(15^
presented by M.schBpe in 3russels during 197 8 ' shovs that

this condition continued at least until 1577*-This provides 

some explanation of why only 12,500 tonnes or 12% of Italian 

milk and cream imports cane from the FRG in 1969,vhile by 

1976 this figure had risen to 873,000 tonnes or 85% of 

Italian imports.

Similarly over the 1969 - 74 period,M.SchBpe found that 

MCA’ s increased the price advantage of French and Gerrr.an

(13)
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beef on the Italian market.The MCA on hard. vh~at vas found 

to offset market price differences and so not to induce 

trade distortions,vith the sole exception of trade vith 

Italy,the only country of the ESC 6 not to have a wheat 

surplus.MCA' s also appear to have created distortions in 

the pigmeat trade at tir.es,in particular for Benelux 

importers on the French market.

v/ith the exception of milk „ schSpe1 s study is nov 

sonet/hat dated and applies only to the original six 

rr.snbers.lt therefore ses.—.s vorthvhile to extend his aooroac 

to .tors recent data and to the never EEC rn.sr.ber s. This vill 

be cone for the vheat and beef and veal trade bet veer, the 

FEG,France and Italy,and for the beef and veal trade betve^ 

the Irish Republic and the IT.These trade flovs have beer, 

selected not only for thsir relative importance, but also 

because they have altered over the period considered and 

it is interesting to see hov far these chances can be 

associated vitb changes in MCA' s.Kovever it is essential 

to stress that trade flovs are the cutccne of many factors 

and cannot be explained solely in terns of MCA's*This ---ill 

become evident vhen the results- of the analysis carried 

out here are reported«

Wheat.

Tables!es 6-1 and 6—3 shovhov France dominates the EEC vheat 

market accounting for 74. 57* of intra-EEC vheat exports in 1S77 

and having a self-sufficiency ratio of 138% in 1973 .In contras“
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T a b l e  No£-1  -  WHEAT ( IN C L U D IN G  DURUM WHEAT) -  S h a r e  o f  e a c h  Mg.-fiber s t a t e  i n  in?
~  - E E C  t r a d e  ( s e n d i n a s )

1971 1972
.

1973
■

1974 1975 1976 1977 6 mt h s, : 
1977 :

Deutschland 0,5 0,2 3,0 3,4 2,6 6,0 10,5 7,0 :

France 79,7 81,6 83,4 84,2 49,6 71,2 74,5 79,5 :

Italia - - - - - 0,7 0,1 0,2 :

Nederland 14,7 10,8 6,3 7,3 27,0 12,5 6,7 6,4 :

UEBL/BLEU 3,3 5/9
4 / 6

1,9 11,9 6,8 1,6 2,7 :

United Kingdoo 0,3 0,1 0,2 - 3,6 0,3 2,6 0,9 :

Ireland - - 0,1 0,4 0,8 0,1 0,1 0,1 :

Dansark 1,0 1 > 2,6 2,8 *,5 2,4 3,9 3,2 •

a

7 6 , ?

0,C

7.1

1.2 

5,r

o,i

i/s

EUR "9' 100 100 100 100 100

T a o l e  N o U - 1 . -  3 £ £ f  AND VEAL ( IN C L U D IN G  V £ A L ) , J  -  B r e a k d o w n  o f  i n t r a - l o m m u n i t y  ;

100 : 100 : 100 : 10C

;ni !
b y  i e r s d ’ ^  ‘ •»■tser S t î t e

%

1971 1972 1973 1V74 1975 1976 1977 6 m ths 
1977

6 mth; 
1975

Deutschland 9,6 10,2 15,6 H , 5 15,3 15,1 15,6 18,6 15,-

France 20,8 20,5 25,3 25,7 23,0 29,9 23,2 26,3 22,=

Italia - - - - - - 0,1 - o.=

Nederland 1C,<v 10,5 K , 2 13,7 11,5 12,3 11,7 12,2 11,

UEBL/BLEU 2,9 3,7 4,6 3,4 2,6 3,2 3,0

o
s 1 _ - r

United Kingdoo 6,6 12,7 6,7 7,3 10,0 10,2 9,4 6,4 9,

Ireland 41,6 36,7 24, 1 25,2 28,1 19,7 26,3 21,5 25,

Danmark 7,6 5,7 9,5 10,2 9,5 9,1 10,2 11,9 12,

EUR “9" 100 o o 1C0 5 00 100 . 
A o o ÎC0 ICO 1C

1 ) C a r c a s e s  and c a r c a s e  e q u i v a l e n t s  c a l c u l â t e s  on t h e  b a s i s  o f  t h e  c o e f f i c i e n t  0 . 5 3 .  

t P r o v i s i o n a l  f i g u r e s  *■

S o u r c e :  E u r o s t a t : These Tables are reproduced £ro~ C G ./7 S /H
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D«ar»* cf s*l'*suc:

TOTAL JH £ iT

: 1965/69 15 6 9 / ? 0 1970/71 1S 71 / 7 2 13 72/73: 1373/74: 19 74/75: 13 75/75 1976/77:

: EUX <? : 96,6 S3,6 85,5 99,1 96,9 102,2 : 112,5 i 100,7 103,0 :

: D c u t jc b iic d : 90,4 7? ,s 7 2 ,: 92 ,? SO ,3 £9,1 : 100,5 : 9 4 ,i 29,5 :

: F rta c c : 16’. , C 143,2 13; ,5 164,3 130,3 139,3 : 205,1 : 133,4 175,6 :

: I ì l l i a : 94,5 92,9 51,2 ’ 3,2 90,3 31,3 : 93,6 : 9*,2 9C,4 :

: .V s d ir lt s i : S ¿ , 2 41,4 52,6 5- a ̂*• / v 35,5 50,4 : 56,9 : 43,0 62,6 :

: UZ3L/cl£l' : 6 2 ,? <.5,3 ¿7 ,3 <¿ a 49 ’ 65,9 : 6 6 ,¿ : 4« 7 32,2 :
: U c i i id  S ;ic ;d ; = ~ 't  * ! « 4 •* , , » . ¿5 ,0 55,6 51,5 62,2 : 66,9 : O  * Ç f  L • i i ,  - •

: Ir c ls a d : 74,4 / 2  ̂vw / •  ̂̂  «/ ‘ 76,9 5 :,3 «5  ̂ • " * * Ç 4 •*.0 • fi » 47,9 i  *« « i- ¿ , * •
: D a m ir ’s : 1C S , 7 * :5 ,9 * o 9,4 '**-/** * ‘ 9,3 1 1 ¿ T • / •• • U  7 ; - ■- /  ̂  ̂ •* 1 v / "-3 ,0  :

T a s i ? .‘ C  i ' T r  +  *  ^  * 5  ?  *  -  S - t e i  <

3 : r : i  \  •* '  ^ » i
V
■•

; :  1 9 Ó 3 : I 9 £ 9 1 9  7 0 : 1 9 7 ; :  1 9 7 2 : 1 3  7 3 : I S 7 ^ : 1 9  7 5 V ?  7  5  ; Î  7  7  "  :

: Z ’J R  9 : 9 1 , 5 :  * ?  £  -  / w ? : / 5 : 9 1 , 6 : Î 3  » 4
: a  s  *

;  1 3 3 , 2 9 9 , 3 ;
9 3 ' - :

* *  *> * : 9 ì ;  ; : ?  *  7 : 5  '  1 : 5  ;  ? • «• ^  s : ì  '  ^ •  •  : !
v  J  * V  *. 1 •• - v  ,  7 »  7 r 7 * / 1 - ,  1 - 7 /  - . ^  / w ■* /  - T  ^  '

;  T r a n c e : 1 1 1 , 3 : 1 3 4 , 9 1 3 6 , 3 ‘ ■ ,  w : 1 C 5 , 3 : *■ C  i  3 : *  *? • a  
—  /

• 4 -  ^  <
' /  '

« « 7 -  ; 
/  ■* ’ 3 4 , 5 :

:  I t a l i a • 6* * , C :  6 4 , 5 ¿ 3 , 7 : 5 4 , 9 : * 3 , 3 : * i -
^  /  *• : 5 ? , ’ ' •  /

: K e à e r l t a d : i : 9 , : :  v : ? , ì 1 * *  ¿ : ' 2 5 , 7 M 3 6 , 3 1 f 2 : : 3 i , 5 : ‘ 3 2 , 3 'Zy ,<*' * ?. ? * : > » i* -

: K S L / S l Z i ; : 3 ? , 2 ! v  *  5  
-  /  '

: 9 ? , ; : n  7 
/ 1

X i a  
-  -  /  - • • ^  ¿  *  ✓  -

9 -  >  : 7 /  *

*  i , ?  ^ * C ?  Î Á  A  4, \ L k ^ :  t  î  ; ; ¿  2 i ■ ? s  ¿ ‘ ?  Y  *. ? * •  i I 7 i  ^  :
- « «  > ✓  v  /  ✓ -  /  * / * f -  /  *

:  I r e l a n d ! S ’ a , * • i  "  ‘ y  5
<  *5 t  *? 
* > « - / - - 6 ^ 5 , p 3 : 5  3 3 , 9 : ^  s

: 6 3 9 , 9 : -  - o  ì
- 2 , 5 '

i. *  • A. !

:  D i  " a r i ■ 2 6 : ,  4 * 5  “  S  í ? * ? <  "> : *> ?  '  s  
•  *  /  « ’■ 2 * 3 / 5

: T  -5 0  7  
• ' «  /

: v * .  t
»  w  w  / ^

?  •* 3 “ v / ì  •

i ¿i •-* ■*——N -i» ri —̂**V /->■* c ̂  + r ~ ■ -j -j— - -?- -_w*;¿ uwy IL.
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both Italy and tile FRG had a self-sufficiency ratio of less thar 

100%,As a result market prices for wheat vere lowest in Franca, 

followed by Italy and then the FUG,as can be seen from Diagrans 

6-1,6-2 and 6-3.

As Table 6-5 shows Italian imports of ^heat frcra France

increased rapidly over the 1976-79 period.Diagram 6-1 seems

to provide some indication of -why this occured,Until August

1980 the net effect of the French and Italian 2-iCA's was to

reduce the price of French vheat on the Italian narket*Despite

0  7)
the high cost of transporting vheat from France to Italy, 

since 1973 green exchange rates have helped France to 

compete and increase its share of the Italian market.

Similarly, although the '¿’heat price for Gem an vheat is above 

that of Italian T.rheat,the effect of MCA’ s is generally to 

reduce the price of German ^iieat belo-y Italian prices (if 

transport cosis are discounted).However the gap between Italian 

and German -aheat prices on the Italian market is far smaller 

then that between French and Italian prices,and transport costs 

are likely to offset this German competitive advantage to a largi 

extent.This together 'idth the fact that the FRG is less than 

self-sufficient in wheat explains vhy German vheat exports to 

Italy are relatively small scale.

However there is another explanation of vhy French rather 

than German »neat fares better on the Italian market,namely 

because the dsn and for French irheat is not merely price - 

-determined but depends also on quality. ^ ^ I n  most ESC 

countries there is a shortage of -wheat of sufficient
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T a b i 2 ó -5

Th 3 5 trV.C tVJTG of t.¿-¿ ./¿¿£at Trace

3L JiL D er_~ cri: ?r ar.c e ?23 Irelìr.d Ital - *JI'

Gioorts fror. :

Fra 197 6 s~
• o .5 .2 1.5 31. 5 14.2 26. £

1577 2.1 .5  .3 65. 25. i j i-. <.

lS7c 1. 6 2.7 2.2 .4 30. £ -¡-T. 5 4~- . ;

1575 ® ✓ 1.1 £.5 2.1 • c./ 17. 5 *7 j • w'

Trance *7 £ *7 <
— «/ / o SC. 6 . 2 2C3.2 iS 153- 5 54.5 ISCo

1577 5 6« 2 115.5 2C.C 27 C. 3 ]_- r 
w C * 26 4. t

1S7£ 155. 5 _ • C 117 ' 18 415.
a
«» i " * , r 155.:

1 V- / V 15C. ^ l .l lie . 4 22,5
* /*<• 
j c ; . 6 1W • — £5.;

•Í —», /-\-rv  ̂ •*- **s •

157 5 21.5 5; 1 211.1 9i «> — a w

1577 4.5 4.1 123.5 21 -7 &■— • ¡ . 4

157c 11. 2 13.4 Ilo. 5 —5.1 1C.Í

1 S 7 S 1 C . 7 7 * 5  1 ûî . 2 * c _ • '»

Itcly 1576 o* 3 173. 5 1” . 2
r

* V

1577 2 £ 5 • 7 45 • 2 1.0

157 C’ 357.7 2S , 5 1 .

1575 2. 4 3^0.3 1. 2



quality so the high quality French vheat vill be bought even 

vhere it is ^.ors expensive than vheat produced at hone or 

inported fror. other ccuntries.This nay explain the substantial 

exports of French vheat to the FRG (see Table '6-5) despite 

the situation shovn in Diagran <S-3*.?rcn nid - 197 7 to nid - 

—197S tli3 net effect of MCA1 s vas to raise French orices 

above Gam an levels on the G err. an vheat r.arket, aver. before 

alloc*inc for transport costs. Subsec7.13r.tly the gap betveen 

French and Geman prices in the FRG has beer, relatively 

snail so transport costs are likelv to have rushed French 

above Gerr.ar. vheat prices. Nonetheless Frer.ch vheat expor:s 

have continued and nay be explained by theft 0 the F R

r.an -•V*

3 S 0 .T cLZ*. ̂  V1=1 — ̂

As Tables 6-2 and 5-4 shov, Irel and vit h a self-sufficiency 

ratio of betveen 49 3% and 6 1 5 /« ov-er the 195S-77 péri oc and

France, Those self-suff ici er.cy is also over 100% are the

main exporters of beef and veal in intra-23C trade.Britain 

and Italy,vith lor self-sufficiency are the nain importers 

vhile the FRG is insert ant both as an exporter and an 

importer.The export shares of France and the FRG in ESC trade 

have beer, increasing ,vhil e that of Ireland has beer, falling 

over the years.

In the diagrams 6—4 to 6—6 , the market price for fat cattle 

as published weekly in Agra Surer?* has beer, taken as 

indicative of the r.aritet price for beef and veal in each 

of the countries considered.
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Table 6-7

UX I:nocrts of Meat and. Live Animais of 3ovir-e stoclc frcrr. the

Irisli Republic ( tons)

Heat of bovine stoclc

Live 2r*i.-als of bovine stock

Total

Total S.S /» OJT all U2I djTipCX’tS Oj

tiiese categories

1976 1977 1978 1979

78524 123701 143684 148771

102987 141862 154577 75820

181511 270563 298261 224591

57. 9/j 67.7% 69.4% 6 4 .5%

Source:Overseas Trade Statistics of the vX.

Table 5-3

197 â

Frg Fr aii c 

+7 »6 +4. G

e Itfily 

+0. 5

UTC Xrel and

+9.0 +0.1 -14.7 -9.7 -9.7

1974 +12 -7.S -7.3 -12.£ -12.1

197 5 +10.3 -8.1 -0. 8 -11.9 -3.3

1976 + S.3 —6 -9.9 -23.2 -15

1977 +6.1 -14.9 -16.7 -32.c -6.3

TV) rs c percentages are taken fror.1.. the Table in
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With the exception of in 1374 and 137 5,'the overall ZZC 

market for beef and veal has been under supplied , so that 

market prices are determined nor3 by relative shortages 

than by intervention prices.Thus for instance the Italian 

market prices tended to be above French 1 evels*Diagram 6—4 

shovs that MCA * s in general further reduced French prices 

so encouraging Trer.ch beef and veal exports to Italy.Thi-is

trend is evident in Table 6—o,though r.c data later than 

aid - 1 3 7 S is available.

Although as Diagram 5—5 shovs,in general there vas

for fat cattle,the effect of MCA ’ s vas to reduce the German 

price on the Italian market,so that even after transport 

costs,German beef and veal had a competitive advantage 

and could account for a large share of Italian imports as 

shorn in Table 6—6 .

Table 6—7 indicates that Irish beef exports to the UI 

increased betveer. 1 3 7  6 and 1373 ,failing back slightly in 

1379.At first sight it vould appear possible to attribute 

this pattern of beef trade to MCA1s,but in fact the actual 

situation is far more complex.As shotr. in Diagram 6-6 , 

until mid 1979 ,although Irish prices for fat cattle vere 

generally above those of the ¿Z ,M CA  1 s meant that Irish beef 

prices vere lover or. the British market.The emergence of 

a positive MCA vould appear to account for the reduction 

of Irish beef exports to the ZJ. from 1 3 7 3 . In practice 

however the pattern of beef trade betfeen Ireland and the 

UX is also conditioned to a large extent by videscale



-

snuggling on the Ulster border.Snuggling has been a major 

problem since the mid 7 0 's and has recently led to the 

introduction of strong measures*It appears that a large 

share of Irish beef exports to Britain trere replaced by 

the smuggled exports of live animal s. This then is just 

one example of hov trade flo^s are influenced by a series 

of factors and cannot simply be explained in terms of 

deficiencies in the MCA systeru

Overall Trade Effects of the Acrimonetary System

The overall effects of the agrir.onetary system on trade 

are a combination of those effects arising ’¿hen the system 

is functioning perfectly, and those caused by deficiencies 

in the system,and as such,overall trade effects are even 

harder to isolate and estimate.

One ^ay in T/hich the ESC Commission has tried to assess 

overall trade effects of the agrinonetary system consists 

in a survey of ESC trade statistics ,'coupled vith a very 

crude attempt to attribute a share of that trade to MCA’ s. 

This type of approach is not without interest.Far example, 

CQ-i/7 8/20 found that the positive MCA countries increased 

their share of intra-ESC exports of agricultural products, 

that German milk exports to Italy grev,as did Dutch imports 

of maize frcci non-EEC countries,and that the Netherlands 

vas able to usurp Denmark to some extent in exporting



pigmeat to Britain.The problem is ho-j-evcr that the approach 

provides no vay of kneving hcv far these changed trade 

patterns ore due to MCA's. This is partly because of the 

difficulty of isolating MCA effects from other factors 

influencing trade since,as CCm/ 73/20 points out :- 

"Trade is the result of a combination of factors.

The agrimonetary systarifin particular MCA*s,is only one 

factor among many others which include surpluses or 

deficits on regional markets,marketing structures and 

infrastructures,commercial aggressiveness,natural events 

(draughts,'floods) , enlargement of the Com "unity/action 

by member states,administrative difficulties and even

In addition the differences in MCA levels by product 

and over time make it very difficult to assess the impact 

05 KCA • s or. trade. (20)

Given these difficulties,M.Loseby and L.Venzi have 

suggested tvo alternative vays in --hich the overall 

impact of MCA's on trade might be estimated,namely 

constant market shares analysis,and revealed comparative 

advantage.

Constant market shares analysis vas first elaborated
(21 'i (o2s

by H. Try ssyr.ski 'and J.D.Richardson 'and seeks

to explain favourable or unfavourable growth in a

country s* exports rith reference to that countr**! 2
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M.Loseby and L.Vensi,the application of this concept

"••.«to the data for individual commodity groups 

subject to MCA1s tends to confirm the hypothesis that 

MCA *s have influenced export competitiveness according 

to whether the exporting country has a strong or a weak 

currency • °

Revealed comparative advantage was first used by 

3«Balassa,and entails that a country’ s comparative 

advantage is revealed by the export performance of 

different commodities on its export l i s t .I f  KCA’ s 

alter the trade performance of BSC countries,this 

is likely to be reflected in a changed pattern of 

comparative advantage for the countries concerned.

In particular MCA’ s might be expected to increase 

the comparative advantage of positive MCA countries 

in positive MCA goods,and that of negative MCA 

countries in non-MCA products.Although M.Loseby and 

L.Venzi did attempt to analyse hoe KCA’ s altered the 

revealed comparative advantage of France,Italy and 

the FP.G,the time period they considered was too short 

to yield definite conclusions,so it secis worthwhile 

extending this analysis over a longer period here.

This involves calculating relative export indices 

for the various commodity groups on a country's export 

list and then ranking the commodity groups according 

to their comparative advantage,as revealed by the
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strength of their export performance index*

Export oerfor^ancs is defined as depending on the 

structure and trend of exports,and structure is 

measured by :-

q ..

T h;! rr-ena o~ experts is oasec or. comparison or tne 

yo shares at the beginning and end of the — erioc.

considered,that 

s /

s ’

s°

rhere 0 indicates the beginning of the period,and ' —the
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The export performance indices are then defined 

as the arithmetic average of the relative share of 

the product,and its export trend weighted by relative 

share : -

_1

2

Applying this forr.nla to ETorostat data,the export 

performance indices of the seven cormodity groups in 

Table 6-9 have been calculated for five ESC countries 

and these commodity groups have been ranged according 

to the strength of their indices*

The results in Table 6-9 must be interpreted in 

connection TTith the average annual MCA percentage in 

each country,-cThich for convenience have again been set 

out here in Table 6-8 for the countries and years 

considered.Only five countries are analysed since 

MCA’ s have generally beer- non-existent for Denmark and 

very small for the Benelux countries*

For the FRG the results are very much vhat might be 

expected if  MCA's are assumed to influence trade .The 

German positive MCA’ s vere fairly stable and substantial 

throughout the period,‘and vith the exception of 197 5,' 

ranking of the commodity groups altered little,Trith 

non-HCA products in the last 1rvo positions*
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For Italy negative MCA 1 s vere comb ir. od vith a ccmoarative 

advantage in non—MCA goods, but -ihen the MCA almost 

disappeared ir. 1375»there -ras no ch.ar.gs ir. the ranking 

of the commodity group.

In the case of France,^rith the exception of 1977 »a 

larger negative MCA vas generally associated vith a 

slightly higher ranking of non-i-iCA goods (as in 1ST4 

end 197 5)"-iiile positive (1973) cr smaller negative (1976) 

KCA’ s meant that the ranking of r.or.—MCA products fell.

There seems little  connection betveer. the pattern of 

s and the ranking cf ccr^parative advantage 

BV ^  t:iCt JrBCt tilB» ~ 3-TLV ~BCtCrs QwlZtSr

; influence relative comparative advantage and 

L.-e-.'ns of trade. Even using revealed comparative 

advantage,this problem remains.

^onclusior.

T - » n  c * - " *  V  ("*  J 1  
• I —  — .  »  fc* .

and this :

than • *  \  •
r .  w n

Desoite the Problems of arriving at a:

corno rehen si ve oicture of hov y-cix 1 ~ ■i'" ^

•i)

is impossible to deny that there is an impact or. trade.

The deficiencies of the MCA S'/Stan giving rise to trade 

distortions are so numerous that it is inconceivable that 

such distortions could be eliminated -without abolishing 

MCA » s. Moreover, even perfect functioning of MCA’ s trill 

entail trade distortions/and barriers on intra -ESC trace« 

Trade distortions and barriers or. ir.tra-ESC trade are 

therefore intrinsic to the agrimonetary syst~z,and previde

strong motive jtot its rs-rom



(1)Les Montants Compensatoires Monétaires,Dossier de la P .AC»

ESC Commission Document X/389/74

(2)C0m/ 78/20 and CCM/79/11 of the ESC Commission; 3 .Dickenson 

and J.Wildgoose(79) A Framework for Assessing the Economic 

affects of a Green Pound Devaluation , IK Government Economic 

Service Working Paper;M.Loseby and L.Venzi(8Q)The Effects of 

MCA’ s on SEC Trade in Agricultural Commodities,European 

Review of Agricultural Economics;H.Schöpe(76) Au svirkung en 

von Wechselkursänderungen und unterschiedlichen Preissteig- 

-erungsraten auf die Wettbewerbsposition einzelner EG-Lander, 

Studien zur Agrarwirtschaft ,I?0 .München;to name but a few.

(3)P.M.Schmitz(79 )SC Price Harmonization :A Macroeconomic 

Approach,European Review of Agricultural Economics 79/6

(4)For a more detailed account see A.Swinbank(7S)The Sritish 

Interest and the Green Pound,Centre for Agricultural 

Strategy Paper 6 »Reading;C.Mackel (78)Green Money and the 

CAP ; Westminster Bank Review,and C.Mackel (77) The Development 

Role and Effects of Green Money in a Period of Economic 

Instability,North of Scotland College of Agriculture,

3ulletin 1 3 ,and the papers presented by C.Nsr.e,Les 

Distortions dues aux MC!-!1 s and by A. Sauzin at a meeting

of MCA experts,Brussels,January 1978.

(5 )See in particular M.Schfipe,(ibid.) ; A.Swinbank (ib id .) , and 

V. Saccoaanci(76)Crisi economica,integrazione europea,e 

politica agraria comune nel oeriodo 1973-76,Rivista

di Econcmia Agraria 76/3

(6 )See the two articles by C.Mackel cited above for more details.

(7 )Described by D.Hassan and C .Viau(79)Les problèmes agrimonétaire 

de la C.E. S» .Revue du C. 0. R. D. E. S* »Commissariat au Plan and

Footnotes to Chapter 6
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(7} ccnt * d.H, Hogg (7 8 ) what ore the Affects on Trade Flc~>s of the 

Cosfficients iio" ~sed to Calculate MCA * s of Derived or Process 

Products? Paper for netting of MCA experts,Brussels Jan.1978

(S)a . ‘S-'inbarJc (ib id ),page 32

(9) Descraoed by A. Svinbank (ibid)

(10).h. Sauair. (ibid)

(11):-:ouse of Lords Select Cor-.itteee on the EEC,18th Report 1S76/-

^  ’■ "i’i n ]  v  -t v; '-s r , r>+* i r o ‘r'1 a q  ¿1 t* •■~s 2 +* V, .0 1 • c t  r* - ^ ~ ¿v* ̂

2.bCVO*

(15)M .3chop a (ibid)

‘•2 3 3  SU-Il 3 d  til 3  S3TT.3 f c r  0-11 C CV_T- ‘

( 3. 5 ) ̂  ^ Sd-50  ̂ (7 3) /. v *: 7 rrg.o ¿33* V 3-T 33̂ """' 5™* £ > '7*C,n 3lL2_’3T? v-s-'* V'» 1

• L.1 C113 SU.C1— S • *bi 3 3. "■* S 3"VL SC '*131* D 3M t 3dlJL 3»'C

(t £’) ■]̂ ti--et - - tal-cer '%-'cr' CC«-'/~9/'! 1 —1 f 

(l TV.’t Schoo “ ' •’ “ )

for earlier years.

(iS)TIiis is described by M.Schbpe (ibid)

(19) In CCM/78/2C and CO::/79/ll

(20) K.Loseby and L.Venoi (ibid)

(21) H. Tyszyr.ski (51)

-1350, The Manchester School , vol. 19 ,19 51
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Table 7-1 

million EUA

Total MCA

Spending

Dual Rate 

Spending

Total FEOGA

Guarantee
Spending

MCA as % 
of Total 

FEOGA 

Guarantee 

Spending

MCA and Dual 

State as % 
Total FEOGA 

Guarantee 

Spending

1973 157 3659,6 4. 3%

1974 138 3097.9 4. 5%

197 5 406 4727.4 8.6%

1976 438 406 4522.5 9% 18.7%

1977 859.9 509.5 5587.1 14.5% 24.5%

1978 716*9 1155*4 8672.7 8.3% 21. 5%

1979 708 .4 10440.7 6.8%

1980 27 6 11314.9 2*4%

1981 11610.5

1982

i

13217.3

For an explanation of this table see the text

Source : The Annual FEOGA Financial Reports published by 

the ESC Cornraission, and CCt:/7£/20 and CCm/ 79/11 

oj? the Cccraission.
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The estimates under the MCA heading include frauds vhich

accounted for only 8.3 million SUA,or C.03£ of all

spending under the MCA heading between 197- and Septer.be: 
(l

1973.

ii) Expenditure Caused by the Rate Effect

irticularly in 1977 and 1978 a large share of spending

due to the agrir.cn etary system appeared on the EEC Budget 

but outside the MCA heading. This "as due to -hat is hr.o-rn 

as the dual rate effect.

Until January 197£ payments to the ESC Budget vers

(?)
expressed m  terms of the gold parity -unit of account,

-*ith the parities used to convert those ’units of account 

remaining unchanged since 1971 .In contrast payments from, 

the EEC Budget (in the for- of aidsrrePunds,:-'CA payments 

etc ,) vere converted into national currency using represent—

— ative cr creen rates.Though chances in rresn r = ies often

l a g c e c l  0*2h in c L  t h O S a  1,71 7 ^ a r ]C 3 t  r  3 . t  0 3  T T1 ''1.32. 2 3 S  t h s

c i v - s r g - n c a  b e t w e e n  t h e  c o n v e r s i o n  r a t e s  u s e d  f o r  p a r e n t s  

to,and green rates used from payments from the SEC Budget. 

Until 1977 the effect of using cr different cr ’dual* 

conversion rates vas distributed ar.ong the different headings 

^udcc^ f * * CT-—v a sr’.ali cl~ars a^ —»ari-no’ \mier



the KCA heading »From 1977 the dual rate effect became so 

substantial that it was charged as a separate item on the 

ESC 3udget,and the estimated size of the effect for 1976,

1977 and 197 8 is shown in Table 7-1.

The irony of the dual rate effect vas that if  green 

exchange rates moved closer to market rates,33C 3udget 

expenditure under the MCA heading deereased,while that 

under the dual rate heading increased in such a way that 

the total burden on the 33C 3udget grew.

In 1977 and 1978 part of what had previously fallen 

under the MCA heading vas incorporated under the dual 

rate heading of the 3udget..The Seventh F3CGA Financial 

Report estimates that in 1977 MCA spending under this 

category amounted to 250 million units of account and 

spending under the MCA heading vas correspondingly lower.

iii)Total Agrimonetary Spending Appearing in the ¿SC 

Budget and the Attempts to Reduce it

Where the dual rate effect is recorded under a 

separate heading,the full impact of the agrimonetary 

system on the 33C Budget is best indicated by taking 

both the dual rate and the MCA headings,and as can be 

seen from Table 7-1 these accounted for over 

20% of all F3CGA guarentee spending over the 197 6-78 

period.



This is a. hugs percentage,Particularly as there vere various

cosmetic attempts to reduce the apparent burden of the

agrimonetary system on the SBC Budget,such as the introduction 

of the negative franchise in 1575 , and of the 'exporter pays 

systsri from 1975 for products liable to MCA1 s being imported 

into Britain and Italy*This entails the exporting member state 

paying the importing member state'e share of the MCA in ir.tr a- 

-BBC trade.This measure vas partly inspired by the notorious 

admini ~trativ° delavs in Italv (an the impatience of German 

exporters to Italy to receive their MCA payments more promptly)

~ ^  O  ̂  "v" -***'’* ^   ̂ Q  >“1 *r'  .5̂ V* xi ^   ̂ ^

circumscribed by payment of the MCA' s being made by the

W A--1 „  « ... ̂  . il CT;i. L/ W l * o 5 C  'w <wj- . >— * . w* w — 5̂ w w

t h i s  e f f e c t , i n s t e a d  u f  t h e  i m p o r t i n g  m e m b e r  s t a t e  v h i c h  

v o u l d  c t h e r v i s e  h a v e  p a i d .  v ; i  t h o u t  t h i s  s y s t e m  t h e  o v e r a l l  

e f f e c t  o f  t h e  d u a l  r a t e  v o u l d  h a v e  e x c e e d e d  3 C G  m i l l i o n  

u n i t s  o f  a c c o u n t  f o r  1 9 7 7 . "

i 4 ) .  ,  . . .
u n i t  o r  a c c o u n t  ' m  c a l c u l a t i o n s  o r  B u c g e t a r y  c o n t r i b u t i o n s

meant that the 'exporter pays' system no longer

imoact on the *_otal level of acrimonetary soendi_

Su-CldŜ  \-* • d̂ 1*Vi a* ’’JLTIC.̂ Z' I’-CA

' =■)
neadmgs). v ^

(a )
In general evaluations of the iM3 , the BCL' is often 

claimed to have had little  practical importance.Consideration
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of the agrinonetary sphere belies this opinion and use of 

the ECU fron April 1979 in calculations of ESC 

Budgetary receipts,and to denominate the central rates 

of the full EMS members has had important implications 

for the burden of the agri^net ary systen on 

the ESC 3udget.

The application of the ECU to agriculture has drastically 

reduced the dual rate effect in a t/ay that is  likely 

to prove lasting. In general the value of the ECU 

and StJA are identical since April 1979 the dual rate 

effect has only arisen insofar as a country's green 

rate differs frorc its ECU-defined central rata,and 

hence its STJA.The lotrer levels of MCA’ s since April 1979 

have shrunk the dual rate effect so rnuch that it no 

longer needs to be entered as a separate heading on 

the ESC Budget,but is divided between the relevant ESC 

Budget headings as vas the case prior to 1977.

Moreover even if  the EMS is associated ;jith greater

flu c t u a t io n s  of i t s  manners’ currencies in the rutwre, 

i t  is unlikely that the dual rate effect will again 

reach the proportions of 1978 because the values of 

both the ECU and the EUA (and also the ECU-defined 

central rates) are all based on a-basket of currencies.

The introduction of SMS has also reduced expenditure 

under the MCA heading of the SSC Budget,as shc-ti in

Tabic 7-1.This reduction can be attributed to the

(8) . (9)
Gentlsnan’ s Agreement, the extension of the franchise,

and the present determination of all ESC countries



'-ill depend on hov far the SMS U n it s  the frequency and scale

of future currency changes of its members, and hence the scope

0  1 )
for introducing nev MCA 1 s and or. Aether  political factors

' 1 2)
continue to vork m  favour of the elimination of KCa ' s.'

( e x c e p t  B r i t a i n ) t o  c u t  t h e i r  M C A  l e v e l  s . W h e t h e r  t h i s  c o n t i n u e s

ost s Add ear in

SSC Budcet

_cvarinq — t; / 1 V- - : ^ a l
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and by causing price differences between the member states, 

the agr¡monetary system will cause transfers between 

SSC countries and regions.

Transfers between 5SC Countries and Regions Arising from 

the Agrimonetary Systan

Corresponding to the visible costs which appear on the 

SSC Budget,and the invisible economic costs which do not, 

the financial transfers which are caused by the agrimonetary 

system may be visible or invisible.

Visible transfers appear on the SSC Budget as payments 

to or from a country under the KCA and dual rate headings, 

as is shown in Table 7-2.I f  the problem of timing did 

not arise,only the estimates of net transfers would be 

of importance.However as there may be considerable delays 

(of possibly 6 months) in i\CA payments to farmers and 

because short term liquidity is so important to agriculture 

gross transfers are also of significance, 

and these are likely  to be far larger than net transfers*

In Table 7-2 there is a very crude attempt to estimate 

gross MCA payments,which entails summing the absolute 

amounts (i .e . ignoring the minus signs) of all payments 

to and from member states appearing in the SSC 3udget.

In contrast invisible transfers appear neither in the SSC





nor in national budgets,but arise frora the fixing of common 

prices.It  is clear that high comozi agricultural prices 

entail a transfer frcn consumers to farmers.Insofar as 

certain regions or countries are predominantly consumers 

or producers there will also be transfers between SEC 

regions and countries*

Measurement of the scale of these transfers between 

individuals,regions and countries in the ESC is extremely 

difficult,This is partly because it is necessary to assume 

t/hat the situation would be in the absence of the system, 

and this involves problems«In the first place,there is a 

trade - off between MCA and price levels between member 

states in the annual price fixing sessions,so the absence 

of MCA *s would imply different price agreements*

Secondly»measurement of transfers caused by the agri -

- monetary system is not simply a question of estimating 

the price differences between countries caused by MCA*s,

The CA? itself raises agricultural prices artificially 

high in the EEC,so causing transfers between member states.

The impact of MCA’ s therefore depends on how the agrimonetary 

system alters those transfers arising from the CAP,

Measurement of tranfers caused by the CAP itself requires 

a reference system of how things would be without the CAP.

In general the world market situation is taken, but this 

ignores the impact elimination of SSC trade barriers would
C X 6}

have on world markets,and as S. Tarditi and E.Croci Angel ini

-1?^-
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ealising visible and invisible transfers and being 

unplanned and unforeseen,it is doubtful that many of 

these transfers can be justified on equity grounds* 

In  addition though the burden of MCA's on the 

SEC Budget has shrunk considerably,it still regains 

and may increase in the future/suggesting a further 

motive for reform of the systart.





(16 )S.Tarditi and E.Croci Angelini (81) Regional Redistributive 

Effects of Common Price support Policies,Paper 

presented at the Third Congress of the European 

Association of Agricultural Economists, Belgrade,-

(17)£. Bacon (79)The Community^ Budget Structure : Costs 

and 3enefits for the Member Countries »Paper for 

the conference on I I  Sistena Monetario Europeo e le 

prospettive della Politica Fiscale,Pavie 1979.
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A Note on the Implications of the Green Sxchanae Rate S^stern

for the 3aiar.ce of Pavments

Considerable amphesis has been placed on hov the green exchange

rate system affects the balance of payments, in many recent articles

(l} ( 2 }
including those of J.MarsI:, A. S^'inbanjc, the Cambridge Sconcraic

P o l i c y  H e ' r i e v  G r o u o  , " J '> C . . l i t s o n S c i r / . i t c  a r .d  £ .  D i c k e n s o n

...c  - v s l 3 „-,a  3 = - _ c e v .e „ r , l v

■ _z_ v, ■“ r ,*

^ u c j e t  c o n t r i b u t i o n s  o r  r e c e i p t  

t h a t  I-.C*-.' s  a l s o  a f f e c t  t h e  b a l a n c e  o f  p a y m e n t s  p r e s u p p o s e s
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the balance of payments is the assumption that the impact

on trade balance will influence the balance of payments.

Another assumption is that an exchange rate change ( in

the market or central rate ) can alter the balance of

payments.Her.ee the MCA affect on the balance of payments

is said to arise because MCA's offset the impact of an

exchange rate change on the products or. which they are

applied.This assumption is sometimes carried or.e stage

further.If the exchange rate is used to obtain balance

of payments objsctives, it is argued that MCA's vill

entail a larger exchange rate change to achieve a given

balance of payments objective.This is because the exchange

rate change will induce no adjustment for MCA products,

so it is claimed that adjustment elsewhere must be

correspondingly greater.One example of this is provided

(7by S.Tangermann 7 who said : -

"From the point of view cf an optimal international 

division of labour there is no a priori reason for 

exempting any sector of the economy from exchange rate 

changes.If single sectors of the economy are artificially 

shielded against the affects of revaluations and devaluations 

the exchange rates necessary to bring about the balance 

of payments objective will be larger and consequently 

adjustment needs for the rest of the economy higher.

This is more the case the greater the importance of the
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economists such as Joan Sobinson 'ana shows the effect of 

an exchange rate by taking the equation E = X - H 

(where X = exports and H = imports) »applying total 

differentiation with respect to the exchange rate 

change and translating the result into elasticities forr..

The absorption approach "/as pioneered ( though not
(1 C' ̂

originated ) by 3. 3. Alexander. 'This approach is 

based on the equation 3 = Y - 3 (’.'-/here Y is nominal 

income and 3 is domestic expenditure or absorption) and 

illustrates that if  an exchange rate alters income 

and expenditure by differing anounts,there will 

be a change in the balance of trade.

Both elasticities and absorption effects derive from 

the change in domestic prices relative to foreign prices 

which results from an exchange rate change.However MCA1 s 

offset this price change on the gooes on which they apply, 

maintaining prices at the level existing prior to the 

exchange rate change.Hence the overall elasticities or 

absorption effects of a given exchange rate change will 

be reduced by MCA *s,since these effects will not occur 

on MCA goods.Therefore according to this approach,the 

application of MCA’ s entails a larger exchange rate 

to achieve a specific balance of payments objective, 

and this is true whether the elasticities or absorption 

approach,or some mixture of both is accepted.

( 9 )
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Monetary Apt)roaches to the Exchange Sate Mechanism■ — ■ — - * - - - —  — - - _ — w* _ — _

In contrast most monetary approaches deny the balance of

payments impact of <an exchange rate change in the long run.

In general such approaches assume that the exchange rate vill

effect the balance of payments only to the extent that it

alters the demand for money relative to the supply,ar.d so.

its effect can only be temporary,existing until stock

equilibrium on the domestic market is inevitably restored.

The alteration in domestic noney conditions because of the

(l l '
exchange rate change ""ill alter absolute or ice levels.

According to such vistrpoints,in the long run MCA’ s nay 

alter the volume and pattern of trade,consumption and production,; 

since the use of MCA’ s(like tariffs)is  a 'real'policy and 

these are all ’rea l’ effects.what the monetary viev of 

the exchange rate mechanism denies is that a policy like 

MCA's can in the long run have an effect on the balance 

of payments,vhich is essentially a monetary 

phenomenon,instead the monetary viev generally argues that 

a policy like MCA’s trill have along r-in effect on the level 

of reserve holdings of a country. To illustrate ho'y this occurs 

a devaluation of market or central rate is considered, green 

■̂ ~t— rc^a’"iiing conctar**.^he devaluation vill increase the domestic 

money prices of imports and import substitutes,but MCA’ s fill  

offset this effect on the goods on tnich they aptly,rataining 

the price for these products at pre-devaluation level.The 

increase in prices of non-MCA goods reduces the real value of



the country’ s initial stock of money relative to the deaand for 

reel money balances,which,in the absence of a change in the 

domestic money supply,will induce an inflow in foreign exchange* 

Thus in the long run the level of reserves will increase but the 

balance of payments position rsnains unchanged.The effects of 

MCA * s Trill be to offset the initial price effects on certain 

products and thereby reduce the resulting change in reserve levels 

by an amount depending on the properties of the money demand 

function and the response of the domestic source component 

of the money supply.

In view of the vide variety and numerous differences between 

various adherents of the monetary approach perhaps the best way 

to avoid ambiguity and confusion is to guote adherents of 

this approach.Thes quotations relate to the effects of tariffs 

on the balance of payments,since the effects of MCA’ s are assumed 

similar to those of tariffs(see Chapter 3 ) . The first two 

quotations are taken from th e^£ ^  introduction of

Frenkel and H.Johnson's book,where the two editors say:-

"A tariff will improve the balance of payments only if  it 

induces an excess demand for money.This rather simple condition 

is very different from the typical textbook analysis which 

enphesises the effect of the tariff on the relative price 

of goods. n

These authors also qaote Havtr ey,from1 The Art of Central 

Banking',who says:-

° . . . A protective tariff does raise the price level . . . i t  

accordingly requires an increased montary circulation and if 

the monetary system is such that cannot be provided without

an importation of gold,gold will be imported."
(13)

A further quotation is taken froci M.Mussa,who argues:-
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" . . . i n  tne long run a tariff has n o effect on the balance ox 

payments thought of as a flc-w, but does have an effect (under 

fixed exchange rates)on the level of a country's foreign exchange 

reserves,brought about by a temporary change in the balance of 

payments. 9

Here it is r.ot intend;d to go into details of the monetary 

approach to the balance of payments,nor into the debate that 

it inspires.The aim in presenting this approach here is simply 

to illustrate that it is a natter of debate "hether exchance

rates ar¡.d hence MCA * s effect the balance of payment;

Keynesian'Price Rather ffr=-n Volume'Approaches

This hind of approach vill entail the folloving type of schsr.s:

Devaluation-* ?r}-?x?I^ --»V?-»?>■£— ^ i.'ev devaluation 
1_________________ It

there ?m is the price of imports,R?I represents the retail

J. w f H j u ^ c b  > C«!. — w 3 f -'a - u t J  •s.rwv w— '

Xi"l tl 32T"*"" ^ C "  Ttr?*" p ' y ^t  p. 2. V * j  g ^  SC*t3 5L SXtTJL-2.tl2.Cn

—X1 ̂  ■¿‘BVBJ-’u.BtiC7! ¿.S a " " r̂ m‘-̂  ̂J s.'bsolntis ^riCSS 

volume of ?roducticn,pcssibly because successive devaluations 

are occuring too closely together for volume effects to vcrk 

through.

Monetary approaches may also accomodate a type of vage—price 

spiral, but this approach here is assumed to be essentially 

leynesian in vie-sr of its assumptions of wage inflexibilities and 

that mrade unions can effect inflation.In this vay it can 

be shotti that it is not only the monetary approach,tut also

tain versions of the Xeynesian approach thi /'■»«*

that MCA 1 s vill not result in a larger- exchange rate char.g! 

or greater adjustment elsevhere in the Economy to bring 

about a given balance of payments objective.
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Conclusion

The aim in setting out various approaches to the exchange 

rats srechanisa here is to. illustrate that the literature 

on green exchange rates tends to be based on the elasticities 

a n d /o r  the absorption approach.vhile this may be acceptable, 

there ought at least to be awareness that other approaches 

exist,and possibly some justification of why the elasticities 

and/or absorption approaches are prefered.Justification of one 

type of approach rather than the others is lilcely to prove 

extremely difficult*This is partly because there are so many 

versions of each and also because such empirical evidence 

as there is,seens extremely ambiguous,and supports at 

tines on2 approach and at titles another.As a result it is even 

more essential for the literature on MCA‘ s to recognise that 

the link between exchange rates(and hence MCA’ s) and the 

balance of payments is by no means as simple as is sometimes 

assumed.
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control the level of national agricultural prices.There are of 

course constraints on the degree of freedom MCA's allo-gr a country 

in that the green rate can only be moved towards the exchange 

rate and not away.This constraint has particular relevance for 

Ireland and Denmark »where green rate devaluations have followed 

those in the market or central rate with a rapidity that suggests 

support for higher agricultural prices than the MCA system,or 

the annual price fixing sessions alio-®’.Aside from this constraint 

however,the MCA system does allow member states a certain leeway 

in pursuing national objectives in agriculture.As a result the 

factors which traditionally determined the national agricultural 

policy of a country now influence that country's MCA policy.

According to C.Sitson and 5 .Tangermann,the three most 

important factors influencing MCA policy are:- farm structure, 

which they measure by population in agriculture and farm size; 

relative income levels, as indicated by GKP per capita,and the 

degree of self-sufficiency in agriculture.Also taken into 

account is the effect that 'Community preference' and common 

financial responsibility will have in encouraging an exporting 

country to push for higher prices than it would with an 

independent policy,and for an importing country to be more 

in favour of lower prices.

vhile these are important, they are by no means the only 

factors determining the MCA policy of a country. For instance 

the attitudes of farm interest groups,consumer associations 

and bureaucrats then selves  are likely to play an important 

role.Alternatively MCA policy may be determined by the economic 

strategy of a Government, or may be changed because that 

Government wishes to obtain concessions from other 2SC countries



- n o 

on other policy  matters.

A £rar.e~cri: used by many recent l i t e r s  on protectionism 

indicates ho? these additional factors determining MCA policy  

nay be treated in  a systematic and comprehensive ^ray,and this 

“i l l  nov be set oat.

The Pra.~ evorlt Provided by Considering “he MCA Decision—

_____ - - .i. W- 1 _ ^

( 2  )

According to such a frsnevcrli, a policy  such as MCA ’ 3 is  to

51 a *» .2. —> * *

to be.The second stage concerns hOT and vhether the economic

the supposed affects of the p olicy ,

nto erfcrt =. Thns nespcr.se nay

-"rs tzl™1  ̂ ~ 0*T 0** =  ̂  ̂ '̂ 2? ̂  0̂*"' C[  ̂  ̂ * *** cr̂) P. ̂

e c - j p  ̂ ^ ̂  1 "*r trW;

sc anc r-n
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la analysing each of these three stages for the specific cast 

of MCA* s the aim will be to isolate those factors which 

seen of most importance in determining MCA policy at the national 

and SEC levels.It should be stressed that the intention here is 

not to build a predictive model of MCA decision-making.

Before going on to discuss the three stages,an outline of 

the MCA decision-making process is useful.

The MCA Decision-Making Process

Only those changes in MCA levels caused by alterations in 

green exchange rates or in the vay MCA1s are calculated will 

be considered here.This is because changes in MCA>s due to 

shifts in the central or market rates of EEC currencies cannot 

strictly be regarded as MCA decision-making as such,since 

agricultural ( and so MCA) considerations play an extremely minor 

role (if  any ) in the determination of exchange rate levels in. 

the highly industrialised ESC countries.

i)Changes in MCA Levels Caused by Alterations in Green Rates 

The legal position with regards to a green rate change is 

that the EEC Commission should propose the change,and a qualified 

majority of the Council of Ministers should approve it.Article 

43 of the Treaty of Rome also requires that the European 

Parliament should be consulted prior to any decision of the 

Council.At various stages the Commission and the Council may 

be advised by the Economic and social Committee,the Special 

Committee on Agriculture,the Committee of Barsanent Representativ 

and the various management cocimittees (which are composed of 

Commission and national o ffic ials).In  theory the procedure seems 

relatively straightforward and simple,but the practice is 

otherwise.

A majority of the green exchange rate changes are proposed as





French and Italian attempts to alter their green currencies ^ b /  

insisting that such changes should form pert of the annual 

price reviev. Hovever yhan the Council challenges changes in 

green rates,in  this case as in others,the outcome usually 

seans to be delay rather than outright rejection.

ii)Changes in MCA levels caused by modifications in the system

MCA levels nay also change because of modifications in the 

vay in which MCA»s are calculated. ^ I t  is the responsibility 

of the 33C Commission to propose such changes,and 

though Council approval is required for more significant 

alterations,most are decided by the Commission alone.

The dividing line between changes requiring Council approval

or not is blurred,and has in the past led to confrontation.

(7)
In  June 1977 for example the Commission planned to revise MCA*s 

on processed foods and to eliminate or reduce MC^*s on many 

dairy products.An argument broke out between the German 

Agricultural M inister,¿rtl, and the Commission as to whether 

the plan could go ahead vithcut consulting the Council. In the 

end it did,though vith modifications to meet the German 

criticism.
(8)

Another Commission initiative initiative in the same month 

to increase its control over MCA calculation by amending the 

basic MCA regulation (no. 974/71)- so as to allov the Commission 

to alter the level of intervention price nsed in any individual 

calculation met with less success.The Council vas almost 

unanimous in its rejection of this proposal»which it thought 

vculd give the Commission a 'carte blanche1 in fixing MCA levels.

Nevertheless the Commission retains a considerable discretion 

in deciding hcry MCA’ s are to be calculated. For instance on numercu

-i?3 -
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occasions the Commission fixed the MCA to apply in a giver, ’̂eek at
(q )

a level other than that implied by nomal MCA calculations. w

The Three St aces of the Political Decision—'A ak inc Process

The vay in triaich. MCA policy is shaped in the decision-naking 

process ^ill depend on the three stages ¡nentior.ed above, "hich 

relate to ~hich economic agents expect to be affected by the 

policy,hosr they respond to the expected effect ~ d  hotr the 

political syst^Ti accomodates their response*Sach. of these "»"ill 

r.ov be considered in .core detail.'

It should be noted that the factors -which determine MCA policy 

are often those vhich influence agricultural policy as a vhole. 

This is not surprising given the trace off between MCA's and 

othe agricultural oolieies,and the fact that MCA's fcr:?. a’!n 

intrinsic part of agricultural policy.

a ) The Txoected Afreets of MCA 1 s

The economic agents vho might expect to be affected by MCA13 

include farm"er3 , food nanufactursrs,middlemen (i .e . vholesalers 

and retailers),merchants, the general oublic in their role as 

final consumer5 , and those responsible for drawing up MCA policy» 

that is the members of the national and 5EC administrations and 

legislatures responsible for MCA policy.

vhen policy makers assess ho? MCA's ¿ere likely to influence 

th'--̂"" oer so- *' interests, they take into account the interests 

of otnsrs affected by the policy, so that analysis of the latter

n « T‘ ■*v“* r ^  w C"1' r  w ~ ^ .** v' _ ~ ^

is convenient to postpone consider at ion of policy narers 'until
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the response of the political system is examined.

As shOTm in Chapter 3 ,partial equilibrium analysis indicates 

the impact of MCA*s on producers and final and intermediate 

cansumer s*Producers and intermediate considers of MCA products 

are likely to feel the impact of MCA1 s far more than final 

consumers,because their income is directly dependent on the 

level of farm prices,vhile food is just one item,albeit a very 

large iteii, in final consumer expenditure.

I f  MCA1 s alter ^ o  Is  sale or retail nergins, then midcilenen may 

have strong opinions about MCA’ s, but it seens more likely that 

the affects of MCA's on prices are simply passed on ,having little 

or no effect on margins.

As the profits of merchants are likely to rise -sdth the volume 

of trade,"here the complexity of KCA’ s discourages trade,as ŝrell 

imposing an additional burden on merchants,MCA1 s viil be opposed. 

Merchants ssho benefit from the nev cr greater trade flo~s 

caused by the system (as for instance betveen the ??wG and Italy) 

may "'ell favour MCA’ s*

The impact of MCA’ s on merchants or middlemen therefore varies 

to a large extent vith the individual, so there is likely to 

be far less response from merchants or ncLddlsnen 'as a group* 

to MCA1 s than from farmers,food manufacturers or even final 

consumers.

B)The Translation of ¿¡xpected Effects into efforts

What is  of particular relevance to MCA1 policy is that farmers 

and food manufacturers tend to respond in a far more vociferous 

and effective vay to MCA»s than does the general public in its 

role as final consumer.This may occur because producers expect to
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ar_-scted more by MCA p o licy ,as  nientioned above, or because they 

■znd it easier than cor.su_T.ers to organise special interest croups.

I f  an economic agent expects to be significantly affected by 

an economic policy,he may attsr.pt to intensify and render nore 

effective his response to the policy by joining or oarticioating 

in the activities of an interest croup.However this membership 

or participation vill involve costs such as that to the group 

member of signalling his ~',ncf t ̂ ^d th*3 co^ts o~ acm*’v*!̂  strati

c c~ ordination, and attempts to influence the political system.

For an economic agent to join or oartici'sata in an interest grout) 

the expected benefits of doinc so rr.ust at least offset these 

costs*The expected benefits of joining an interest group depend 

not only on That the economic agent perceives as the expecred 

imoact of the oolicy,but also on hĉ rr far he considers his links

policy outcome. This element of expected 'ck

policy,the ^ — «A W
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distribution of individual members and the possible affiliation 

of the group to a political party. Sach of these will now be 

considered.

i)The homogeneity of member preferences

Among the most important costs of forming and participating 

in an interest group are those relating to the co-ordination 

and the size of these costs will obviously be dependent on the 

similarity of members preferences,with at least seme similarity 

being a necessary condition for forming a group.

The preferences of the general public as food consumers and 

likely to be extrenely diverse,with the sole common ground 

often being simply a preference for lower food prices.Not 

surprisingly co-ordination and decision-making costs tend 

to be so high that in many cases interest group activity or 

membership is no longer worthwhile.A noteworthy exception to 

this seems to be the powerful British Consumer's Association.

There will probably be far more similarity of preferences 

between farmers ccr between food manufacturers whose output is 

liable to WCA's within a country,though the differing impact of 

MCA by product group shown in Chapter 5 nay imply differing 

strengths of those preference s. Likewise for farmers or food 

manufacturers whose output is not subject to MCA's,but whose 

inputs»or products competing with the output are.The most 

significant differences in preferences,either among farmers 

or food manufacturers are those which are based on 

national cleavages.

Too often the preferences of farmers in different 3ZC countries 

cl ash, rendering co-ordination and decision-making at the SEC 

level costly and difficult.That national cleavages should 

determine differences in preferences,given the differential 

impact of MCA' s or. member states. V«.Averyt describes this
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’’'The fate cf MCA’ s has pitted French fcrr.ers and the French 

Government on one side against German farmers and the Gsrr,an 

Government on the ether.The German farmers refuse to accent a 

reduction in their incomes for the sake of monetary o-ority. 

French farmers (especially —heat farmers ) v/ish to exploit 

the competitive advantage that ~;ould folic*:/ a devs-.l'aatioru 11

( 1 C )

b 3

^fleeted ir.side CCPA,or the Comite des 

Organisations Prof essionelles AcricoleSfThich is an umbrella

.flict “ 3 "̂="

cr'-'r*a—— sation ir.co vhich all the 30st  important farm crcuos 

arc ' ~ d e r a t ^ —1 i~~t ~~ a ~ -i c q0"*̂  \ *'̂ ŝ ~ ^ ^ ^ ^ ^  

to reach a compromise oositiou mhich favours abolition of

rr~~r ~ —.**~j* c o u n t r i e s  t o  o r a v e n t  ' " h e r 1 ■~i>jLf ~ e r x n e r  ~ • *v  n o ~ s  '," vic o m e ,  

s o  s a t i s f y i n g  a l l  C O ? a  m e m b e r s .

a n d  d s c i s i o r . - m a k i n c  c o s t s  h i g h , t h e  f a r m  o r g a n i s a t i o n s  h a v e  s t i l l

b*“"’£“vi ~ —* *■ 0 ^ ̂  ¿I r Q Q * *? p -7- ■*- ~ •v'

£ c S ?  .V.OlTtr -B-f-Z "C*C2-V'A V E V  L-I2ZL t i l l 3 ^TAOi. ¿ C + T i l S

o r g a n i s a t i o n  a t  t h e  I I C  l e v e l  c f  t h e  n a t i o n a l  c o n s u m e r s

c r o u p  s , 3 C Z C , o r  t h e  B u r e a u  E u r o p e a n  d e s  U n i o n s  d e  C c r . s c c r r . a t s u r s ,

h a s  p r o v e d  n o  m a t c h  f o r  t h e  f a r m e r ' s  e q u i v a l e n t .

• -f \ x ~«v> p v .q  * 0~ ill’¿XV*I1 ̂  • ĉI. ^ ST 0 22T1 c C ~
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composed of numerous smaller groups. In particular K. 01 son lias 

argued that if  nunerous membership is associated with "free riding" 

it will render the group less effective in its responses.Free 

riding occurs when individuals fail to participate in sane 

collectively responsible activity ,<pr in other words,achieving sor:.e 

public good) uni ess there is some inducement to individual

( 12 )
participation,such as coercion or selective incentives.J.Pincus 

provides a definintion of free riding in the context of tariffs 

which could apply equally well to KCA's

"In  some limited sense each duty has some of the characteristics 

of a public good to the set of interested producers insofar as 

some (or any of then ) in succeeding through their ox.ro. efforts 

in obtaining a higher duty cannot exclude the rest frorr. 

enjoyment or benefits.In other words there can be free riders 

who contribute nothing towards the common good,yet hope to

enjoy the fruit of others labour."

(13)
According to G .T.Stigler free riding should be redefined 

cheap riding as it is 'unlikely that the ride will be absoliitely 

free.This is because the individual incurs the cost of non -

- participating in that the public good is less likely to be 

achieved,or achieved on the sar.ie scale as when the individual 

participates.Though this refinement is correct,the more familiar 

name of free riding will continue to be used here.

'.Jhether free riding occurs depends to some extent on the 

characteristics of the interest g ro u p .G lso n (l4 ) distinguishes 

between three types of group.Privileged groups are those with 

one or more members whose size relative to the group as a whole 

or whose interest in having the public good is sufficiently large
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the Christian Democrats (DC).La Palombera estimated that in 

1961 the influence of the Coldiretti extended over approximately 

40 DC senators and 66 deputies. In addition they have generally 

monopolised control of the post of Minister of Agriculture.

In the Italian political scene,it is not surprising that the 

ties between the DC and Coldiretti extend also to patronage and 

nepotism.The various enti or state organisations are generally 

regarded as spoils for the majority,and the Coldiretti have 

proved extremely successful in gaining control of enti such 

as Le Casse Mutue di Malattia and the Mutue Contadina.Moreover 

the Corriera della Sera of 14th March 137 8 ,f  or example 

quotes a case- of enormous quantities of state funds going 

in payment of old age and disability pensions to Coldiretti 

n ® b ® s .  (1S )

S.Tarro-sr maintains that although the Coldiretti operates as 

a trade union for small farmers in the North of Italy ,in  the 

south it is:-

"The corporate arm of the Government vhich dispenses patronage 

through a complicated system of interlocking directorates vith th< 

provincial agricultural sindicates."

With such a patronage machine at its disposal,the selective 

incentives available to the Coldiretti to ensure participation 

of its members are substantial.

The Coldiretti provide an example of another iray in vhich free 

riding may be ovsrccoe,that is by a leader encouraging 

participation,and taking it upon himself to provide the selective 

incentives.The selective incentives may include provision of 

information,control of patronage,or the articulation of an ideal c 

principle to inspire membership and activity of the group.
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Each of these incentives vas provided by Paolo Bono-ni,vho 

founded, the Col diretti in 1S44 and 72.5 its head for many years. 

Borioni meant strong leadership and tight control for the Coldirett 

lending his personal prestige to the group as a vhole,' and uniting
s

—t around the sin gl e ,v  ell—articulated ideal of encouraging the
. . .  . (TO')

snail Conner fam er (civiltà contadina ).Ths decline of the 

Coldiretti during the 1960ls and 1970 ’ s tcs to sone extent 

inevitabl e t 'given a rural exodus vhich shrunic the agricultural 

percentage of the population front 44% after the War to 1 4 % nov, 

but the retire” ant of Bcnorni due to old age and ill health ras 

undoubtedly a contributory factor,as the Coldiretti nissed the 

co—ordinationfcontrol,nonentun and orestice that his leadership 

entailed.

Many fam  grouos have therefore been able to overcone the 

free riding probi ect by offering selective incentives,or because 

the group va3 ’privileged' .In  contrast cor.suner groups tend 

to be of the ’latent1 category,ajid offer Isss scope for 

selective incentives,so suffer far nere fron free riding than do 

fam  groups.

iii)Other structural Features cf Interest Grcuos vhich SL-av Influence

c0 rnl'L3 C'T'**3CT2.**a SlL'Z - O-T ÌT.Ì 22?0S"l CTCM

It could be argued that as the aggregate size o: 

group increases, so vili its influence as it can veild nere 

votes and. resources»and thereby exercise nore political clout-

C~i the other hand^la-” '̂-'3̂ ' - ' ” — ct * * —  ̂•’ ~ ̂  irritia ths u;

the croup r either by resurrecting the spectre of free riding 

or because the visibility vhich it entails nay stir opposition 

and act as a 'died: on the activities of the croup.Hcwsvsr it 

is doubtful vhether visibility is a very potent constraint
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since public and obvious exercise of influence is often 

met -with, tolerance. For instance in Ireland»the strong farmers' 

organisations long resisted taxation of farmers,vhile in the 

F2G,the obviousness of farm influence on the PDP does not 

render that influence less effective.

b)Monopoly of representation

If  a group can claim monopoly of representation of certain 

interests,its status and possibly its influence could increase. 

Hovever monopoly could also svell co-ordination problems to 

such a seals as to threaten the effectiveness »unity or 

even existence of the group.

This is illustrated by the German Q3V (Deutscher Baueraverband 

which represented 90% of German farmers in the mid 1950 's , 

and -vas officially recognised as the national farm group.

Hovever in 1972 ,the German part-time farmers claimed that 

the D5V did not represent their interests,but only those of 

the large farmers,so split to form their crçn group,the DBLN 

(Deutscher 3undesverband der Landvirte im Nebenberuf)

Similarly at the SEC level, during the 1960 's  COP a  could 

legitimately claim to represent all the most important farm 

groups in Europe,and recognition of this by the Commission 

boosted COPA's status.The Ccromission has a certain self-interest 

in having CO? A uni ted, pre-eminent and capable of aggregating the 

multifarious demands of the European farm groups into one 

view?oint.Given the enormity of this task,it is not surprising 

that there have been splits in CCJPA, and attempts to form 

rival Euro group s. One of the more successful of these was 

CCHSPRA (Comité Européen pour le Progrès Agricole) vhich ^ ^  

favoured small farmers and attacked the monopoly of CCPA.
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c)Geographical distribution

The relationship between the geographical distribution of 

an interest group and its effectiveness is also uncertain.

A dispersed group is likely to encounter higher costs of 

sggre gaticn,co-ordination and organisation*Against this, 

insofar as visibility is important, or in v iezr of the contingencies 

cf the electoral systsr., udder geographical disoersion nay render 

influence less obvious and more effective.

d)Affillation of the croup to political =rties

The question here is whether the effectiveness cf the group 

i S  °* " - T  S — "bV 5.-5J?¿2. ¿ « t i O i l  ”0  CTLS C!T* ■-̂  V  D  BZ'ii.SS» —— t*p. P  

members of an interest group consistently rote for one party

there nay be special benefits vhen that pa 

but on the other hand,if the part:/ is sure of their votes, 

there nay be incentive to take the interest croup for granted

«* »** -ys -~s •.**-.», H -jy» ^ t i  T7n"!  ̂ — T* V- ^  -f—t * ", ■**■ .O “w w — w- V d y  r _ — ~  w V —o  w w'_

office,"he interest ^av have difficulties ~r dealing ^/dth 

rival parties.

In France for example,farmers cover the political spectrum, 

sc politicians compete for the farm vote and are forced to 

take note of farmers c sr. and s. On the other hand,diverse political

?•» Csy*. f  J_ A  C  ~  S ^ P ^ C t i V w *

In Italy the largest farm group,the Coldiretti, is closely 

associated to the Christian Democrats,but overcame the problem 

of being taken for granted through clientelism.
( ̂  0 ̂

Opinion polls ; indicate that the CCv-CSti in Germany accounted

for ever SC;* of the farm vote in 1373. During tne 13-2 !s no-ev=^
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C)The Response of the Political Systan 

\)Why Policy Makers May Serve the Interests of Special Groups Rather 

than of the General Public; the Do-uns* Model

It  sometimes appears that policies are designed to serve the 

interests of special groups rather than those of the public, 

and the question Thich arises is hov this can occur in a 

1 democratic*systen.According to A.Do*£§?^he fault lies in the 

defects,biases and shortcomings of the collective decision-making 

process.According to A.Doras,politicians maximise their chances 

o£ re-election by competing for votes.They therefore adopt or 

reject a policy on the basis of hosr many votes are expected to 

favour or oppose it.Voters 2re assumed to Icno-sr their preferences 

and to reveal the?, only if  there is some advantage in doing so, 

such as action by the political agent in favour of the voter.

I f  all voters fulfilled  thestconditions to the same extent, 

economic policies vould reflect the interests of the general 

public,but this is rarely the case in practice.Ill forming and 

expressing a preference, information and signalling costs 

are involved.It costs a voter time,money and effort to assess 

her? he is likely ta be Effected by a particular policy or its 

alternatives,and vho is responsible for the policy.As the voter 

is assumed rational,he vill only undertake these costs if  there 

is sccie incentive to do so,such as the belief that by revealing 

his preferences,ha -•ill induce the politician to act in his 

favour. In other voras,there is a minimum threshold of e jected  

benefit:,rhich is necessary for the voter to undertake the 

costs cf information and signalling.

Bo til the cost and benefit side of this analysis point to 

•why a policy such as MCA's may reflect interests other than 

those of the general public.The l-»CA system is so riddled vith
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time and effort to assess vhat the likely effects *rill be,or 

whether there are viable policy alternatives. For the rational 

voter, to form and express preferences on MCA policy, substantial 

benefits must be expected.

As explained above,the inpact o£ MCA’ s and hence of expected 

benefits i’i l l  be greater for farmers and food manufacturers 

than for consumers. Information and signalling  costs are l ik e ly  

to be larger for ccnsunerSjThc fort a heterogeneous group.

(2^)
recuced by interest groups providing information on the policy , ''

fTfl-1 , 23 y' ¿̂3 "t —327"̂
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to MCA p o l ic y ,as since the late 1970 's  there seats to be

:he effects cf MCA’ s.

A problem arises in that the D c m s  model vas conceived for

a re lat iv ely  simple decision—staking process,in  vhich. the legislatur

played the main ro le , 30 seme m odification is  necessary to appl2/

('5 )
the D c m s ’ model to EEC eeci si on-making for MCA' s. 'P ar  frcn 

being decided by a single legislature,M CA policy  is  shaped by 

9 national leg is la tu re s , the I/oropean Parliam ent, the national 

adm inistrations,and the EEC Council and Commission.

Applying the Dc-vr.s model to the European Parliament and r.ationa 

legislatures  is  fa ir ly  straightf or «ard, involving the assumption 

that members of these legislatures aim to maximise their chances oi 

re—alection by competing for votes (and possibly  also for election 

c c r - ^ ¿ " b u . * T ~ ^ l I L  ccujrtil-itc lniZ"Z'03't:. OZJZS2

.'i f~ryr\ ^ ^ ^ ^  5Z1G. in 5 m 2,CV-X2-Z? T*'-"p vi of

l i c ylZ*d ^OCC •r"> —"p t; 03 ■2LCÌ 3 "CO CT1 MCA
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It might be argued that the general public carries more votes 

so its views should have more weight.However even the power of 

the general public as voters is becoming a blunt weapon,with the 

infrequency of elections (except in Italy !) the tendency of 

politicians to present a package programse and the executive 

encroachment of the legislative power,so that many measures, 

including KCA*s often owe more to bureaucrats than to 

elected politicians.

Modifying Do^ns to accomodate the executive will entail 

analysing the interests of bureaucrats.These are likely to be 

based to a large extent on considerations of prestige and 

s el f-preservati£lif Serving the general, public is not always the 

best guarantee that these interests of bureaucrats will be net. 

For instance a policy favourable to special interests 

may be essential to ensure that the group continues to supply 

the information required for decision-making and without which 

the bureacrat's prestige, i f  not survival »might be at stake.

The civil servants involved in MCA decision-making are the 

m sabers of the national administrations»and the ESC Compassion.

In recent years there has been a shift in the balance of power

away from the SEC Commission and towards the Council.This is

largely because the ESC Commission lacks political legitimacy,

not being directly elected,and having little direct contact

(27)
with major political forces m  member states* 'As a result 

of this shift,the Council has become the place where final 

decisions on most matters of importance relating to MCA's are 

taken.It is  here that proposals are accepted,rejected or refined, 

and that the ultimate balancing of interests occurs.Not 

surprisingly;the Council is a major target for the activities 

of interest groups concerned vita 33C decisions.
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Since members of the SEC Council ere dravm from national 

a dm inistrations, a main charnel for attempts to influence

Council decasaor.s lias bean through the national bureaucracies.

This together vith the shift in poorer from the legislatures 

has caused national administrations to become increasingly 

subjected to interest group influence and client eli sr..

Th^ c]lQ2.C0 J?CILT"1 ̂  ^ OUCT*  ̂ s 3 Q” ¿a

£ i .T . i l £ n r  t o  tliE it  o f  l c - g i s l a u c z ' s > r L 2Z ‘ £ l y , T: / h B u h ^ r  t i s i - r  ot.-ti 

personal interests are served -.ere by responding to the ¿er.ar.ds of 

a special interest ;trcup or to the public as a thole.

l:i some- countries bureacratic attitudes to MCA's coincide

'V*"im I I 0 - ̂  ^ ~ “r —1— 0?'!'0 3 ^SC *"'*'0 ~ *̂“i * 1. 5 ̂ 2̂*7* "

(be they members of the national administrations or the Council)

may find the interest crous a useful ally in obtaining the
(23)

 ̂~ ̂  ^ -ŝ1 *̂ ;■* r*" r* 0*uLZ* *0 ̂ 't'.Tr ̂  ̂ 1 t; ̂ *”3.3

the case for Ireland, there farm. organisation joined Government

"I "1 “ .i — ~i *■ fT " ■* *’**  ̂**” V 3*’.  ̂3*

The position cf the CSC Commission is not* v=r/ much 

against i-:CA'3 ,an aim which is 1 audibly 'European' ,favouring a 

return to a de facto common market. Hctgtst it also serves the 

interests of Co.-mission members trhose concern for prestige and 

self-preservation demands resistance to any policy such as .-iCA1 s 

■which, by allo-,c.ng pcrrer to return to national autonomy,prises 

porer at'ay from them and their institution.

The EEC Commission is dependent on interest croups for 

inf ormation, and cor.toct *rith grass roots an tne mam bar states.

as CC?A and 3U£C,but in practice it also has contacts rath

(2S)
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(30)
national groups, since as W.Averyt explains:-

"The higher the stakes and the bigger the issue, the more 

inclined a Commissioner will be to make his own. contacts with 

national groups to find out for himself -srhat is going on at 

the national level."

Both in Brussels and the home country,the farm groups are 

better organised than their final consumer equivalents and 

this vill entail a bias in the information ^yhich the Commission 

receives and is dependent on.

i i ) Opportunities for serving Interests Other than the General Publi

Putting some other interest before that of the general public 

is not strictly * democratic1 , 5 0  is far mere likely to occur 

if  undetected.This is possible i f  the secrecy»complexity or 

blurring of responsibility in the decision-making process makes 

it difficult to pinpoint the policy maker responsible for 

going against the interests of the general public.This seene 

the case for MCA and ind^ed^CA? decision-making as a trfiole,

■shich according to w.Feld is riddled with:-

" . . .  opportunities for different governmental and non- 

-gcverrmental actors to impose national interests through astute 

excitation  of the ESC decision-making process. On paper the 

distribution cf functions among the Commission and Council 

for decision initiation and approval appears to be clear-cut.

In  practice hovever this process involves multilevel interaction 

and interpenetration among various Community institutions, 

national governments and administrations and interest groups.”
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however the international nature of decisicn-mahing does impose 

sene ch-aclc cn national intsrests,';dth each of the members of the 

Council able to veto a policy which too overtly benefits interests 

in one country at the expense of those in others.

m )  Factors Oth'=r? than the Interests of Economic Acents vhi

M3v Tr c-\ ■ i~* ̂  T  ̂1* • ■*. .w.v r y

detergi ned ■ me vay an

this Cha: :sr treats policy as being

eccnor.-ic actors lilcely to be affected by the policy (including 

policy mal-:ere) are accrseated in the political decision—3 akincr

r' £5/“» - 3 - ■ w. ■—eV •_ • » ̂  -»/ ^ -b •» « w -» »

-i 2_ * /  ^  t  ¿ v - l ì "  ^ .b 1* Z. ~ “ v  c  “ colici 22
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r t r* si T*m
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of collective decision - &;aleing. IntGrdepen.der.ee costs 

ccraprise decision - making costs and external costs.
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pursue these diverse objectives,placing the burden cn ether rasnler 

states,For instari.ee,the FRG uses MCA’ s to keep prices,and hence 

incases higher for Germen farmers,but the resulting increase 

in production,exports(and possibily surpluses) is probably 

at the expense of other ESC farmers and tax payers.

Green rates can only be adjusted tovords narhet rates,thereby 

reducing MCA’ s.whan a country proposes to alter its green rate 

this entails reducing or eliminating external costs to other 

S^C members,so it is not surprising that they rarely oppose • 

changes in green rates,and than only to gain further concessions 

ircn the country proposing the charge.

The 3£C Commi ssicn is  responsible for proposing technical 

changes in the MCA systcra,snd given this institution’ s 

commitment to dismantling the system, the proposed technical 

changes generally imply reduction or refcm  of MCAf3 , Despite 

such proposals,the MCA systsn continues and this can be 

attributed to the unanimity rule which is required de facto 

for Important MCA decisions,Certain countries,and in particular 

the F3G and Britain,favour the additional leevay :1CA *s allorr 

then in meeting national objectives,so through the unanimity 

rule have been able to blodc attempts at MCA elimination.

Thus the unanimity rule may hinder rather than facilitate 

the abolition of MCA's and of the external costs thich arise 

frcn the systsr..

On the other hand the frequent use of the imani.-r.ity rule 

boosts MCA dscision-malcing costs*The admiri2 tra ti ve costs 

of the EEC are notorious,as is the expenditure in time and 

effort in the annual price-fixing marathcns,~'here reaching 

consensus takes an ever increasing number of months (until 

June in 1 9 7 9 ),In order to find a compromise in the price 

fixing session rhich can be agreed unanimously,a number of



issues irs bur-died together in a package,and log-rolling is used 

to achieve consensus.

Log—rolling m  the price fixing session nay be explained by 

the example cf country A that vents to increase its orices by 

altering its green rate;country 5 that vants to raise all comman 

SEC prices,and country c that favours a compromise vith smaller 

price increases by both methods.At first sight a compromise 

position close to that of C vould appear satisfactcry to all 

three countries.lf hc-yever log-rolling is introduced,then 

country A may support country 3 's  claim in return for 3 

supporting country A. The net result vould be a much larger 

overall price increase,and this is generally ~hat happens

-US

(" -)
m  the price fi:c_~g session,as V.Averyt "--says :-

"A painless form of agreement is always to accept the 

demands for higher prices for others.. . "

In this "cray MCA1 s may have contributed to the CAP price

at times have consented to increases in common prices in 

order to gain acceptance for a proposed change in green rate, 

be it to ir_crease or decrease domestic prices. Sven apparently 

isolated changes in green rates "ere often linked to the 

price oackage,in the sense of preparing the ground for it.

The MCA decision-making process does not therefore seem 

to be at an ootimun, either from the ooint of viev cf decision— 

-making or external costs*As the major decisions or. MCA’ s 

undoubtedlv effect the ’vital national interests’-of member 

statac,i*' i= difficult to see them foregoing the 'unanimity 

r u l o v - v e r  '"n recent veers there has been e croving awareness 

of the external costs of the MCA syster. vhich distortions
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in trade and competition* Those countries worst hit by these 

external costs may insist on reduced MCA's as a condition of 

their approval for other ESC policies which are unanimously 

decided,and in this way the scale of future MCA's may 

be limited*

The market and hierachy approach

An alternative method for assessing the efficiency of 

decision-making is provided by 0 .Williamson and D.Treece ; 

who maintain that a decision, such as that to implement the 

CAP,can be posed as a contract,and so can be explained by 

transaction cost analysis, that is , by "an examination of the 

manner in which human agents cope with complex events in the 

face of uncertainty".The two basic assumptions are that economic 

agents are bounded!y rational so have only limited information, 

and that they may be opportunist by " cutting comers for 

undisclosed personal advantage,covering tracks and the like".

The underlying problem in droning up any contract is therefore 

to avoid opportunism and yet economise on bounded rationality. 

Thus contracts fall into two categories; complete contracts, 

which forsee all contingencies,and eliminate all 

possibilties for op?ortunisn,but which are prohibitively costly 

because of bounded rationalism,and incomplete contracts,which 

are less costly but allow the possibilty of opportunism.

The question which arises is vhat kind of contract setting 

up the CAP involved.Clearly it was not a merger since the member 

states maintained considerable control over their own affairs, 

the right to withdraw, and remained preoccupied with their own 

private profit stream,rather than that of the ESC as a viaole. 

Instead the contract entailed an agreement to maintain common 

prices and to avoid attempts to carve up the merket along
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national lines,The one obvious uncertainty of this type of

agreement is international monetary fluctuation,Though, this

entails returns to the mszber states different frcsn those

initially envisaged,it could nonetheless be accomodated vithout

compensatory measures,despite certain adjustment difficulties.

When it vas decided to implement the CAP in 1567 ,it  vas

thought that common prices vould render monetary -fluctuation

impossible,sc the proposal to introduce measures to accomodate

(^7)
this contingency vere considered 'defeatist’ . As a result

the1 contract * vas staggeringly incomplete,and the currency 

fluctuations after 1359 brought desperate measures to shcre up 

O ^  C * C \ * 3 *̂732? 0 —Q 3  ̂ s  ̂ ptv ^ G

"fr* ■ •y* p ̂  j TJc 3 ~~~'7 +■ Q 0 (¿T ' -m

MCA’ s represents an incomplete contract,in that it failed to 

forsee the huge distortions in trade and competition soon to 

arise from HCA's,and the opportunities for MCA fraud.

Given the vide degree of uncertainty arising from 

monetary upheavals, the contract required to completely 

offset their effects vould have to be sophisticated,comprehensive 

and strongly binding.lt is hard to see 2ZC states accepting 

such a contract,given their differences in objectives in 

national agricultural policy,and a certain reluctance to 

sacrifice national autonomy,A complete contract seats impossible,' 

but an incomplete one just makes matters verse by creating 

opportunities for fraud,and distortions in trade and competition. 

In such circumstances,it might have been preferable not

particularly vhen that contract took the foxn -of the MCA systsn,

t^hich deals vith the reform o.r tiis EGA system.
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C h a p t e r  1 0

Reform of the Green Sxchar.ce Rate Svstss

The adverse effects of the green exchange rate system on 

the market situation  of farmer5 , trade and the 33C Budget 

’vhich have been discussed in earlier Chapters are nov videly 

recognised and suggest that reform of the systsi is necessary 

Such a reform, must resolve two questions the dismantling 

of existing  MCA’ s and the prevention or lim itation  of the 

emergence of future MCA1«.

The dismantling of existing MCA ’ s is rendered d iffic u lt  

in that most large remaining MCA1 s are positive ,and  farmers 

in  countries vhers they aooly (such as the US. and the FS3) 

oppose any reduction cf MCA ’ s vhich vould cause them to 

accept lover farm prices without compensation.

The extent to vhich nev cr larger MCA’ s are lik e ly  to

emerge in the future vill obviously depend on hov successful

the IMS is in lim iting  future -currency reshuffles  between

ESC statss. Though to date the ZM5 has lim ited the scale

and frequency of exchange rate changes,the amount cf currency

speculation r ith in  the system;the continuing uncertainty of

,, _  ♦
£r“.^ p l  ̂l ¿zic. 1 5.s

2) the hesitation in  developing the institutional arrange 

essential to the second phase of 3M5,suggest tnat the 

p o ss ib ility  of increased currency chances and (in  the 

absence of further r eiorrr.) 1 arcsr MCA ’ s c&nr.Dt be ignored.
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V a r io u s  p r o p o s a l s ^ f o r  r e f o r m  o f  t h e  sy s te m  w i l l  b e  

c o n s id e r e d  h e r e  an d  w i l l  b e  a s s e s s e d  a c c o r d in g  t o  how f a r  

th e y  m e e t t h e  p r o b le m s  o f  e x i s t i n g  a n d  f u t u r e  MCA ’ s .  I n  

d e c id in g  w h at r e f o r m  p r o p o s a l  t o  im p le m e n t i t  i s  a l s o  

n e c e s s a r y  t o  b e a r  i n  m in d  how t h e  r e fo r m e d  sy ste m  i s  

l i k e l y  t o  r e s i s t  m a n ip u la t io n  b y  t h e  p o l i t i c a l  b a r g a in in g  

p r o c e s s  -which w as d e s c r ib e d  i n  C h a p t e r  9«

One p o s s i b i l i t y  w o u ld  b e  t o  r e l y  e x c l u s i v e l y  on a r e fo r m  

in t r o d u c e d  i n  1 9 7 9 , t h e  'G e n t le m a n 1s A g re e m e n t ' so  i t s  

o p e r a t io n  a n d  p r o s p e c t s  '«/ill b e  d i s c u s s e d , b u t  t h i s  o p t io n  

w i l l  b e  r e j e c t e d  i n  v ie w  o f  t h e  l i m i t a t i o n s  o f  t h i s  r e f o r m .

The problems of a proposal based on tariff theory,and one 

which recommends fixing MCA levels so as to leave tha market 

situation of farmers unchanged,will then be pointed out.

F i n a l l y  p r e f e r e n c e  w i l l  b e  e x p r e s s e d  f o r  a r e fo r m  w h ic h  

w o u ld  i n v o l v e  a b o l i s h i n g  g re e n  e x c h a n g e  r a t e s , a n d  u s in g  

d i r e c t  in co m e  s u p p o r t s , i f  n e c e s s a r y , t o  c o m p e n s a te  fa r m e r s  

f o r  c h a n g e s  i n  t h e i r  m a rk e t  s i t u a t i o n  w h ic h  f o l l o w  

e x c h a n g e  r a t e  a l t e r a t i o n s .

The Gentlenan1 s Agreement

(2)
T h e  G e n t le m a n ’ s  A g r e e a e n t  was in t r o d u c e d  i n  A p r i l  1979 

and re c o m m e n d e d ,th o u g h  i t  d id  n o t  r e q u i r e  th e  a b o l i t i o n  o f  

o f  t h e n  e x i s t i n g  H G A ’ s - I t  d id  h o w e v e r r e q u i r e  t h a t  any  new  M CA ’ s 

e m e rg in g  a f t e r  t h a t  t im e  s h o u ld  be  e l im in a t e d  i n  tw o e q u a l  

s l i c e s  a t  t h e  b e g in n in g  o f  t h e  tw o f o l l o w i n g  m a rk e t  y e a r s .

The ’Gentleman’ s Agreement’ is therefore a compromise
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betveen those vho vantec tc retain  MCA1s and those who 

vanted to sli.~ir.ats their sever se eff ect s. There vas a 

videspread belief that the adverse effects of KCA 's arose 

because they vere applied at too high a level over too 

long a t — rr.s.The reform vas therefore aimed at l in it in c  

the scale of future MCA ’ s and ensuring that they operated 

as — t •amo oz ac? y n^chv̂v.i sn / ^ i  cinaJLv n̂ * sn^^d* Zn tnis 

vay it  vas nooed tiat KCA 's could c o~d an sate rr.or6 exactly

0 Cnan^a —n — ~ t  ̂i t"*.l 2. t — O ̂  o- ~ar an S "O^ ~1, 5-2*'

aXCnan.Ce r'S."IZ‘=‘ al t 32T a i  0^  ̂and SO ind*UC“ *yS2T d"1* j^OT^icnS

in trade and competition*

Kovever it is open to question hev far the ’G en t!a^an ’ s 

Adrasrn ant f vi2.1. l-caec rutuzTB MCA * 3 srr.ail and  ̂ ^ ~ v T

Zt  ̂s irvoo^tart to t•o/̂ ~17. tnat ’“"'n— 2X3 is not a .rixsd 

axcnanc— ^vstar* fand do^s not ^xcl'-ida axcnanoa z1 aca

T V* ¿s • t *-** ^^•r’"~V o ■* 3_ r* 1 y_r-~ y  2 a l  Or ' C*n^J tO  t  "* HZ’* ,£ 2. ^

a d j u s t e i  a t  l e a s t  e v e r y  t v o  y e a r s , t h e n  i t  i s  p o s s i b l e  

pqti - > a - — ; r- - —-r —2 c o v,f o " ’r' t o  " h 3 1 G e n  t l  a m  a n ! s  A c r e e m e r . t  * 

b u t  s t i l l  r e t a i n  .M C A  ’ s  o n  a  s e n t ! - p e r m a n e n t  b a s i s .

Thouch it is  still too early about final judgements 

about hov far the 'Gentleman * s Agreement ’ nas succeedec 

in ' in i  tine -h-̂  ~cale cf MCA ’ s,Table  1C—1 shovs that 

almost all MCA1 s have shrunk since lS73.Kovever most of 

these reductions »- er a in KCA ’ s existing prior to 1 5 7 9

■s'- -.• = r?  r-. = . - •  c **1 v  n e c e s s i t a t e d  b v  t h e  ’ G ^ n t le r r . = v> t

Acream en t ; and sssr. to re motiva-ec ".ore oy l- 2  ■-— 'Tj— ^



-113-

Table 10-1

Quarterly Average MCA

1 97 8  FRG F r a n c e  I t a l y  B e n e lu x  UX I r e la n d  Denm ark

Jan-March +9.3 -19.7 -18.9 +1 .4 -31.1 -3.8 -

April-June + 8.3 -15.7 -15.1 +1.4 -39.2 -8.0 -

July-Sept. +7.4 -8.0
CM.HH1 + 1 .4 -25.6 l • Ul -

Oct.-Dec. +10.0 -10.6 -15.1 +2.9 -27.9 -2.5 -

1979

Jan«-March +10.8
vo.0H1 -16.4 +3.3

CM.t''-CM1

-2.5 —

April-June +10.8 -5.7 -10.6 +3.3 -16.1 - -

Jul y-Sept. +10. 8 -4.4 -7.1 +3.3 -3.9 -  — -

Oct.-Dec. +10.8 -3.7 -6.8 +1.9 -8.2 - -

1980

Jan.-March +10.8 -3.7 -7.3 +1.9 -3.9 - -

April.-June +10.5 .H1 -8.1 +1.9 +1.3 — -

July-Sept. +9.1 - i u> • O
o

+ H • CD +2.9 - -

Oct.-Dec. + 8.8 - -1.0 +1.7 +  8.8 - -

1981

Jan.-March

0
0.

CO+

—

0
 •1

+1.7 +15.0 - -

April-June +6.: 5 -1*0 — +13 ..1

Jul y-Sept.: +-S. 5 - -1.0 — + 8*7

Oct.-Dec. + 8. 3 - -3.9 +4.3 ^ -* r\ “

Source : Veighted averages have been taken of the weekly 

KGA'S in A era Europe



awareness of the adverse effects of the green exchange rates, 

coupled with the demands of the agricultural lobbies (in 

Italy or France) or by the political bargaining game of 

the SBC (the FSG). Whatever the motives the end result of 

reduced MCA’ s is to be welcomed.

However as Table 10-1 shews,the ??>G still has a 

large positive >:CA,indicating that the 'Gentleman's 

Agreement has net resolved the problem cf reducing 

existing MCA's.Indeed because the German MCA dates from 

before 1973 ,its continued e:d. ster.ee is consistent with

A furth-ir problem is that Britain/which had the 

largest negative MCA in April 1579 ,and the largest 

positive MCA now (March 19 32) is net bound by

1 3 ■EẐ * c \  ^ 1 » —*2. *" llCU-C^ v' D “ C " 2T "■ 3*7 3 > 2..T1

r̂T-\ »j  ̂q  ̂̂  ® T"s ^in  ̂  ̂- ;> ■* ,"v** ¿a ^

devaluation at 3SC 1 evel, Britain insisted or. application

of the 1Gentleman’ s Agreement ’ ,this is unlikely to occur

whan application runs counter to British interests.

With the exception of Britain,limitations in future

MCA levels will depend cn how far the E>13 limits

exchange rate adjustments between 33C countries..To cate

(3)
such adjustments as nave occur ec nave oeer. smali^

and considerable prior consultation has taken place m

all cases.Cn each occasion measures were taken to prevent
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increases in existing MCA*s or emergence of new ones* ' 

However as the performance of ESC economies seons to be 

diverging rather than c o n v erg in g^it  is doubtful whether 

the EMS will succeed in keeping exchange rates so small 

over a longer period. If  there are larger adjustments 

between E3C currencies in the future,there will also be 

scope to re-introduce greater MCA* s* Even i f  MCA’ s vere 

eliminated in the two successive years,the aim of the 

^Gentleman’ s Agreement* to eliminate MCA's -rould be thwarted 

especially i f  exchange rates altered at intervals of two 

years or less.

A further problem for the ‘Gentleman’ s Agreement1 

arises from the underlying assumption that i f  KCA’ s 

operate as a temporary mechanism,their adverse effects 

will be minimised*As shown in Chapter 5 ,the impact of 

exchange rates,and hence MCA1s varies between farmers, 

and even for the sane farmer over tinef‘so that even 

acting as a temporary mechanism MCA's will give rise to 

distortions in the market situation of farmers*

Similarly even temporary MCA's may represent a burden 

on the ESC Budget and will cause trade distortions.

Although similar, shorter-term MCA*s will reduce these 

adverse effects,they will by no means eliminate the^*

Given these limitations of the »Genti elan’ s Agreement• 

alternative reforms of the green exchange rate system 

continue to be proposed,and various of these vili now 

be considered*



- 23 \ -

A Frooosa, dasaa on Tarirr Tneorv

Tariff theory, and in particular the argument for the

(o')
combined use of tariffs and subsidies suggests one vay of 

reforming the MCA system.According to this argument,a 

protective measure such as green exchange rates may be 

justified to cushion either producer•prices (after 

a revaluation) or consumer "rices (after a devaluation) 

but never both oroduos trices and consumer Prices tocether, 

T i e  G c i i c v  tLr.-1 i c b.ti ozis c ^ r a Gi13.*" ^"CA1 ~ a r “

C G r .s iC .e r e C  H 2C 5S 332T V  ^"O =:iie2.^, er C O ^S U m e r  G r i c e s  £~rGer 3.

er CTV ¿^G pf"*"* 2. G "* GIT " d eG-̂ 3  ̂C*"1 c. - - ■£ C.

b a  a l  L o v e d  or. p r o d u c e r  G r i c e s *  I n  t h i s  v a y  G i i e  a d v e r s e  

effects of MCA1s on the allocation of production could be 

r e d t i c  a d  ? i 1 0 O — ■ s e t t i i r v c  Gin— i n c " L  a t i c T i a r y ’ o r e s s v L r e s  o£  

higher food prices.Similarly if MCA1s are used to prevent 

a sudden fall in producer prices after a revaluation,the 

most efficient solution is to allov the full revaluation 

gSC-ic- ~v> co"’“15urn“‘v' —~.Xn both cases the exchance rate

change -vculd have a differing effect on consumer and 

producer orices,and a system of taxes and subsidies on 

domestic consumption or Production vould be necessary. 

Hovever impl -mentation of this proposal in unlikely
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expensive administration it vould involve,and the huge 

possibilities it offers for fraud*

The Proposal to Fix MCA Levels so as to Leave the 

Market Situation of Fanners Unchanged Following an 

Exchange Rate Alteration

(<7 )
As shovn in Chapter 4 ,certain agricultural economists 

have argued that the positive function of MCA*-s as a 

compensatory measure can be fulfilled  rithout any 

adverse side effects i f  the level of MCA's is fixed 

so as to offset exactly the changes in either the 

agricultural terms of trade,or real sectoral income 

of a farmer vhich foilov an exchange rate alteration.

It  vas explained in Chapter 4 that both versions of 

the proposal assume that the lav of one price holds 

for inputs to agriculture,and the real sectoral incane 

version of the proposal requires the further assumption 

of PPP.Given these assumptions,it is argued that MCA’ s 

applied at the full percentage of the exchange rate 

change and in a seni-permanent vay , as vas often the 

case in the past,will improve the market situation 

of farmers in countries with appreciating c u r r e n c i e s ,5 

and vill versten that of farmers in depreciating 

currency countries*To prevent these changes in market 

situation occuring, the proposal entails altering the 

vay in vhich MCA levels are set.



In the case of the agricultural tsm s of trade version
( P *)

of the reform this "50.11 entail calculating indices 

of the relative fam. input prices»■siiich compare the 

index of fa m  input prices in each country to the 

equivalent index for all countries in the SSC.This 

inde:: of relative fam  input piices is then applied 

to MCA *s in such a vay that MCA*5 in depreciating 

currency countries are reduced by an amount depending 

on ho*7 r.uch faster input prices are rising than 

el serher e. As MCA’s in depreciating currency countries 

keeo the level of fa m  ino ut oricss dcTn,the effect 

of applying the index in calculating the MCA level is 

to raise output prices by an ar.ount equivalent to the 

rate at vhich inout orices are rising elsewhere» A 3 a 

result the agricultural terns of trade are left 

unchanged.

Ths nechanisr. can also be aoolied in countries 

Tith appreciating currencies, rh ere MCA’ s raise 

fam  pricas.To ensure that the agricultural tem s cf 

trade regain unchar.gec,it vould be necessary to 

reduce MCA ’ s by the ar.o-unt by —hich fam  prices are

Setting MCA levels to leave the real sectoral 

inccae cf fam srs unchanged is slightly nere conplex. 

In this case tre indices of relative prices rrust be

constructed,cr.e for fam  input prices as above,'and 

another vhich takes account of hcT the prices cf
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the final consumption of farmers move in that country 

relative to in all EEC countries taken together.For 

simplicity an. index of relative retail prices is  

generally used to indicate the relative movements in 

tha price of products finally consumed by the farmer. 

The tiro indices then have to be combined using a 

weighting vhich depends on sane average or exemplary 

measure of the share of the farmers expenditure 

absorbed by inputs.The combined index is then applied 

to MCA* s in a ray similar to that above, so that HCA’ s 

in depreciating currency countries Trill be reduced by 

an amount depending on how much faster both series of 

prices are increasing than elsewhere,as measured by 

the combined index. Similarly in revaluing countries,' 

the reform may entail reducing MCA’ s by an amount 

depending on hoer much slower prices are rising than 

elseohere,as measured by the combined index.

Hovever both versions of the reform proposal 

encounter certain problems.As sfao^n in Chapter 5» 

neither PFP,ncr the lav of one price ,as applied 

to inputs to agriculture hold very veil in the short 

run,vhich is  the time period of most concern to 

agriculture,and the consequences for the reform 

proposal are serious.

I f  t h e  a s s u m p t io n s  a r e  n o t  v a l i d , t h e n  d i f f e r e n c e s  

i n  th e  p r i c e s  o f  in p u t s  and  f i n a l  c o n s u m p t io n  o f



farr.srs between countries vill not be associated rith 

the different oer romance of the ei-ccharge rates of those 

couE.tr ies* As a result it is conceiTable that the prices 

for inputs and final ccnsu.T.'oticn of a fanner r i 3 a faster 

in revaluing countries, and slower in devaluing- countries. 

If  this yere the case the refornr. proposal vould not 

lead to a reduction of MCA * 3 and could,if allo-rad to 

function in this fay, even lead to an increase in MCA 

levels.

A c r>rr* ;J r* C rr* * /-»o  ̂ r  ̂ ~ "J rr s c ■*- Vi  ̂ ra a* » «J *•«» W  *W -»* W. W  ^  s»s. Wb » «— >w M  O  ■■ ■ ̂  W O  W  «-fc t-» —? <»...» -— w U* W

differences in input -rices betreen countries (and/or 

differences in the oricos of final consunotion of

2 ¿a  ̂  ̂O”*’* Vi .O GO ̂  ••“■ ***' * 1 "■ -yt /“* 0 " 3

the refom  proposal entails that there vill be MCA's.

MCA ' s "rill therefore be used to offset differences in

— CT' ̂  ““V.-T* ̂  ̂  ** 3 C ~ ^21 ¿2 C*~ p~ 1 3000 —«T̂ CCd 3

instance the proposal trould require MCA's to offset 

lo*sr prices for inputs arising fron the comparative 

advantage of a particular country.Use of HCA’ s in thi

vsrv is lil:elv to run counter to the 2ZC objective of
(IC)

satisfactory allocation of agricultural resources

cut even if c 0.79 en sat ion for this 

difference Tere desarabie,MCA1s do

^OO^O^^Z.5LtI3 I‘. *3C2l3-IljL 3

CD

ype
*>

not



Both versions of the reforn proposal are also likely 

to run into problems of practical implementation* ^  ^

The effect of a rise of output prices on the agricultural 

terms of trade or real sectoral income will vary between 

farmers. This is because the structure of inputs and the 

share of input in output may vary even for a single 

farmer over time,or between farmers producing the same 

commodity on the same sealeJso this trill be even more 

true for farmers of different types,operating on 

different scales.If MCA*s are to succeed in leaving 

the market situation of farmers,measured either by real 

sectoral income,or the agricultural terms of trade 

unchanged^ MCA's will have to vary between farmers,'and 

even for the same farmer over time. Clearly operation 

of the MCA system to take account of such differences 

is virtually inpossible,biut failure to do so. trill 

thvart the aim of leaving the market situation of 

farmers unchanged.

It  may be argued that the proposal to fix  MCA’s 

according to real sectoral income or the agricultural 

terms of trade could be used in a selective tray, simply 

as a means of eliminating existing MCA’ s. In other words 

only vhere the proposal required a reduction in MCA 

levels 'could it be applied.

Hovever even this form of the proposal encounters 

problens.As long as PPP and the lav of cue price for 

inputs to agriculture do not hold in the short run,the 

proposal offers no guarantee that MCA’ s vill be reduced,
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and vill ultimately be eliminated.The proposal could 

veil entail that MCA' 3 are net reduced,or are only 

reduced over extrsrely irregular time intervals, so 

that if  the aim is gradual phasing out of MCA * 3 a 

more secure vay of achieving this aim vould s e a  to 

be automatic reduction of MCA’ 3 at fixed intervals 

(as for instance ras proposed by the ZZC Commission 

in CCi-i (77) 432 ).

It may be claimed that basing MCA reductions on the

C1C2T8 9.CCSt 9 C!T SCUJLtl2.ClLHOsT- cVST llZLB

 ̂ciC"* T* yi ra c O Q ̂  ' 3 s. 1 T/ 2̂.# £*-

argument. If  the proposal vere applied,-German and

market situation indicates that MCA’ s should be cut,1 

t’hile beir.- refused higher pric es even though their 

market situation implias the need fcr greater MCA’ s.

3uch hefty objections make support even fcr the 

more selective version of this proposal difficult so 

it is no- necessary to consider an alternative and 

more acceptable suggestion for reforming the 

agrimonetary systsru
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Abolition of the Green Exchange Rate Systan, and the Introduction 

of Alternative Measures»such as Direct Income Supports vhich 

Could Compensate Farmers where Necessary for Changes in their 

fcarket Situation Following an Exchange Rate Change

In Chapter 3 it was shown that the green exchange system 

has met its objective of easing inflation in weak currency 

countries and has allowed flexibility to national agricultural 

policy but that these were only achieved at the 

expense of adverse effects on trade,and on the market 

situation of farmer s.. These adrver^e effects are 

intrinsic to the system and can only be avoided if 

the system were abolished.

Since 1S79 the green exchange rate system can no longer 

be defended, because it keeps the actual average level of 

agricultural prices in the 3SC down,since,as shown in Table 

10-1»positive MCA’ s now far outweigh negative ones.Elimination 

of MCA1s (while retaining the CAP)would therefore reduce the 

average actual level of such prices in the SEC so improving 

the allocation of agricultural resources between the ESC and 

the rest of the world.At the same time lower prices would 

ease the problems of surpluses and of the SEC Budget.

As shown in Chapters 4 and 5,MCA’ s were not^and probably 

could not have been) sufficiently flexible to meet the 

objective of offsetting changes in the market situation of 

farmers following exchange rate alterations.

Given the failure of the green exchange rate system to 

meet its objectives,and the adverse effects to which it gives 

rise there seees a strong case for scrapping the systen and



introducing a zore f 1 e;cLble policy vith better prospects for 

compensating mere exactly the varying changes in market 

situation vhich may follow and exchange rate alteration.A

v  i1 2)
number oj: agricultural economists ~ have suggested using 

direct income supports for this purpose,operated largely on 

a. national basis-. Dir act income supports could be used in a 

selective vay for those farriers vho are considered to need 

compensation for changes in their r.arket situation after an 

exchange rate change.This voulc forr: part cf a ~ore general 

function cf direct income supports vhich entails alloving 

greater flexibility to ESC agricultural policy in taking 

account of the differing needs and circumstances of SEC 

fa m e rs ,vhile at the same time preserving coinr.cn pricing 

and financing for 22C agriculture.

The abolition cf the green exchange rate system could be 

achi37 ad bv th—1 automatic reduction of existing MCA 1 s at 

fixed ir.tarvals,'accompanied,'if this vere thought necessary, 

by the gradual introduction cf direct income supports. 

Increases in existing MCA's or introduction of r.ev ones 

vould be prohibited. In this vay it vould be possible to 

overcome vhat is nov the main obstacle to abolishing green 

exchange rates, namely the positive MCA's of Britain and the 

?7S3 , since,if so de ired,‘direct income supports could be 

used to compensate farmers ir. those countries for any cut 

in acricultural orices the elimination cf MCA1 s involved, 

thereby vinning their acceptance of abclitz.cn of tne system*
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There has been much debate about the merits of direct income

(14)
supports so the discussion here will be extremely brief.

It  should nov be evident that the question of reform of the 

green exchange rate system simply forms part of the wider 

question of reform of the CAP.The basic problan of the CAP 

which the recent SEC. Budget difficulties brought to 

crisis point,is that the policy is essentially a price policy 

and the political bargaining process described in. Chapter 9 

operates in such a way as to ensure continual upward pressure 

on agricultural prices .If the problem of the ESC Budget 

(over 70/to of which is now absorbed by the guarentee or price 

support section of FSOGA) and the growing food surpluses is 

to be solved,it must be by restraint on ESC agricultural 

prices.The medicine of lover price increases for ESC farmers 

could be made sweeter by national income supports used 

selectively in case of necessity.

A system of lower common agricultural prices and direct 

income supplements operated largely on a national basis 

is l i k e l y  to prove more resistant to m anipulation  in  the 

political bargaining process than the present policy.In 

particular there will be less scope for the present system 

of log-rolling whereby each member Government agrees to 

the demands of price increases by others in order to obtain 

concessions for themselves.By operating direct income supports 

largely on a national basis there seems a better prospect 

of containing the burden imposed by agricultural spending 

on the exchequer, especially as national Governments have 

a better record than the common ESC institutions on this 

score.



It is sometimes claimed that the introduction of a 

system of direct incene supplements in the SEC is likely 

to create administrative pr obi eras,"bee aus a to operate on 

strict criteria it vould have to be based on farm accounts 

and many S3C fsm ers do not keep such accounts.Hovever 

farm accounting' is becoming increasingly widespread ,;and 

even applied in an approximate,!ess exact vay direct inccr?.e 

supports can still meet their major objectives,vhile 

presenting no -ore difficulties than the system of 

deficiency payments applied so successfully in the UX 

in the past.

Administration of a system of direct income supports 

to ccs-pensat e the impact of exchange rate changes cn 

farm inccr.es could be in tvo phases.During the initial 

period of dismantling MCA’ s,a possible solution vould 

be to calculate hov much farmers vculd have received 

in MCA’ s,and distribute that ancunt in direct income 

supports.Subsequently compensation for exchange rate 

changes •vould simply be assumed under the more general 

criterion of income level in deciding the distribution 

of direct income supports. Sxchange rate changes are 

simply one of the factors influencing farm income, 

and distributing national income supports on the 'oasis 

of the farmer’ s level of incase vould automatically 

compensate for “he affect of the exchange rate change . 

on income level,so there vould be no need to calculate 

the income affect of exchange rate chances separately.

- -
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I n  t h i s  way a m a jo r  p ro b le m  a s s o c ia t e d  w it h  t h e  p r o p o s a l  

t o  s e t  MCA l e v e l s  t o  l e a v e  t h e  r e a l  s e c t o r a l  in co m e  o r  

a g r i c u l t u r a l  te r m s  o f  t r a d e  o f  fa r m e r s  u n a l t e r e d  i s  

a v o id e d . s u c h  a  p r o p o s a l  r e q u i r e d  t h e  a s s u m p t io n  o f  PPP  

o r  t h e  la w  o f  o n e  p r i c e  f o r  in p u t s  i f  M C A ’ s  w ere  t o  

co m p e n s a te  o n ly  f o r  t h o s e  c h a n g e s  i n  m a rk e t  s i t u a t i o n  

c a u s e d  b y  e x c h a n g e  r a t e  a l t e r a t i o n s * I n  t h i s  c a s e  an  

in c o m e s  p o l i c y , d i r e c t  in c c n e  s u p p o r t s , i s  b e in g  u s e d  

t o  r a i s e  in c o m e ,a n d  n o  d i s t i n c t i o n  n e c e s s a r i l y  h a s  t o  

be m ade b e tw e en  e x c h a n g e  r a t e s  and  t h e  o t h e r  f a c t o r s  

i n f l u e n c i n g  in c o m e  l e v e l s .

P a y m e n t o f  d i r e c t  in c o m e  s u p p o r t s  w o u ld  b e  m ade a t  

d i s c r e t e  i n t e r n a l s  -  p o s s i b l y  m o n t h ly , t h r e e - m o n t h ly  

o r  a n n u a l ly  — d e p e n d in g  on  w h ic h  s o l u t i o n  w as m o st  

f e a s i b l e  an d  a p p r o p r ia t e  t o  t h e  c o u n t r y  c o n c e rn e d *

A p ro b le m  d o e s  a r i s e  i n  t h a t  a  sy s te m  o f  d i r e c t  

in c o m e  s u p p o r t s  i s  e a s ie r  t o  a d m in is t e r  w here  th e  

a g r i c u l t u r a l  s e c t o r  i s  co m po sed  o f  r e l a t i v e l y  fe w  

l a r g e - s c a l e  f a r m e r s ,a s  i s  t h e  c a s e  f o r  m uch o f  th e  

g r a in  a n d  l i v e s t o c k  p r o d u c t io n  o f  N o r t h e r n  E u r o p e ,  

an d  i n  p a r t i c u l a r , t h a t  o f  B r i t a in * W h e r e  t h e r e  a r e  

a  l a r g e  num ber o f  s m a ll  f a r m e r s ,a s  f o r  in s t a n c e  i n  

t h e  p r o d u c t io n  o f  o l i v e  o i l  an d  w in e , t h e  a d n in -  

- i s t r a t i o n  o f  d i r e c t  in co m e  s u p p le m e n ts  b e c c n e s  

e x t r e m e ly  c o s t l y  an d  c o m p le x * F o r  c e r t a i n  p r o d u c t s



in specific countries it might therefore be necessary to 

delay the introduction of direct income supports and to 

allov the continued use of MCA * s as a temporary expedient 

to compensate farmers for a change in their market 

situation after an exchange rate alteration if this 

is thought absolutely necessary*This use of MCA’ s is 

unlikely to be permanent or videspreacL.lt seems likely 

that the trend of declining farm population and larger 

farm size in these sectors Till continue,ultimately 

rendering direct income support for farmers producing 

such products possibla*Moreover the problem tends to 

be associated vith the Mediterranean products of 

Italy Greece and Southern Prance«In the past these 

countries have generally had weaker currencies^and i f /  

as s a c s  likely ,'this continues/the MCA’ s that could be 

introduced on certain products vculd be negative*

Negative MCA’ s entail lorer prices/so vould vorsten 

the already crave problems of si all fam ers producing 

Mediterranean products«Thus even if  MCA’ s vers 

allowed to continue for a tine in. such cases, 

their use is unlikaly to be Tidespread.

Direct income supports have the advantage that they 

can be applied for limited peric-ds and to those farmers 

vho need them most*'

On allocative grounds there is nrach to reccnmend 

tervoering the ^resent heavy reliance cn prn.ce pOxiC]>r
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by direct income support because the latter has no direct 

inpact on consumer and producer prices.Whereas tn.*- 

present price policy stimulates production by increasing 

marginal revenue,this is less the case for lover con '.on 

agricultural prices accompanied by direct income supports, 

especially as direct income supports are unlikely to 

apply to all farmers.As a result DSC agricultural 

production is likely to be lover than und^r the present 

policy»thereby easing the problem of surpluses.

In Chapter 3 it vas shown how the CAP and the green 

exchange rate system may alter the actual average level 

of 33C prices and protection,thereby giving rise to 

welfare effect3 . Under a system of lover common prices 

and direct income supports,33C agricultural prices ere

1 ilealy to be .'.ore in l in e  ritli r.’o r lz trends,so rivir.c 

rise to smaller velfare costs. Because direct income 

supports do not directly alter price levels,the velfare 

costs vhicii they cause consist in the difference betveen 

the reve^ius from the extra resources used to produce 

those agricultural goods vhich are supnortec,and the 

loss of revenue for farmers •..'ho •.vould have deployed 

those resources elsevhere in the agricultural or 

n on-a i_r ic.il rural sector. Such velfare costs —ill be
u

less tnar. thos 2 sustair.ee unc er a syctem cf price supper

In addition to lover allocative disturbancis, a system 

of 1 over cor:, ".on agricultural or ices and direct income

rt
 

<j
i
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supports is also likely to result in less distortion of 

SEC agricultural trade.It -rould render possible thew I

abolition of barriers to SEC trade imposed by MCA's 

so that prices of EEC agricultural products could 

become "common" again.At the same tine the trade 

distortions arising frcn. the malfunctioning of the 

MCA system could be avoided.

Given that the greeri exchange rate system meets 

so fe*7 of its objectives,and gives rise to adverse 

effects,abolition of the system,and possible 

introduction of this alternative policy seems to 

offer a better orost>ect for i EC acriculture«
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(1)The proposal of J.Marsh(77)European Agricultural Policy : A 

Federalist Solution,New Europe Winter 1976 /7714 vhich entails 

MCA1s continuing,though nationally financed,will not be 

discussed here as the probi ons of this proposal have been 

pointed out by T.Heidhues,T.Josling,C*Sitson and S .Tangermann 

(77) Common Prices and Surope^ Farm Policy,Trade Policy 

Research Study

(2 )The 'Gentleman's Agreement'accompanied introduction of the 

E&S,as explained in Chapter 2.

(3 )In September 1979 there was a 2% revaluation of the Deutsch 

mark and a 3% devaluation of the krone;in November 1979 

there was a 5% krone devaluation;in March 1981 the lira 

was devalued by 6% and in October 1981 ,the F2G and the 

Netherlands revalued by 5*5% and France and Italy devalued 

by 3/i.

(4)As described in Chapter 2

(5 )This is shown by N.Xloten(SO) in a paper for a conference 

at the Johns Hopkins Bologna Center on the political 

economy of the SMS.

(6 )This argument is described in H*Grubel(77)International 

Sconorr.i c s ,Ri chard Irwin Inc.

(7)G.Jarchow(71)Die Problematik gemeinsamer Agrarpreis beim 

derzeitigen stand der wirtschafts und wahrungspolitischen

Integration in der______ SVG_,Agrarwirtschaft; s .Tarditi(78)

Currency Interference in Common Agricultural Policy:

Monetary Compensatory Amounts,Sconomic Kotes 7/1

and w.von Urff(74 )Zur Funktion des Grenzausgleichs

Footnotes to Chapter 10



- 214 =•

(7) cont'd» . « , bei Wechselk'ur sanderuncen -jgn 3ysterri der ZT.vG

A cr armark torczrar.c an, A cr arair t sch a f t , H ef t 5 

(c) G.Jarcho-y ( ib id ) .

(9) 5. Tarditi (ibid) and W .von  Urff (ibid).

(10)This point vas ^iads by H.Ahrens(79)Ausvirkun? des WP-hruncs- 

-ausglelchs auf die Wettbeverbsoosition der Lar.dyirtschaft 

ir. der 5G,eine Analyse am Beispiel Deutschland, and by

K. 3ch$p e ( 7 5) AusvirIcur.pen von wechselkursanderuncen '.md

’or.tersciedlichen Pr—iss^eiosz^-incsra-—n au-f die Vettbecero~~

- ■ p o s i t i o n .  e i n c e l n s r  £ G —L  S n e e r  i n  , S t r a d i  e n  c u r

1 ; ^  N •'^V? ? c  ^  v  «•- — ' 2  r  ìì ,■*“ ^  *">v* T  ~  ^ r -* V  1 *7 “> ^ '"I-"“1 7  ; r  e - "  ■ ^  V* i m. sìj - Lm*i. s ^  w d  i  . u c u c  ->y r. ♦ j  • 3 j. ^  L-i. s ^ j rL» ¿/ d u  ^

V i r i c u n c  o e s  i r e n c a u s c l  t s ic ì i s  f A c r a r v i r  t  ~ c e a , f 1

f 1 0 'i V s r  ■*“ “* ¿¿e ’St r 7 O''*1 V  ̂  ̂ <r>- X V 5 Vs * ̂  ^ / -» *-*•*  ̂ 3 v. '**

H. von ^r :r \ — ■

(12) U.Xoeste:

oolicv dv c'-rect ir.co.~e ■say

-rn r* aoolicatio:

Sconon-ics 4 /1  and U.¡Coester (Fib. 1951) An oral presentation 

at a coniar enea on the CAP by the Arbeitskreis f'tLr

^  ̂ ^ ^ ___ _- ^ -- v ^ ^ j y ' . -  2 h*1 ^ 3_ni* ^ *0* i^  > e_nci

r t vs*- ?-■’■- sd- ( ~ 2 ' A 3v s1 2?. of Dir ect Cor.o er.sation,J • • « V -S. —**. ^  — v.' w t ** * ^  • - -  ------------------------------ ------------------------------ ----------------------------- ------------------------------ -■■ -

P a r e n t s  ~ s  £  M e a n s  o f  R e c o n c i l i n g  s h o r ^ - r u n  t o  L o n c - r ^

30 e s n  2  9*«n. ^ 7  o f  A c r  l  CU-. r o r  a _  w -cc n o ri—s,s i - /  —
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(14) cont’d.. . . .  Atlantic Institute(70)A Future for European 

Agriculture »Paris »Atlantic Papers no. 4 and G.Meester(80) 

Agricultural Price ana Income Policy in the SC: 

Alternative Policies and their Implications ,Landbouw- 

-Sconomisch Instituut.

(15) G.Meester (ib id .)
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Inputs are brolcen dcv.n. into:corts of r.achinery,of lone 

and buildings,general costs,eiiscellaneous live 3 tod: costs 

(r/liich in turn comprises costs of feecstuffs and ani::.als 

for breeding) and raise all aneou 3 crop costs (seeds,fertilisers, 

soil improvers and crop protection). Surest at indices for 

the price of these input cov.ponents can then be applied

•eightings obtained,so deriving the indices J-

iput prices in Table 7.

cost of living indices used in calculations for

,al product croups are the saue as those for r * 1

products talc an together, though converted to a IS 73 base, 

so it v;e.s thought unnecessary to present thsr.: in a 

separate table.

The share of inputs in tne output of different teeduct 

"roups in Table c ras e l z o  derived fro.: data.

isti::;ates of annual i-.Ca percentages are the sa.-s 

as those in Table 1 of Chapter 1 so that Table has 

not been repeated her 2. Table 1C shot's estimates for' th. 

share of all agricultural products subject to I.-.-. *s 'hich 

are talc on fror:. JCI.(7t)2G and GC:-:(7 ^} 1 1 .Calculation of t.:i 

hypothetical producer prices for all products taken together 

assuming no KCA’ s is then possible using the formula set out 

in  Chapter 5 ,and the results are presented in Table 10.

The equivalent estimates for hypothetical 

producer prices of individual commodity groups 

■are in Table 12. -.£ by Product ".'.re not r=:-.;’.ily

available for all '•'•ear s , t.i- annual HCA percentages

these arc tne percentages applying to th.-- largest 

r.uzber of products.
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Footnotes to .urne:: 1

(1)H..n£rens(lS7S).-»-v.sv.T.rlo.‘.n? des 'fálirungsE-usflelclis c.v.f ¿1- 

'Vettbe-rarbs^ositior. c’-r L '̂ic'-virtscb.r.ft in car 3 3 ,eine 

Analyse a::1. Seismi•:! Dev.tsdiicr.¿>̂ cr~_~'irtscli^ft

(2) 3. Dickenson ;r.d J. :;ildgoose(7S ) -ù?.?ects of a 3r3sr. ?ovr.d 

Devaluation , UE Goveririvant ¿cor.or.ic isrvica ./orI;ir.- Paper
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Proci ;..csr ?r ices of .-,■ CTÍCrul*}—: «. "T» ~ Pnoi •* *• 2 1Û7G-1 j. ̂  / -i— —.wU

Frc 7-\ ~ ^ ■i teily I'ieth. T3 Lux. er J-JT S*. 3 r-̂.̂  cLirlc

1570 ICO ICO 100 100 ICO 100 ICC ICC 100

1371 1G3. S 1C4. 2 104. 7 103.0 101. 5 1 0 2 . 5 T O'?W» W / * 5 106. 1 0 0 .3

1572 114. 4 113. S 115. 8 m . — 1 1 1 . s 115. 0 114. 4 126. 3 113.3

J.3/J 121. 5 132. 2 J. 4** *
***

123. S 127.4 • 125. o 147. 1 162. 6 147.0

T r:'"? * ¿5 / *t 117.6 13S. C 1 7 0 . 5 116s 5 “1 O -Ñ £-, 6- > • W 1-» £. o *5 i -w > ♦/ ¿5^. 2 14fc. 4

137 5 ¿.¿O * <£ 1 51.0 — «✓ ¿£ • a 131. 3 " ¿o 1 0 r>n ; 
tL ̂  • fN'T  ̂ ¿ V / ♦r* 163. 5

1975 1—3.0 171.7 229. 7 143. 5 151.2 I5 í . o 26c. 3 265. - l'-4.9

1377 142. 3 165.0 284. 6 145. 9 mt o
— J : • w 154. / 273. 6 319. 6 192.6

1976 127.0 IS1 . 6 w j- «T 139. 5 — ̂  <L • ¿ 151. JL 277 •  ̂ 2 0 • - 203.0

— t- «. ■w _) £~~Z -23 (E.xclude v. À.T.

O w ^ 2; '2^51. 2 F5 in t — -X»■—nz. ev.! trjur■=7 Vr?-«-' « r~ T- - -r. 3 ~ *



Annex 1 ,Table 3

Estimated Share of Total Inputs to Agriculture tfhich Are Accounted 

for by Goods and Services Currently Consumed in Agriculture

FRG France Italy ^Äeth. Belgiuin ^2iux. Ireland Denmark

1 9 7 0 36.1 79.1 72.3 91.1 81.7 84.6 82.7 77.4 78.7

1 9 7 1 85.3 80.2 72.9 87.9 SO.i 32.1 83.3 n/a 7 8.3

1 9 7 2 85.0 80.2 73.6 9 0 . 1 78.0 £6.7 79.8 n/ a 78.5

1 9 7 3 23.2 30.6 78.7 90.4 S3.2 82.1 80.7 73.3 o2.4

1974 82.8 8£.3(4) 79.5 39.9 77.7 83.8 ol. 2 79.0 73.3

1975 cl. 5 8 8 . 4 ^ 78.5 39.0 ¿1.7
* » 
O O • *T 79.9 77.7 0O. 9

1976 0 0 =w «_ • s 50. 5 79.9 83.2 33.1 oO. 9 7 9 .ó 73.3 81.9

1977 es.4 73.3 80.0 ‘>9. 4 81.9 £1.3 73.5 73.9 81.8

1978 21.4 73.4 79.3 SC. 8 81.7 74 .C 77.5 £0.6 £1.8

aver age 33. 2 80.0 77.3 89.5 81.0 32.4 80.4 78.3 80.4

(l)No estimate is giver. 01: spending on snail material ,maintenance

and rcpair. sc the fi cure of 30/* has bean taken r ather than the aver ac

(2) No estimate for energy for 1570,1371,1372 and 1974,and no

estimate is givsn for sr.all material »aaitenanca and repair in 1374.

(3)Estimates based on expenditure.

(4 ) The so figures arc high because the estimate for total inputs 

excludes VAT,so have been left out in calculating ths average. 

Source : zurostat cri cui tur al Year books, Tabi a B—4
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Indi cas of the Purchase Pricas of the Means of Â T-ì 1 ] •?•> — T o*rccucti

?rg .cs Italy Nath. T5 rs 1 rr-»3 — *-«• Lux. ux i oí .d Dstìt. ari

1570 ICO ICO 100 100 ICC ICC 100 100 ICO

1571 104.7 107. 2 102.4 102. 3 5 5.0 106. 3 110. i 103. 7 104. 6

1572 ICS. 5 112. 6 103.0 1C5-5 101.5 111.1 116. c.
«V 117. 5 110. 5

1573 122. 4 124. 4 12 o . 3 122. 5 115.5 121.7 147. 2 141. •a
./ 138. 5

1574 i. o 0 * 5 152. 154.0 132.0 125. S 139.3 1 ü SJm W  V« «
r\W 195. 0 155.3

1575
*

-  - » *T 172. 1 157. 5  ̂P * / *! ¿ 153.4 214. 3 232. 2 17 3. 0

197 6 — ̂ • 3 1S3. 4 í J U i  ¿ 152.4 156* 6 170.9 2 53. 2 27 6. 2_ 191. 2

1577 i ;i c
*  . v T O, P— y  ^  » 255.7 155.3 151.5 179. 0 255. *“?

/ 336. 5 204« 3

•* ^  rm, r>
xy / o i 0 

— ^  W  • V ' 1 2 : ? . S 15 3 . C 152 .¿ 173.7 313. 3 57. 205.1

30UT<2 ̂  ~

-— ■_.
-n -i — -  — - ~ , -1 ------n r l ir.v a

C  j - E T J L d

-  #

in ^  

<»

o - ’

ACT—CUI u JZT Ü. v -, -rb c cl; s.

Ann 2i : 1 ■“* r — ^

3h“"r'C ^ T —V ~ - ir. Fir.zl ?rrcT-icticv: rf Arr ¿ cui. r'w

** ^ v'-’H r ■-ac T  *■ * * -k — j -.  ̂ « — ̂  - a *
— u:; ir a i  ar.c Zj cJL-:,ark

' O'7 o £ 31. 0 r*\
r. ̂  • > 45. 2 ‘t ; * 7 c ^ 5 3. •*3 - /=. 

-V — —w » ->

1971 *T / * ^ 3 J-
rs

2 5 .1
A <

•H / • ~r
-4 ** £ ✓ V « - i;/ a ; • 5

1572 - 5 . 3 32. sw :•% * J.- 0 4 6 .7 K  rV ✓ ♦ « 52* - -V =■
r

— > *2

157 3 —ri • f
<■> ̂

—- • 5
» / t -1“ * w» 47 • > 51 .3 37 * 2 <V 32. 2 43.

1374 5 0 . 4 - / • - / • J 5 7 .4 4.1 * £ - 3 3 .3 45-
s'

197 5 4 7 .3 •J / • 3 1. w • - -  X T ̂ 55 .7 44. Q > / * J 3 4 . 1 5w* QW

1976 ^ 0 * ^ j 5 2 S. 3 * -3 7-TW * / 5 5 .5
 ̂ c -r *t * **

; "»
• £

• Ï.C  £W- -S • ^ 3 j *■5

1977 r — * >
A r .

ù 6 '-*  «  C 2 • 0  
“T «U  • ./

i ,J s Û « 5

1973 5C. C V  Z> •
r%

V 4 v  • 3 3 3*4 3 5 .3 2 * t  • 0 w  W • ^
,■* •» • 
* T ^  ♦ >



Annex 1 Table 6

Producer Prices for Individual Product Group s 1973=100

1973 1974 1975 1976 1977

conrcon rzheat 

marketing year Aug-July

France 100 104.9 117.4 134.9 13 3.1

Italy 100 87.0 105.8 117.4 120.9

ÜI 100 87.8 95.6 114.5 122.2

Frg 1 0 0 107.3 120. S 134.6 129 „4

beef and veal 

marketing year April- 

France

March

100 100.4 111.7 117.4 127. 8

Ireland 1 0 0 37.8 97.2 107.9 105.0

UK 100 88.4 93.5 110. 0 107.0

Frg 100 10?.3 118.1 119.3 129.2

^  (1)picpeat

marketing year :iov./0 

F2S

ct.

100 SI. 7 97.8 113.9 108.4

France 100 23.3 10C. 6 115.9 114.7

Belgium 100 90.3 97.5 114.0 106. 6

Netherlands 100 89.8 93.6 116.8 107.5

ur 100 98.4 119.1 121.6 121.4

skimed nilk p OT/dcr 

marketing year Jan./Dec.

Frg 100 123-7 141.5 146. 5 153.1

Italy '2' 100 120.6 139.5 144.1 180.6

France 100 123.1 140.0 145.3 150.2

Belgian 100 124.0 140.4 147*3 153.2

Netherlands 100 123.4 138.7 145.2 143.6

UX 100 125.5 143.5 146.9 151.5

Irslanu.2^ ICO 151.9 177.4 174.0 203.1

Source ca-i/79/11 apart from. (2) vhich are fron Eurostat

(i) Pigneat prices vere exceptionally high in 1973 throughout th



A m s x  1 , Table 7

?riC3 Indices x Ojt ZridLiviciiB-l Product G^cut^s

JL̂  / J = iOU

cereal 3 1373 1974 197 5 1376 1977

f r c-TiC 5 100 127. 2 145.1 154.1 133.8

Italy 100 143.7 133.3 221. S 256. 3

Frg 100 mt 1  ̂J.-2. .j 123.2 125. 2 131. 0

ur ICC 134.7 154.3 159.1 221. 5

beef ar.e veal

rZ? S - rr\±. W w IIS . 0 12S .7 140. 2 153.7

t-* -- -v *. .-. ;_J* —-w 132.3 T  ̂C n — j • J 13~. ■£• 235.7

ITT1* 10C 132. -3 1 /0  ̂J. ̂  w * d. 1 BO. 8 on; £cL w w • w

F33<1! 

e *• *3 £. —

ICC 1 pi >* J 1 C9« - 118. 3 — <̂.J- • 0

inui: 10C " •> A •*— — *T ♦ J' 1 2 2 . 0 131,3 147 • 0

3 el ci.v,~  ̂/-x /“>J. ’J'w 1 ¿rc— J. w « O 1 1 7 . .■ 132.2 137.3

I’etiierl ar.es 10C -1 ’W ̂  * / 1 r* t C— V- — * 112.3 ' 1 -7 .■?/ * w

IT ICC TO*7 O 133.0 163.1 J. — • J.

• * J ICC n r' * ^- wn* — 1C7 •-— 1 1 : smh. -m 120.0

~ill:

FRG i^C 105 .1 110. 5 121. £

'̂ emi 2 •/*** ¿2. * !JU 11?. 0 131.7 142. 4 155. 4

Italy ICO 131.7 155.3 l£8. 6 220. 5

t r' r\ 
—  s *  w 112. 5 122. 3

n '“V «"S 
— 143. /

:;etia^rl ar.¿s ICC ■* r\ /* ** - w O .  / 110. 5 123. £ 127.2

T *’*■ ¡TiJ. ~ ̂  i ICC 13 3.0 153.2 193.0 242.3

il ICC 12 0 * 7 139.0 163.5 137. 5

ti, 2 c-iretion of til 2 3-2 esti.T.3. ̂  0 3 ~  s sc ir. the * -  *■* xj*̂-
»  W  . N  «  *

(1)1973 r.o:-: ?.esv.l ■̂*25 « —» ~2“̂i ̂  v“1 Q -  «C *  r: 
C i  *  — J -  — bis 30 1975 Hesul • V»

„  j  V  >

bĉ rj. us¿d.



Annex 1 ,Table 8

The Share of Inputs in the Output of Different Product Grouos 

cereals

Prance 52.3% , Italy 36.7%, UK 39.9% , FRG 66.3%

beef and veal

Prance 58%, Ireland 44%, ST 64.7%,FXG 76,1%

picneat

France 6 5 .5% ,Belgium 63.3%»Netherlands 70.6%,UX 76 .3% ,FRG 79.8% 

milk

FRG 61.2% ,France 53.2%,Italy 40.4%,3elgiun 51.5% ,Ivethcrlands53% 

UE 62. 7%»Ireland 40.3% 

source:FADN 1973 Results

Annex 1 »Table 9

Share of Products Subject to HC.^s by Value of Final Production

FRG Franca Ita ly ^N e th . 3-slgium Luxi^UZ Ireland Denmark 

1970 77.5 63.9 50 70.5 75.9 77.7 75.7 85.6 85.6

1976 79.1 68 .S 51.9 70.3 7C.6 £5.1 78.7 87.7 87.4

1978 76.7 67.1 50.3 6S.6 72.4 ¿2.9 74.5 90.1 87.4

(1) The low percentage for Italy can be explained by the 

predominance of Mediterranean products(60% of all agricultural 

output) .

(2 ) The large ?ere aitage change for Luxemburg is due to specialisati 

in dairy and beef production.

source:C0M/7S/20 and CCH/7S/11

1970 figures have been used in calculations for all years from 1970 

to 1575,vith 1976 and 1977 data being used for those years.

The sole exception is Luxemburg vhere it vas assumed that there

vas a steady increase in the share of MCA goods as follovs:-

1970 1371 1972 1973 1974 1S75

77.7 78.9 60.2 £1.4 82.6 £3.6

In all countries 1977 figures have been, used for 1978.



The KVDOthST’4  ̂T ?r O d 1C Prices c£ A or 5^CÒ* C13 lASoijuincr

1:0 MC-■ì 1 3

Frg Ft* a22  ̂ü Italy Nath. Belgi w4u I>u -i. u I Ir el and D erur: ari.
( i )

197 G^ 100 100 100 100 100 100 100 100 100

1971 se. 3 104. 2 104. 7 100. 2 9 3.8 99.5 107.5 106.9 100.'

1972 107. s 115. 114.9 105. 4 -» O . w » ŷ-i nJ.0  ̂. O 114.4 125.3 113.;

£\ n -n 113.1 132. T 133.2 121. 2 124.7 *  ̂ ^•i. <i li . t 157.3 175. 7 150.,

1974 105. 7 145. 3 17 / . 0 1 * * A-w -u *“r « —r 123.2 123.7 181.8 181. 4 143.,

1 G- ~ — -< / «-/ 122. 5 152. 7 132. S 129.3 140. 0 139. 5 o /? t:c-d —* 3 221.7 153.

1976 139.2 17 £. 3 241. 5 145. 3 — 3 — . -3 154. 3 ** Ci jj./ .ö 293.3 Q *

1977 133.5 204. 5 JUu » "! 4-i ^ 155.2 152. 3 340. 5 337.7 192.:

1373 ¿m £L 0 » / 209. ■3u J3Q.- U  / » “  ̂p̂-  ̂J. > w . ^ 14S. 2 337. 5 3 c 3 . 8 203.

(l)Th ■a effec — «-\ ~ «  ̂— V* r»ving nc \ 1 i . - w C: i s crJLV c. 5 -S 3 3 3 -3;c _-rcit 12/5/71

-vZü'1 .T- — 1 2 Hv~ct'i  ̂t i c ~ " 3̂ • •. —' r-1 *1̂ se Price 3 of ?:

<• - ^ C2 11 al v V sth. 3algi, -, T « « « pLt vi w ♦ UK Ir elar.d Denna
/*? ^

1370 v~ioc 100 ICC 1GC 100 100 100 100 100

1971 ■> "* ■*' ~ — w ; « ci ", -* «. W C. * T
-• .** ■.  ̂— » — a i  • i 105.5 lCc.7 104.

1372 1 ~' L 0 ~ r\ — — <**< « ^ 107.7 103.4 100.3 103. i T U  <_ w • w' 1-7.5 .110.

1373 120. 5 T <*"* «i .•* — ♦ ”f 132. 3 121. 5 115. 0 121. 0 150. 3 143. 0 138.

1374 I2c .l • o
» /* . * * i ’JOp ‘T 130.3 123.0 138. 5 134.1 137. 0 16 5.'

137 5 1 . 0 0 172 * 4 1 C/ / a > 134. 3 li-: c. L 3 2 . o 220.7 233.8 17c.:

1S75 145. 5 ¿0-T* J 234.7 151.7 155.0 170.4 273. 3 273. 5 131.

1377 149.5 2CC
«>- 

> o 274. 5 i =.?. £  ̂̂ 151. 3 178, 5 3 24, 5 338, 7 204.

1978 143. 5 213 . o 298. 3 1 :2 . 2 158.7 173.1 341.5 3 5 3,4 209,

(l)?h ■“* — ^ hivir.g r,o V r* ' ~ -' u «* —■. 3  3  ' S  3  3 ^ C c r 1  v £v or. 12/ 5/71
i r W '«✓- '



Annex 1 Table 12

Assuring NO MCn* S

1973 1974 1975 197 6 1977

cosuiion viieat

France 99.9 113.2 119.5 143.0 158.7

Italy 114.7 93.4 106.6 129.0 141.1

ur 109.7 99.0 1 0 7 . 0 141.1 16^.3

Frg 91.0 98.6 108.4 123.4 118.9

beef and veal

France 99.9 108.3 113.7 124.4 146. 8

Ireland 109.7 98.4 105.2 124.1 111.6

Frg 91.0 90,0 105.9 109.4 118.7

?ig~eat

France 99.9 106.0 102.4 123.9 131.8

Selgiun 97.0 87.9 95.5 112.3 103.5

Netherlands 97.0 37.4 91.6 115.0 105.2

Frg 91.0 80.7 61.6 104.5 95.6

nilk

Frg 91.0 108.9 126.5 134.3 140.7

France 99.9 135.0 142. 5 154.0 172.6

Italy 114.7 129.4 140.6 161.9 210. 8

Belgium 97.0 120.7 137. 5 145.1 151.1

Nethsrl ar.ds 97.0 120.1 135.8 143.0 146. 5

ur 109.7 141.6 160.6 181.0 201.2

Ireland 109.7 170.3 192.1 200.1 215.9



At-T-s:: 1 Ta bl g 13

H'ypccliaticcj. Input Prices for In d iv i cus! Product Grcus5 »Assuming

1973 1974 1975 1576 1977

ccmr.on -/neat

ÎÛC.C 127.5 146.2 164.4 184.7

Italy 101.4 144.7 19*.4  223.8 260.3

Z Z  101.0 136 .5  165.9 2C3.9 229.1

Frc 99.5 111.7 122.5 128.4 130.5

V̂ Gu-L

Franca IGO.C 121.4 130.6 143.3 156.5

Ir-Uaná 102.4 I3G.3 162. b 201,6 239.^

Frg 36.1 99.3 104.3 114.1 117.3

oi -5 at

Frailea ICC.O 119.7 123.3 136, 0 150.0

 ̂  ̂o ̂  i i .» *?,n"î  ̂  ̂ a '*7 r'-0 . 7  ¿ ü j .I  ilo . “r Ij~ . j

- ■' ' -, i ■< r' ;C ' ' ■; t i i .'iloit :  j_kjw.o -L.—

95.4 97.5 I C I .5 111.9 115.1

or * i i Oc «b1 — -i. 2 • il«# /

132.4 145.1 162.0r 3L̂1-C "0 «»o'wiw —.

Irôlv 1C5* 7 135.5 157.4 135.5 1^5.0

-11.3 121.3 136.9 142.9

£ 105.5 109.6 122.9 125,

3 i  ̂p  ̂3 S • 2 H 9 * t

ne. 103. i.' 132.5 143.5 17 9.5 -02.3

V
il



i,iaoig

Estimates of

Frg France Italy- Netiu Belgium Lux. UE Ireland Denmar;

1970 10.4 9.3 14. 0 9.7 10. a 9.7 11.5 16.0 10.4

1971 10-1 8.9 13.6 9.4 10.5 9.4 11.1 15.7 10.3

1972 9.9 S .8 13.3 9.3 10.2 9.2 10.6 15.3 10.1

1973 9.8 3.7 13.2 9.1 9.9 9.1 10.7 15.5 9.9

1974 9.6 8.5 12.9 8.5 9.6 8.7 10.7 15.6 9.7

1S75 9.5 8.3 12.7 8.4 9 .4 8.8 10.8 15.9 9.6

1S76 9 .4 8.0 12.6 S .4 9.3 8.8 10.9 15.5 9.4

1977 9.2 e.i 12.5 7.8 9.0 8.8 11.0 15.5 9.5

197? estimates vere also used in calculationis for 197t

Table 15

The Hypothetical Cost of Living 1970=1C0

Frg ,France Italy risth. 3algium/Lux. UI Ireland Denmark

1970 100 100 100 100 100 100 ICC 100

1971 104.6 105.5 1 0 5 . 0 107.2 104.1 109.4 1C8. £ 105.8

1972 110.5 111.6 110.8 115.2 109.2 117.4 112.3 112.8

1973 117.9 120.3 125.5 124.9 117.2 122.4 133.6 123.4

1974 125.7 137.7 147.9 136*3 132.1 150. 5 156.9 142.1

1975 133.3 153.0 171.6 151.5 149.0 186.9 128.7 155.8

1976 139.4 168.3 202.5 164.7 162.8 220.4 224.8 169.8

1977 144.4 1S5.4 239.1 175.3 174.3 258.1 252.0 180.7

1976 148.5 202.1 28£. 5 182.4 1Z2.1 278.4 270.0 207.7





fl
&C

vl
. 

«!.
»| 

Ir
'n
r.v

l 
; 

l̂
al

«

lit
o 

ri
) 

I 
11*

1 
1

1
1

1
 

1‘
fO

 
H

«
1

¡ 
li

lt
 

1
1

1
) 

t
U

f



Vo
/iv

 
I 

Ii/
Vo

fw
« 

|*j 
f







9-j

rà

c
c Z

c

c

u.
o

.vi
4.'

\r>ir

o

"S
*

«ó

_u

£

¿
i

i
o

<X _ _

i
o
-7

1 _
<

•f
9

'll

Ji
i - > 2 !

n i «

Jl
J

r
i

£
V *

£
<~n ! !

5 á
<: P L .

c

èC . 3
<c ^ ¿ ^3^

IM
I



c) Lírnmífi 'VJ Vi i!\r ; \r.t P. t.n cu.i'*-' \ I
✓' 'W ' ~

T t r  m i  o i  T r z J . t

d) c .. :sjf \ £¿-».1 •lìti'’?** xj ' r J

(

!«f Í

-il 
■••' K  

i i

•< ii\V.
nu- 

*  ! « ‘

 ̂'

--  - j  >: ì i t j * '  c *j e "
■*-■ 0 M - Í». ç

-— 1 T A H r ?C7 WéTi</*¿-' SiTJAtT.TTj

3 f  <j o  M c a r
--- ^ < a ¿ 7  j a l . '  i r-j A “  ó rJ

¡ T «ì -Y a. cì - * u. s ; " A

■ ) ^  • 3. Ad. 'Ìli : k¿ fisi* ‘Km ir0*¿
' TrxJ-

i'.O 1

Ai'.•!».■_ :/sì

• eli *'?2?Air\. _
<|TV£ Tiì*. :f r>C

-. I )

6 ^ :  „Va ‘À VÍ.-J

A C T ’J  * — 1, : “T -• — **

: ? * « £  «j » •?;twì t: < p.~ 

- -ÍW CC r<5 i*Cn;

/ i i" - a -̂3K ì; re Hr ;

\ / 
\ /

a c t ; * ;

, i  T'J » . T :c fO

!*!■! ;«ia ;e> « v̂, '«ají

í  ̂  ^  ?w C. *  ■ T f2 7

»  I ".* e T l O i  j ;  >-ì  ?-U r

r f. -,NC£ : -r̂ri. * —■
Î ', T J &  -!**■

*'■• I

5̂ ?+ fi- '•



^  M ! k.̂ &C2I cm.¿) !¿<?a_\ : £raj ¿?tV <wi>J. y.'rvaì.

itO !

¡as

ft, 
*to ! y

_  .  —  patio Vi CAj iLV>.U>(W oj O0 >

--  Ati'oJul O UfuAjU'’ I «v̂

t-J Pl̂ MtAT: "TH& i cml7i;i?.a k > Tfr̂ >is

/ I O

U'f

i & O  , \ '
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The Rasults of a Regression Carried Out between 5CU Sxchanc 

Sates and the Price of Inputs to Agriculture Using Monthly 

Data for the 197 S - Seotgnber 1SSQ Period and Alloying for 

Tine Lags of Variovs Lengths

A n n e x  3

(See the text of Chapter 5 for .further explanations). 

i )T ’~>~nse month tl~?.e lac

Indeo er.dcnt variable = 2CU exchange rata

Dependent variable = ?~,ths price cf goods and serv:isas

Scraataon R F DW

PRC- = 45.51 + 0.212 e_^ 0.C10 0.775  .139
•- 5 : - S

(0,240)

.France P ^  = -3.79S + 0.741 g C.125 1C.25S .213
4 — * —

(0.225)

Italy ? :_  = -35.834 -1.023 eTJ_ u. 315 35.075 .3
i- - X u

(0.173)

Nech. ?.C = 42.075 + 0.336 = .010 0.757 1.134
: N

(0.383)

Belgium P? = 33. 25 - 0.368 * 0 . 0 2 8  2.224 C.145
j  3

(0.247)

Lux. P.° = 3 3. 25 - 0. 3635 0 . 0 2  8 2,214 .153

(0. 245)

ux ? 1 =  -57.58c - 1.3-7 e 0.354 41. 51 .257
ex

(.209)
IrelcT.d ?f = -54» 544 - 1.2S5 £ 0.34b 4C.226 .283, -v-i ^  I ^

(.203)

Denmark P^ = 15.7 2? + 0. 543 0.069 5.54 .172
W

(0.231)

(X
>



i)Three month lag c o n fd .

Dependent variable = P ^ t h e  price of goods contributing to

agricultural investment

2
Equation R F DV

Frg P^=g43.167 + 0.215 eppg 0.011 0.857 0.138

(0.232)

France P* = -1*385 + 0.710 e ^  0.118 10.135 *200
F t  F t

(0.223)

Italy p| s -49.178 + 1.166 ^  0 .375 45.48 .294

(0.173)

Neth. P* = 38.318 + 0.336 e„ 0.0224 1.743 .146
ft «

(0.255)

Belgium P* = 34.667 + 0.374 eD 0 . 0 2 8  2.176 .139
£ O

(0.254)

Lux. P* = 33.506 + 0.3812 0.029 2.286 .147

(0.252)

cr

(0.215)

Ire --- ------I r e
(0.218)

DI P ^  = -59.563 + 1.388 e ^  0.353 41.42 .303

Ireland p ; _  = -58.20 + 1.378 ^  0.345 40.041 .273

Denmark P* = 15.801 + 0.548 eQ 0.068 5.526 .167

(.233)

ii) Six Months Lag
C

Dependent Variable =P,' the price of goods and services

consumed in agriculture.
2

Scuation R F DW

F2G P? = 18.29 + 0.553 0.123 10,696 0.182
Frg Frg

(0.169)

France P? = 1.380 + 0.720 e ^  0.221 21.564 0.235

**  (0.155)



i i )  S i x  ~ c n t h  l a c  c o r .t 1 c

ScuatioE. 2^ ? dv
9

Italy ??„= -12. 533 + 0.651 0.3 51 41.134 0.331
J. L  i. V.

(0.134)

Neth. P® = 17.71 + 0. 635 s„ O.C56 5.3c4 1.213
H

(o .274)

c 13,62 .1
Belgx'jn ? = 12.57 + 0.525 e_ 0.152

3 3

(0.159)

LuX. ? = 12.591 + C. 521 ^  C.152 13. 55 *133
L Lt

(0.169)

UI ?f, = -25.002 * 1.03 0.415 54.138 .2 i£
uk ZL

(0.146)

Ireland pf = -23.334 + 1.045 e_ 0.403 51.342 .283
J.T' ^

(0.145)

DeSuSrk = S .4333 + 0. 554 0.177 15.32 .205
D  u

(0.150)
T

D<=d  end -ant variabl-3 = ?*“
T

FRG = 17.022 *T* 0. 5333 a ^ 0,125 10,32 .182

(0.153)

France = 2.761 + 0.539 e_^ 0.213 20.53 .221

(0.15<0

Italy = -13.93 + 0.357 0.4C4 51.59
j . i.

(0.134)

Net*. = 15.187 * 0. 521 e„ 2 . 2 . 5 4  .150
N

(0.17 5)

3elcii=r. ? l  = 13*203 + 0. 541 e_ 0.151 13.534 .133

t _ / j ,

UX ? ! .=  -27.257 * 1.127 e _  0.417 54.333 .237
I* U

(0,153)

ax



ii) Six Month Lag confd .

Equation R P DW

Ireland F*= -25.291 + 1.122 eT 0.402 51.002 .266
Ire ire

2

(0.157) 

i. 649 e 

(0.161)

Denmark P* = 8.82 + 0.649 0.176 16.18 .201

iii)T?/elve Month Lag
c

Dependent variable = P

2
Equation R F DW

FRG P ? . = 3.872 + 0.788 e^_ 0.447 61.43 0.338
Frg Frg

(0.101) 
0.782 e 

(0.955) 

0.811 

(.094) 

1.857 e 

(0.186) 

0.805 

CI01) 

0.80 

(0.100)

France P ? =  1 .985  + 0.782 e 0.469 67.08 0.349
Ft  *t

Italy p = 1.989 + 0.811 0.497 75.087 0.484

Neth. P® = 4.632 + 0.857 e„ 0.218 21.174 1 .46
N N

Belgiun P ° = 2.677 + 0.805 e_ 0.457 63.54 0.349
B B

LuX. P^ s 2 .8 58 + 0 .80 ^  .455 63.54 0.349

UK p L  = “ 5.335 + 0.969 e__ .-5798 104.89 0.382
OX UI

(0.0946)

Ireland = -5.781 + .956 e _ .583 106.91 0.384
Ire Ire

(0.093)

Denn2rk p£ = 3.007 + 0.777 e D .452 62.79 .337

(0.098)



i i i )T r r - l  v s  M o n t h  L;
k 4*»  ̂ J

Dependent variable = ?“

Scraatioa 

TRG P* = 3.313 + 0.754 eT
irg

Italy
It

I

(0.097) 

-1.955 + 0.895 e.

(.0923)

Prance ? “_ = 2.707 * 0.7 56 e

(0.095^

: 3.754 + 0 . 8 2 0  eNerii. ? .T
i-i N

(.105)

3elgiu^i P = 2.981 + .£25 e.

? = 2.724 + O.S23

L (.103)

? L  = -c.II + 1.003 e.

(0.097)

Ireland P1 = -5.53 + 1.025 e_.

u"  (0.CSS3)

Denr.ark ? = 3.115 + 0. 733 e

(C.099)

D

X ? DW

0.449 52.023 0.33S

0.554 94.15 0.352

0.461 54.9 55 0.329

0.447 51.51 0.337

0.455 6 2 . SO  .325

0 .455 5 2 • z 3 .333

!. 5c4 105. 55 .397

s. 5S1 105. 42 . 350

0 . —52 52.54 .329

iv) Ttto Year Lag 

Dependent

FRG ? = 23.511 -r C. 3-
Frg

Francs ?« =

(0.075)

24. 74 -r 0. 55 S.

:alv ? = 31.41
* It

(0.072)

•r u. c c 3 a.

O’ « . 324

0.514  80,35 .355

0. ^ / 3  oS. c3 3 . 4^



iv)T?/o Year Lag c o n fd .

Equation R F

Neth. p£ = 21.49 + .7€2 ^  .278 29.28

2

(0.141)

0.651 

(0.076)

1. 644 e, 

(0.076)

Belgium = 23.622 + 0.651 e_ .495 74.42
S s

Lux. p£ = 23.83 + 0.644 e^ .489 7 2 .8o

UX P
ÜX

Ireland p£re= 27.448 + 0.749 e z .553 74.159

Denaark P^ = 24.45 + 0.639 .492 73.72

(.074)

Dependent variable = P1

FRG P* = 22.659 0.612 e_ .479 69.98
Ft  g Frg

(0.073)

France p L , = 25.604 + .627 .492 73.55
Fr Fr

(0.073)

Italy P* = 29.345 ♦ 0.747 e .550 92.92

(0.07S)

Neth. P* = 21.30 + 0.708 eXT . 538 88.59
N N

(0.075)

Belgium P* = 24.437 + 0.669 e . 49<+ 74.
B B

(0.078)
Lux. P* = 24.961 + 0.654 e. .475 68.63

(0.079)

u r  p 1
üi

Ireland pj = 29.867 + C. 802 e _ .551
Ire Ire

(0.083) 

0.648 e 

(.0746)

93.08

Demark p£ = 24.436 + 0.648 e .499 75.55

DW

1.577

.319

.382

.  ^84 

♦ 337

.319

.332

.3397

.375

.311

.310

.313

.328














