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the EU remains much more reliant on price support mechanisms,
the US is more dependent on income support measures. The two
countries also differ in their reliance on tariffs and subsidies. These
differences have given rise to numerous trade disputes between the
EU and the US over the years.

In the 1980s nearly 90 per cent of all US actions against the
EU (seven of eight) involved agriculture. In fact, three-fourths of
all lawsuits by any country against the EU involved agricultural
products (12 of 16). By contrast, only roughly 40 per cent of all
lawsuits against the US covered agriculture (5 of 12), and mostly
due to actions brought by the EU (three of five). The US was
initially concerned with the shrinking market in Europe, as trade
diversion took place, encouraged by the high trade barriers after
the introduction of the CAP. Later the use of export subsidies in
the EU, which tried to keep surpluses from depressing the internal
market, became a cause for concern for the US. In the 1980s there
were major differences between the EU and the US over what con-
stituted a subsidy and over how to determine the magnitude of
subsidies.

The US retaliated against the EU subsidies with its Export En-
hancement Program (EEP) expressly targeted at those markets
where the EU was increasing its share.

The 1990s once again witnessed a sharp intensification of trade
disputes between the EU and the US. The main agricultural trade
disputes between the US and the EU in the last decade have been:
1) the beef hormone dispute, 2) the Banana dispute, 3) bans as
a result of bovine spongiform encephalopathy (BSE), 4) problems
due to Foot and mouth disease, and 5) Genetically Modified Or-
ganisms (GMOs).

In 1989, the EU banned the use of six growth hormones used
for cattle and prohibited the imports of beef containing such hor-
mones. The ban led to a GATT lawsuit, and later to a WTO
dispute settlement case filed in 1996 by the US and other beef-
exporting nations. The ruling was in the US’s favour. In view
of the non-compliance by the EU with the WTO ruling, in 1999
the Dispute Settlement Body authorised the US to impose retalia-
tory tariffs on imports from the EU of $117 million per year. This
measure is still active.

In 1993, following the implementation of the Single Market, the
EU imposed an EU-wide system of import quotas for bananas.
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The new system led to two GATT lawsuits, and later to two WTO
dispute settlement cases filed in 1995 and 1996 by the US and
several Latin American countries. This dispute was also settled
in favour of the US. In 1999 the US imposed retaliatory tariffs on
imports from the EU of $191 million per year. This measure was
deactivated in 2001, but $116 million in punitive duties remains
in effect due to the beef dispute. This, in turn, led the EU to
threaten retaliation against US exports that the WTO found in
violation of an export subsidy agreement. In addition, the EU has
filed numerous WTO dispute resolution petitions alleging that a
variety of US trade laws violate international obligations in some
technical fashion.

More recently some of the most contentious EU-US agricultural
trade issues have been in the area of sanitary and phytosanitary
standards (SPS) and other more technical trade issues. These in-
clude the dispute over the import of hormone-treated beef into Eu-
rope, the potential ban by Europe of imports of beef by-products
(‘specified risk materials’) that may harbour vectors of BSE, or
mad cow disease and the regulation of the use and labelling of
genetically modified organisms (GMOs). It is estimated that the
EU will be isolated from the downward pressure on world prices
brought about by the global productivity boost as a result of GM
crops (Meijl and Tongeren, 2002). In addition the CAP isolates the
EU from productivity increases in GMO-adopting regions through
flexible import tariffs.

4.7 WELFARE COSTS

In recent years agricultural trade liberalisation has been one of
the most contentious issues in world talks. Both the US and the
EU are in the process of making significant changes to their agri-
cultural policies. Welfare gains to the EU and the US as well as
to the world economy from such reforms have been estimated by
numerous studies, mostly using computational general equilibrium
(CGE) models, especially the global trade analysis project (GTAP)
model. In this section we discuss some of the recent studies in brief.
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Global Welfare Gains

Table 4.7 summarises the global welfare gains due to the liberalisa-
tion of worldwide barriers to agricultural trade. It is estimated that
complete elimination of agricultural support would raise global wel-
fare in the region of typically 0.4 per cent (IMF, 2000b) and 0.7
per cent of world GDP (World Bank, 2002). Whereas Elbehri
and Leetmaa (2002) estimate that removal of all export subsidies,
domestic support and tariff barriers to agricultural trade would in-
crease global welfare by 0.2 per cent of GDP, Hertel et al. (2000)
calculate an annual gain of 0.5 per cent of world GDP from the
complete elimination of world support to agriculture in all forms
including tariffs and export as well as production subsidies. The
largest gain in terms of percentage of GDP from agricultural lib-
eralisation is estimated by Stoeckel (2002) at 2.2 per cent.

Table 4.7: Welfare gains due to reduction in worldwide barriers
in agricultural trade

Studies in % Reduction World gain EU gain
2000s in global (% of (% of

barriers world GDP) EU GDP)

Hertel et al. (2000) 40 0.2 –
100 0.5 –

Diao et al. (2001) 100 0.2 –
IMF (2000b) 100 0.4 0.41
CIE (2002a) 50 0.3 0.12

100 0.5 –
Elbehri and 100 0.2 0.13
Leetmaa (2002)
Stoeckel (2002) 100 2.2 –
IMF (2002b) 50 – 0.29

50 subsidies – 0.24
in QUAD

Brown et al. (2002) 33 0.03 0.02∗

Note: ∗EU and EFTA
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The above estimates from different studies are difficult to com-
pare. Even when the same CGE model (the GTAP) is used, dif-
ferent liberalisation scenarios are applied and policies are modelled
in different ways. Nevertheless, it is clear that the potential gains
from agricultural trade reform are large.

Gains to the EU

Studies which estimate gains to the EU from agricultural reforms
have used both the CGE and partial equilibrium framework. Ta-
ble 4.8 summarises the welfare cost of the CAP to the EU as calcu-
lated by studies in the 1980s and 1990s. Estimates range from 0.1
per cent of GDP (Harrison et al., 1995) to 2.7 per cent (Burniaux
and Waelbroeck, 1985). The relatively large gains are generally
associated with CGE models. The estimates from the studies vary
significantly which reflects the differences in model structures, lib-
eralisation scenarios and level of aggregation, among other things.

Tyers and Anderson (1992) estimate that the benefits to pro-
ducers from EU protection amount to about 25 per cent of gross
farm income. Similarly, it is calculated that approximately $142
billion was transferred from consumers via high domestic prices to
the agricultural sectors in the EU in 1991 (OECD, 1992). In addi-
tion to the studies discussed above, which estimate welfare gains
of agricultural liberalisation to the EU using world CGE models,
there are several studies which focus on specific CAP policies and
reform agenda to calculate the cost of such protection to the EU.

Results of recent empirical studies which focus on welfare gains
from the reforms of the CAP are summarised in Table 4.9. Using
a CGE model Elbehri and Leetmaa (2002) estimate a welfare gain
of 0.13 per cent of GDP to the EU from agricultural reforms the
world over (including the EU), largely from improved allocative
efficiency, as opposed to terms of trade gains. The US welfare
gain of $US7.2 billion (0.1 per cent of GDP) on the other hand, is
mostly from improved terms of trade. Using the GTAP model the
IMF (2002b) calculates that the EU would experience a significant
(near 0.25 per cent of GDP) increase in welfare because of the
distortions removed in the EU economy.

Borrell and Hubbart (2000) estimate the total welfare cost of the
CAP to the EU at 0.9 per cent of GDP. The study suggests that
the CAP has made the non-grain sector eight times larger than
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Table 4.8: Estimates of welfare costs of the CAP to the EU (studies
between 1980 and 2000)

Studies in 1980s and 1990s Model Structure∗ % of GDP

Morris (1980) PE 0.5
Harvey and Thomson (1981) PE 0.5
Buckwell et al. (1982) PE 0.5
Tyers (1985) PE 1.1
Roberts (1985) PE 0.3
Spencer (1985) GE 0.9
Burniaux and GE 2.7
Waelbroeck (1985)
Tyers and PE 0.3
Anderson (1987)
Stoeckel and GE 1.5
Breckling (1989)
EC (1994) PE 0.22
Harrison et al. (1995) GE 0.1
Hubbard (1995a) GE 0.8
Hubbard (1995b) GE 0.14–1.3
Folmer et al. (1995) GE 0.3
Blake et al. (1998) with Cournot 0.42

Oligopoly
reforms (GE)

Weyerbrock (1998) GE 0.1–0.2
Blake et al. (1999) GE 0.12–0.18

Note: ∗ PE – Partial equilibrum model, GE – General equilibrium model.

Source: Philippidis and Hubbard (2001)
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it would otherwise be and has enlarged milk products and grain
sectors by more than 50 per cent. It confirms that without the
CAP the EU would greatly increase its agricultural imports and
decrease imports of other products because non-agriculture sectors
would expand. The scrapping of the CAP would increase US and
Canadian exports of dairy products by over 70 per cent and crop
exports between 25–46 per cent. These results may underestimate
the welfare cost because they do not take into account dynamic
gains from higher capital accumulation and the productivity boost
that would occur as a result of open competitive markets. The
results from Stoeckel and Breckling (1989) suggest that omitting
these factors could underestimate the costs by at least 20 per cent.

Gersfelt et al. (2002) assess the impact of liberalising domes-
tic support in the EU at the individual Member State level in the
EU and in non-member regions. In the first scenario, removal of
domestic support in the EU results in an increase in EU GDP of
0.1 per cent. At the EU Member State level real GDP increases
by between 0.1 per cent and 0.7 per cent, of which a major part
is explained by the significant changes in the inter-regional trans-
fers between the individual EU member countries. In particular,
Germany gains from a lower contribution to the common financing
of the CAP, and the UK gain of 0.3 per cent of GDP is due to
significant budgetary savings and an efficiency gain.

Frandsen et al. (2003) examine the economy-wide effects of full
decoupling (a uniform land payment) measured against a baseline
of 1997–2013. Using the GTAP general equilibrium model the
study estimates that the EU would gain welfare benefits of 0.06 per
cent of GDP in 2013, with the UK gaining approximately 0.04 per
cent of GDP as a result of the move towards decoupling payments.
The overwhelming majority of the welfare gains would be achieved
through a more efficient allocation of resources. In addition to
eliminating all direct support as illustrated in the previous case, if
all export subsidies (which mainly affect the export of other grains,
dairy products, processed rice and sugar) are eliminated, and this
is supplemented by a 30 per cent reduction in the import tariff
equivalents, real GDP in the EU would increase by 0.2 per cent
and the efficiency gain is 50 per cent higher in this scenario as
compared with scenario 1. At the Member State level real GDP
increases by 0.1–0.8 per cent. Real GDP increases the most in
Greece (0.8 per cent), Portugal (0.5 per cent) and Ireland (0.5 per
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cent). For the UK the efficiency gain amounts to €4 billion (0.2
per cent of GDP).

In recent years, empirical studies have focused their attention
on measuring the cost of protection in specific commodity markets.
It is estimated by the European Union (2000) that full implemen-
tation of a reduction in support prices for cereals, beef and dairy
products under Agenda 2000 CAP reforms would result in an in-
crease in consumer welfare of €8.8 billion in 2005/06 and €10.5
billion in 2006/07 (0.1 per cent of GDP).

The CIE (2002b) estimates the effect of reducing protection lev-
els in the sugar market. The results suggest that halving of the
intervention price by 2012 would lower the EU producer prices for
refined sugar to the world market price – a fall of 50 per cent,
and would increase EU consumption by 10 per cent and decrease
production by 64 per cent. This would increase EU net imports
from −3.7 million tonnes to 9.3 million tonnes a year. Complete
removal of the export subsidy on sugar would raise the world price
by about 2 per cent in 2012. It would reduce the average EU pro-
ducer price by around 10 per cent and would decrease EU exports
from 6.4 to 3.6 million tonnes.

Messerlin (2001) estimates the cost of protecting the five farm
sectors (cereals, milk, meat, sugar, bananas) in the EU at roughly
a third of the value added for these five sectors. If the study is
extended to the whole of the agriculture sector assuming the same
level of protection as enjoyed by these five sectors, the costs of EC
protection would represent roughly 12 per cent of EU total farm
value added. The study also estimates that the average price for
agricultural goods would decline by 14–17 per cent and only around
5 per cent of total jobs in agriculture would be lost if protection
were altogether removed. Colman et al (2002) showed that the
milk quota removal and the price reduction to world levels planned
under the Agenda2002 reforms would bring gains of broadly €0.7
billion (0.04 per cent of GDP) to farmers in the EU. The study
also estimates that the marketing chain would benefit by about
the same magnitude.

In a series of studies, DEFRA analyses the impact on the UK
and the EU of the CAP reforms (DEFRA, 2003b). It estimates
that the proposed CAP reforms (under the European Commis-
sion’s mid-term review published on 22 January 2003) would de-
liver substantial benefits for consumers in the form of lower relative
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food prices; the economic benefit of the price reductions would be
worth broadly £1 billion a year in the UK, when the reforms were
fully implemented in 2008. Benefits to consumers would exceed
the combined cost of the reform to taxpayers and producers, re-
sulting in a significant benefit to the UK economy, worth broadly
£500–£900 million a year once fully implemented. The net benefit
to the EU economy would be in the region of £5.7 billion (0.1 per
cent of GDP). The reforms would encourage productivity growth
and restructuring (dynamic gain), which would generate extra eco-
nomic benefits of about €0.4 billion in the UK (0.03 per cent of
GDP)and €2.2 billion in the EU (0.03 per cent of GDP). In the
dairy sector alone the net welfare gain would be £60 million in the
UK and € 870 million (0.01 per cent of GDP) in the EU.

As the above evidence suggests, the benefits of agricultural trade
liberalisation and reforms of the CAP are well established. Beyond
the direct observable cost, agricultural support policies pursued
in the EU have caused distortions in the allocation of resources.
Higher domestic prices have given incentives to retain more re-
sources – land, labour and capital – in agriculture than would have
been the case if farmers had faced world market prices. Additional
benefits of the reforms would come from the dynamic long-term
effects from increased savings and investment and from increased
productivity when resources are allocated efficiently.

Logically, it should be in the EU’s self-interest to reform agricul-
tural protection as quickly as possible. However, agricultural trade
reforms in the EU have been slow. There has been resistance to
liberalisation by those who would stand to lose and the sector is
viewed as being fundamentally different from other sectors because
of environmental protection and food security.

4.8 CONCLUSION

This chapter has reviewed barriers to agricultural trade and gains
from reforming such barriers, particularly in the EU. It is well
known that the CAP is beset with many problems. EU consumers
are forced to pay a high price for their food, not only because
they have to pay large sums of money in taxation, most of which is
spent on farm subsidies, but also because competition from foreign
imports is hampered by various trade barriers. Attempts have been
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made to alleviate some of the barriers, but with little effect. France
has led the anti-reform campaign along with Spain and Ireland,
and given their political influence within the EU it is unlikely that
fundamental CAP reforms will take place in the near future.


