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Abstract: The European Economic Community’s Common Agricultural Policy (CAP)
has found a lot of scholarly attention. While economists stress the irrationality of the
CAP and explain its persistence by rent-seeking behavior, a prominent interpretation
among historians is that the CAP should be interpreted as welfare policy for farm
households. | subject the latter hypothesis for the period 1962-1992 to an empirical
test and find that the combined benefits from subsidies, import protection and
political prices gave much more benefits to European agriculture than any welfare
policy could have done.

The process of Europe’s economic and political unification has always been regarded as a
project of modernity. Democratic and enlightened states overcome national prejudices
and boundaries and converge to a peaceful Europe. It is not without irony that the
European Economic Community’s (EEC) first and foremost common active economic
policy was dealing with agriculture, a backward sector in retreat. The Common
Agricultural Policy (CAP) which became operative in July 1962 bound 90 per cent of the
EEC's expenditure in 1970, 60 per cent in 1990, and still more than 40 per cent of the
EU’s expenditure today.?

The CAP has always been contested. Strikingly, although the early criticism of economists
soon turned out to be correct, the CAP was not fundamentally reformed until 1992, when
the then Commissioner of Agriculture Ray MacSharry undertook a major reform. The
thirty year long persistence of the original CAP has often been analyzed. The approaches
taken by the literature may be grouped in three different narratives.
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Many historians and political scientists who have worked on the CAP emphasize the role
of incremental steps at critical junctures which at the time seemed innocuous. Hence the
institutional inertia of the CAP is ascribed to increasing difficulties of leaving a trajectory
determined by earlier decisions.? The main point of this narrative is best circumscribed by
the notion of path dependence (Adrian Kay).*

This interpretation is quite convenient for contemporary actors as it stresses long-term
forces that were outside their control. The narrative is contested by a number of
(agricultural) economists, some of which were among the contemporary actors, for
example in the academic world or in international organizations such as Timothy Josling,
Ulrich Koester or Stefan Tangermann.> Many economists take the public choice approach
which assumes that politicians are neither benevolent nor myopic actors but that they
behave rationally and pursue their own interests rather than the commonweal. In this
perspective the institutional inertia of the CAP is not the result of unintended actions but
of successful rent-seeking behavior by agrarian lobby groups.®

A third group embeds the history of the CAP in a wider perspective. Adam Sheingate and
Christina Knudsen argue that any understanding of agricultural policies in advanced
economies has to be rooted in the larger framework of the welfare state. In this
perspective the CAP is a special welfare policy that maintained agrarian incomes while
sustaining the illusion that European farmers were not on welfare.” In contrast to authors
who favor the rent-seeking explanation this interpretation sheds a new light on the CAP.
While the former view emphasizes the economic irrationality of the CAP, the latter tends
to legitimize this policy.
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In this paper | shall subject the welfare policy argument to an empirical test. Building on
former work that aimed to identify the full gross costs of the CAP® | will compare ‘normal’
welfare state expenditure with that for the CAP. | will argue that, especially in the 1960s
and 1970s, the CAP was much more beneficial for EEC farmers than any welfare policy
could have been. This approach will also allow calculating a lower bound for the returns
of agricultural rent-seeking activities in the EEC. The welfare state view of the CAP,
however, is not fully discarded but integrated as a valuable argument into the rent-
seeking view.

The next section discusses the literature and the problem in more detail, followed by a
section on methodology and on sources. | then present the empirical results and discuss
them in a concluding section.

Successful rent-seeking and lobbies: why in agriculture?

Economic theory usually abstains from making normative assessments of justice. In theory
one takes for granted that economic agents are rewarded for providing productive factors
in the production process. Labor is rewarded by wage, capital by interest and land by
rent. While this, in a utilitarian sense, is seen as fair, other rents are regarded as
suspicious. Rent-seeking i.e. trying to receive rents via the political process is usually used
in a pejorative sense. Accordingly, political rents are assessed as unfair.

In the literature on the political economy of agricultural policies it is often argued that
agricultural protection is a result of successful rent-seeking.® This is usually substantiated
in an indirect way. The co-existence of agricultural lobby groups and political programs
that are meant to support agriculture is taken as a sufficient proof for rent-seeking to be
successful, without much more than anecdotal evidence. What is often ignored is that in
political centers like Washington, D.C., or Brussels thousands of lobby groups strive for
political support and subsidies. Hence it is by no means obvious why some lobby groups
are successful and others are not, and economic theory does not give much help in this
respect.

In his classic on the “Logic of collective action”' Mancur Olson listed some factors that
are conducive to collective action. In order to minimize the risk of free-rider behavior the
lobby group should be small and its members should pursue well-defined objectives.

If one compares the fate of Western Europe’s post-WWII agriculture with other economic
sectors, it is by no means clear why it was agriculture that survived structural change to a
much larger extent than other industries. The European textile industry was wiped out in
the 1950s and 1960s. Although this affected hundreds of thousands workers there were
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no lobbies powerful enough to stop the industry’s demise.” As the textile industry was
very fragmented and its products extremely heterogeneous (and, an often neglected
issue, most affected persons were women) this does not conform at all to Olson’s criteria
for collective action to be effective. In this respect, the mining industry fits perfect: few
and powerful producers, high degree of cartelization, very homogeneous products. But
although the mining lobbies were quite successful to postpone structural change by
enormous subsidy programs, the industry has largely vanished in Western Europe.

Not so agriculture. The supply side is nearly atomistic. Farmers produce very different
products to the extent that the output of some (crop) farmers is the input of other (dairy)
farmers which leads to diametrically opposed ideas of how the relative prices should look
like. Hence agriculture is far from being a textbook case for collective action.
Nevertheless, despite of two or three decades of shrinkage European agriculture has
resisted to economic displacement. Between 1958 and 1990 the share of the EEC-6's
territory that was under agricultural cultivation decreased only from 64 to 55 per cent.'?
Given the impediments to successful collective action, the rent-seeking argument, if
applied to (West European) agriculture, needs some refinement.

Thus we have to look for reasons why some rent-seeking is more successful than other. It
is not sufficient to look at the group of the rent-seekers — the public who has to be
convinced is worth a closer look as well. Although most proponents of the welfare state




