Too much in subsidies and too little innovation leave farmers in trouble
By Alan Matthews 
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It is impossible to overstate the damage which the CAP, in providing income support to producers, has caused to the competitive position of Irish farmers. Support has come at a price, writes Alan Matthews.
One can only feel sympathy for individual farmers as the protesting tractors roll towards Dublin. Trapped in a nightmare of forms and regulations, frustrated by falling incomes, worried by the perceived threats from the Commission's mid-term review of the CAP and the WTO trade negotiations, farmers are protesting in the time-honoured way.

The specific focus of their protest remains unclear, but ultimately involves demands for additional support from the hard-pressed taxpayer. But here the objective observer must pause for thought.

Farmers in 2002 will already receive €1.6 billion in direct payments. These now contribute almost 70 per cent of income arising in agriculture (Figure 1).

Total public expenditure (including EU funds) on the sector in 2001 amounted to €2.74 billion, a year when the income generated from farming amounted to only €2.4 billion (€2.0 billion if we exclude interest and land rental payments).

This taxpayer support for the sector does not take into account the higher prices paid by consumers for food.

High tariff protection means that beef and dairy prices are 50-60 per cent higher than world market prices, implying the equivalent of a VAT rate of 20 per cent on the average family's food expenditures.

The objective observer must wonder whether the problems in farming are not caused by too much subsidy, rather than too little.

What future is there for a supposedly productive sector of the economy when taxpayer and consumer transfers and support so greatly exceed the value added that it generates?

Irish farmers specialise in the production of beef and milk, which together account for about 60 per cent of the value of output (at producer prices). Markets within Europe for these products are not buoyant, although there are niche growth sectors.

The normal response of an industry faced with saturation in its main markets would be to reconsider its sources of competitive advantage, to reposition itself, to restructure and to innovate. But the very success of Irish (and EU) agriculture in attracting protection and subsidies in the past now militates against these responses.

It is impossible to overstate the damage which the CAP, in providing income support to producers, has caused to the competitive position of Irish farmers. Support has come at a price.

Those outside farming have no idea of the Byzantine complexity of the rules which govern how much support an individual farmer can get. Farmers' incomes are now more influenced by how well they can play the rules than their skills at animal or crop husbandry.

Production decisions are driven by premiums and support considerations rather than market returns.

The best way to exploit Ireland's comparative advantage in grass production is through dairying, but milk output here has been capped under the quota regime since 1984.

In the same period, dairy production in New Zealand, which has a similar resource base, has streaked ahead. Milk output there has increased by 75 per cent in the past decade. Think what this kind of production increase would do for farm incomes.

Instead, the desire to maximise premium payments has forced Irish farmers into the production of beef and sheep.

In a recent report on the competitiveness of Irish agriculture, Prof Gerry Boyle remarked about Irish beef production that "the sector is very much a residual activity at this stage and would be completely non-viable without the crutch of substantial premia payments".

He also shows that the sheep sector in Ireland would not be viable for the average producer without direct payments.

Payments made to cattle farmers in 2001 on average actually exceeded the income reported on those farms by 40 per cent. The corresponding figure on sheep farms was 11 per cent. The quickest way to increase incomes on these farms would be to decouple premium payments by converting them into area payments as Mr Fischler has proposed in the Mid-Term Review.

But decoupling has been opposed by the main Irish farm organisations and by the Minister for Agriculture and Food.

Furthermore, there has been a significant deterioration in the competitive position of both beef and sheep producers over the past decade.

This cannot be a surprise when farmers must meet artificial extensification criteria to qualify for the maximum level of premiums.

Even dairying will not be competitive without a substantial increase in the average scale of enterprise.

Increasing the average size of farm enterprise is the only way to provide a viable future for farm families in farming.

But because most subsidies are capitalised into the value of land, the price of land has soared while the amount becoming available has virtually dried up.

Agricultural policy needs a total rethink in the light of the challenges it faces. I have previously proposed a commission on farming with the important proviso that a majority of its members should be from outside the sector.

It should be told to prepare a vision for a competitive, non-subsidised production agriculture, with direct payments reserved to targeted objectives to do with the environment, marginal areas and rural poverty. The crucial task of policy must be to free up the land market and to abolish payments for the right to farm, to allow young entrants and dynamic farmers to enter and expand without a fearsome burden of debt.

The way to do this is to redirect subsidies from products and the land to people and targeted objectives.

Targets should be set for increased scale and reduced costs of production.

Expenditure on research and education should be protected and enhanced even at the expense of current income subsidies.

There will be resistance to these proposals because of what I call the "taxi plate problem".

Just as the scarcity of taxi plates was capitalised into the value of a plate before deregulation, so the scarcity of land, quota and premium rights has been capitalised into their value in agriculture.

New entrants and expanding farmers are indifferent about lower farm prices if the price of their inputs is correspondingly reduced.

Those who benefit from high land prices, high milk quota prices and high suckler cow premiums are those who want to leave the industry, not those who want to make their future in it.

Farmers, and the policymakers who will be faced with their demands, would do well to ponder this thought as the tractors are driven to Dublin.

Alan Matthews is Jean Monnet professor of European agricultural policy at Trinity College Dublin and author of the book Farm Incomes: Myths and Reality published by Cork University Press.
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