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In the CAP

w Because reliance on market intervention/price
stabilization has declined?

w Because (international) markets have become
more volatile?

w Because macr@conomic risk has increased?

w Because risk management is the least
controversial type of policy?
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1. Current risk policies under the CAP
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w The CAP still relies (too) much on market price
support (35% of the EU's PSE in 2008)
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w Specific riskrelated policies play minor role in CAP
(but larger in some Members states)

w But large direct aids have significant (implicit) risk
reducing effect




Direct aids in the CAP: a factor. of stabilil

Factor income and direct aids in EU25 agriculture, 2008
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2. A few principles
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ODbjectives need to be defined

w Why is government action considered necessary?
¢ market failure (farmers cannot manage risk efficiently)?
¢ equity (farmers are too poor to absorb risk)?

w What type of risk is to be managed?
CYlFUOdzZNF f 646SEFUIGKSNE LISads RA
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¢ short or long term? (e.g. volatility versus annual prices)

w Which level is relevant?
¢ Individual farm, region, nation, EU?
¢ Yyield, revenue, income?
¢ individual products, total farm’?}

holistic approach
IS appropriate!
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w Which degree of risk is concerned?
¢ normal
C Insurable
¢ catastrophic

w Which risk approach is appropriate?
¢ risk reduction or risk mitigation/coping?
¢ ex ante or ex post?

w Risk management or support?
¢ e.g. volatility or level of price?
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Private or public action?

w How far can private actors help to manage risk?

¢ with or without subsidies?
¢ with or without government guarantees?

w What is the government's role in institution
building and human capital formation?
C co-operatives, contract farming
¢ futures markets, insurance, mutual funds
¢ SRAzOF A2y X UNIXAYAYy3I X

w How can crowding out of private activity be
avoided? (Past CAP crowded out private risk

management tools)
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3. Risk management
and the future of the CAP
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relief, crop insurance and similar approaches

w they exist already at national leved with wide
variation across Member states,
and possibility of cefinancing from Pillar |

w It 1s whether there should be a new EWwide
system under the CAP pof013

w Distinction needed between
C substantive considerations
¢ political economy perspective




Substantive considerations (1)

w A new EUwide regime would be expected to focus
on market risk
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reform, international markets

w EUwide approach would essentially mean:
some form of an income safety net




Substantive considerations (2)

w Parameters would have to consider WTO green
box criteria ( >30% / <70% rule)

w EUwide safety net could become very expensive

w Major re-distribution of transfers would occur, as
volatility of farm income varies widely between
¢ product sectors (fruit, vegetables, pig more volatile than
other sectors)

¢ countries/regions (North and South more volatile than
Center)
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Regional pattern of income risk

In EU agriculture

Source: European Commission Joint Research Center, 2008
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