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KIBRIS ARASTIRMALARI DERGISi

POSSIBLE IMPACTS OF THE
COMMON AGRICULTURAL POLICY OF THE
EUROPEAN UNION ON THE
ECONOMY OF NORTH CYPRUS*

Kamil SERTOGLU
" & Hasan Ali BICAK **

ABSTRACT

Relations of Cyprus and the European Union go back to 1962 when Cyprus applied
for associate membership to the European Community with the consent of both
communities on the island. However, since 1963 all the official talks were carried
out with the Greek Cypriot Administration (GCA) on behalf of the whole Cyprus
disregarding the representation of the Turkish Cypriot Community, one of the
founding partners in the Republic of Cyprus. Association Agreement, which was
signed in 1972 between the GCA and the EC came into force in 1973. Developments
in early 1990’s resulted in the negotiations for membership of GCA to the EU.
Despite the fact that the Turkish Cypriots were not represented in any part of the
process of membership, it is made clear by the EU officials that Cyprus’s membership
would only be possible after a solution to the Cyprus problem.

This study examines the static costs and benefits to the national income of
North Cyprus after membership from the application of Common Agricultural Policy
(CAP), which is one of the basic policies of the EU. The CAP would cause two types
of income transfers between North Cyprus and the EU: (i) direct income transfers
from Turkish Cypriot consumers to the European producers in the form of higher
agricultural prices and (i) budgetary transfers between North Cyprus and the EU.
Using data for 1994 and 1995, it turns out that North Cyprus will have positive
budgetary gains from the EU around $36 m. and net direct income transfers from
Cypriot consumers to EU producers around $4.7 m. minimum and $9.3 m. maximum.

* The Original work was carried out by Kamil Sertoglu as a master’s thesis supervised by
Assoc. Prof. Dr. Hasan Ali Bicak. Authors would like to thank Prof. Oscar Brookins, Prof.
Fikret Goriin and Mr. Unal Akifler for their valuable comments. Still any error or omission is
the responsibility of the authors.

* Kamil SERTOGLU (M.Sc.), Department of Economics, EMU, Gazimagusa, Turkish Republic
of Northern Cyprus. Hasan A. BICAK (PhD), Head of the Department of Banking and Finance,
EMU, Gazimagusa, Turkish Republic of Northern Cyprus.
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accession talks between GCA and the EU officials have started and it is
expected to continue for many years until either a solution to the Cyprus
issue is found or hopes diminish. Although a solution is not seen in the
very near future, it appears that membership of North Cyprus to the EU
could eventually be possible after a solution to the Cyprus issue. Polls
carried out show that 94.9% of the Turkish Cypriots want to join the EU.
11% support joining without waiting for a solution, 42.2% after a solution
to the Cyprus problem and 41.7% after a solution and after Turkey’s
membership.? Thus in this study the effect of Common Agricultural Policy
(CAP) of the EU on North Cyprus is analyzed with this fact kept in mind.
That is, the impact of CAP on North Cyprus is calculated after a federal
solution to the Cyprus problem is found and after a full membership to the
EU is realized.

Agriculture is the backbone of most of the developing countries. This
has always been the case for North Cyprus throughout the history. Agriculture
has been playing a vital role in the economic development of North Cyprus.
Being a small island, Cyprus experiences the disadvantages of having small
internal market and limited natural resources. In 1995 agriculture had a
share of 10.2% in GDP of North Cyprus and 22.5% of the working population
were employed in the agricultural sector. 57.7% of total exports are
agricultural products including the processed agricultural goods. However,
agriculture has not received adequate care in terms of investments. Between
the period of 1977-1995, agriculture received only 8.4% of the total
investments.

In a possible membership, some sectors of the economy will benefit
and some sectors will be adversely affected. The net effect to the economy
is unknown and very difficult to estimate. This study aims to evaluate the
effect of the CAP after membership on the national income of North Cyprus.
The analysis focuses on the impact effect of the application of CAP. Using
data for 1994 and 1995 the net income transfer between North Cyprus and
the EU in 1995 is calculated as if the CAP had been in operation in North
Cyprus. The analysis has been carried out within a partial equilibrium

framework and contains two types of income transfers between North Cyprus
and the EU: (i) direct income transfers from Cypriot consumers to the
European producers in the form of higher agricultural prices and, (i)
budgetary transfers between North Cyprus and the EU arising from
membership. In the study data refers to 1994 and 1995.

In the next section relations of Cyprus with the EU is traced historically
from the application for associate membership (1962) up to the
commencement of the accession negotiations between the GCA and the
EU (1998). Third section gives a brief account of the objectives of the CAP
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2 CYPRUS-EU RELATIONS IN RETROSPECT

Cyprus has close cultural, political,'éocial ar.ld <.aconomic relationg Wit
Europe. After being a part of the British Empire it has developed Specl'

trade links with Europe for more than 100 years especially with the Ul;{il
Since the establishment of the Republic of Cyprus in 1960, uk Was g
major trading partner of Cyprus and UK had been applying Pfeferentjel3
tariffs to the imports originating from Cyprus. When UK applied f(j
membership to the European Community in 1961, Cyprus in fegar of losjnr
UK market, had applied to become an associate member to the EC fo,
membership in 1962 with the consent of both communities on the islang
The Association Agreement was signed between the EC and the “Republié
of Cyprus” at the end of 19725 EC signed this agreement only with the
Greek Cypriot authorities, which excluded the Turkish Cypriots from the
government of the Republic by force after 1963. However the EC aimed at
serving to all the citizens of the island and thus Article 5 of the Association
Agreement states that “the rules governing the trade between the contracting
parties may not give rise to any discrimination between the Member States

or nationals or companies of Cyprus”.6

2.1 Cyprus-EC Association Agreement

The Association Agreement, which entered into force by the beginning of
June 1973, aimed at establishing a customs union between Cyprus and the
EU. Customs Union would involve free movement of goods and services
between Cyprus and EC, and Cyprus would apply the “common external
tariff” of the EC to the goods and services coming from non-member
countries. This would be achieved in two stages. The first stage, which W&
to be completed by the end of 1977, continued until 1987 with annual
protocols because of the problems arising in 1974. After a coup by the
-Gre.ek soldiers from Greece against the “President” Makarios; Turkey using
!ts rights from the Treaty of Guarantee had intervened in 1974. Voluntafy
Sovement of Greek Cypriots to the South and Turkish Cypriot © thj

orth was later formalized with an agreement between Makarios "
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Denktas.” Thus since then the island was divided for the second time, the

first being in 1963.
Negotiations for the implementation o
Association Agreement were carried out by the GCA and the EU and 2

Customs Union agreement was signed in 1987. In these negotiations Turkish
Cypriots were again kept out of the official meetings. Customs Union
agreement aimed to achieve the second stage of the Association Agreement
and it involved two phases (10 years and 4-5 years) in which at the end
(2002) a full customs union would be achieved between the “Republic of
Cyprus” and the EU on all manufactured products and on some agricultural

products like citrus.®

f the second stage of the

2.2 Application of the Greek Cypriot Administration

for Full Membership
embership to the European
¢ Community and European
f the whole of Cyprus. The
pean Commission in
ired by the treaties

On July 3" 1990 the GCA applied for full m
Coal and Steel Community, European Economi
Atomic and Energy Community in the name o
Council of Ministers sent the application to the Euro
September 1990 and asked for their opinion as requ

establishing the EU. ,
On July 1993, the Commission presented its opinion to the Council of

Ministers.? The Council had accepted the opinion of the Commission and

welcomed the eligibility of “Cyprus” for the membership. Furthermore the

Council supported the Commission which expressed the willingness of the

EU to build closer relationship with the “Republic of Cyprus” by the use of
the tools included in the Association Agreement for the transition of Cyprus

towards the unification with the EU in all areas. Special care would be
given to enable the “Cypriot Authorities” to adopt the acquis communitare
and implement it effectively throughout the island. The Council also stated
that if the Cyprus problem was not solved in the near future by
intercommunal talks, the Council would re-examine the application of
“Cyprus” to the EU in 1995. Like the application and its acceptance the EU,
the opinion and the decision of the Council of Ministers was totally rejected
by the Turkish Cypriots. The main reasons for the Turkish Cypriots for
rejecting the Commission’s opinion and the Council’s decision were: () the
Greek Cypriots can not represent the whole island, (ii) the application was
against the Treaty of Guarantee which prevents Cyprus to be a member to
any economic or political organization in which guarantor states are not
members, (iii) the application for full membership was against the Ghali’s
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AY* = 2.(p; =P
1=1

Where pY and pS are the world and the EU prices of the 7th good and Tz‘

is the volume of imports of Country A from the rest of the EU. AY* indicates

a net transfer of income from Country A to the rest of the EU.

With the application of the CAP, the gap between the EU and world prices
will consequently cause a direct income transfer from North Cyprus to the EU.
This transfer is expected to be fairly high because the agricultural imports of
North Cyprus mainly include wheat, barley, sugar, milk pr oducts and beef which
are highly protected in the EU. On the other hand exports of agricultural goods
which are mainly citrus and potato are expected to have some increases in the
incomes of the producers in North Cyprus. In this context North Cyprus will
benefit from the EAGGF guarantee fund. Currently North Cyprus is selling its
agricultural products (citrus and potatoes) to Eastern European Countries and
the EU via Turkey.

The estimates of the direct income transfers from the Turkish Cypriot
consumers to the EU producers are given in Table 1. As a member of the EU
North Cyprus should either import these goods from third countries and pay the
threshold prices or import them from the EU countries and pay the EU price.
When imports originate from third countries, an import levy is imposed such
that the import price plus the levy equals the threshold price. The import levy
revenue goes to the EU budget. When imports originate from the EU countries,
North Cyprus’s cost, insurance, freight (CIF) import prices equals to the EU
market prices plus the transport cost. The market prices of the EU are close to
the intervention prices. Although the details for each product can be different, in
general, if market prices fall below the intervention prices, then intervention
occurs and supplies are withdrawn from the market, until the market prices
become higher than the intervention prices. Thus the threshold prices are used
to estimate the upper limit, and the intervention prices the lower limit of these
direct income transfers. These prices are determined by the Council for most of
the products every year." The following estimates are based on the assumption
that all the imports of North Cyprus originate from the rest of the EU. If these
imports originate from non-member countries, North Cyprus will contribute to
the EU budget by agricultural levies (which is the difference between the world
price and the threshold price), resulting from agricultural imports from non-
member countries. But in any case total effect on national income will be more
or less the same. In the study it is assumed that all the imports of North Cyprus
originate from the EU countries which cost cheaper. North Cyprus would not
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have to pay the agricultural levies since it s assumed that no agricultural imports

are coming from non-member countries. This assumption can hold true since

agricultural imports of North Cyprus can be supplied from EU countries as the
Union has surpluses in those products.

Table 1. Direct Income Transfers from North Cyprus to the EU for 1995 ($).2

1 2 3 4 5 6 7

Product | Quality | Avarage | Threshold | Intervention Max. Min.
(tones) | import price price Income Income

price transfer transfer

(c.if) (4-3)*2 (5-3)*2
Wheat 26,219.0 112.8 213.0 139.4 2,627,145.8 097,425.4
Barley 31,392.0 139.0 213.0 139.4 2,323,082.0 12,557.2
Sugar 2,500.0 400.0 826.4 684.5 1,066,000.0 711,250.0
Maize 430 114.9 213.0 139.4 4218.3 1,053.5
Beef? 693.0 | 1,562.0 | oo 3985.6 |1,679,554.8|1,679,554.8
ButterP 260 | 1,7705 | ~ | 3555.1 46,399.6| 463996
CheeseP | 4000 | 22856 | —eoeme 59714 {1,507,492.2|1,507,492.2
Olive oill 350 | 7465 | ——n 2,124.2 482195| 482195
Total 9,302,110.2 | 4,703,952.2

Notes:
* Average exchange rate for 1995 is 1 ECU=$1.308.

> For these products intervention prices are used instead of the threshold prices.
Source: ‘

1. TRNC Ministry of Economy and Finance (1996), Import and Export Statistics
1995, Nicosia, pp. 1-15.

2. European Commission (1990), Agricultural Situation in the EU 1995 Report,
T/22-T/79. 3. TRNC Ministry of Agriculture Natural Resources and Energy
(1996), Summary of Agricultural Statistics 1975-1995, Nicosia, pp. 51-73.

4. Author’s interview with TRNC Association of Soil Products (1997), for the
average import price of wheat and barley.

The direct income transfer from the consumers of North Cyprus to the
producers of the EU is expected to be $9.302 m. when the threshold prices

are used and alternatively $4.703 m. when the intervention prices are
effective.
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3.2 Budgetary Transfers

As a member of the Community, North Cyprus will have to contribute to
the budget of the EU. These contributions will include:

L. Tariff revenue collected by applying the Common External Tariff
(CET) of the EU,

2. Import levies on agricultural goods imported,

3. A percentage of the value added tax (VAT) revenue.

Countries with relatively large agricultural sectors are expected to benefit
from the application of CAP. North Cyprus has a larger agricultural sector
than the average EU member states. The share of its agricultural output to
its total output was 10.1%'"> compared with 1.8% of the EU as a whole
during the year 1994.'Furthermore North Cyprus is a Mediterranean country
producing and exporting products which are supported mainly through
the budget not through variable levies. Therefore North Cyprus can be
expected to make net gains from the EU’s budget.

Since North Cyprus is not currently a member of the EU, its contributions
are estimated using relevant EC averages. For the EU as a whole, the
percentage of its tariff revenue to total EU imports from non-member
countries was 0.5% for the year 1995."7 By applying these percentages to
the imports of North Cyprus from non-EU countries (which is around $264.1
m.) North Cyprus would contribute $1.320 m. to the EU budget for the
year 1995 ($264.1* 0.5%).'®

In North Cyprus application of the VAT system began in July 1996.
Since the country did not have a VAT system in 1995, its contribution to the
EU budget can be estimated as a percentage of its GDP, This practice was
followed for Greece and Portugal when they first joined the EU. For the EU
as a whole, the ratio of the total VAT revenue of the EU budget to the EU-
GDP was 0.70% for 1995." Using this percentage for North Cyprus whose
GDP was around $745.7 m., its contribution to the EU Budget would have
been $5.220 ($745.7 m.* 0.7%).% '

.Since it is assumed that the agricultural imports of North Cyprus would
originate from other member countries, there would be no contributions
from North Cyprus to the EU budget in the form of agricultural levies.

So total transfers to the EU Budget would be around $6.541 m.
(1.320+5.220). But this amount is the result of membership and not only
the effeCF of CAP. Any member country does these contributions (positive
or n.egfitlve).to the budget of the EU. Thus for adjustment, this total is
multiplied with the relative cAp expenditure-EU budget ratio (52.9%)*' to
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find the approximate payment in the context of the CAP. This amount was
expected to be around $3.460 m. ($6.541 m.* 52.9%).

After membership, North Cyprus will receive funds under the CAP from
the EAGGF guarantee and guidance sections. The guarantee section uses
more than 92% of the total funds for market organization and price support
measures.? As it has been mentioned before, the degree of support varies
among agricultural products and some products are not subject to the CAP
market organizations. Products like cereals, oils, sugar and tobacco absorb
a large percentage of the EAGGF guarantee funds. On the other hand fruit

_and vegetables receive a small portion of the fund’s total guarantee
expenditure. Since the share of fruit and vegetables in total agricultural
production is high for North Cyprus, it can be expected that its agricultural
production would not receive significantly greater amounts of support from
EAGGEF relative to an average EU country.

A measure of the relative EU budget expenditure for agricultural
production of North Cyprus can be constructed as follows:

ZplQE /Zpl
—ZplQE /Zpl

where p¢ and (Q¢are the price and proportions of the 7th good in North
Cyprus and pSand Qel are the price and production of the i'th good in the

Community. E.is the percentage of the value of production of the i'th good
which producers receive from the EAGGF guarantee section. If the proportion
of the value of each agricultural product to total agricultural production for
North Cyprus was equal to the EU average proportion of the same product,
then this measure (F) would be equal to one and agricultural production of
North Cyprus would have the same degree of support (in the form of
receiving funds from the EU) with an average EU country. But, if products
with a higher proportion of North Cyprus’s total agricultural production
than in the EU get a smaller percentage than the average, then value of this
measure (F) is smaller than one. In this case the relative budget expenditure
on agriculture of North Cyprus is lower than the relative budget expenditure
on the EU average.

The measure of relative budget expenditure on North Cyprus’s agriculture
under the CAP can also be written as:
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)
F=| XLAE, |/| 2AE,

where A¢ and Acare the proportions of the 7th good in the total agricultural

production in North Cyprus and the EU respectively. Using the data, this

measure for North Cyprus can be estimated. The percentage of the total

expenditure of the EAGGF guarantec section to total agricultural production

of EU was 16.0% (Ek“Ei=O.16O).23

This has been calculated by dividing the total amount spent on the guarantee

section by the value of total agricultural production. The same percentage

for North Cyprus is estimated and found to be 22.5% (Table 2). Thus the

value of measure of relative budget expenditure for 1995 would be 1.407,

that is, the agricultural production of North Cyprus will receive funds from
the EAGGF guarantee at a rate of 140 % of the funds, which the average EU
country’s agricultural production would receive.

Columns 2 and 5 in Table 2 give the breakdown of the agricultural
production of the EU and North Cyprus respectively. Column 3 gives the
amount spent for each category in 1994. In column 4 E. shows the fund’s
expenditure on each product as a percentage of each product’s value of
production. Some products are highly supported through the budget. e.g.
cereals. However the expenditure on fruit and vegetables, for the same
year was very small in proportion to their value of production. In column
6, relative support to the agricultural sector of North Cyprus is calculated. It
is important to note that the high share of cereals within agricultural
production of North Cyprus is one of the important elements to reach the
value of 22.5% at the end of Table 2. This percentage is higher than the EU
average.
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able 2 Relative EU Support to the Agricuttural Production of North Cyprus for the year 1995.

1 2 3 4 5 6
(%) (m.$) )| O

Product A | pQE, E| A |QsE) 00
Cereals 8.7 | 19,063.0 749| 185 13.9
Fruit & Vegitable 158 | 28520 62| 349 2.2
Milk Products 18.5 5,581.0 12.7 9.1 1.2
Beef/Veal 211 | 63920 | 150| 22 03
Sheepmeat/Goatmeat 1.9 2,194.0 38.8 6.1 2.4
Eggs & Poeltry 75 228.0 18| 9.6 0.2
Others 35.7 | 11,952.0 1261 19.6 2.5
Total 100.0 | 48,261.0 100.0 225152

Notes:  Data in columns 2, 3 and 4 are for the year 1994.
Source: 1. Column 5 is obtained through an interview at the Prime Ministry with

experts.

2. European Commission, The Agricultural Situation in the EU-1995 Report,

pp-T/100-T/102.

In estimating receipts of North Cyprus from the EAGGF guarantee
section, we can rewrite equation 3 as:

DHOE =FQAE (W X)=QEEN2AT)

Multiplying 22.5% with the total agricultural output of North Cyprus ($75.827
m. for 1995), total receipts are found to be $17.073 m.
North Cyprus will also receive funds from the EAGGF guidance section, to
improve the productivity and strengthen the structure of its agricultural
sector. The expenditure of this section of the fund in 1994 was 1.33% of the
EU’s agricultural production. However, Portugal and Greece received support
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at the amount of 15.9% and 3.1% of their agricultural outputs respectively.
The relative support of the guidance section to the agricultural sector of a
member state is closely related with the agricultural productivity of that
state. For example, Portugal has the lowest productivity and thus it has the
highest relative share of support for its agricultural sector. The support
received from the EAGGF guidance section by Portugal is around 15.9% of
its agricultural output. Greece has the second lowest productivity and it
receives the second highest contribution, which is about 3.1% of its
agricultural output. The productivity of the agricultural sector of North
Cyprus was $2740 per employed person in agriculture in 1994.* On the
other hand Portugal’s productivity was around $7448 which was 2.7 times
higher than the productivity of North Cyprus.” So it will not be very
optimistic to expect a support for the agricultural sector of North Cyprus at
least twice the proportion received by Portugal. The relative share taken in
our calculations is 30% of agricultural output of North Cyprus.

As a result, agricultural sector of North Cyprus is expected to receive
around $22.748 m. ($75.827 * 30%) from the EAGGF guidance section to
improve its productivity and invest in its infrastructures.

3.3 Total Income Transfers between the EU
and North Cyprus under the CAP

An account of the budgetary transfers between North Cyprus and the EU is
given in Table 3. According to this, if North Cyprus had been a full member
of the EU in 1995, its net receipts from the EU’s budget would have been
around $36.371.
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