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This study provides a territorial proposal for a future CAP applied in accordance with 
the multifunctionality principle. This would mean moving from an essentially sectoral to 
a more territorially oriented policy, in which measures are applied differentially in the 
existing types of rural areas and holdings. 

Among the advantages of the approach is the enhancement of the CAP’s impact on 
territorial economic and social cohesion, and the compliance with the multilateral trade 
agreements on agriculture in place and under negotiation. The relevance of this proposal 
is enhanced by the realisation that the 2003 CAP will have to be overhauled again very 
soon. 

 
 
 

IP/B/AGRI/ST/2004_009 
 
 
PE 355.359           EN  

  



 

  



  Multifunctionality and the CAP Reform 

 
Executive Summary 
 
 
1. Territorial proposal 
 
To date the territorial impact observed after decades of implementation of the CAP is a growing 
concentration of agricultural aid in but a few holdings, coupled with the precipitous 
disappearance of territorial agriculture in many rural areas, in particular economically 
“backward” areas. The present proposal aims to contribute to the practical integration of 
multifunctionality in the new CAP, in the awareness that this will mean moving from an 
essentially sectoral to a more territorially oriented policy, in which measures are applied 
differentially in the existing types of rural areas and holdings. 
 
The EU, along with much of the rest of the developed world, has seen the consolidation of a 
dual agricultural model: “territorial” agriculture and “commercial” agriculture. These two 
categories of agriculture are characterised by the presence of clearly different types of holdings. 
The evolution in the EU of these different categories of holdings over the last few decades has 
followed a pattern of adjustment (decrease in number of farmers) and restructuring 
(concentration of holdings).   
 
The introduction of the notion of multifunctionality in the characterisation and definition of the 
European agricultural model in recent years has prompted a debate that has taken a more 
theoretical than practical turn. Internationally, the use of the multifunctionality principle has 
often been regarded to be a new way to defend a particularly protectionist agricultural policy in 
Europe. But, while it is true that farming is not the only multifunctional economic activity, it is 
no less certain that no other has such a widespread impact on the countryside and natural 
resources. It is consequently proposed that the definition and application of policy measures 
under the new CAP should horizontally incorporate the characteristics of the various territories 
covered. 
 

2. Effects of the proposal 

 
Application of this proposal will have many wide-ranging consequences. From an internal 
perspective, the enlarged EU faces a dual challenge: to achieve sufficient economic, social and 
territorial cohesion and to maintain suitable and financially viable common policies. The CAP is 
deeply involved in the achievement of these strategic objectives, since it has a sizeable impact 
on cohesion and continues to account for the major share of the Community budget. 
 
The new EU also has to rise to important external challenges: to maintain and improve its 
member countries’ economic position in a globalised world through well-balanced trade 
agreements, and to further the economic development of vast areas and countries with which it 
has historic bonds. Here also, the CAP is directly involved in the objectives sought, particularly 
through agricultural agreements reached with the World Trade Organisation (WTO). 
 
An analysis of the CAP’s presumed impact on economic and social cohesion, drawing from the 
Commission’s periodic reports on cohesion and the chief results of the surveys on which they 
are based, shows that inter-regional income disparities have been maintained over time and that 
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personal income distribution is even more uneven than before. Despite the CAP, in many 
countries there are pockets of economically disadvantaged social groups that engage in farming 
and a high percentage of the rural population still lives below the relative poverty line.  
 
Ever since agriculture has been included in multilateral trade agreements, the CAP has had to 
adapt its measures and instruments to comply with their respective provisions. Just as the 1992 
reform facilitated the Marrakesh Agreement, the 1999 and 2003 reforms should contribute to the 
successful conclusion of the Doha Round. This proposal would substantially reinforce the 
possibility of consolidating acceptance of the reformed CAP under commitments already 
acquired or in outstanding WTO negotiations.  
 
3. A proposal for the future 

 
The application of the principle of multifunctionality will make more and more sense as the 
contradictions inherent in the new CAP begin to surface. It will then be better understood that 
what is truly relevant is the rural territory conceit and that the CAP is justified and legitimised 
where differentially applied on the basis of types of territories - where farming serves multiple 
purposes - and types of farmer-holdings - according to their actual need for support. 
 
The relevance of this proposal is enhanced by the realisation that the 2003 CAP will have to be 
overhauled again very soon. The budgetary inviability of its upcoming entry into force, coupled 
with both its failure to respond to the territorial imbalance of the enlarged EU and the need to 
facilitate stable multilateral trade agreements, will in all likelihood lead to further CAP reform. 
Given these prospects, debates will not centre on mere balance sheets showing what one or 
another country will continue to receive from the CAP, but on assessments of how many and 
what type of farmers, located in which territories, will be able to continue to farm in the future 
in each country. 
 
Finally, this proposal provides a way to progress towards the achievement of more sustainable 
rural development, the strategic objective that should inform any agricultural policy. Indeed, 
this proposal interfaces with the new reality of a much more rural EU-25, in which sustainable 
development of the countryside would truly be an objective of cohesion policy. 
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1.  Multifunctionality: unapplied principle 
 
The new Treaty establishing a Constitution for Europe reasserts and consolidates common 
policies to a) reduce “disparities between the levels of development of the various regions”, with 
explicit reference to “rural areas” and pursuant to Economic and Social Cohesion policies1; b) 
formulate a Common Agricultural Policy in which account is taken of the characteristics 
resulting “from the social structure of agriculture and from structural and national disparities 
between the various agricultural regions”2, and authorise the granting of aid in particular “for 
the protection of enterprises handicapped by structural or natural conditions”3; and c) define an 
environmental policy containing measures that “affect town and country planning, quantitative 
management of water resources…. and land use”4. Therefore, the new Treaty provides a 
legislative outline that substantiates and legitimises the proposal set out below: a future CAP 
applied in accordance with the multifunctionality principle. 
 
The introduction of multifunctionality and its official consecration by the European Councils of 
Luxembourg (December 1997) and Berlin (June 1999) has barely given rise to any specific 
initiatives in the successive reforms of the CAP, a failing to which European Parliament itself 
has drawn attention5. On the contrary, the new regulations on market policy (primarily 
Regulation 1782/2003) and rural development (Regulations 1257/1999 and 1783/2003) make no 
explicit mention of multifunctionality, nor do they introduce any applicable measures deriving 
from this principle. And this, be it said, is despite the radical thrust of some of the changes 
underway, particularly decoupling and the single farm payment, and in spite as well of the 
expansion of rural development measures. 
 
The present proposal aims to contribute to the practical integration of multifunctionality in the 
new CAP, in the awareness that this will mean moving from an essentially sectoral to a more 
territorially oriented policy, in which measures are applied differentially in the existing types of 
rural areas and holdings. A CAP embracing a market policy detached from the various sectors 
of agricultural production and persisting in an uneven and unjustified distribution of aid 
jeopardises not only its own legitimacy, but the ongoing existence of farming in vast expanses 
of the countryside where the activity needs to be maintained for economic, social and 
environmental reasons. In short, the idea is to further a CAP that favours more sustainable rural 
development. 
 
To date, however, the territorial impact observed after decades of implementation of the CAP is 
a growing concentration of agricultural aid in but a few holdings, coupled with the precipitous 
disappearance of territorial agriculture in many rural areas, in particular economically 
“backward” areas “. Inasmuch as these two developments are inter-related, it may be sustained 
that “the future of many rural areas is linked with maintaining this “territorial agriculture” and 
that “this kind of agriculture, because of its contribution to the maintenance of employment and 
rural population and its multifunctional character, is an asset for a more sustainable rural 
development” (Regidor, 2003:176). 
 

                                                 
1 Treaty Article III-220 .  
2 Treaty Article III-227 .  
3 Treaty Article III-230 . 
4 Treaty Article III-234 . 
5 Resolution 2003/2048(INI). 
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The proposal, then, is for the new CAP to introduce multifunctionality as a general criterion in 
the definition of several of its chief measures and instruments. In a nutshell, the suggestion is to 
apply such measures by type of rural area and holding, so the single payment laid down in 
market policy and the compensatory allowances established in rural development policy can be 
modulated in keeping with territorial functionality and the functionality of the different types of 
farm holdings. This will call for a revision of rural area typology and the introduction of a 
category in the existing regulations to accommodate holding types. 
 
A number of the inferences inherent in this proposal will admittedly condition its acceptance, 
but generally speaking the consequences would be clearly beneficial. Foremost among the 
advantages of the approach is the enhancement of the CAP’s impact on territorial economic and 
social cohesion, thereby reinforcing its legitimacy. Appreciable budgetary savings may also be 
secured, without forfeiting financial neutrality among countries. Inclusion of the principle 
would, furthermore, facilitate compliance with the multilateral trade agreements on agriculture 
in place and under negotiation. In short, the proposal is advanced in the context of a future CAP 
which, for a number of reasons, will have to be further revised in the very short term. 
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2.  Social and territorial impact of the CAP: perverse effects 
 
2.1.  Social concentration of aid 
 
The uneven distribution of aid among beneficiaries is notorious and the Commission has, in fact, 
officially acknowledged that “the CAP continues to support the development of large 
specialised units at the expense of small and medium-size farms, which play a major social and 
economic role in a number of regions” (EC, 2001:85). But such criticism has had little if any 
follow-through in proposals for improvement, as can be seen in the scant incorporation of “aid 
modulation” into the CAP. 
 
More than that, the successive reforms of the CAP have seriously aggravated this lack of equity, 
measured by the growing imbalance in the distribution of “production subsidies” among 
holdings of different economic sizes (Graph 1, Annex 1). It will be noted that while the average 
benefit rate (ecus/AWU) rose in all holdings with the 1992 CAP reform, growth was three-, 
four- and five-fold for the medium-size, large and very large economic size units, respectively. 
The outcome has been that whereas prior to reform the very large holdings accounted for the 
bulk of the subsidies, after the reform the medium-size and especially the large holdings 
accounted for an even greater share6. 
 
Other official indicators clearly show the uneven distribution of the 2000-2002 “direct 
payments” that are going to be used as a baseline for establishing the future “single payment” 
that is to be decoupled from production (Graphs 2 and 3, Annex 1). Indeed, payment 
concentration is densest among beneficiaries receiving medium-size, large and very large sums 
(over €5,000) while there are many more beneficiaries receiving small and very small sums 
(under €5,000). Hence, the financial returns generated by agriculture (the sum of income from 
market sales plus subsidies) go to a smaller and smaller number of holdings of larger and larger 
economic size. In other words, the CAP is engineering a loss of social cohesion within the EU. 
 
Therefore, the consequences of this concentration of aid are both economic and social. In short, 
the CAP reinforces the unequal distribution of agricultural income among farmers, a growing 
portion of whom - the ones with small holdings - are pressed into turning away from agriculture 
or in any event into seeking new sources of rural income (“multi-activity”). “Part-time farming” 
is thus becoming the rule rather than the exception among this type of holdings. In this same 
vein, with a the systematic destruction of employment, European agriculture has nearly halved 
its workforce in the last 20 years, with the concomitant impact on social groups as numerous as 
those that depend on “family farming”. 
 
But there are territorial consequences as well. The social concentration of aid has a huge 
territorial impact: the disappearance of holdings is on the rise. Actually, as several reports 
written for the commission7 show, the CAP’s contribution to territorial economic convergence 
is, generally speaking, very questionable, both among States and among regions. In terms of 
intensity (total support per AWU), for instance, aid concentration has been highest in some of 
the more economically advanced regions (territories) where the most productive holdings are 
located (see Map 1, Annex 1). As a result, the level of support reaching many of the more 
                                                 
6 This type of conclusions was ratified by the Commission in the Third Report on Economic and Social Cohesion 

(EC, 2004a: 126). 
7 The reference here is to the preparatory reviews for the Second and third Reports on Economic and Social 

Cohesion. 
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economically backward rural areas is declining, in light of the type of holdings that prevail in 
such areas. The CAP does not appear to be contributing to interterritorial cohesion. 
 
2.2. Disappearance of territorial agriculture 
 
The EU, along with much of the rest of the developed world, has seen the consolidation of a 
dual agricultural model: “territorial” agriculture and “commercial” agriculture. These two 
categories of agriculture are characterised by the presence of clearly different types of holdings 
(see Table 1). Territorial agriculture accounts for the larger number of holdings, and 
commercial agriculture for the greater amount of farmland and economic results (including 
subsidies), whereas the two contribute more or less equally to employment (see Graph 1, Annex 
2). More specifically, “while a ‘commercial’ agriculture minority in number of holdings has the 
majority of economic results measured by the participation in the total Standard Gross Margin, 
subsidies included, a ‘territorial’ agriculture majority in number of holdings remains important 
as a source of employment measured by the number of Annual Work Units engaged and in 
geographical terms (farmland)”, (Regidor, 2003: 181).  
 
Table 1. Territorial and Commercial agriculture 
 

“Territorial”: 
• Small and medium-size farms: small 

geographical and economic dimension.  

• Minority farmland, production and 
results: little land and low proportional 
market value of agricultural products 
sold.    

• Maintenance of employment and rural 
population: high level of farming 
occupation in some rural areas.  

• More multifunctional?: attention and 
preservation of natural resources and 
cultural traditions in less economic 
developed territories. 

“Commercial”: 
• Medium-size and big farms: modern and 

viable farms due to their economic 
dimension. 

• Majority farmland, production and results: 
high geographical and economic 
importance, retaining a large part of 
agricultural incomes. 

• Linked with international markets: their 
products are often commodities affected by 
world prices.  

• Less multifunctional?: intensive agricultural 
technologies and their impact on territorial 
and ecological degradation.  

 
Source: Coulomb P. (1993) and Regidor J.G. (2000).  
 
The evolution in the EU of these different categories of holdings over the last few decades has 
followed a pattern of adjustment (decrease in number of farmers) and restructuring 
(concentration of holdings). The CAP prompted this conversion to make European agriculture 
more competitive, but insufficient consideration has been given to the fact that maintaining this 
type of farming in several rural areas was necessary to ensure sustainable rural development. 
 
European agricultural adjustment is still incomplete in some of the EU-15 countries and is 
outstanding altogether in the new EU-10 nations. The data on the agricultural workforce broken 
down by different type of rural area in the EU-25 provides an approximate view of the 
immensity of this challenge: the active population engaging in farming is sizeable in vast 
expanses of countryside (see Map 1, Annex 2). These adjustment processes, moreover, are 
characterised by declining numbers of workers in certain occupations, especially those related to 
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“family farming”, and a growing number of “agricultural employers” and “employees”8. 
Therefore, adjustment entails the disappearance of territorial agriculture across vast rural areas. 
 
Recently, however, European agriculture has been restructured less intensely than it has been 
adjusted (Graph 2, Annex 2). Indeed, on the one hand, restructuring took place decades ago in 
the Central and Northern European countries. And on the other that it has proceeded slowly in 
the Southern European countries, where scant encouragement has been provided by policies on 
agricultural structures or where, in lieu of this solution, farmers have tended to change their 
occupation altogether or to reduce the amount of time they devote to farming9. Even so, certain 
significant changes can be observed: the loss of relative importance of territorial agriculture, 
particularly in terms of its share in economic results, employment and farmland (with a 10-point 
slide in total SGM, AWU and UAA), has gone hand-in-hand with the growing predominance of 
commercial agriculture, primarily due to the rise in the relative weight of “very large” holdings 
(their SGM, AWU and UAA figures doubled, from 23 to 42%, 9 to 18% and 15 to 30%, 
respectively). Particularly in the enlarged EU, the restructuring that is still outstanding will 
essentially affect territorial agriculture, whose important role in many rural areas justifies 
measures to favour its survival. 

                                                 
8 The experience of some Southern European countries, such as Spain, is conclusive in this regard (Regidor, 2002). 
9 In some countries, such as Spain, this trend may be described as “unfinished rationalisation: closer to an 

adjustment than to restructuring” (Regidor, 2002). 
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3. Multifunctional CAP implementation 
 
The introduction of the notion of multifunctionality in the characterisation and definition of the 
European agricultural model in recent years has prompted a debate that has taken a more 
theoretical than practical turn. Internationally, the use of the multifunctionality principle has 
often been regarded to be a new way to defend a particularly protectionist agricultural policy in 
Europe10. And yet this principle, although unapplied, has very ambitious objectives, forms a part 
of the Community acquis and is even addressed in the European Spatial Development 
Perspective, whose political mission includes furthering “diversified development strategies, 
sensitive to the endogenous potentials in the rural areas and which help to achieve an 
endogenous development (including the promotion of multifunctionality in agriculture)” (EC, 
1999: 24). 
 
For this principle to be applied, due consideration must be given to the rural territory, its 
conservation, recovery and sustainable use for farming or any other type of economic and social 
activity required by society. Because, while it is true that farming is not the only multifunctional 
economic activity, it is no less certain that no other has such a widespread impact on the 
countryside and natural resources. It is consequently proposed that the definition and application 
of policy measures under the new CAP should horizontally incorporate the characteristics of the 
various territories covered. More specifically, the idea would be to introduce differential 
application by type of rural area, where farming plays a variety of roles, and by type of farmer-
holding more or less in need of support. This proposal would affect the CAP as a whole, both as 
regards market and rural development policy. 
 
3.1.  A new typology for rural areas 
 
The methodology commonly used to measure rurality in OECD and European Union countries 
(OECD, 1994 and European Commission, 1997a) has proved useful for international 
comparisons. Such methodology does not, however, provide for the suitable delimitation of 
rural areas within specific regions and, in particular, it makes no provision for distinguishing 
among the rural areas comprising a region on the grounds of their diversity. It does not suffice to 
delimit a country’s rural territory; rather, the differing degrees of rurality of the areas in a region 
and their level of economic development must also be measured to be able to assign them to the 
different categories of a “rural area typology” (Regidor, 2004: 6). 
 
The introduction of the “less favoured area” notion has had a very limited impact on the 
application of the CAP, despite the vast areas declared as farmland in most EU countries. The 
economic importance of the “compensatory allowances”11 paid to farmers has been uneven, 
depending on the surface area declared by each country, the number of potential beneficiaries 
and the sums agreed to (which ranged from €25 to 200 yearly, per hectare). Payments made 
under “the accompanying measures for agri-environmental support and afforestation of 
agricultural land” 12 have acquired even greater importance, due to the large sums involved and 
their multi-yearly, cumulative nature, although no predetermined area breakdown has existed for 
such allowances. 
                                                 
10 Some multilateral organisations have conducted a truly “deconstructivist” analysis of this concept, stressing the 

need “to avoid policy developments that are ineffective, inefficient and costly and that risk to conflict with 
international obligations…as a result of trade effects” (OECD, 2001: 24).  

11 Articles 17 to 21 of Regulation 1257/1999. 
12 Articles 22 to 24 and 31 of Regulation 1257/1999. 
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The types of rural areas set out in the proposal for a new regulation13 can be summarised as: 1) 
mountain areas, 2) areas with natural handicaps, other than mountain areas, 3) Natura 2000 
agricultural areas, and 4) areas afforested for environmental reasons. The first two categories in 
this classification have a long tradition in the CAP, whereas the last two are relatively new and 
outstanding approval or delimitation. In this classification, the definitions are based on 
productive criteria in classes 1) and 2), on partially environmental criteria in 2) and exclusively 
on environmental criteria in 3) and 4). What might be called into question here is whether 
maintaining areas defined exclusively in terms of farming production is consistent with a new 
CAP where the aim is to “decouple” aid from production, and more generally, with the 
multifunctional objectives of a CAP better adapted to the new EU Treaty. 
 
A new rural area typology defined along the lines of multifunctional criteria can be derived from 
typing the countryside in terms of the existing degrees of rurality and level of economic 
development. A basic rural typology is proposed, inspired by the traditional analyses conducted 
by the Commission on the future of the countryside in Europe (EC, 1988) and based on the 
types of rural areas normally used by OECD-EUROSTAT, but revising and enlarging on some 
of the standards in place. This basic classification is, moreover, further refined by including 
some of the types of areas provided for in the future regulation on rural development. This new 
of rural area typology is set out and justified in Annex 3. 
 
Such an area typology (see Table 2) may be defined qualitatively, considering “backward areas” 
to be those with “low population density and income, where farming prevails and which are 
often geographically isolated”, “intermediate rural areas” to be those “at a fair distance from 
large urban clusters, with employment chiefly in the primary and secondary sectors” and 
“integrated rural areas” to be those with “a growing population, prevalence of secondary and 
tertiary sector employment although the land is still devoted to agricultural use, and relatively 
close to large cities” (Regidor, 2000: 44). But the typology proposed rests on quantitative 
indicators, inasmuch as it has an instrumental aim: it pursues the general objective of 
establishing grounds for discrimination with regard to the CAP assistance received by the 
various area types. Specifically, it would make it possible to modulate the levels of aid to which 
a given holding is entitled depending on the eligibility of the respective area. 
 
Table 2. New rural area typology 
 

Types of rural areas 
Mountain 
Natura 2000 Backward 
With protective afforestation 
Mountain 
Natura 2000 Intermediate 
With protective afforestation 
Mountain 
Natura 2000 Integrated 
With protective afforestation 

 
 

                                                 
13 Article 47 of the Draft Regulation on Rural Development. 
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Clearly, the utility of this area breakdown will depend on how operational it proves to be in 
constituting a territorial point of reference for application of the CAP. The expanses of land 
classed as “less favoured” or foreseen as “Natura 2000” areas (see Maps 1 and 2 in Annex 3) 
shows that practically 90% of the countryside in the EU could be classified under some area 
type; this fact reinforces the viability of the present proposal, which would cover 100% of the 
rural land. In practice, it will be possible to assign any rural area to some category within the 
rural area typology. 
 
An example of application (the region of Estremadura, Spain, Objective No. 1, with a GDP of 
just 59% of the EU-25 average) is provided in Annex 4. As the annex shows, all the areas have a 
rural zone classification, and the region can be further characterised as having a predominance 
of backward rural areas, a significant number of intermediate and even a few integrated rural 
areas situated around the two major cities. With the methodology used, the share in the 
assistance warranted in each area can be determined on the basis of the degree of rurality and 
level of economic development and in a manner consistent with a region’s socio-economic 
characteristics. The delimitation of the new “less favoured” and “Natura 2000” areas must also 
be accommodated to complete such a scheme. 
 
3.2. Different types of holdings 
 
CAP application, as regards both market and farming structure policy, has traditionally involved 
certain criteria to differentiate between categories of beneficiaries. Hence, certain types of 
sectoral aid have favoured “small farmers” or encouraged support for modernizing “family 
farms”. Such positive discrimination has generally been based on criteria relating to the levels of 
aid received or of standard farm income by holding. And yet in the practical application of the 
CAP use has not been made of a holding typology such as the one set out by the Farm 
Accounting Data Network (FADN) itself, which distinguishes holding types by economic size. 
 
The statistics available today (EUROSTAT database and the EU-15 national statistics 
services14) provide information, for instance, on the territorial distribution of holdings by 
economic size. Greater analytical than practical use has been made of this highly valuable 
information, inasmuch as it is not employed as a condition in the allocation of the chief types of 
aid under the aegis of the CAP, such as “direct payments”. Graph 1 of Annex 5 shows and 
justifies a holding classification using a series of quantitative indicators to weigh each 
component in terms of its chief socio-economic characteristics. 
 
In short, territorial agriculture comprises large numbers of “marginal” holdings and, generally 
speaking, a much less significant number of “small” holdings (77.4%), that account for a 
substantial share of total employment (50.5%) and cover a significant portion of farmland 
(32.7%). The importance of these two types of holdings, measured in terms of their share in 
economic results (aid included), is very small (18.1%), for which reason the total support 
received from the CAP is very limited. Commercial agriculture, in turn, comprises a fairly small 
number (22.6%) of “medium-size”, “large” and “very large” holdings, which also account for a 
considerable share of employment (49.5%), cover the largest portion of farmland (67.3%) and, 
above all, take the largest share of the overall economic results (81.9%). The economic 
importance of any of these three latter types of holdings is greater than all of territorial 
agriculture combined, and the support they receive from the CAP is directly proportional to 
their size, accounting, therefore, for the vast majority of such aid. 

                                                 
14 Confirmation of whether or not this is equally true for the new EU-10 Member States should be sought. 
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This dual composition of the agricultural sector, while particularly prevalent in the Southern 
EU-15 countries (Spain, Greece, Italy and Portugal) due to their farming structures, nonetheless 
exists to a greater or lesser extent in all fifteen15, and more acutely in the new EU-25. 
Nonetheless, another question to be analysed, and one of greater relevance, is whether the CAP 
has reinforced this imbalance in holding types with its scheme for distributing support. 
Observing developments in a characteristic country such as Spain, where such structural duality 
prevails, clearly shows that the concentration of revenues has grown remarkably in the last ten 
years, under the combined and simultaneous effects of the receipt of full subsidies – as a result 
of the conclusion of the transition period for incorporation into the CAP - and the entry into 
force of the 1992 reform. While the share of marginal and small holdings in the total standard 
gross margin (SGM) waned, the shares of medium-size, large and especially the very large 
holdings grew… (medium-size holdings doubled and large and very large holdings nearly 
trebled their shares during that period), (see Graph 2, Annex 5).  
 
The above, however, is a holding - not a farmer - typology, and should therefore be further 
refined by some additional indicator that defines the beneficiaries of aid (“employers”, or 
“holding owners”). This involves taking account of the different degrees of devotion to farming 
by “holding owners”. It is generally acknowledged that territorial agriculture is conducted 
primarily by part-time farmers, whereas commercial agriculture is engaged in more intensely by 
full-time farmers or those who claim it as their primary activity. The increased economic size of 
holdings indisputably contributes to the professionalisation of farmers, but there is a significant 
proportion of part-time farmers in several types of commercial agriculture as well. 
 
A farmer-holding typology can accommodate discrimination in the share in CAP assistance, if 
holding functionality is acknowledged to differ depending on socio-economic categories and 
area type. If it is assumed that “territorial agriculture” is more multifunctional than “commercial 
agriculture”, in particular when situated in some of the types of rural areas defined in the 
foregoing, information would be required on exactly which category of the holding typology 
farmers receiving aid are assigned to. 

 
Table 3 shows this farmer-holding typology. Briefly, it consists of four categories (professional 
or non-professional farmer on a territorial holding, and professional or non-professional farmer 
on a commercial holding). This classification, like the rural area classification, is based on 
quantitative criteria and would likewise have an instrumental aim: to allow for the positive 
discrimination of aid beneficiaries who are professional farmers, within each type of holding. A 
more complex classification might also be devised by introducing the various types of holdings 
in each category (marginal, small, medium-size and so on). 

                                                 
15 The Commission openly acknowledged this situation in the Agenda 2000 (EC, 1997b). 
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Table 3. Farmer-holder typology 
 

Farmer type Holding type 
Professional Non-professional 

Territorial 
• Marginal 
• Small 

 

 
FTF or FPA 

 
Ptf 

 

Commercial 
• Medium-size 
• Large 
• Very large 

 

 
 

FTF or FPA  

 
 

Ptf 
 

 
FTF: Full-time farming (100% of working hours devoted to farming).  
FPA: Farming as primary activity (50% or more of working hours devoted to farming).  
Ptf: Part-time farming (less than 50% of working hours devoted to farming). 
 
Application of this typology in a specific geographic area (Spain, for instance, as described in 
Annex 5, Table 1) reveals significant differences between the various farmer-holding units. 
Marginal territorial agriculture (77% of holdings) cannot be practised professionally, but rather 
has become a supplementary activity for non-agricultural workers, whereas small territorial 
agriculture (11%) is conducted by a more or less equal number of professional farmers and non-
agricultural workers. While the highest rates of professionalism are to be found in medium-size 
(9%), large (2.5%) and very large (0.5%) commercial agriculture, a substantial number of part-
time farmers also engage in this type of agriculture16. 

                                                 
16 Consideration would have to be given to the growing proportion of “corporations” in commercial agriculture. 
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4. Differential and territorial support 
 
The combination of the two classification schemes -rural area and farmer-holding- is the starting 
point for building a basic multifunctional matrix to be used for the differential and territorial 
application of CAP support (Table 4). Such a matrix, consisting of three types of rural areas and 
two main types of beneficiary farmer-holdings, can be used to allocate the main aid payments. 
In addition, it can be adapted to a more detailed breakdown of categories to distinguish between 
market and rural development support policies, to accommodate the specifics of their respective. 
 
Table 4. Basic multifunctional matrix for applying the CAP 
 

Type of holding Type of rural area 
Territorial Commercial 

Backward  A 1 B 1 
Intermediate  A 2 B 2 
Integrated  A 3 B 3 

 
The crucial question, once the two types of classification schemes are set up, is to establish the 
priorities for applying CAP measures to the various categories. If it is felt that the CAP should 
favour the most multifunctional and least economically developed holdings in the rural-most 
areas, a higher level of support should be granted to territorial than commercial holdings, and 
such support should focus more on certain types of rural areas (i.e.: A1 > B1 and A1 > A2, and 
so on, where A1 is the unitary support received by a territorial holding in a backward rural 
area). If this is accepted, this multifunctional matrix would constitute a filter for redistributing 
the aid to which any given beneficiary farmer may be entitled. In other words, this “matrix” 
would not affect the definition of the aid set out in the regulations, but merely establish the 
machinery to apply different levels of unitary support, which would vary with the type of 
beneficiary and rural area. 
 
In order to implement the proposal, however, the above basic multifunctional matrix has to be 
determined by a matrix of variable multifunctionality coefficients. Annex 6 proposes a 
methodology for estimating these coefficients on the grounds of the relative share of assistance 
received by the various types of holdings and areas (a1, b1,  etc.). The aim is to establish 
corrective multifunctionality coefficients (α1, β1, etc.) based on the current distribution of aid - 
which shows the degree of imbalance to be corrected - to proceed to redistribute aid, in the 
understanding that the total amount of support available is not subject to change. Determining 
the values of such coefficients obviously calls for making political choices, based on the extent 
to which application of the multifunctionality principle is regarded to be possible or acceptable, 
involving as it does a zero sum exercise. 
 
4.1 Single territorial farm payment 
 
In the case of market policy, with the establishment of a “single farm payment scheme”17 and in 
particular the determination of general criteria for “establishing the amount” of the payment18, 
the inclusion of multifunctionality coefficients that vary with the type of rural area and 
beneficiary holding is relatively straightforward. In essence, the coefficients would alter the 

                                                 
17 Title III of Regulation 1782/2003. 
18 Title II, Chapter 2 of Regulation 1782/2003. 
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amounts initially established to favour certain types of areas and farmers at the expense of all 
the others. The introduction of the respective provisions would presumably call for little else 
than a revision of a few of the articles comprising horizontal regulation 1782/2003. 
 
A somewhat more detailed multifunctional matrix may be appropriate for market policy 
provisions, to allow for related variables such as the proportion of time devoted to farming by 
holding owners (see Table 5). Further distinctions might also be advisable, such as between 
“professional” and “non-professional” farmers depending on whether farming is their primary 
occupation, or between holding owners with payment rights who continue to farm and those 
who do not. In any event, such holding sub-types could be taken into account by incorporating 
additional “bonuses” in the multifunctionality coefficients (α1∗, β1∗, etc.). 
 
Table 5. Multifunctional matrix to apply “market policy”  
 

Type of holding 
Territorial Commercial 

Type of rural area 

Professional Non-
professional

Professional Non-
professional

Backward a1.α1∗ a 1 . α1 b 1 . β1∗ b 1 . β1 
Intermediate a2.α2∗  a 2 . α2  b 2 . β2∗ b 2 . β2 
Integrated a3.α3∗ a 3 . α3 b 3 . β3∗ b 3 . β3 

 
For this proposal to be assimilated into market policy, the multifunctionality principle would 
have to be included as a general requirement in the horizontal conditions laid down in the text of 
the regulation19. This would impact several parts of the regulation, but the changes would be 
significant in only a few respects, primarily “modulation”, the “single payment” and financial 
allocations. “Modulation”20 would be affected because the territorial and social redistribution 
that this proposal entails would reduce the virtuality of this element, whose application can be 
made contingent upon the need to enforce financial discipline. And indeed, the proposal 
constitutes a scheme for veritable multifunctional modulation. 
 
With respect to the “single payment”, the multifunctional matrix would have to be incorporated 
into countries’ “integrated administration and control system(s)”21, to identify the respective 
social and territorial categories under which beneficiaries are classified. But it is of particular 
importance to include the multifunctionality coefficients in the “other general provisions”22 to 
condition the amount of aid to which any given beneficiary would ultimately be entitled. These 
two elements form a part of the core of this proposal, which does not question the payment 
rights acknowledged by the regulations, but simply re-directs their allocation by invoking more 
multifunctional criteria. 
 
As far as financial allocations are concerned, the proposal is technically neutral in terms of total 
expenditure, based as it is on a redistribution of funds between types of farmers and areas, 
always within a given budget. In other words, one of the features of this proposal is that it 
fosters the observance of “financial discipline”: in many of the major aid recipient regions the 
classification scheme for rural areas and holdings would involve a net savings of the funds 

                                                 
19 Foreseeably in Title II, Chapter 3 of Regulation 1782/03.  
20 Article 10 of Regulation 1782/03. 
21 Title II, Chapter 4 of Regulation 1782/03. 
22 Title II, Chapter 5 of Regulation 1782/03. 
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allocated under a multifunctional matrix arrangement. And the funds saved in the process could 
be used to reinforce other market and rural development policy measures23. 
 
4.2. Territorial development 
 
In the case of rural development policy, which is undergoing change at this time24, the rural area 
categories presently envisaged25 would have to be revised to accommodate a new classification 
scheme for rural areas and holdings, to be introduced as a horizontal element in the future 
Regulation on Rural Development. Both schemes must be taken into account when applying the 
measures provided for under the priority axes (axis 1: competitiveness of farming and forestry; 
axis 2: land management; axis 3: wider development of the rural economy and quality of life in 
rural areas; and the LEADER axis). Consequently, several portions of the text of this new 
regulation would have to be adapted, particularly Annex 1, which specifies the sums to be paid 
out as “compensatory allowances”, and the “co-financing rates” laid down in the new European 
Agricultural Fund for Rural Development (EAFRD). 
 
In this case also, an enlarged multifunctional matrix would be required to include the types of 
rural areas provided for in the future regulation or a more detailed breakdown of holding 
categories (see Table 6). It may be advisable, for instance, to add a “new less favoured areas” 
category under the basic types of rural areas and differentiate between “marginal” and “small” 
territorial holdings and “medium-size”, “large” and “very large” commercial holdings. The 
most suitable way to proceed would very likely be to apply a multifunctional matrix adapted to 
each series of rural development measures, i.e., axes 1, 2 or the combination of axis 3 and the 
LEADER axis. Similarly, these area and holding subtypes could be taken into account by 
including additional “bonuses” in the multifunctionality coefficients (α1∗, β1∗, etc.), which 
could be cumulative for beneficiaries classified under more than one area category. 
 
Table 6. Multifunctional matrix for applying “rural development policy” 
 

Type of holding Type of rural area 
Territorial Commercial 

mountain 
Natura 2000 

 
Backward  

with protective 
afforestation 

       
a 1 . α1∗ 

 

 
b 1 . β1 

mountain 
Natura 2000 

 
Intermediate  

with protective 
afforestation 

 
a 2 . α2∗ 

 
b 2 . β2 

mountain 
Natura 2000 

 
Integrated  

with protective 
afforestation 

       
a 3 . α3∗ 

 

 
b 3 . β3 

 
 
 

                                                 
23 These funds could be added to the funds provided for in Article 69 of Regulation 1782/03. 
24 Proposal for a Regulation on Rural Development, COM(2004)490 final. 
25 Whereas clause 43 of the Proposal for a Regulation on Rural Development. 
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The implementation of this proposal in rural development policy would not entail a revision of 
the objectives of the future Regulation on Rural Development, but it would involve the inclusion 
of the multifunctionality principle as one of the “principles of assistance”26, explicitly 
acknowledging that, given the diversity of objectives pursued, rural development measures 
should be modulated on the basis of the type of area and beneficiaries targeted. The introduction 
of certain fundamental references in this regulation would suffice to adapt the “content of rural 
development programmes”, condition the application of the measures under each “priority axis”, 
revise the “areas eligible for payments” typology and redefine the sums paid under 
“compensatory allowances” and EAFRD “co-financing rates”. 
 
The definition of the “content of programmes”27 would have to be amended to include each 
country’s or region’s multifunctional matrix in the form of a basic table that would have to be 
consulted to identify the level and type of assistance that its rural areas can receive. In particular, 
the “analysis of the situation”, “justification of the priorities”, “measures proposed for each 
priority axis” and “financing plan” must be adaptable to the area and holding typologies in place 
in the area concerned. Generally speaking, if it is agreed that the application of any rural 
development policy should be based on territorial and social criteria (priority areas and social 
groups), it follows that the multifunctional utility of measures that fail to discriminate between 
types of areas and beneficiaries is of scant consequence. 
 
With respect to “priority axes”28, the specificity of the measures under each would condition 
both the form of the multifunctional matrix and the way the multifunctionality coefficients are 
applied. For instance, using a detailed multifunctional matrix would be a reasonable approach in 
axis 1, since all the area and holding types are relevant for modulating aid, whereas a detailed 
area typology with merely a basic holding typology (broken down only into the territorial and 
commercial categories) would suffice for axis 2. Similarly, a basic multifunctional matrix would 
be suitable to distribute axis 3 and the LEADER axis aid measures by area and provide for 
special assistance for farmer-sponsored projects. The multifunctionality coefficient tables for 
axes 1 and 3 and the LEADER axis would constitute a reference for the allocation of public 
funds in accordance with the budget, whereas for axis 2 such tables would be an instrument to 
correct the existing “compensatory allowances”. 
 
The existing “less favoured area” categories in the “areas eligible for payments” classification29, 
would have to be revised and enlarged, although only to incorporate the basic rural area 
classification (backward, intermediate and integrated), as the others would be mere 
subcategories as shown in the multifunctional matrix. This new area typology should become a 
standard reference for applying any kind of rural policy measures, in keeping with the general 
criterion that each type of rural area should have its own distinctive “rural development plan” 
embracing all available rural development measures. This new basic rural area classification is 
another element indispensable to the application of this proposal. 
 
The anticipated effect on financing is a redistribution of public spending in favour of the rural-
most areas. Since the proposal would also introduce a new distribution criterion for 
“compensatory allowances” (axis 2), savings may be expected in some regions that are net 
beneficiaries of such aid, with a concomitant increase in the funding available for other rural 
development measures. In any event, the proposal would call for adaptations in the sums of the 
                                                 
26 Title I, Chapter 3 of the Regulation on Rural Development, COM(2004)490 final. 
27 Foreseeably in Article 15 of the Regulation on Rural Development, COM(2004)490 final. 
28 Title IV of the Regulation on Rural Development, COM(2004)490 final. 
29 Article 47 of the Regulation on Rural Development, COM(2004)490 final. 
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payments and “co-financing rates” provided for in the regulation30. The ultimate financial 
consequence of the scheme would be a larger Community budget allocation to reinforce a 
variety of rural development measures, particularly axis 3 and LEADER axis-related 
measures31, thanks in particular to funds originally earmarked for market policy measures.  
 

                                                 
30 Annex I Article 71 of the Regulation on Rural Development, COM(2004)490 final. 
31 The financial shortages in these axes are especially severe in light of the importance of rural areas in many 

European regions, any number of which will see their Cohesion Policy benefits decline. 
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5.  Effects of the proposal 
 
Application of this proposal will have many wide-ranging consequences. From an internal 
perspective, the enlarged EU faces a dual challenge: to achieve sufficient economic, social and 
territorial cohesion and to maintain suitable and financially viable common policies. The CAP is 
deeply involved in the achievement of these strategic objectives, since it has a sizeable impact 
on cohesion and continues to account for the major share of the Community budget. The CAP is 
occasioning a significant redistribution of income between regions and social groups, but the 
key question is what kind of redistribution is taking place and whether the present CAP would 
contribute more effectively to cohesion if the present proposal is implemented. 
 
The new EU also has to rise to important external challenges: to maintain and improve its 
member countries’ economic position in a globalised world through well-balanced trade 
agreements, and to further the economic development of vast areas and countries with which it 
has historic bonds. Here also, the CAP is directly involved in the objectives sought, particularly 
through agricultural agreements reached with the World Trade Organisation (WTO). This 
proposal could contribute to redefining the CAP to make it more compatible with the 
commitments acquired in the Uruguay Round and pave the way for an agreement in the Doha 
Round. 
 
5.1.  The CAP and cohesion 
 
An analysis of the CAP’s presumed impact on economic and social cohesion, drawing from the 
Commission’s periodic reports on cohesion and the chief results of the surveys on which they 
are based, shows that inter-regional income disparities have been maintained over time and that 
personal income distribution is even more uneven than before. Despite the CAP, in many 
countries there are pockets of economically disadvantaged social groups that engage in farming 
and a high percentage of the rural population still lives below the relative poverty line. The CAP 
may have favoured economic cohesion among some countries and regions, but its contribution 
to and especially its social impact on the rural regions and areas in the Union that are 
economically backward is questionable. 
 
When the net transfers among Member States deriving from the CAP are computed to obtain an 
approximate idea of which benefit and which contribute most under this policy, certain countries 
are invariably identified as net recipients. Most of the latter are cohesion countries (Ireland, 
Greece and Spain; Portugal being excepted), although Northern countries such as Denmark and 
France are also at an advantage in this regard, whilst the remaining countries would, to one 
extent or another, be net contributors. This result is not conclusive, however: the evolution of 
the CAP, particularly with the 1992 and 1999 reforms, has reinforced economic cohesion, 
especially by making countries such as Spain net beneficiaries, but some very prosperous 
countries have continued to rank high on the list of recipients. Although the causes vary from 
country to country depending on aspects such as specialisation in production, the rise in “direct 
payments” would appear to have intensified the existing differences. 
 
These estimates depict such flawed economic cohesion among countries that, if they had been 
taken into account, the very continuity of the CAP would have been called into question long 
ago. Obviously, other types of considerations have informed Member State discussion of the 
successive reforms. There is every indication that debates hinge on the net budgetary transfers 
among countries, together with sundry sectoral issues that are essential to some of them. (For 
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instance, “in 2001 four Member States received 64% of payments from the EAGGF Guarantee, 
namely, France, Spain, Germany and Italy”32). Be it stressed here that in terms of inter-country 
distribution, the financial effect of this proposal would be neutral. Redistribution would be at the 
domestic level in each, substantially improving the economic impact on the backward regions 
and on certain social groups living in rural areas. 
 
Indeed, it is generally believed that more transfers go to the regions with more highly subsidised 
and efficient farming. But this does not necessarily happen in the economically backward 
regions, even though farming plays a significant role in their economy. It may be inferred from 
the foregoing that cohesion between the various regions is wanting, whether Union-wide or 
country-wide, and that the CAP is making a dubious contribution to regional economic 
convergence. This proposal, therefore, would have an effect on the interregional distribution of 
wealth if applied at the country level: regions with a higher proportion of “backward” rural areas 
would be the ones to benefit most. If applied regionally, on the contrary, the inter-regional 
financial effect would be neutral, a less than desirable outcome in terms of territorial cohesion. 
  
From a territorial perspective, of the total CAP spending on rural policy “only around 10% is being 
spent on measures to strengthen the rural economy which are not linked to agriculture activities”33, 
while rural policy, in turn, barely accounts for 10% of total CAP spending. Increasing the 
assistance received by rural areas would be more than justified, in light of the fact that many of 
them, in particular the “backward” areas, receive scant support. This proposal would enhance 
territorial cohesion, with rural areas becoming the chief beneficiaries of CAP aid, which would be 
distributed in direct proportion to their degree of rurality and their level of relative economic 
disadvantage. This objective of the proposal is closely related to the needs derived from the new 
realities surrounding the much more rural EU-25: rural development of the new Europe has 
become an objective of cohesion policy. 
 
The want of social cohesion provoked by the CAP is visible in the circumstances and evolution of 
the different farming-related social groups. The ongoing destruction of jobs in European agriculture 
is not exactly an indication of improved social cohesion. It has been suggested34 that the cause of 
this severe loss of social cohesion would chiefly lie in the continued application, under the CAP, of 
a homogeneous and unitary model of price and market aid to very different production models and 
holdings, which, moreover, adopts very different forms from one country, region or rural area to 
another. This proposal would enhance social legitimisation of the CAP, since it re-directs aid to the 
occupational groups most in need of support on the grounds of the multifunctional nature of their 
activity. 
 
5.2.  Multilateral trade agreements 
 
Ever since agriculture has been included in multilateral trade agreements, the CAP has had to 
adapt its measures and instruments to comply with their respective provisions. Just as the 1992 
reform facilitated the Marrakesh Agreement, the 1999 and 2003 reforms should contribute to the 
successful conclusion of the Doha Round. This proposal would substantially reinforce the 
possibility of consolidating acceptance of the reformed CAP under commitments already 
acquired or in outstanding WTO negotiations.  
 
 
                                                 
32 Third Report on Economic and Social Cohesion (EC, 2004: 125). 
33 Third Report on Economic and Social Cohesion (EC, 2004: 126). 
34 Second Report on Economic and Social Cohesion (EC, 2001). 
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Specifically, a multifunctional CAP, applied with more territorially-, socially- and 
environmentally-oriented criteria, would contribute to transforming “direct payments”, which 
presently account for the major share of “internal support”, into “green box” subsidies. This 
would afford the CAP greater international acquiescence and legitimisation, while the centre of 
agricultural trade negotiations would shift to the chapters on “export competition” and “market 
access”. 
 
The continuation of “direct payments” is very likely the most fragile element of the new CAP in 
this context. Specifically, including such payments as “blue box” support in the 1994 agreement 
entailed a commitment to future adaptation, which necessitated the introduction of “decoupling” 
as the general principle defining such aid. But this “solution” is highly unstable: it depends on 
the future maintenance of the “blue box” - whose content and duration have come under serious 
fire from many WTO member countries35 - as well as on the future configuration of the “green 
box”. The Uruguay Round accords offered other possibilities that have been all but overlooked 
yet which clearly meet the general requirements laid down in the agreement to qualify for 
exclusion from the commitment to cut back on aid36 (Massot, 2004: 51).  
 
In the context of negotiation this proposal would have a dual virtuality. On the one hand it 
would make a substantial part of the “direct payments” and “compensatory allowances” eligible 
for “green box” status as new measures for “territorial development”. This would be particularly 
applicable to payments or allowances whose purpose is to support territorial agriculture or 
farming in economically “backward” rural areas. Such assistance is listed, for instance, as 
“payments under environmental programmes” and “payments under regional assistance 
programmes”37, both closely related to the territorialisation of aid put forward in this proposal. 
Under this scheme, support would not only be “decoupled”, but allocated on the grounds of 
multifunctional criteria. 
 
Furthermore, the proposal would provide for the increased presence of new rural development 
measures in the “green box”, in particular those set out in the future regulation on rural 
development, under axes 1 and 3 and the LEADER axis. The reinforcement of such measures, 
partly as a result of the application of this proposal and the possible budgetary savings it would 
prompt, is consistent with many other derogatory clauses included in the agreement38. In short, 
unlike  “direct payments”, which are indisputably fragile in terms of continuation in new 
international trade agreements, “rural development” aid, distributed under criteria such as 
described in this proposal, not only goes unquestioned, but legitimises the existence of a new, 
less sectorally- and more territorially-oriented CAP, as some of the major multilateral bodies 
have begun to suggest39. 
 

                                                 
35 The “blue box” has been used by the EU, but by very few countries outside it. The United States has discontinued 

its use altogether. 
36 Item 1 of Annex II to the Agreement on Agriculture, (EC, 1994). 
37 Items 12 and 13 of Annex II to the Agreement on Agriculture, (EC, 1994). 
38 Items 2, 9 10 and 11 of Annex II of the Agreement on Agriculture, (EC, 1994). 
39 See the latest OECD recommendations in this regard (OECD, 2003). 
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6.  Conclusions: a proposal for the future  
 
The increasing tendency to allocate aid to a waning number of beneficiaries who happen to be 
the owners of the largest holdings, predominantly located in the most economically advanced 
areas, has a negative impact on economic, social and territorial cohesion in the EU. Similarly, 
there is reason to fear that maintaining “direct payments” under the new “single, uncoupled 
payment” arrangements will magnify this imbalance, and that the lame “rural development 
measures” planned will be unable to counter this trend. As a result, territorial agriculture will 
continue to lose ground, while the adjustment and restructuring of farming and farm holdings 
will intensify in many rural areas in both Southern Europe and the new EU-25 countries. These 
are some of the more prominent features of what can be anticipated in the future. 
 
In this context, the present proposal addresses the need to focus the CAP’s political measures on 
social groups and territories truly in need of support, suggesting that assistance should 
preferably target territorial agriculture and rural areas that are backward economically. Just as 
numerous experts are openly sustaining that present policy is wholly lacking in any justification 
at this time (Mahé, 2001, Butault, 2004) and the European Commission’s own surveys40 are 
beginning to show that only a minority of Europeans believes that the CAP satisfactorily meets 
its objectives, this proposal designs to help rebuild the legitimacy of a common agricultural 
policy that is coming under ever more direct fire. 
 
Specifically, the inclusion of “rural area typology” and “farmer-holding typology” criteria 
among the tools for applying the CAP should be made mandatory. The lack of this sort of 
discriminatory elements to target more sharply on the scope of action is hardly comprehensible 
in a common policy that has reached such a high level of technical and administrative 
complexity. In their absence, the survival of this CAP, which has proved to be insufficient to 
curb the disappearance of farming in many rural areas and has at the same time contributed to 
the hefty profits earned year after year by a minority of farmers in all types of areas, will be 
regarded to be incompatible with the existence of farming of such a “dual” nature as prevails in 
Europe. 
 
The relevance of this proposal is enhanced by the realisation that the 2003 CAP will have to be 
overhauled again very soon. The budgetary inviability of its upcoming entry into force, coupled 
with both its failure to respond to the territorial imbalance of the enlarged EU and the need to 
facilitate stable multilateral trade agreements, will in all likelihood lead to further CAP reform. 
Given these prospects, debates will not centre on mere balance sheets showing what one or 
another country will continue to receive from the CAP, but on assessments of how many and 
what type of farmers, located in which territories, will be able to continue to farm in the future 
in each country. For instance, for how long can this new type of “single, decoupled payment” 
(veritable and negotiable “goodwill”) be maintained before being contested in the face of other 
more pressing economic and social policies in the new Europe?. 
 
The application of the principle of multifunctionality will make more and more sense as the 
contradictions inherent in the new CAP begin to surface. It will then be better understood that 
what is truly relevant is the rural territory conceit and that the CAP is justified and legitimised 
where differentially applied on the basis of types of territories - where farming serves multiple 
purposes - and types of farmer-holdings - according to their actual need for support. Indeed, 

                                                 
40 European Commission: “Eurobarometer, 2003-2004”. 
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what really matters to the European taxpayer is a justification for the fact that the CAP is going 
to continue to account for over 35% of the EU budget, and to the European consumer, a 
guarantee that the trade-off will be cheaper and safer groceries, knowing full well that they 
depend essentially on agroindustry and the distribution chain. 
 
Finally, this proposal provides a way to progress towards the achievement of more sustainable 
rural development, the strategic objective that should inform any agricultural policy. The 
changes to be introduced in Cohesion Policy in the period 2007-2012, with a reduction of 
assistance for rural areas in both the least (presently the Objective 1 regions) and the most 
advanced regions (presently the “declining rural areas” in the Objective 2 regions) will intensify 
the need to reinforce European and national rural policy measures. Indeed, this proposal 
interfaces with the new reality of a much more rural EU-25, in which sustainable development 
of the countryside would truly be an objective of cohesion policy, inasmuch as the application of 
the principle of multifunctionality would entail increasing the weight of the rural development 
measures envisioned under the CAP. 
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Annexes 

Annex 1.  
 

Graph 1: Production subsidies per AWU by group of farms, 
classified by ESU

(Economic Size Unit - FADN classification)
[ECU/AWU at 1985 constant values]
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Source: EC, 2001: Graph 19. 
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Graph 2: Direct payments to producers by size class (year 2000) 
 

 
 
Source: EC, 2003: 105. 
 
 
 
 
Graph 3: Number of beneficiaries of direct payments to producers by size class (year 2000) 

 

 
 
Source: EC, 2003: 105. 
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Map 1: CAP total support per AWU in EU regions 
 

 

Source: EC, 2001: Map 14. 
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Annex 2. 
 
Graph 1: “Territorial” & “Commercial” agriculture in the European Union 
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Nb.: Number of holdings.  
SGM: Standard Gross Margin.  
AWU: Active Working Units (farm labour force).  
Nb.: Number of holdings.  
Ha.: Hectares. 
 
Source: EUROSTAT (2002).  
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Graph 2: Changes in the structure of agriculture, EU-12  
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 Source: EUROSTAT (2005).  
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Map 1: Importance of Agriculture Labour Force in rural areas. 
 

 
 
Source: EC, 2004b: Map 3.2.8. 
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Annex 3. 
 
New rural area typology: methodology 
 
The methodological solution adopted involves revising and enlarging the OECD-EUROSTAT 
rurality criteria to include locally applicable economic development criteria. Briefly, this entails 
combining a corrected “population density” indicator to measure rurality and a “farming 
activity” indicator to measure development, and applying both to a small territorial unit (local 
level: municipality or equivalent). The Table below shows the types of areas, indicators selected 
and discriminating criteria used. 
 

Type of rural area Indicator Criterion 

Backward 

• Population density per 
municipality(1) and urban 
concentration per area(2) 

 
• Active farm population 

per municipality(2) 
 

• >50% rural population, 
with 100% non-urban 
population 

 
• 100% municipalities 

with higher than average 
% of active farm 
population 

Intermediate  

• Population density per 
municipality and urban 
concentration per area  

 
• Active farm population 

per municipality 
 

• >15% and <50% rural 
population, with <50% 
urban population 

 
• >50% municipalities 

with higher than average 
% of active farm 
population 

Integrated 

• Population density per 
municipality and urban 
concentration per area  

 
• Active farm population 

per municipality 
 

• <15% rural population, 
with >50% urban 
population 

 
• 100% municipalities 

with lower than average 
% of active farm 
population 

 
(1) Population density under 100 inhabitants/km2. 
(2) Inhabitants living in municipalities with a population of over 30,000 (urban). 
(3) Active farm population compared to the regional average (%).  
 
This methodology is based on criticism levelled at the OECD method of delimiting rural areas 
(see Sancho, 2005) and is justified by the need for an area classification scheme (at the 
EUROSTAT NUTS IV level) that can both distinguish rural diversity with a sufficient degree of 
accuracy and be readily applied in all the EU countries. The indicators selected essentially 
measure the different social (population density) and economic (development) functionality of 
rural areas. 
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A further necessary refinement of this scheme involves the inclusion of the types of areas 
provided for in the future rural development regulation, delimited chiefly on the grounds of the 
environmental functionality of rural areas. Rural municipalities may be classified under one or 
several of such area types. The resulting scheme is set out in the following Table. 
 

Type of rural area Criterion 
mountain • Article 47.2 of the proposal for a 

Regulation on Rural Development 
Natura 2000 • Article 47.4 and 5 of the proposal 

for a Regulation on Rural 
Development 

Backward 

with protective 
afforestation 

• Article 47.5 of the proposal for a 
Regulation on Rural Development  

mountain       - 
Natura 2000 - 

 
Intermediate 

with protective 
afforestation 

      - 

mountain       - 
Natura 2000       - 

 
Integrated 

with protective 
afforestation 

- 
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Map 1: Less Favoured Areas 
 

 
 
Source: EC, 2004b: Annex 2, Map 3.3.1. 
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Map 2: The Natura 2000 Network 
 

 
 
Source: EC, 2004b: Annex 2, Map 3.3.2. 
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Annex 4.  
 
New rural areas typology: application in Extremadura (Spain) 
 

 
Source: Ministerio de Agricultura, Pesca y Alimentación. 
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Annex 5.  
 
Holding types: methodology 
 
Taking the division of holdings into “territorial” and “commercial” as a reference and using the 
accounting information provided by FADN, holdings can be typed by economic size measured 
in ESUs and the relative weight of each category can be established with the indicators available 
in the EUROSTAT database (Graph 1 in this annex). 
 
Graph 1: Typology of holdings by economic dimension  
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SGM: Standard Gross Margin. AWU: Annual Working Units (farm labour force).  
 
Source: EUROSTAT (2002). From Regidor, 2003:181. 
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Graph 2: Distribution of results in Spanish farming, 1989-1999. 
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Source: INE, 2002. Own elaboration. 

 
This holding classification may be refined even further by distinguishing between the proportion 
of working time devoted to farming by the owners of each type of holding. Such an indicator 
furnishes additional information on the social and economic realities of these holdings (Table 1 
in this annex). 
 
Table 1: Holding typology (natural person employers), Spain 1999 (%) 
 

Types of holdings ESU FTF FPA Ptf Total Nb (%)
Territorial Marginal <= 8 8 9 83 100 77 
 Small > 8 a <= 16 34 16 49 100 11 
Commercial Medium-size > 16 a <= 40 50 19 32 100 9 
 Larges > 40 a <= 100 55 16 29 100 2,5 
 Very Larges > 100 47 14 39 100 0,5 

 
ESU: Economic Standard Unit (€1,200).  
FTF: Full-time farming (100% of working hours devoted to farming).  
FPA: Farming as primary activity (50% or more of working hours devoted to farming).  
Ptf: Part-time farming (less than 50% of working hours devoted to farming). 
 
Source: INE, 2002.Own elaboration. 
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Annex 6.  
 
Estimation of multifunctionality coefficients: methodology 
 
These coefficients are designed to correct the social-economic and territorial impact of CAP aid. 
This calls for a knowledge of how this aid is distributed under the multifunctional matrix for a 
given geographic area (a region or a country, for instance). The indicator that would be used is 
the regional or state “unitary aid” received over a reference period (total aid/AWU). The use of 
this indicator would entail having the necessary statistics on the amount of aid received by type 
of holding and rural area. 
 
An indirect estimate of aid distribution might be gleaned from the distribution of economic and 
social results in farming (total Standard Gross Margin/AWU), given the high correlation 
between the two. The SGM/AWU ratio is an indication of the unitary distribution of CAP aid, 
inasmuch as such aid accounts for a very significant portion of the SGM. This estimate is 
subject to significant limitations, however, since the chief component of gross margin is revenue 
from the sale of farm products, which fluctuates widely from one type of farm to another. 
Furthermore, such indicators are not presently broken down by type of rural area. 
 
Consequently, a method was devised to obtain theoretical multifunctionality coefficients (see 
the Table in this annex) until suitable statistics are forthcoming. The first step consists in 
comparing the distribution of aid between holding types and area types, which provides insight 
into the degree of imbalance that needs to be corrected. It is a known fact (see Graph 1, Annex 
1) that aid grows in proportion to holding size. Therefore, a1, b1 and so on are estimated as the 
average aid in the region or country (total aid/AWU) for each type of area and holding. 
 
These results are then applied to build a multifunctionality coefficient matrix (α1, β1, etc.), 
whose values may vary depending on the political priority granted to each type of holding and 
rural area, in the understanding that the coefficients only redistribute a fixed sum of aid. 
 
In other words,  
if ∑ αn + βn = 1, for n = 1...3 
and where ∑αn = 1 - ∑βn 
the following values α1=1,25 ; α2=1,2; α3=1,1; β1=0,9; β2=0,85; β3=0,80;  
may be adopted, in the full understanding that the above always involves a political choice. 
 
Multifunctionality coefficients 
 

Type of holding Type of rural area 
Territorial Commercial 

Backward α1 β1 
Intermediate α2  β2 
Integrated α3 β3 

 
Similarly, 
knowing that a1, b1, etc. are total aid/AWU 
and where ∑ an + bn = total aid,  for n = 1...3 
the applicable multifunctional matrix would be as shown below: 
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Multifunctional matrix 
 

Type of holding Type of rural area 
Territorial Commercial 

Backward a 1 . α1 b 1 . β1 
Intermediate a 2 . α2  b 2 . β2 
Integrated a 3 . α3 b 3 . β3 

 
 
The Table below gives an example of a multifunctional matrix estimated for a geographic area, 
in this case Spain (Table 1 in this annex), using SGM/AWU as an indicator. This simulation is 
obviously incomplete, since neither the proposed rural area classification nor the most suitable 
indicator (total aid/AWU) could be used, but it does show the broad margin for redistribution 
existing in present CAP aid in any given country. 
 
Multifunctional matrix (simulation) 
 

Type of holding Type of rural area 
Territorial Commercial 

Mountain a 1 (6). α3 (1,25) = A1 (7,5) b 1 (24). β3 (0,90) = B1 (21,6)
Less favoured a 2 (8). α2 (1,2) = A2 (9,6) b 2 (23). β2 (0,85) = B2 (19,5)
Normal a 3 (7). α1(1,1) = A3 (7,7) b 3 (26). β1 (0,80) = B3 (20,8)
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