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This note concerns the Rural Development perspectives after the Health Check of the 
CAP. It is prepared in the wake of Communication "Preparing for the ‘Health Check’ of 
the CAP reform" of November 2007 (COM (2007) 722). 

Among the forces that can be expected to impact and shape the Rural Economy in Europe 
over the next twenty years the note notices: 1) Changing Demographics; 2) Global 
Demand for Food; 3) Food Security in Europe; 4) Food Safety; 5) Energy Supply and 
Demand; 6) Increased Focus on Environment Protection; 6) Changing Technology. 
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Executive summary 

Background and Evolution of Pillar 2  

• This note is prepared in the wake of Communication from the Commission to the 
Council and the European Parliament: Preparing for the ‘Health Check’ of the CAP 
reform’. The ‘Health Check’ in essence revisits areas that were not finalised in the 2003 
CAP Reform but were signalled as areas where further reform was necessary. 

• Partly as a result of its mixed origins, rural development under the CAP is rather a hybrid 
concept and a function of different reforms. It combines all those EU aids which are mainly 
targeted to the agricultural sector but which are not about straightforward market 
management and support. Thus it supports a range of actions that traditionally would not 
have been considered as ‘rural development’. At the same time important RD issues such as 
infrastructural development and social cohesion are not addressed directly under Pillar II.  

Overview of RD priorities in MS 

• Most new Member States are very concerned with improving the position of their agro-food 
systems on world markets and catching up with other EU Member States. They therefore 
devote an above average proportion of EARDF expenditure to axis 1 

• At the other extreme, there is the group of countries whose primary objective is to maintain 
a sustainable agricultural and forestry activity over as much of the country as possible and 
concentrate heavily on axis 2. 

• Thirdly, many new Member States are also very concerned to improve rural infrastructure 
and the quality of life in Rural Areas. So expenditure on Axis 3 in these countries is also far 
higher than average. 

Forces shaping the Rural Economy 

• Shaping RD policy in the current environment is difficult as significant and diverse forces 
and challenges emerge. Among the forces that can be expected to impact and shape the 
Rural Economy in Europe over the next twenty years are: 
– Changing Demographics – Europe and worldwide 
– Global Demand for Food  
– Food Security in Europe 
– Food Safety 
– Energy Supply and Demand 
– Increased Focus on Environment Protection 
– Changing Technology 
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Communication from the Commission on the ‘Health Check’ of the CAP reform 

• The disappointing lack of detail on the future possibilities for Pillar 2 in the 
Communication from the Commission on the ‘Health Check’ of the CAP reform’ 
makes it difficult to arrive at any strong conclusions on the merits of what is proposed.  

• It is clear from the HC that it is envisaged that Pillar 2 will continue to play an important 
policy role in terms of overall CAP objectives and Pillar 2 type measures are suggested as 
possibilities to meet new challenges. 

• It is estimated that the proposed additional compulsory modulation for EU15 of 2% 
annually in budget years 2010-2013 would probably add € 0.5 ban to the Pillar 2 budget but 
it remains to be seen where this additional amount would be focused. The issue of what 
should be the priority areas for increased expenditure and who should be the primary 
beneficiaries is likely to be a major issue for debate. There will be many competing claims 
for any additional funds and it is not clear as to what will determine priorities.  

• There has been a general failure at community and MS level to more closely align Pillar 2 
interventions with other Community interventions such as cohesion funds, social funds etc 
and at MS level with other programmes that impact on RD such as infrastructure 
development, etc. The result is that notwithstanding the many positives of Pillar 2 there is 
still a lack of a cohesive and integrated rural development policy at Community level. 

• Other shortcomings of the current Pillar 2 include: 
– The inclusion of a diverse range of objectives that are not always coherent with each 

other under a broad banner of Rural Development, a concept that in itself is not always 
clear, and does not take sufficient account of the different concepts of what RD entails 
across Member States. 

– The spreading of environmental objectives across all 4 Axes of Pillar 2.  
– The tendency to use Pillar 2 for all non market related interventions even where such 

interventions may have limited relevance to overall RD. 
– Insufficient flexibility at MS and Regional level to address RD issues in a local or 

regional context. Regulation 1698/2005 is perceived as overly prescriptive and leading 
RD planning rather than as a support. This may be unintended but the danger of a ‘one 
size fits all’ approach needs to be recognised. 

The proposals in the Communication from the Commission on the ‘Health Check’ of 
the CAP reform’ suggest that Pillar 2 will be used to address a range of emerging issues 
especially environmental issues. This suggests that the shortcomings and lack of a clear 
focus for Pillar 2 should be addressed so that a clear objective for Pillar 2 is more clearly 
identified. 

• The proposals in the HC with regard to further use of Pillar 2 for managing risk is an 
example of the of using Pillar 2 for supports that do not fit conveniently into Pillar 1. 
Consideration could be given to developing a third pillar or dividing Pillar 2 into two areas 
– one to cater for measures directly related to farming and the other for measures more 
directly related to broader rural development that would include stakeholders that are not 
involved in farming. Under such a scenario environmental measures could be allocated 
across the two areas but within an overall environmental objective.  

• The issue of co-funding is likely to emerge as a challenge in many MS. Increased Pillar 2 
expenditure will require significant co-funding at national level and this widens the debate 
as to what priorities should be and who should be the primary beneficiaries. Co-funding 
may prove difficult for some MS given budget priorities and demands. In view of this the 
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level of required co-funding should be revisited especially where measures at MS level have 
a significant positive impact at Community level. 

In summary focus should be given to 

• Ensuring that additional funds available are targeted at a narrow range of clear objectives 
that will deliver results. 

• Ensuring that any changes to Pillar 1 do not have an overly dramatic impact on agricultural 
incomes in the short term. 

• That priority is given to meeting the challenge of climate change and energy renewal. 
• Reassessing Pillar 2 – it’s objectives and what it can achieve and in particular the 

elaboration of a coherent RD policy that recognises the need for an efficient agriculture 
industry, a sustainable environment and the broader needs of the non-agriculture rural 
population. 
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1. Introduction and purpose and scope of the Note 

This note (N) is prepared in the wake of Communication from the Commission to the 
Council and the European Parliament: Preparing for the ‘Health Check’ of the CAP 
reform’. The ‘Health Check’ in essence revisits areas that were not finalised in the 2003 CAP 
Reform but were signalled as areas where further reform was necessary. While not implying a 
fundamental reform of existing policies the review clauses allow for the possibility of reforms 
and adjustments in line with market developments and the need to address a range of other 
issues relating to agriculture, land use and overall rural development.  

The HC aims to address three issues:  
a) How to make the Single Farm Payment (SPS) more effective, efficient and simple. 
b) How to render market support instruments still relevant in a more globalised world and an 

EU of 27. 
c) How to master new challenges, from climate change to growth in biofuels and water 

management and ongoing ones such as biodiversity by adapting to the new risks and 
opportunities. 

The purpose of this note is to contribute to the debate on the future development of Pillar II of 
the CAP, taking into account the issues raised in the HC, an assessment of the RD priorities that 
MS have included in current RDPs and the need for future development of Pillar II to address a 
range of social, economic and environmental issues applicable to Rural Development (RD). In 
preparing the note consideration has been given to the evolution of Pillar II and its current 
objectives, scope and financing. Thus any future refinement and development of Pillar II has to 
start from the current situation and not from a clean sheet. Consideration is also given to the 
complexity of the range of issues that are being addressed under Pillar II and to the wide 
variations in perceived RD priorities across Member States (MS). Indeed the very concept and 
definition of RD is not as easily defined in an EU of 27 as it was in a smaller EU. All of this 
provides challenges for policy makers and for the future definition and financing of RD as part 
of a reformed CAP, at a time when there are increasing and competing demands for Pillar 2 
funding. 

The HC does not outline any significant changes to Pillar 2 but reemphasises its continuing and 
growing importance. It would seem however that what is envisaged in terms of changes to Pillar 
2 in the period 2007-2013 are changes to accommodate new priorities and challenges that arise 
as a result of the overall CAP reforms (2003 and proposals in the HC). A more radical 
restructuring of Pillar 2 in terms of objectives, scope and financing will not take place before the 
subsequent programming period – 2014-2020. Nevertheless the HC proposals provide an 
opportunity to look at the current objectives and scope of Pillar 2 and what changes are 
desirable in the medium and longer term. 

The note will first look at some of the historical CAP reforms and show how the current Pillar 2 
has evolved from the reform process (Part 2) In part 3 of the note we look at the priorities that 
MS states have included in their Rural Development Plans (RDPs) for the programming period 
2007-2013. Following on from this in part 4 we look at the forces that are impacting or will 
impact on agriculture and rural development over the next 20-30 years. This is important in any 
debate on future RD policy. We then look at (Part 5) on how Pillar 2 might develop both in the 
current programming period and beyond 2013. In Part 6 we look at financing issues especially 
in the context of suggested changes to modulation outlined in the HC. Part 7 looks at the 
specific proposals in the HC that are directly related to Pillar 2 and finally in Part 8 we set out 
conclusions and recommendations for the future of RD policy and how the current reforms can 
feed in to a more sustainable and coherent RD policy. 



Reflection on the possibilities for the future development of the CAP – the rural development perspectives 

 2

 



Reflection on the possibilities for the future development of the CAP – the rural development perspectives 

PE 405.406 3

2  Brief summary of the evolution of Pillar 2 and how it currently 
supports and complements Pillar 1 

The ‘second pillar’ of the Common Agricultural Policy, its Rural Development Regulation 
(RDR) was only formally created under the Agenda 2000 reforms. However, the measures 
which make up the current rural development policy of the CAP were mainly introduced during 
the 1990s, and a few have even earlier origins in the 1970s and 80s. The basic menu of 
measures under the current Regulation brings together the former CAP accompanying measures 
and a range of rural development and farm structures aids from former Structural fund 
programmes.  

Partly as a result of its mixed origins, rural development under the CAP is rather a hybrid 
concept and a function of different reforms. It combines all those EU aids which are mainly 
targeted to the agricultural sector but which are not about straightforward market management 
and support. Thus it supports a range of actions that traditionally would not have been 
considered as ‘rural development’. At the same time important RD issues such as infrastructural 
development and social cohesion are not addressed directly under Pillar II.  

The second pillar of the Common Agricultural Policy (CAP) has emerged out of the 
development and reform of the Common Agricultural Policy especially since the early 1990s. 
Pillar 2 of the CAP is not a new policy, but rather a policy and has been adapted and developed 
out of the existing CAP. From an early stage there was a realisation that the basic problems of 
agriculture cannot be solved by price support measures alone. In order for agriculture to develop 
into a dynamic sector and successfully compete on world markets, structural issues needed to be 
addressed. Farm fragmentation, inadequate scale, low levels of investment, ageing farmer 
profile were issues for many Member States. In addition, regional differences also needed to be 
taken account of; these differences could not be accommodated in a ‘one size fits all’ centrally 
determined policy.  

The MacSharry reform in 1992 was very significant for the CAP in beginning the shift from 
price support to direct payments to producers. However, it was very significant for structural 
policy also with in the introduction of ‘accompanying measures’. These measures to be funded 
from FEOGA Guarantee section related to early retirement for farmers, an agri-environment 
measure and afforestation.  

As the 1990s progressed, the importance of rural development as a policy priority for the CAP 
increased. The Cork Declaration of 1996 set out to put rural development at the top of the EU 
agenda. The declaration pushed for a much expanded rural development role to embrace the 
whole farmed countryside. Many of the existing schemes needed to be brought together to 
simplify the array of policy measures. An emphasis on subsidiarity with regional programming, 
greater transparency and bottom up participation were seen as important in achieving an 
integrated rural policy.  

The Agenda 2000 reform agreed in Berlin in 1999 continued the reform set in place by the 
MacSharry reform in 1992. The aims of agricultural policy were reformulated to give greater 
emphasis to the environmental policy objectives and to the multifunctional role of the European 
model of farming. Rural Development was given a more prominent role as the second pillar of 
the CAP. An integrated rural development policy was introduced, bringing together the 
accompanying measures of the MacSharry reform plus compensatory allowances under the Less 
Favoured Areas measure as well as rural development measures previously financed by the 
FEOGA or EAGGF into a single Rural Development Regulation. The new Rural Development 
Regulation also included a new set of measures to promote the adaptation and development of 
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rural areas. This extended the scope and eligibility of CAP potentially to non-farmers and non-
agricultural activities.  

However the most significant reform to date of the Common Agricultural Policy has been the 
Luxembourg Agreement reached in 2003 as part of the Mid-Term Review of the Agenda 2000 
agreement. A single payment scheme decoupled from production was introduced for farmers. 
The agreement also sought to strengthen rural development in the CAP. As part of the 
agreement, direct payments from bigger farms were reduced (known as ‘modulation’) by 3% in 
2005, 4% in 2006 and 5% from 2007 onwards (see Table 1). However direct payments of up to 
€ 5,000 per farm will be immune from reductions.  

Table 1. Modulation Reductions under the Luxembourg Agreement 

Budget Year 2005 2006 2007 2008 to 2013 

Farms with up to € 5,000 
direct payments per year 

0% 0% 0% 0% 

Above € 5,000 per year 3% 4% 5% 5% 

As part of the Luxembourg agreement, the scope of instruments available from 2005 under rural 
development have been extended. The changes are geared towards agriculture and are aimed at 
helping farmers to respond to new challenges. Member States and regions can choose if they 
wish to take up these measures as part of their rural development programmes. Four new 
measures are available including food quality, support in meeting standards in environment, 
public, animal and plant health, animal welfare and occupational safety, support to help farmers 
with the cost of using farm advisory services and finally support for farmers to improve the 
welfare of farm animals beyond usual good animal husbandry practice. 

Within the CAP, EU structural policy has evolved from uniform, farm orientated policy based 
on ‘horizontal measures’ through regionally differentiated programmes to post- Agenda 2000 
and post-Luxembourg Agreement with an emphasis on rural development in which countries 
and regions can choose from a wide menu of programmes. EU agricultural structural policies 
were policies that tried to influence the pace and direction of adjustment of agricultural 
structures over time. Issues such as the production structure of individual farms, as well as the 
size structure of holdings and the demographic structure of farming were addressed by structural 
policies. The measures were originally funded by the Guidance Section of FEOGA in contrast 
to price and market policy measures funded by the Guarantee Section. More recently this 
agricultural –focused view of structural policy has merged with wider issues of rural 
development into an integrated EU rural development policy supporting the multi-functionality 
of agriculture and the economic improvement of rural areas. This is now seen as the second 
pillar of CAP. However, the CAP rural development policy has a limited interpretation of rural 
development and continues to have a very strong agricultural focus. 
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3. Overview of Rural Development priorities in the Member States 

EU Rural Development Programmes show in the longer run gradual transformation from a 
rather sectoral oriented agricultural policy into a trans-sectoral territorial based policy targeted 
at the rural area. 

With the Luxembourg agreement (June 2003) and its implementation as from January 2005 
rural development has been strengthened by transferring funds from the first pillar (market and 
income support) to the second pillar (rural development). At the same time, the scope of the 
current rural development instruments was expanded in order to respond to growing public 
concern on food quality, environmental protection and animal welfare. A number of measures 
were added to the ‘menu’ of measures already in place . With the introduction of the three 
principles – decoupling, cross-compliance, and modulation – the interdependence between the 
two pillars has increased. 

Whereas in the past assistance was linked to the amount of production, the new mechanism 
rather takes the form of certain environmental obligations or budgetary transfers to encourage 
rural development. As the new CAP is designed to increase the competitiveness of agriculture, 
farmers are pressured to obtain compensation for the loss of production assistance in order to 
maintain and modernise the agricultural sector and comply to demands by the market. 
Furthermore agricultural production also needs to be strengthened by creating new products like 
biofuels or other raw materials or applying new technologies. Whereas the first would mobilise 
a part of the UAA and reduce the obligatory set-asides. , the latter, especially ‘biotechnologies’ 
are limited by the scepticism towards genetically manipulated plants or animals. 

On 5 July 2005 the European Commission issued a proposal of EU strategic guidelines for 
rural development, which where then adopted by the Council on 20 February 2006. The 
guidelines set out the strategic approach to be followed by Member States for the preparation of 
their Rural Development programmes for the period 2007 – 2013. The new regulation broadens 
the possibilities to use Rural Development funding to boost growth and create jobs in rural areas 
– in line with the Lisbon Strategy – and to improve sustainability, in line with the Göteborg 
sustainability goals. The 6 key EU strategic objectives are established as follows in the 
guidelines: 
• Improving the competitiveness of the agricultural and forestry sectors. 
• Improving the environment and countryside. 
• Improving the quality of life in rural areas and encouraging diversification.  
• Building Local Capacity for employment and diversification. 
• Translating priorities into programmes.  
• Complementarity between Community Instruments. 

Council Regulation 1698/2005 of 20 September 2005 ‘On support for rural development by the 
European Agriculture Rural Development Fund (EARDF)’, lays down the operational 
framework for transforming the new orientation into programmes and simplifying their 
implementation procedures. 

The new policy has three major objectives: 
• Increasing the competitiveness of the agricultural sector through support for restructuring. 
• Enhancing the environment and countryside through support for land management. 
• Strengthening the quality of life in rural areas and promoting diversification of economic 

activities through measures targeting the farm sector and other rural actors.  
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The new legal framework will improve the implementation and governance of EU rural 
development programmes as follows: 
• all existing measures are regrouped under a single funding and programming instrument, 

the European Agriculture Rural Development Fund (EARDF); 
• the EU strategy for rural development serves as the basis for the national strategies and 

programmes. This ensures better focus on EU priorities, and improves complementarity 
with other EU policies (e.g. cohesion and environment); 

• reinforced monitoring, evaluation and reporting ensure more transparency and 
accountability for the use of EU money; 

• less detailed rules and eligibility conditions leave more freedom to the Member States on 
how they wish to implement their programmes; 

• a strengthened bottom-up approach tunes better rural development programmes to local 
needs; 

• the more strategical approach clarifies the division of responsibilities between Member 
States and the Commission. 

The measures of the EARDF regulation, dealing with the second pillar of agricultural policy, 
are structured along four axes: 
• Axis 1: Improving competitiveness of farming and forestry (min. 10% of the EARDF total 

contribution). 
• Axis 2: Environment and land management (min. 25% of the EARDF total contribution). 
• Axis 3: Improving quality of life and diversification (min. 10% of the EARDF total 

contribution). 
• A fourth ‘Leader’ axis mainstreams the local development strategies that were previously 

financed under the LEADER initiative through a bottom up approach. According to article 
17 (2) of Council regulation 1698/2005, 5% at least of the EARDF total contribution to the 
programme shall be reserved for axis 4. For the twelve new Member States this amount is 
reduced to 2.5%. 

Another (unpublished) source(1) presents a more detailed breakdown of the funding allocations 
between the new measures. Since the negotiation is not finalised for many countries, these 
indications should be taken with caution, however they provide a good overview of the 
strategies adopted by the Member States: 
• Most new Member States are very concerned with improving the position of their agro-food 

systems on world markets and catching up with other EU Member States. They therefore 
devote an above average proportion of EARDF expenditure to axis 1. These countries join 
the southern European countries in the group that places most priority on increasing agro-
food competitiveness: Spain, Greece, Portugal and Italy. 

• At the other extreme, there is the group of countries whose primary objective is to maintain 
a sustainable agricultural and forestry activity over as much of the country as possible and 
concentrate heavily on axis 2. This block is made up almost exclusively of wealthier, 
northern countries in which agriculture faces severe natural handicaps; these include United 
Kingdom, Ireland, Finland, Austria, Sweden, Denmark, and Luxembourg. 

                                                 

(1)  France, Italy, Spain, Austria, Portugal, Germany, Ireland, Scotland (UK), Finland, Poland and Romania. The 
study is entitled ‘Which direction for Rural Development? A report on the National Strategic Plans for Rural 
Development in 11 member States’. Critica for INEA and CNASEA, draft September 2007. 
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• Thirdly, many new Member States are also very concerned to improve rural infrastructure 
and the quality of life in Rural Areas. So expenditure on Axis 3 in these countries is also far 
higher than average. This is particularly true for Bulgaria, Romania, Malta, Poland and 
Estonia. Certain old Member States also give a higher than average priority to axis 3. These 
include the Netherlands and Germany. 

When zooming in on the single Axis and looking at tentative priorities within the Axis the 
following picture could be provided: 
• Axis 1: strong emphasis on infrastructure support in relation with the adapting of 

agriculture and forestry to new market conditions, modernisation of agricultural holdings, 
adding value to agricultural and forestry products, restoring agricultural production 
potential damaged by natural disasters and introducing appropriate preventive actions. 

• Axis 2: the largest share in budgets in this axis is definitely contributed to agri-
environmental measures with a variation of single measures depending on the national/ 
regional necessities (organic farming, environmental protection measures, ground water 
protection). Apart from that Payments for handicapped areas presenting special difficulties 
were also prominently funded. 

• Axis 3: promoting the tourist industry, basic services for the rural economy and rural 
population, business development and micro enterprises, village renewal and development, 
diversification into non-agricultural activities and investments into the rural heritage are the 
most frequently supported measures within this axis. 

In brief, looking at the prioritisation within the RD programmes per MS a clear domination of 
the agricultural sector is still to be found. Still the enlargement of rural development into the 
value added chains of agricultural production and considerations towards environmental issues 
(natural hazards, climate change) provide some signs of diversification of the concept. 
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4. Looking forward – what are the forces that will shape the Rural 
Economy in Europe 

Since the first reform of the CAP almost forty years ago the nature of the Rural Economy and 
environment in the EC has changed dramatically. Aside from the enlargement of the EC to its 
present 27 members there have been significant changes in the overall economy of Europe, 
massive technology induced changes and continuing migration from rural to urban areas. These 
changes can be expected to continue and a range of other issues can be expected to emerge that 
will pose huge challenges for policy makers in the area of Agriculture and RD. Among the 
forces that can be expected to impact and shape the Rural Economy in Europe over the next 
twenty years are: 

a) Changing Demographics – Europe and worldwide. 
b) Global Demand for Food.  
c) Food Security in Europe. 
d) Food Safety. 
e) Energy Supply and Demand. 
f) Focus on Environment Protection. 
g) Changing Technology. 

Changing Demographics: Population ageing becomes a tangible reality 

Europe has, over the past three decades entered its ‘second demographic transition’ with 
populations failing to replace themselves, which is itself a major driving force for change. 
Structurally then, there is an increasing proportion of old people which is likely to continue as 
the ‘baby-boom’ generations reach retirement age. Irrespective of how this phenomena is 
explained (post-industrial etc.), it is clear that the contemporary demographic behaviour of the 
EU is different to what it was 30 years ago. Compared with major global population trends at 
world scale, Europe is famously out of line with its natural population evolution declining, or at 
zero in the majority of European states. But as with other parts of the world, it is experiencing 
high levels of immigration. In nation state terms, the countries with the highest levels of 
population ageing are Italy (share of population over 65 in total population: 18.0%), Greece and 
Sweden (17.3%), Belgium and Spain (16.8%), Portugal (16.4%), Germany and Bulgaria (16.2 
%) and France (16.0%), while those with youngest populations are Cyprus (11.6%), Slovakia 
(11.4%) and Ireland (11.2%). At territorial scale, European demographic developments are 
characterised by extremes; parts are very congested, others experiencing severe depopulation. 
On the whole the natural population movements are negative, but this is not generally the case 
in areas of high density. In such regions, on the whole large agglomerations, a combination of a 
high proportion of young people and immigrants have produced populations out-growing 
available jobs and services and out of synchronisation with the demographic situation across the 
rest of Europe. 

If the former trend continues on its present path the labour force will inevitably shrink as there 
will be insufficient entrants to replace those leaving, although a decrease in unemployment will 
compensate for this, partially at least. This would make economic expansion difficult to sustain 
and make preserving welfare levels difficult. Specifically as the number of people dependent on 
retirement benefits increases, the viability of this expanding element of social security systems 
may become fiscally unviable, though increasingly difficult to challenge as the political weight 
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of the aged constituency grows. There are also clear indications of increasing mobility and 
different consumption patterns of older citizens. 

Accelerating globalisation naturally favours the regions with the most advanced economies or 
with specific comparative advantages, such as a low-wage labour force. In this respect, in 
Europe metropolitan areas are largely favoured, when compared with the more rural areas, but a 
number of east-European regions are witnessing significant foreign investments because of 
lower labour costs. The east/west divide is progressively being replaced by a metropolitan/non 
metropolitan divide and this trend is likely to become stronger over time, although a number of 
factors, such as the proportion of the population which is highly educated, expenditure in R&D 
activities and the registration of patents still favour most western regions, especially those of the 
pentagon and of Northern Europe. 

The following graphs show some of these developments from different angles: 

Figure 1 shows the development of demography in European regions from 2000 – 2003. it 
becomes quite clear that the metropolitan areas and those in favourable climatic conditions 
gained the most. On the other hand remote and rural areas in Central and Northern Europe lost 
the most population. 

Table 2 and Figure 2 show the UN projective development of the world population in the 
medium term moreover the development paths of urban and rural population is depicted. 

Finally figure 3 provides an overview of the results of the ESPON 3.2. Scenario project, which 
tried to depict territorial development for 2030 (see Spatial scenarios in relation to the ESDP 
and EU Cohesion Policy ESPON Project 3.2 –   
http://www.espon.eu/mmp/online/website/content/projects/260/716/index_EN.html) 
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Figure 1. Types of demographic development 

 
PT=Total population variation; PM= migration balance; PN= Natural population variation 

Source: Scenar 2020, ‘Scenario study on agriculture and the rural world’. 
European Centre for Nature Conservation et alia. First interim report March 2006. European Commission. 2006 
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Table 2. Project Population Growth (UN medium projections) 

Region 2005 2050  

World 6,465 9,076 +40% 

High Income 1,211 1,236 +2% 

Low Income 5,253 7,840 +49% 

Africa 906 1,937 +114% 

Asia 3,905 5,217 +33% 

Latin America 561 783 +40% 

North America 331 438 +32% 

Europe 728 653 -10% 

Figure 2. Urbanization in developing countries, 1960-2030 

 

Source: UN 
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Figure 3. Demographic changes in the EU according to ESPON scenario project 2000-2030 
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What becomes quite visible from the graph above is that population is generally growing in 
metropolitan areas, both in Western and Eastern Europe, under the combined effect of higher 
fertility rates and of the attraction of migrants in relation to the development of advanced 
economic activities, with a number of exceptions generally in old industrial regions. The 
knowledge economy favours metropolitan regions, in both Western and in Eastern Europe. 
Large cities also attract the majority of unskilled immigrants. By contrast, a quite significant 
number of rural areas in the eastern and western peripheries, but also in some central parts of 
Europe (especially in Germany, central and northern Italy), are becoming more and more 
depopulated under the effects of advanced population ageing and/or of the out-migration of 
younger age groups. 

Global Demand for Food and changes in food consumption patterns 

The World demand for Food could double by 2050 – that is just over forty years and about the 
same period as has elapsed since the Mansholt Plan of 1968 that put in place the first common 
structural policy for agriculture. This increased demand will arise from: 
• Increase in world population – almost all in developing countries 
• Increase in economic growth in current low income countries 

As an important food producer this increase in demand for food will present opportunities and 
challenges for Europe and its farmers. It will place heavy emphasis on proper land use and 
getting a correct balance between productivity and environment protection. Assuming 
globalisation of the world food industry is here to stay it is the global demand for food that must 
be looked at when examining how global demand for food will impact on EU agriculture and 
rural development. In the past an increase in demand would be viewed in mainly positive terms 
as it would be seen as providing opportunities to farmers to increase their incomes with 
consequent positive benefits for the rural economy. But the picture in the future is more 
complex. The options for increasing production are limited by a combination of availability of 
arable land, availability of water and environmental considerations.  

On a world wide scale it is estimated that at most there is 12% more arable land available that 
isn’t presently forested or subject to erosion or desertification While the area of land in farm 
production could be doubled this can only be achieved by destruction of forests and loss of 
wildlife habitat, biodiversity and carbon sequestration capacity. The cost that society places on 
such destruction is increasing and in future is unlikely to be acceptable for political or social 
reasons. Thus to meet future demand for food and the need to possibly double production there 
will be a need to increase productivity on the existing productive land but at the same time 
recognize the environmental challenges that have emerged in recent years.  

The steep increase in cereal prices in 2007 may signal a long term increase in agriculture prices 
due to increasing demand for meat in fast growing economies like China and India, competition 
for land resources for bio-fuels, and the possible effect of global warming on available water 
resources. This has the potential to dramatically alter the dynamic in terms of agriculture and 
land use as it will likely lead to increases in farm incomes notwithstanding increases in input 
costs due to increased energy prices. What models of agriculture are most relevant in such a 
changed scenario and what support mechanisms are appropriate are key questions with no 
simple answers. Finding a balance between ensuring food security, protecting the environment 
and meeting energy demands within an overall vibrant and sustainable rural economy is a 
significant challenge for policy makers at EU and MS level. 
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Food Security and Food Safety 

Food Security in Europe was one of the main drivers of the original concept and design of the 
CAP. In more recent times in a more globalised world the idea that Europe could somehow 
become food insecure would be challenged strenuously and most policy decisions at EU and 
WTO level have been made on the broad assumption that world trade in food commodities is a 
given. Yet in recent times there have been some concerns voiced as to the degree of dependency 
that Europe should have on global trade in food commodities. While some of this has been 
driven by concerns over food safety there have also been some proposals for more protectionist 
measures that would provide a greater guarantee of food security in Europe. Current CAP policy 
including policy for Pillar II is made on the broad assumption that Europe will be an open 
economy with a minimum of protectionism. However should this change it would have an 
impact on overall agricultural developments in Europe and also impact on the broader rural 
economy.  

Concerns over food safety and the demand from consumers for guarantees that what they 
consume is safe is increasingly a driver of developments in the agricultural sector. High profile 
concerns over BSE, Avian Influenza, GMs, etc all serve to keep the issue of Food Safety high 
on the Agenda. This has implications for RD policy and the evolution of Pillar II. Opportunities 
will arise in the areas of organic farming and also perhaps for products produced in a farm 
friendly environment where consumers can know where exactly the product has come from. At 
the same time traceability and quality control requirements can all be expected to rise all of 
which have cost implications. 

Energy Demand (including Water) 

The energy question may well emerge as the most significant driver of development over the 
next 20-30 years. With increasing competition for decreasing oil reserves the developed world 
is facing into a period of some uncertainty. Current projections of economic growth are all 
based on the availability of adequate energy supplies, an assumption that may be tested in the 
years ahead. The changing nature of energy availability and supply will be a major force in 
determining the shape of the rural landscape in Europe in the future. Rising energy costs will 
impact on production costs but more importantly on world trade and may well change the 
relative profitability of various foods. It may well emerge that the future emphasis will be on 
producing food closer to where the consumer is rather than transporting food over long 
distances. At the same time rising energy demands will impact on land use patterns with energy 
crops competing with food crops for limited land and water resources. Rural demographics may 
also be impacted on by rising energy costs as people move to urban areas closer to their 
workplace rather than commuting from rural areas. Thus in looking at RD policy for the future 
and especially beyond 2013 the likely developments regarding energy availability and cost must 
be given a high priority. Indeed the energy debate and development with regard to where our 
energy comes from is likely to be the single most important factor in driving policy relating to 
agriculture and rural development over the next 20 years.  

Agriculture and the Environment  

There are strong linkages between agriculture and the physical environment, the landscape and 
biodiversity. Agriculture has a major influence on soil quality, water quality and water quantity, 
air quality, biodiversity and the landscape. Throughout the EU but particularly in many of the 
Northern Member States, the environmental effects of modern farming methods began to cause 
concern from the late 1980’s onwards. Modern farming methods and increasing intensification 
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of farming it is argued has contributed to air pollution, water pollution and destruction of 
wildlife habitats. It is also argued that the CAP has contributed to some of the environmental 
problems. High product prices paid under CAP has encouraged a greater use of bought in inputs 
than would otherwise have been the case. This has led to their less efficient use and a greater 
polluting surplus of chemical inputs, greater use of purchased feed and thus an encouragement 
to overstocking and greater reliance on bought in fertiliser leading to even bigger surpluses of 
animal manure. Grants and technical aids under CAP have led to considerable change and 
rationalisation in the rural landscape, for example, the spread of irrigation and drainage, field 
enlargement and the consequent loss of hedges, field margins and wet areas.  

Under the MacSharry reform of the CAP in 1992, one of three ‘accompanying measures’ 
adopted was an agri-environmental scheme. Under this scheme (regulation 2078/92), aids can 
be granted to farmers who undertake for a minimum of 5 years to adopt or maintain practices 
which reduce pollution and which contribute to protecting the environment. Practices which 
reduce pollution include reduced use of agrochemicals and extensification of crop and livestock 
production. The scheme is not intended for farmers to meet a legal requirement, rather it is 
intended for farmers who voluntarily take on commitments which go beyond the baseline 
requirements set out in legislation. While farmer participation within the schemes remains 
voluntary Member States are required to draw up programmes within a specified period of time. 
As this scheme has developed, it has encompassed a broad range of agri-environmental related 
measures including; organic farming, non-organic farming with environmental improvements, 
maintenance of low intensity systems, and management of farmland for non-productive 
purposes and integrated and whole-farm sustainable plans.  

Four broad ‘models’ of agri-environmental measures can be identified including; targeted or 
zonal measures focused on specific landscape types, natural regions or farming systems, 
schemes that operate over the whole national or regional territory, schemes operating a broad 
regulatory framework and finally, highly specific aid schemes issues such as organic farming 
and the protection of threatened stock breeds.  

Since the late 1980s, there has been widespread concern about the environmental damage from 
intensive farming methods. Arising from these concerns and with the abundance of food, the 
role of farmers as guardians of nature is now seen as more important. The introduction of the 
agri-environment measure can be seen as a support for farmers in this role. The introduction and 
development of agri-environment schemes since 1992 does represent a real attempt to integrate 
agriculture and environmental policy. However, agri-environmental policy remains marginal to 
the central thrust of the CAP as agri-environmental schemes represent a very small part of the 
total CAP budget. The recent MTR reform of the CAP does seek to improve this situation by 
tying the single payment to environmental (and other) conditions. Some analysts have 
questioned the environmental gains of the agri-environmental schemes. It has been pointed out 
that pesticide and nitrate pollution has not been adequately addressed by the schemes because 
farmers in the areas affected do not participate in the schemes as their farm income would be 
affected. On the other hand, dominance by schemes that seek to merely maintain extensive 
production methods raises questions about the overall effectiveness of the schemes. The 
polarisation between farmers benefiting from voluntary environmental support and those 
systems for which regulatory means to reduce pollution are being demanded points to a failure 
to effectively integrate environmental and agricultural policy.  

A number of new issues have emerged which pose challenges for policy affecting rural Europe. 
Climate change poses new challenges in relation to curbing emissions as well as responding to 
changing weather patterns. EU targets for the use of biofuels and renewable energies raises 
questions about the role of rural and agricultural policy in balancing food and energy needs and 
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in ensuring agricultural land use is yielding the optimal benefit in efficient energy crops. 
Increasingly usage of water in irrigation for agriculture combined with changing weather 
patterns (increasing frequency of floods and droughts) highlight the need for careful 
management of scarce water resources. This presents an opportunity to integrate water 
management with the agri-environment measures to promote efficient use of this valuable 
resource. 

Technology 

Changing technology has dramatically impacted on most of the developed world especially over 
the past twenty years. It has changed the nature of work, how society is organised and has 
perhaps reduced much of the differences between rural and urban society. Improved technology 
has increased productivity, dramatically improved communications, impacted positively on the 
expected life span of humans and generally been a positive force in improving living standards. 
It is reasonable to expect that this revolution in technology will continue and will have major 
impact on all aspects of society. This must be taken into account when deciding on policy for 
agriculture and rural development post 2013. Among the technological issues to be considered 
are: 
• Technology impact on logistics, supply chain management- allows for highly integrated 

food supply chains with fast response times over long distances. Contributes significantly to 
globalisation of food sourcing supply. 

• Through technology information on prices, production, trends are available very quickly 
and easily globally- resulting in a much more dynamic fast changing environment for 
agriculture, food, energy, rural areas, etc.  

• Technology also presents opportunities for rural Europe as importance of physical 
proximity to workplace declines resulting in opportunities for SMEs, economic 
development, etc. 

• Initial and potential impact of GM technologies.  

Current Appropriateness of Pillar 2 in the context of Future Challenges  

It has been pointed out earlier that in many ways the current Pillar 2 is a hybrid that has 
emerged from various attempts at reforming the CAP. Considering this there is much to admire 
in what has developed. Yet there are questions as to whether Pillar 2 as currently conceived is 
an appropriate response to the issue of RD across EU27. Among the criticisms are: 
• Attempts a one size fits all approach to a very diverse rural landscape and economy. 
• It operates without a clear agreed vision of exactly what rural development is and the fact 

that rural development may mean different things in different countries. 
• It is not sufficiently integrated with other EU rural development policies that arguably have 

a greater impact on rural development. 
• It relates too much to agriculture and farming, and does not sufficiently recognise the fact 

that in most MS agriculture is no longer the dominant activity in rural areas. In this regard 
the absence of any attempt to link fisheries with RD policy is notable given that many rural 
communities are more closely linked to fishing than to agriculture. 

• Too many issues and measures are lumped together under the banner of RD with little 
evidence that they are in fact contributors in a significant way to RD. 
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It is unlikely that any major change to RD policy as outlined in 1698/2005 will be undertaken in 
the period to 2013 and increased availability of funding will need to be largely accommodated 
within the remit of the current regulation. Beyond 2013 however there is need for a more 
fundamental rethink of what RD is, its links with agriculture and what policies are advisable at 
EU level. This rethink will need to look at who the stakeholders in RD are. With an increasing 
amount of RD funding coming from national taxpayers it can be expected that the determination 
of RD policy will no longer be viewed primarily as the prerogative of farmers and agribusiness. 
Environmentalists, non agricultural dependent rural dwellers and the broad general public can 
all be expected to have much more input into the debate with increasing demand for visible 
public goods to be delivered for public funds. While in the medium term farmers can be 
expected to be the main beneficiaries of CAP type funds (and CAP induced funds), there is 
likely to be greater competition for such funds from individuals and organisations that focus on 
a broader definition of rural development.  
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5. Current Rural Development Regulation and reflections on possible 
future development 

Regulation COUNCIL REGULATION (EC) No 1698/2005 of 20 September 2005 on support 
for rural development by the European Agricultural Fund for Rural Development divides 
measures under 4 Axes: 

Source: European Commission, DG Agriculture 

Axis 1: This is intended to improve the competitiveness of the agricultural and forestry sector 
through measures that help to address structural problems in agriculture, improving knowledge 
and human potential and encouraging investment in modernisation of holdings. Included under 
Axis 1 are measures to promote early retirement, encourage young farmers to take up farming, 
the modernisation of agricultural holdings and improvement of the economic value of forests 

Axis 2: aims to support environmental management undertaken by farmers and foresters, with 
payments offered for the carrying out of regular management for biodiversity, pollution control, 
landscape maintenance, the planting of new forests on former farm land, etc;  

Axis 3: is designed to help promote more diverse rural economic and cultural activities. These 
are partly a means to offer exit routes or diversification opportunities for those who face 
declining farm incomes, but also partly to support other aspects of the rural population and 
economy with a view to maintaining a vibrant rural population that taken together with an active 
farming population will provide economic viability and social cohesion in rural areas.  

New policy framework

European Agricultural Fund Rural Development 

Single programming, management, monitoring and control system 
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EU rural development strategy
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Axis 4 Leader  

The preamble to the Regulation strongly indicates that there is a presumption that resources for 
rural development under the CAP should be mainly devoted to ‘agriculture or activities close to 
agriculture’. Paragraph 2 of 1698/2005 states ‘According to the Treaty, in working out the 
common agricultural policy and the special methods for its application, account is to be taken 
of the particular nature of agricultural activity which results from the social structure of 
agriculture and from structural and natural disparities between the various rural areas’. This is 
important in terms of the debate on the future direction of the second Pillar and the possibility of 
increased availability of funding. Recent developments and a broader definition of RD means 
that there is now increased claims on available funds that have traditionally been earmarked for 
RD measures closely aligned to agriculture and land use and where farmers would be the main 
beneficiaries.  

The measures provided under 1698/2005 provide for a range of financial incentives or 
compensations for farmers that impact on farm management decisions and the range and 
quantity of outputs that they choose to produce.  

Also, it is important to take account of the scale of RDR funding by comparison with other CAP 
funds, which is increasing over time. At the EU level, rural development programmes only 
account for 15% of the EAGGF Guarantee budget, while 85% is devoted to funding the CAP 
market regimes. However, rural development is also funded from the EAGGF Guidance fund, 
targeted to the lagging regions in Europe under cohesion policy, which increases the total 
proportion of CAP spend on rural development to around 18.5 per cent for the EU15, for the 
2000-6 period. In the New Member States, an additional and significant sum has also been 
allocated to rural development funding, alongside a restricted amount for support under the 
CAP market regimes. So in terms of EU money, quite a significant sum is already devoted per 
year out of a CAP total of 47 billion. Furthermore, it should be noted that rural development 
funding from the EU has to be co-financed by the Member States at rates between 25 and 75% 
of the total public expenditure. This means that the total public funding for rural development 
under the CAP may be two or three times the EU allocation. By contrast, the CAP market 
measures expenditure is 100% funded by the EU budget, with no matching funds from the 
Member States. At the level of the beneficiaries of funding, this will again increase the relative 
importance of pillar 2 versus pillar 1.  
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6. Health Check Proposals 

Overview and Analysis 

The ‘Health Check’ is limited in what it is proposing and confines its proposals to areas 
signalled in 2003 where further reform was necessary. It does no imply a fundamental reform of 
existing policies instead the review clauses allow for the possibility of reforms and adjustments 
in line with market developments and the need to address a range of other issues relating to 
agriculture, land use and overall rural development.  

The HC aims to address three issues: 
a) How to make the SPS more effective, efficient and simple  
b) How to render market support instruments still relevant in a more globalised world and an 

EU of 27 
c) How to master new challenges, from climate change to growth in biofuels and water 

management and ongoing ones such as biodiversity by adapting to the new risks and 
opportunities  

Much of the initial reaction has focused on (a) and on the renewed attempt to introduce a ceiling 
on the Single Farm Payment than an individual farmer can receive. It is difficult at this stage to 
assess the exact budgetary implications of the proposed changes in modulation but some 
attempts have been made to quantify what the proposals will mean in financial terms. Using 
2005 figures less than 25000 farms in the EU-25 would be affected or less than 0.4% of all 
holdings. These farms receive about € 4.7 bn of the € 32.5 bn of direct payments or about 14% 
of the total. At most this would indicate annual savings of around € 0.5 bn – probably less as 
farms can be expected to seek ways around the ceilings e.g. establishing separate entities.  

The proposal in relation to compulsory modulation leading to a transfer of funds from Pillar 1 or 
Pillar 2 is more difficult to quantify. The proposal is to increase by 2% annually in budget years 
2010-2013 existing compulsory modulation – i.e. a transfer of funds currently paid to farmers 
under Pillar 1 to support measures currently supported under Pillar 2. One implication of this 
proposal is that some of the money paid under CAP would not necessarily be paid to farmers. 
Since Pillar 2 encompasses a wide range of measures, increasingly funds spent on RD measures 
go beyond agriculture and farmers though agriculture and farming is still perceived as being 
core to overall RD. The issue of who will be the beneficiaries of CAP funds can be expected to 
be a major issue during the negotiation phase even if it is not always explicit. This can be 
expected for two reasons – first any reduction in Pillar 1 will be seen as a direct reduction in 
farmers’ incomes; secondly, while much of expenditure under Pillar 2 primarily benefits 
farmers a significant amount does not go to farmers directly and more importantly this 
proportion is likely to increase. Furthermore it can be argued that the current Pillar 2 is more of 
a ‘catch all’ for measures that do not fall within Pillar 1 and that describing it as rural 
development is somewhat misleading. In fact the measures currently accommodated under 
regulation 1698/2005 combine a range of measures that cover competitiveness, environment, 
forestry as well as measures that can be more traditionally be categorised as rural development 
in terms of objectives. Bringing all of these measures together under a common rural 
development objective is not without problems and the proposals in the HC to further extend the 
scope of Pillar 2 to accommodate issues such as risk management further stretches the scope 
and cohesion of Pillar 2.  
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Summary of Proposals that impact on Pillar 2 

The HC focuses primarily on Pillar 1 reforms addressing issues that were not fully agreed in the 
2003 reforms. In addressing Pillar 1 issues the HC does indicate that appropriate responses and 
solutions may be appropriate via Pillar 2 initiatives and measures. Some of the areas addressed 
in the HC that suggest responses via the second Pillar are: 

Preparing the ‘soft landing’ of the dairy quota expiry (3.4) – Measures for mountainous 
regions. 

While on an overall basis the phasing out of the milk quota may be expected to see an 
expansion in production certain regions especially mountainous regions are expected to face 
difficulties in keeping a minimum level of production. This could endanger the traditional dairy 
industry in such regions and also have a major negative impact on the objective of preservation 
of a viable and vibrant rural population. While it is clear that RD policies are not designed to 
support production there is scope under the current RD regulation to provide some support in 
such areas either via Axis 1 or Axis 3. This however is the type of issue that requires some 
flexibility at MS level while operating within a broad agreed framework of what type of 
supports are permissible. This is an issue that will be discussed later.  

However the suggestion of the HC to change Article 69 of EU Regulation (EC) 1782/2003 as to 
facilitate specific aids for animal holdings, the milk sector mountainous areas inter alia in the 1st 
Pillar would imply that there will be potential overlaps of measures in pillar 1 and 2: especially 
the measures under articles 28 (adding value to agricultural and forestry products), 29 
(cooperation for development of new products, processes and technologies in the agriculture 
and food sector and in the forestry sector), 32 (participation of farmers in food quality schemes). 
37 (natural handicap payments in mountain areas and payments in other areas with handicaps), 
39 (Agri-environmental payments), 40 (animal welfare payments). All these measures under EU 
Regulation (EC) 1698/2005 would mean overlaps and thus potential double support for farmers. 
Apart from this problem the question arises whether a revised Article 69 of Regulation (EC) 
1782/2003 will offer any significant support at all. The comparably small extent of potential 
marginal-leverage effect of such a change compared to the absolute leverage effect of the sum 
of Pillar 2 measures cast some doubt on the affectivity of such an approach. Under these 
considerations it seems more sensible to add the amount considered under Article 69 (i.e. up to 
10% of the component of national ceilings) to the measures as referred to above within Pillar 2. 

Generally the issue of supporting mountainous regions under the aspect of risk prevention and 
regional sustainability seems to be tackled in a rather short sighted manner. Rather than looking 
at Rural Development as a holistic, cross-sectoral phenomenon, RD policies as supported under 
pillar 2 do not take interdependencies with non-agricultural sectors into account. Because if the 
intention for imposing RD measures is to keep a minimum level of agricultural production in 
mountainous regions, then the reference level for farmers will not be the potential marginal 
income gain by added value for dairy products, but it will be the marginal income gain in other 
economic sectors (tourism, services). Pillar 2 shows little knowledge on such interdependencies 
of economic sectors on the regional scale. There is basic research on the way to shed some light 
on these aspects (see e.g. EU funded project TERESA [types of interaction between 
environment, rural economy, society and agriculture in European regions] – http://www.teresa-
eu.info/) thus helping to interweave support measures for Rural Development to a single texture. 

The HC recognises that new challenges for agriculture and rural development are emerging and 
will continue to emerge and these are addressed in paragraph 4 of the document. The first 
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challenge addressed in the HC (4.1) is how to address the issue of increased risk to agricultural 
incomes in the light of the move to decoupling producer support.  

Farmers have always faced a range of risks to their incomes, be they the forces of nature such as 
weather or disease or market-based forces such as price swings. Traditionally governments have 
helped farmers deal with these risks through programs that have reduced the impact of farm 
income fluctuations or through emergency packages. Within a reformed CAP some of the 
traditional risk alleviation that was accommodated under the CAP will no longer be available to 
farmers and agriculture will operate in a more market oriented environment. Indeed it is 
questionable today how adequately government supported risk interventions promote the 
growth, innovation and adaptation necessary to succeed in an ultra-competitive global 
marketplace. However risk remains a factor in agriculture that has consequences for both farmer 
and consumer and the suggestion in the HC that ‘it would be appropriate to extend the use of 
part of modulation savings to allow risk management measures in the framework of RD policy, 
provided they meet ‘green box’ criteria’ has some merit. In saying this there is a need for 
approaches to addressing risk that are innovative and do not create a culture of dependency. 
Governments working with farmers and industry (agribusiness and financial) can help to 
develop appropriate mixtures of risk management approaches that will address major risk 
issues. This includes taking action in the areas of food safety and quality, environment, renewal, 
and science and innovation. 

This proposal does however provide an example of the danger that Pillar 2 is becoming a catch 
all for non Pillar 1 measures and it will be increasingly difficult to distinguish the overall rural 
development objective. This may mean that some redefining of Pillar 2 may be necessary 
whereby it has a number of separate objectives that are broadly consistent but independent of 
each other. This would allow for a more innovative and rational rural development policy to 
develop that would address RD issues from a RD perspective rather than from an agricultural 
one or from the perspective of availability of funds. 

Paragraph 4.2 of the HC document discusses climate change, bio-energy, water management 
and diversity as new challenges facing EU agriculture. While the challenges have been 
recognised previously the level of the challenge has reached a new intensity and priority. The 
HC recognises the achievements and contributions that EU agriculture has made to curbing 
greenhouse emissions but also recognises the exposure of EU agriculture to the negatives of 
climate change. The HC envisages addressing the challenges via the second pillar in a number 
of ways: 
• Providing incentives for mitigation and adaptation to climate change for better water 

management and for providing environmental services in the area of bio-energy, and for 
biodiversity protection.  

• Improving research and innovation to address new environmental and productivity 
challenges including second generation biofuels.  

The above initiatives can be accommodated within the current RD Regulation under all of the 
Axes but there will be a need to redefine objectives and to be quite specific as to what it is 
hoped to achieve from the additional funding. In the case of R&D it will be important that 
measures are aligned with other R&D activities at community and MS level that maybe outside 
the scope of agriculture but are complementary e.g. energy research programmes 
In paragraph 4.3 the HC addresses the overall question of strengthening the second pillar, 
though the level of discussion and detail is disappointing. The HC recognises that increased 
financing of Pillar II is necessary if identified issues are to be addressed. It also recognises that 
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with the CAP budget fixed to 2013 that strengthening RD funding can only be achieved through 
increased co-financing compulsory modulation and suggests: 
• To increase by 2% annually in budget years 2010-2013 existing compulsory modulation. 
• Analyse appropriate ways to take account of the implied compulsory modulations in EU10 

while respecting the current distribution of RD funds between MS. 

While providing increased funding for RD measures is to be welcomed some questions need to 
be posed about the overall nature and financing of Pillar 2 in any discussion of the future 
perspective of the CAP. Among the areas for discussion are: 
• Is there a clear definition of Rural Development at EU level and clear objectives as to what 

Pillar 2 is trying to achieve.  
• Should there be more emphasis on RD objectives at MS and Regional level recognising that 

there are significant differences in RD perspectives across Member States. 
• Is Pillar 2 still primarily focused on farming and farms notwithstanding the broadening of 

Pillar 2 measures to cover environment and quality of life issues.  
• Can increased funding be spent effectively and efficiently on measures that will help to 

fulfil RD objectives. 
• Will co-financing funds be available from National Budgets given current budgetary 

constraints in many MS? 
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7. Financial Perspective 

Current Budget Summary 

An adapted budget 

The European Council agreed in its meeting of December 2005 the new Financial Perspectives 
for the period 2007– 2013. Within this framework, rural development was allocated € 69.75 bn. 
The Commission approved in September 2006 a Decision fixing the total budget for the period 
2007–2013 which amounts to a total of € 77.66 bn as it includes compulsory modulation to first 
pillar payments (4% in 2007 and 5% onwards) and transfers from the cotton and tobacco 
common market organizations. The Decision includes a subdivision in budget allocations by 
year and by Member State and has been later amended to include the respective allocations of 
Bulgaria and Romania following their accession.  

Table 3. Budgetary allocation for Rural Development 2007-2013 

 RD budget (KEUR)   RD budget (KEUR) 
Belgium 418,610,306  Malta 76,663,335 
Czech Republic 2,815,506,354  Netherlands 486,521,167 
Denmark 444,660,796  Austria 3,911,469,992 
Germany 8,112,517,055  Poland 13,230,038,156 
Estonia 714,658,855  Portugal 3,929,325,028 
Greece 3,707,304,424  Slovenia 900,266,729 
Spain 7,213,917,799  Slovakia 1,969,418,078 
France 6,441,965,109  Finland 2,079,932,907 
Ireland 2,339,914,590  Sweden 1,825,647,954 
Italy 8,292,009,883  United Kingdom 1,909,574,420 
Cyprus 162,523,574  Total EU-25 77,662,801,326 
Latvia 1,041,113,504  Bulgaria 2,609,098,596 
Lithuania 1,743,360,093  Romania 8,022,504,745 
Luxembourg 90,037,826  Total EU27 88,294,404,667 
Hungary 3,805,843,392    

A more strategic approach 

A substantial change in the next period lies in the architecture of the EU cohesion policy. The 
new EARDF will not be an explicit part of the new cohesion policy with the three priorities: 
convergence, regional competitiveness and growth as well as European territorial cooperation. 
Only ERDF, ESF and the Cohesion Funds are explicitly targeted at these priorities, whereas 
EARDF is considered an instrument of the CAP (that is – of course – contributing to the 
Cohesion policy). Thus, coordination and complementarity that has been (only partly and 
cumbersomely) achieved at national level and the level of individual programmes, will have to 
be newly designed for the next period. For coordination of the different activities of ESF, ERDF 
and Cohesion funds in the three priorities, National Strategy Plans needed to be developed by 
the Member States.  

The former programming period was very much organised around a system of measures in 
which the Member States were allowed to pick up their own ‘menu’ of interventions, according 
to their own priorities. The new phase of programming follows a more structured approach by 
axis, which should allow a better visibility of the orientations in terms of rural development by 
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the Member States. It also allows a more coherent approach as it must be integrated within one 
global strategy, via clearly expressed main objectives and operational objectives. 

With these two objectives in mind, the members States were requested to draw up their 
‘National Strategic Plans’ (NSPs) for Rural Development. The National Strategic Plans are 
structured around the explanation of how the Member State intends to comply with EU strategic 
priorities and the balance it intend to establish between the four axes of the programme. NSPs 
do not require a formal approval by the Commission but must be coherent and closely linked 
with the RDPs’ interventions.  

In the Community Strategic Guidelines (see above), the Commission recommends that Member 
States focus their attention on a series of actions within each axis. 
• In axis 1, the recommended measures include facilitating innovation and access to R&D, 

improving integration within the food chain, encouraging the up take of ICT, fostering 
entrepreneurship, developing new outlets including non-food production, quality products. 
Animal welfare. 

• In axis 2, the recommended measures include combating climate change, preserving the 
landscape, promoting territorial balance, promoting organic farming along with more 
traditional forms of intervention such as less favoured areas’ payments. 

• In axis 3, the recommendations focus on raising economic activity rates, drawing women 
and young people into the labour market, encouraging the development of rural tourism and 
renewable sources of energy and upgrading local infrastructure and services to the 
population.  

• As a transversal axis, Leader can be used in all axes for increasing the endogenous capacity 
of rural areas, for stimulating innovation and/or for improving local governance.  

There were only a few changes in the measures, although the 22 measures in the previous RDR 
have now been transformed into 35 measures divided into the three axes (+ the transversal 
LEADER axis): 14 measures in axis 1, 13 in axis 2 and 8 in axis 3. Most of these correspond to 
the measures in the old RDR, although some new measures appear such as cooperation for 
development of new products, processes and technologies. Some of these ‘new’ measures were 
already introduced in the 1257/1999 Regulation following the CAP reform. 

Since the Member States had to develop their NSP before elaborating their Rural Development 
programmes, the planning process has been slightly slowed down. In September 2007, 87 Rural 
Development programmes out of 94 had been officially transmitted by the Member States to the 
European Commission. However, only 18 of these were already approved.  

Table 4. Comparison between the minimum thresholds 
required by the RD Regulation and the National Programmes 

Repartition by Axis Minimum required by 
Council Regulation 

1698/2005 

National 
Programmes 

(September 2007) 
Axis 1: Improving competitiveness of farming and forestry 10% 33.9% 
Axis 2: Environment and land management 25% 44.0% 
Axis 3: Improving quality of life and diversification 15% 19.3% 
of which LEADER axis 5% 5.8% 

Source: EURObrèves 56, Septembre 2007 

Payments made by the Guarantee Section rose from € 8.7 bn in 1978 to € 40.2 bn (EU 25) in 
2004 and to € 42.8 in 2005 (commitment appropriations), It has significantly increased over the 
past 26 years, as much for internal reasons, such as the accession of new Member States, as for 
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external ones such as the saturation of world markets. In spite of this growth, the percentage of 
the Community budget represented by Guarantee Section expenditure has declined, falling from 
67% to 42% between 1988 and 2004. The appropriations allocated to the EAGGF Guidance 
Section (Rural development) were € 6.5 bn (EU 25) in 2004 and € 6.8 bn in 2005 (in 
commitment appropriations). For the programming period 2007-1013 the following amounts are 
foreseen: 

In considering the HC from a financial perspective the issues for consideration include: 
• Implications of Compulsory Modulation (including EU10). 
• Overall supports to RD. 
• Co-financing requirements. 

Compulsory Modulation 

The proposal in the HC is to increase compulsory modulation to provide a greater level of 
financing for the second pillar. It could be argued that this is not the correct approach in the 
absence of (a) a clear definition of funding requirements for Pillar 2 (b) a clearer picture of the 
likely impact of an increasingly complex Pillar 2 and (c) a more comprehensively defined RD 
policy that takes account of all budget supports and MS budget interventions that impact on 
rural policy. It can also be argued that in advance of a clearer definition of what exactly is 
understood by rural development (and its ambition and limitations) that the availability of 
increased level of funds will produce desired outcomes. It also needs to be borne in mind that 
Pillar 2 measures require co-financing at varying rates. Rates are set at axis level with a 
minimum of EU co-financing of 20% and a maximum of 50% (75% in convergence regions). 
For Axis 2 and the Leader Axis the maximum rate is 55% (80% in convergence regions). The 
co-financing requirement and possible difficulties it poses will be discussed later. 

Under the CAP reforms agreed in 2003, compulsory modulation is applied to all direct 
payments under the CAP market regimes from 2005, meaning that the funding for rural 
development benefits from a top-slice of market regime funding of 3 per cent initially, rising to 
5 per cent by 2008. With the proposals to extend modulation as set out in the HC it means that 
the scale of pillar 1 support will decrease both in absolute and relative terms. Thus the balance 
will gradually change between the two pillars, slowly increasing the relative importance of 
pillar 2 funding for European agriculture and decreasing the scale of pillar 1 funding.  

Section 5 gave a description of the main purposes of aid under the rural development policies of 
the CAP. Because these purposes are very varied, the kinds of support offered under the 
regulation are also variable. The types of aid provided for under Regulation 1698/2005 can be 
divided into a number of different categories: 

i. Compensatory aids offered as regular annual payments to farmers under multi-annual 
contracts, usually for the provision of environmental management services. (Mainly Axis 2) 
or as compensation for farming in areas with natural handicaps. 

ii. Measures designed to promote structural changes (early retirement). 
iii. Investment aids which usually cover a proportion of the total cost of investment activity on 

a farm (capital items) or for a farmer (training courses and other qualifications). These may 
be designed to improve the efficiency of an agricultural aspect of the business, or they may 
be intended to enable the farm to diversify into non-core farming activities. 

iv. Collective investments in agricultural infrastructure such as irrigation or land restructuring, 
designed to bring direct or indirect efficiency gains to individual farm businesses. 
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v. Project aids offered to collective or community projects which are likely to offer only 
indirect support to farmers insofar as it enhances the rural community where the farmer 
lives.  

By comparison with market aids these kinds of support are more difficult to evaluate in terms of 
their overall impact. They are not homogeneous in character and their effects upon farm 
economics may be direct or indirect, and immediate or gradual. Type (i) measures are probably 
the simplest form of aid to deal with, because like the market support, it is applied as a regular 
annual income and the payment is related to a specific area of land on each farm holding. These 
aids are similar to a decoupled payment. However, for agri-environment schemes, because the 
purpose of the aid is directly supporting a model of land use and management practice, its 
impacts may be more linked to production, but not in direct way. The funds may be conditional 
upon maintaining more extensive practices which would not be profitable without subventions, 
or they may pay the farmer to do something purely for environmental reasons which has no 
direct impact upon farming activities. Under the terms of the regulation, payments have to be 
based upon a combination of profit foregone, management costs incurred, and some element of 
incentive, where justified. But the balance between these elements may vary between measures. 
Some farmers will see these payments as part of their farm income in the same way that they 
regard direct payments or the new decoupled CAP payments under Pillar 1. But for others, the 
payments are seen as entirely separate, providing a return on management activity which is 
almost entirely separate to the farming activity on the land (e.g. if the agri-environment scheme 
supports the maintenance of small areas of semi-natural habitat which are not integral to the 
farming operation). The impact therefore will tend to depend upon the type of measures funded 
and their relationship to the farming operation  

For aid in categories (ii) and (iii), the general purpose or impact of the aid should be to enable 
farmers to improve the viability of their businesses by cost savings or improved productivity. 
However, there is a key distinction to be made here between agricultural and non-agricultural 
aspects of the business, in that funding may not always improve the efficiency of farming per 
se. So the consequence of this investment may be improved agricultural productivity or it may 
be reduced agricultural activity as a result of increased non-agricultural activity, with either no 
effect or a positive or negative effect upon farming efficiency, depending upon the scale and 
nature of changes involved. For aid in category (iv) the general result of this kind of support 
should normally be improved agricultural efficiency in relation to resource use, but the effect of 
investment will be indirect, so multiple farms benefit from one investment, and to varying 
degrees. For aid in category (v), the effect on farming will be indirect but can be significant in 
some cases – for example the availability of some new structure or service may enhance the 
farmer’s options to diversify or allow him to farm part time. 

Capping and cut-off limits2 

Capping and cut of limits are - according to simulations based on Farm Accounting Data 
Network data - likely to yield an amount of some 400 million euros. 

The consequences of the Commission's proposals on capping. The magnitude of the 
distribution effect based on the illustrative thresholds for the degressive capping mechanism 
proposed in the Communication can be assessed using the Commission’s figures on the 
distribution of direct payments across farms for 2005 (the latest year for which these figures are 

                                                 
2  This section is quoted from Note IP/B/AGRI/FWC/2006-Lot 01-C01-SC1 - REFLECTION ON THE 

POSSIBILITIES FOR THE FUTURE DEVELOPMENT OF THE CAP. 



Reflection on the possibilities for the future development of the CAP – the rural development perspectives 

PE 405.406 29

available) and ignoring policy changes in the pipeline such as the dairy premiums. Less than 
25,000 farms in the EU-25 would be affected, or less than 0.4 percent of all holdings. Between 
them, these holdings receive around €4.7 billion of the €32.5 billion of direct payments, or over 
14 percent of the total (Table 31 and 3.2). But because the degressive cap would be applied on a 
sliding scale, the savings would amount to only around €500 million, or around 1.7 percent of 
total payments in that year. This amount is broadly in line with the FADN based evaluation 
mentioned above. It would be a maximum figure, as the introduction of a cap on payments 
would result in adjustments (splitting up) of farms. 

In terms of the amounts of money involved degressive capping at the rates proposed by the 
Commission will have largely an optical effect. However this does not hold for Germany, which 
has a large number of very large farms in the areas of former East Germany, where agriculture 
was collectivised under Communist rule (Table 3.3)3. 

Table 3.1. Distribution of direct payments beneficiaries by payment class, EU-25, 2005 

Payment 
class (euro) 

Number of 
beneficiaries 

% of total 
beneficiaries 

Cumulative 
number of 

beneficiaries 

Cumulative % 
of total 

beneficaries 
<1,250 4,361,930 62.80% 4,361,930 62.80% 
>1,250 and <5,000 1,295,700 18.66% 5,657,630 81.46% 
>5,000 and < 100,000 1,264,400 18.20% 6,922,030 99.66% 
>100,000 and < 200,000 17,640 0.25% 6,939,670 99.92% 
>200,000 and < 300,000 3,070 0.04% 6,942,740 99.96% 
>300,000 2,790 0.04% 6,945,530 100.0% 
 

Table 3.2. Distribution of direct payments by payment class, EU-25, 2005, €’000  

Payment 
class (euro) 

Direct aids paid % of total direct 
aids 

Cumulative 
direct aids paid 

Cumulative % of 
total aids paid 

<1,250 1,592,477 4.90% 1,592,477 4.9% 
>1250and <5,000 3,405,494 10.48% 4,997,971 15.4% 
>5000 and < 100,000 22,842,503 70.28% 27,840,474 85.7% 
>100,000 and < 200,000 2,338,809 7.20% 30,179,283 92.9% 
>200,000 and < 300,000 733,157 2.26% 30,912,440 95.1% 
>300,000 1,589,653 4.89% 32,502,093 100.0% 

Source: European Commission, 2007, Indicative Figures on the distribution of aid, by size-class of aid, received in 
the context of direct aid paid to the producers according to Council Regulation (EC) 1259/1999 and Council 

Regulation (EC) 1782/2003, Annex 1, Financial year 2005. 
 

                                                 
3  Fighting against losses of premiums during negotiation of Agenda 2000 policy makers of the New Laender 

proposed a franchise amount per worker (AWU) because these farms (co-operatives) often employ 40 to 60 
employees. Under Article 4 entitled ‘Modulation’ of Regulation 1259/1999 establishing common rules for direct 
support schemes under the CAP a number of criteria which Member States could use on a voluntary basis to 
modulate funds from Pillar 1 to Pillar 2 were established. 
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Table 3.3. Impacts of the capping proposal in EU25 Member States  

Country Recipients 
affected 

Percentage Savings 
(€millions) 

Percentage 

Belgium 95 0.2% <1 0.1% 
Czech Rep 540 2.9% 4.4 2.1% 
Denmark 680 1.3% 14.4 1.6% 
Germany 5,310 1.6% 269.9 5.4% 
Estonia 10 <0.1% <1 <0.1% 
Greece 50 <0.1% 1.0 <0.1% 
Spain 2,720 0.3% 55.7 1.2% 
France 3,560 0.8% 16.4 0.2% 
Ireland 310 0.2% 1.6 0.1% 
Italy 2,290 0.2% 62.5 1.7% 
Cyprus 0    
Latvia 0    
Lithuania 10 <0.1% <1 <0.1% 
Luxembourg 0    
Hungary 380 0.2% 5.0 1.6% 
Malta 0    
Netherlands 140 0.1% 23.5 4.3% 
Austria 60 <0.1% 3.4 0.5% 
Poland 100 <0.1% 2.3 0.3% 
Portugal 590 0.3% 6.0 1.1% 
Slovenia 0    
Slovakia 170 1.4% 1.4 1.7% 
Finland 20 <0.1% <1 <0.1% 
Sweden 370 0.6% 6.6 1.1% 
UK 6,100 3.8% 78.5 2.3% 
EU-25 23,500 0.32% 554.3 1.71% 

Source: calculations by Jack Thurston based on European Commission, 2007, Indicative Figures on the distribution 
of aid, by size-class of aid, received in the context of direct aid paid to the producers according to Council 

Regulation (EC) 1259/1999 and Council Regulation (EC) 1782/2003, Annex 1, Financial year 2005, source 
farmsubsidy.org  

The challenge in trying to evaluate the potential for impact at farm level of the various measures 
under the second pillar is substantial yet it is important in trying to justify future financing and 
the switching of funds from Pillar 1 to Pillar 2. There is no doubt that justification for increased 
Pillar 2 funding will be made by various interests but genuine reform of CAP will not come 
from uncritical financing of pillar 2. Pillar 2 represents a wide range of measures with varying 
objectives and characteristics and some of the difficulties faced in evaluation of impact include: 
• Many of the measures do not produce simple linear impacts upon farm gross margins and 

subsequent production responses  
• Different measures have different kinds of impact at the farm level.  
• Some measures will have different impacts depending upon local circumstances and 

broader economic and social circumstances in each situation.  

While there are ongoing attempts to evaluate the impact of Pillar 2 measures in terms of overall 
objectives it is difficult to get a clear picture. Work carried out under the Espon Project 2.1.3 
has attempted to assess the extent to which the CAP and RDP contribute to the goals and 
concepts of the ESDP especially with regard to social cohesion. The findings are surprising – 
‘Pillar 2 € 4.6 bn) does not support cohesion either. Agri-Environment, and even LFA payments 
tend to benefit richer regions, mainly because of differing national priorities. Poorer countries 
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prioritise farm modernisation. Nevertheless, there is potential to adjust Pillar 2 so as to support 
cohesion objectives’ 

The message is that the availability of funding under pillar 2 should not lead to unthinking 
spending and for the period post 2013 much more research needs to be done to assess if 
objectives are being realised. 

Co-financing 

Availability of EU funding for Pillar 2 measures provides leverage for overall expenditure on 
RD. However EU funding is a support to national financing and the most of the financing comes 
from the budget of the MS. This has implications for future expenditure on RD especially if 
there is not a consensus at MS level of RD priorities and if RD expenditure is perceived as 
merely support to agriculture. There is also a perception that the availability of EU funding is 
the driver of rural development. While Regulation 1698/2005 requires MS to elaborate a rural 
development plan into which the CAP RD plan will fit, the practice indicates that such RD plans 
are aligned closely to available funding and to the requirements of 1698/2005. A more holistic 
approach to developing RD policy at MS and EU level would take into account the many 
interdependent factors impacting on RD rather than being led by CAP finance. 



Reflection on the possibilities for the future development of the CAP – the rural development perspectives 

 32

  



Reflection on the possibilities for the future development of the CAP – the rural development perspectives 

PE 405.406 33

8. Conclusions and Suggested Future Actions 

The lack of detail on the future possibilities for Pillar 2 in the Communication from the 
Commission on the ‘Health Check’ of the CAP reform’ makes it difficult to arrive at any 
strong conclusions on the merits of what is proposed. It is clear from the HC that it is envisaged 
that Pillar 2 will continue to play an important policy role in terms of overall CAP objectives 
and this is to be welcomed. The HC recognises that no additional funding will be available in 
the period 2007-2013 and thus any additional necessary funding of Pillar 2 will be as a result of 
transfers from Pillar 1. The proposed additional compulsory modulation for EU15 of 2% 
annually in budget years 2010-2013 would probably add at most € 0.5 bn to the Pillar 2 budget 
and it remains to be seen where this additional amount would be focused. Leaving aside for the 
moment whether or not further modulation is appropriate (it could be considered as 
discriminating against larger farms that are best positioned to reap economies of scale), there 
remains the issue of what should be the priority for increased expenditure and who should be 
the primary beneficiaries. There are many competing claims for any additional funds most of 
which have legitimacy. In some ways this underlines the problems with Pillar 2 that include: 
• A failure to more closely align Pillar 2 interventions with other Community interventions 

such as cohesion funds, social funds etc and at MS level with other programmes that impact 
on RD such as infrastructure development, etc The integrated strategies of the MS (as 
mentioned above) do only include the sectoral policies of agriculture on the one hand and 
the National Strategy Framework of the Structural Funds do only include the economic 
support measures on the other hand. There is hardly any coordination between those two 
strategies although overlaps and contradictions (especially on the regional development 
issues) are the norm. There are many challenges and threats for European regions, which 
may only be tackled together. One striking example where this lack of cooperation and 
joining of forces has so far lead to inefficiencies on the regional scale is the field of 
renewable resources (biomass and bio-based raw materials). These resources are almost 
entirely agricultural/forestry based and build an excellent example how value added chains 
may support regional economies from the farms up to the bio-refineries. Still there is hardly 
any cooperation between the agricultural policy sector and the follow up sectors (economic 
policy) to support the development of this economic potential, which will lead to the 
positive side effect of improving our dependencies on non-renewable resources – and to 
avoid undesirable developments which may quickly appear if the strategy of substituting 
fossil fuels is not embedded in an overall concept of energy saving on one side and of 
sustainable food production and fair trade on the other. 

• The inclusion of a diverse range of objectives that are not always coherent with each other 
under a broad banner of Rural Development, a concept that in itself is not always clear, and 
does not take sufficient account of the different concepts of what RD entails across Member 
States (and indeed within MS). 

• The spreading of environmental objectives across all 4 Axes of Pillar 2. 
• The tendency to use Pillar 2 for all non market related interventions even where such 

interventions have little to do with overall RD. 
• Insufficient flexibility at MS and Regional level to address RD issues in a local or regional 

context. Regulation 1698/2005 is seen as overly prescriptive and is seen as leading RD 
planning rather than as a support. This may be unintended but the danger of a ‘one size fits 
all’ approach needs to be recognised. 
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The proposals in the HC with regard to further use of Pillar 2 for managing risk is a further 
example of the practice of using Pillar 2 for all non Pillar 1 type supports. Perhaps the time has 
come to develop a third pillar or to divide Pillar 2 into two broad areas – one to cater for 
measures directly related to farming and the other for measures more directly related to broader 
rural development that would include stakeholders that are not involved in farming. Under such 
a scenario environmental measures could be allocated across the two areas but within an overall 
environmental objective.  

The HC provides broad indications as to where additional funds should be spent in the medium 
term with an emphasis on measures that will address issues relating to climate change, bio-
energy, water management and bio-diversity. Such measures would complement existing agri-
environment measures but would require increased focus in terms of expected results. Measures 
that encourage energy savings and development of alternative energy sources are especially 
important and here an emphasis on encouraging R&D should be a priority as it is clear that new 
approaches and technologies will be vital in meeting the challenges outlined in 4.2 of the HC. It 
will be important however to ensure that additional funds available in the current programming 
period are highly targeted towards specific key objectives and that the danger of diffusion of 
funds over a wide area is avoided.  

On a broader note there are some key policy changes that need to be decided on in advance of 
any decision as to the areas where funds should be concentrated. The first is the balance that is 
desirable between farmers and non-farmers in terms of them being the primary beneficiaries of 
any additional funding. Farmers can be expected to argue that funds moved from Pillar 1 to 
Pillar 2 should remain available primarily to farmers, but the nature of the priorities outlined in 
4.2 of the HC will mean that many non farmers will compete for these funds as not all of the 
desired results depend entirely on farming. Linked to this issue is the question of co-funding. 
Any increased Pillar 2 expenditure will require significant co-funding at national level and this 
widens the debate as to what priorities should be and who should be the primary beneficiaries. 
The extent to which co-funding is an issue will vary from one MS to another but it is likely to 
be a significant issue in many MS especially the new MS. In view of this the level of required 
co-funding should be revisited especially where measures at MS level have a significant 
positive impact at Community level. 

To summarise the HC affords an opportunity to reassess Pillar 2 both in the medium term up to 
2013 and the period beyond 2013. In the medium term focus should be given to: 
• Ensuring that additional funds available are targeted at a narrow range of clear objectives 

that will deliver results. 
• Ensuring that any changes to Pillar 1 do not have an overly dramatic impact on agricultural 

incomes in the short term. 
• That priority is given to meeting the challenge of climate change and energy renewal. 
• Reassessing Pillar 2 – it’s objectives and what it can achieve and in particular the 

elaboration of a coherent RD policy that recognises the need for an efficient agriculture 
industry, a sustainable environment and the broader needs of the non-agriculture rural 
population. 

Looking beyond 2013 there is a need to try and streamline Pillar 2 in a more coherent way so 
that objectives are clearer and measures supporting objectives are better defined. This may 
require also the need to assess the degree to which RD policy and approaches are developed at 
local, regional and MS level within broad Community objectives.  


