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Executive summary 
 
The Health Check communication and proposals for regulation provide a complex series of 
ideas for further development of the CAP. The Commissioner’s stated objective was that the 
Health Check was not to be a reform but an exercise in tidying up and simplification. This was 
justified as the 2003 decoupling reform and the subsequent reforms of the other Commodity 
regimes, plus the revamp of the Rural Development Regulation, were themselves large changes. 
Some period of relative stability to absorb these complex changes was necessary. 

This argument was made even before agricultural commodity markets experienced a once in 30-
year shock of rapidly rising prices. The full causes of the market crisis and the implications for 
agricultural, environmental and renewable energy policy have still to be teased out. 

In these circumstances it is all the more a pity that the Commission did not use the Health Check 
to ask more searching questions about the purpose of the Common Agricultural Policy, the 
challenges it faces in the decades ahead and thence the directions in which it must further 
evolve. This is especially so because rural interests will have to provide a very robust defence of 
the CAP for the future and its share of the EU budget as the Budget Review unfolds. The Health 
Check debate to date has probably diverted, rather than stimulated, this debate.  

The Health Check approaches the fundamental questions about the future of the CAP in a rather 
indirect, narrow and technocratic way. This report provides answers to the 19 questions posed 
under five headings. But in addition, although not specifically asked for, it provides an annex in 
which it more fully explains why we are now dealing with the concept of decoupled supports, 
and, more importantly, on what basis can any such supports be justified in the future. The main 
conclusions on the specific questions asked are as follows.  

On the Commission’s model of decoupling. Decoupling is necessary for economic efficiency 
both internal and internationally. The present distribution of the Single Payments is objectively 
inexplicable. Redistribution will be difficult but a more uniform rate per hectare might be closer 
to that justified by the possible objectives for the SPS than the present distribution. 

On the level of decoupling. Decoupled payments are less distorting than coupled payments.  
The extent of the impact is not well quantified, it is too soon to judge.  

Specific supports to sectors and areas. There are potential benefits from a better targeting of 
Pillar 1 supports than at present, so these proposals have some merit. However they have the 
capacity to complicate and confuse by performing Pillar 2 actions in Pillar 1. If a major reason 
for Article 58 is to do Pillar 2 actions without co-financing, it would be better to address the 
financing issue directly.   

Risk Management. This is only addressed in a token way in the Health Check. 

Modulation vs legitimacy. It is generally presumed that moving from agricultural commodity 
support towards rural development and agri-environment is the only real path to legitimacy. This 
is not changed by the new market realities. There are many obstacles to achieving this switch, 
particularly the lack of general support amongst farmers for it, plus the Pillar 2 co-financing 
problem. In any case, the progressive modulation proposal is a red herring. 
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1. The Commission’s model of decoupling  
There is a strong path dependency in the evolution of the Common Agricultural Policy (CAP).  
This means that in order to fully understand the choices available at any time it is helpful to 
know how and why we got to the immediately preceding stage. There is insufficient space to 
explain this here so an annex has been provided which explains why we have a direct payments 
system at all in the EU and why it was decided that these payments should be decoupled. The 
annex also analyses why so much flexibility was offered in the implementation of the 2003 
reform which the Health Check is now trying to reduce. 

1.1.  Should all farmers in the EU receive the same flat rate payment 
in the longer term? Should a flat payment be applied to all 
sectors? 

These two questions will be taken together and will be approached first in principle, and then 
practically. 

To know what payment rate should apply we must know the purpose of the payment.  So the 
question of whether it is desirable to move towards a uniform payment across the EU can only 
be answered in terms of the objectives of the payments. Five possible objectives are discussed in 
the Annex to this report.   

If the payments are essentially a social or income support measure, then this presumably would 
require that they should be uniform per recipient, rather than uniform per hectare. This would 
require a massive redistribution of the funds within and between Member States. However it is 
not clear if an equal distribution of the support would be considered equitable. There is a wide 
range of income levels in the EU outside and inside agriculture. There is a wide range of 
dependence on farming, and of off-farm incomes. Equity within a Member State might demand 
higher payments to farmers in higher income countries. It is an intensely political matter to 
decide what is fair in these matters. The different income levels, social security and tax systems 
around the EU indicate quite different assessments of fairness, and most of these matters are not 
within EU competence. 

If the prime motive of the payment is income stabilisation, then using an annual payment to 
farmers, paid as a uniform amount whether per farmer or per hectare for each farmer across the 
EU does not make much sense either. Of course, whatever the amount paid, if it is relatively 
constant from year to year, then this can be argued to provide some degree of income stability. 
But starting from where we are there is no very obvious reason why uniform payments across 
the EU27 would be seen as providing better income stabilisation.  

On the face of it three other motives for the Single Payment, namely Compensation for higher 
EU standards; as an environmental payment; and for achieving food and environmental 
security by respecting cross compliance, might be felt to justify more uniform flat-rate 
payments per hectare across the EU. If the payments are essentially environmental, or for 
meeting the same EU standards and respecting the same EU cross compliance conditions, then 
why not the same payment per hectare?   

There is a case to be made to argue for uniform payment rates per hectare for respecting the 
environmental conditions. Some might object on grounds that implementation of the conditions 
is more rigorous in some regions than in others. Also it can be argued that the agricultural output 
forgone by respecting the higher conditions will be higher in the more agriculturally productive 
areas than elsewhere. In a similar way, and at a broad level of generality, if a prime purpose of 
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paying EU farmers for keeping their land in Good Agricultural and Environmental Condition is 
for general EU Food and Environmental Security reasons, this would also tend to argue for a 
uniform payment rate per hectare1 .   

A general rationale behind these latter justifications of the Single Payment is that dealing with 
the multi-faceted nature of the environment is inherently complex and difficult, this is especially 
so as it means dealing with the highly fragmented ownership and management of agricultural 
land in Europe. These features make it very difficult for environmental authorities to oversee 
environmental regulation. The transactions costs are simply too high. This partly explains the 
lack of success over many years in dealing with diffuse pollution and losses of biodiversity. In 
this context the cross compliance conditions attached to the Single Payment System provides 
both incentives to land managers to know about and respect the conditions, and leverage for the 
authorities to get better compliance with the regulations. It may not satisfy the ‘polluter pays’ 
purists, but it might be a cost effective way of achieving higher environmental standards. As the 
standards are uniform across the EU this provides a reason that the payments should be uniform. 
As this is essentially a land care function, then it implies uniformity per hectare.  

The subsidiary question, should a flat rate payment apply to all sectors?, is mostly addressed 
by the same answers above. If different sectors are to be treated differently it implies some 
degree of coupling to individual products. This in turn seems to suggest that not all MSs or 
organisations accept the arguments for full decoupling. For example a case is often made for 
additional support for certain livestock farming systems in mountainous regions. On the face of 
it these are straightforwardly environmental arguments. For example it is suggested that dairy 
farming plays an important role in maintaining traditional pastures which in turn provide the 
cultural landscape, and the right conditions for ski pistes, which are very important for the rural 
tourism industry in these regions. However rather than seeing these as dairy farming attributes 
which therefore justify specific sectorally-defined payments to dairy farming, these could just as 
easily be offered as environmental payments which presumably could be met by a range of 
grazing livestock farming systems. In short, the answer is, yes. In principle all sectors should be 
treated the same.  

Turning to the practicalities of uniform flat rate payments across the EU, Table 1 shows it would 
bring about significant redistribution of the CAP supports. This is especially true if the aim is 
the social one of uniform payments per recipient, but it is also true if it is the more 
environmentally oriented objective of equalised payment per hectare. Note that the Table is not 
constructed from official data on the numbers of Single Payment recipients, the areas officially 
registered in the SPS or the actual total payments. This information is not easily found in 
published material. The figures are therefore offered as indicative rather than definitive. The 
total payment amounts are the Net National Ceilings from Annex IV of the proposed regulation 
for 2012, i.e. after the nMS have completed their transition to full payments. The areas shown 
are for 2005, but these tend not to change much. The numbers of recipients are taken from 
AgraFacts a usually reliable newsletter compiled in Brussels. 

                                                 
1  Of course for food security reasons we might expect to be willing to pay more for respecting GAEC on highly 

productive agricultural land than on much poorer land.  However the environmental security motive might tend 
to produce the reverse result.  These terms are simply not precise enough to lead to a conclusion of how 
different hectares might be differently valued for this joint objective, hence the simplest assumption might be to 
have the same payment rate for all hectares! 
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The table shows payments per hectare (third column of figures) and per recipient (7th column), 
and the calculated amount required to be redistributed to equalise each of these at the EU 
average. The wide range of support levels within the Single Payment System is very obvious. 
There is a twenty-six fold difference between Romania and Bulgaria at the bottom end of the 
range of payments per hectare and Latvia at the top. Allowing for data uncertainties with these 
three, the range from Estonia to Greece is a five-fold difference. The range for payments per 
recipient is even wider with a forty-fold difference between Malta at the bottom and the Czech 
Republic at the top. Even allowing for considerable adjustment to this data to allow for many 
details about the national ceilings and what is included or excluded, and getting better data on 
the precise areas and people receiving Direct Payments this will not alter this bizarre distribution 
of CAP supports. Whilst the history of CAP development and accession negotiations will 
explain how we have got to this position it is not at all clear how the current distribution of 
support could be objectively justified in terms of any of the suggested purposes of the payments. 

Redistribution to equalise payments per hectare to the EU27 average of €222 would involve 
large transfers. The total redistribution is calculated to be €6.5 billion, or 16% of total 
payments2. The largest gainers (in order) would be: Romania, Bulgaria, Poland, Spain and UK. 
The losers would be Greece, Germany, France and Italy. Even larger sums are involved if we 
sought to equalise payments per recipient at the EU25 average of €5684 per farmer.  Here the 
total redistribution would be €14.2 billion or 35% of total payments. The biggest gainers would 
be Poland, Italy, Greece, Lithuania and Portugal, and the biggest losers would be France, 
Germany, UK, Czech Republic and Denmark. The very fact that Greece could be amongst the 
biggest losers or gainers depending on which equalisation is desired indicates that it is rather 
important to know what the payments are for, before we start redistributing them!   

                                                 
2  For comparison, when England decided to redistribute payments from historic to regional basis the 

redistribution was calculated to be of the order of 14%. 

Table 1
Direct payments in the EU27, 2012, and redistribution to equalise payments per hectare and per recipient

UAA Direct 
Payments

Payment 
per 

hectare

Redistribution 
to equalise 

payments per 
hectare for 

EU27

Per 
cent 

change 
Recipients

Payment 
per 

recipient

Redistribution 
to equalise 

payments per 
recipient for 

EU25

Per cent 
change

2005 2012 2012 2012 2012 2005 2012 2012 2012
000 Ha Ū mio Ū/ha Ū mio % 000 Ū/head Ūmio %

1 Romania 14,324 443 31 2,737 618 Romania
2 Bulgaria 5,331 165 31 1,019 618 Bulgaria
3 Estonia 770 89 116 82 92 Malta 5 979 23 481
4 Lithuania 2,604 337 130 241 71 Cyprus 34 1,399 147 306
5 Poland 16,301 2,736 168 883 32 Lithuania 238 1,416 1,017 301
6 Slovakia 1,935 331 171 99 30 Latvia 68 1,919 256 196
7 Hungary 5,862 1,155 197 147 13 Poland 1,386 1,974 5,143 188
8 Czech Republic 3,631 771 212 35 4 Slovenia 57 2,254 197 152
9 Slovenia 491 129 264 -20 -16 Estonia 19 4,684 19 21
10 Cyprus 158 48 304 -13 -27 Hungary 203 5,676 2 0
11 Malta 10 5 470 -2 -53 Slovakia 12 26,911 -261 -79
12 Latvia 162 131 807 -95 -72 Czech Republic 19 41,251 -665 -86
13 Portugal 3,819 624 163 224 36 Portugal 234 2,661 708 114
14 United Kingdom 17,069 3,336 195 453 14 Greece 836 2,783 2,425 104
15 Spain 25,249 4,950 196 655 13 Italy 1,419 2,843 4,032 100
16 Austria 3,254 705 217 18 2 Austria 132 5,347 44 6
17 Sweden 3,153 700 222 0 0 Spain 904 5,475 189 4
18 Finland 2,253 530 235 -29 -6 Finland 68 7,823 -145 -27
19 Luxembourg 128 33 260 -5 -15 Netherland 97 8,424 -266 -33
20 France 29,632 7,797 263 -1,219 -16 Ireland 128 9,615 -503 -41
21 Ireland 4,307 1,230 286 -274 -22 Sweden 59 11,790 -363 -52
22 Germany 17,020 5,173 304 -1,394 -27 Belgium 43 12,794 -308 -56
23 Italy 13,159 4,035 307 -1,113 -28 Germany 331 15,646 -3,294 -64
24 Denmark 2,664 939 352 -347 -37 Luxembourg 2 16,650 -22 -66
25 Belgium 1,394 554 397 -245 -44 Denmark 52 17,910 -641 -68
26 Netherland 1,927 816 424 -388 -48 France 435 17,916 -5,323 -68
27 Greece 3,960 2,326 587 -1,447 -62 United Kingdom 163 20,518 -2,412 -72

nMS-10 31,924 5,733 180 nMS-10 2,042 2,807
nMS-12 51,579 6,340 123 Total nMS-12 Total
EU-15 128,988 33,747 262 Redistribution EU-15 4,903 6,883 Redistribution
EU-25 160,912 39,479 245 6,591 16 EU-25 6,945 5,684 14,201 35
EU-27 180,567 40,087 222 EU-27

Source:
Direct payments are shown as the Net National Ceilings from the proposed regulation.  Number of recipients from Agra Facts 09/03/07
Utilised Agricultural Area from Eurostat,  this is not necessarily the area the payments accrue to
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These very large losses and gains make it highly unlikely that the redistribution illustrated could 
take place quickly. It would have to be done over a long transition period. To persuade the 
losing countries, it would be essential to be able to demonstrate that the new distribution 
unambiguously achieved a strong object that all Member States signed up to. Equality of the 
Single Payment per head does not fit this requirement, equality per hectare might qualify.  It is 
not even clear that either of the redistributions shown in table 1 move funds from richer to 
poorer countries or rural economies. Some very poor countries lose from each redistribution, 
e.g. Greece and Latvia from equalisation per hectare, and Slovakia and Czech Republic from the 
equalisation per recipient. Some rather well off countries can gain; e.g. UK from equalisation 
per hectare, and Italy from equalisation per recipient. This makes it all the more important that 
there is clear debate about the purpose of the payments. 

1.2. How could the amounts of the SFP be linked to variables related 
to public goods and positive externalities? 

This question supposes that part of the justification for the payments is that they are for 
environmental services. What would have to be done to the Single Payments to support this? 
The pure answer is to shift to Pillar 2 whatever part of the SFS it was thought should relate to 
these services. Then implement appropriate agri-environment schemes under Axis 2 to deliver 
the services. The principles of Pillar 2 are that it is based on a regionally defined, multi-year, 
menu-driven, programming approach in which the measures are co-financed between the 
Member State and the EU. There were good reasons why these features were chosen for Pillar 2. 
Environmental services should be considered as requiring a long-term approach and not 
requiring annual adjustments. It makes sense to allow regions to define their very different 
needs and values for the environment, and co-financing ensures that there are strong incentives 
for choosing actions which give value for local money, which might be reduced if all the money 
comes ‘from Brussels’. 

Thus the conventional answer to the question is more modulation and a strengthening of Pillar 2. 
The very fact that the questions is asked in this way however hints that there are desires instead 
to ‘green’ Pillar 1. The need for co-financing is a severe obstacle in many MS for expanding 
Pillar 2. In addition the very features argued above to be vital for agri-environmental schemes 
are becoming, within farming organisations at least, to be seen as obstacles. Pillar 2 is often seen 
as complex, bureaucratic, hard to get the funds, and involving ‘leakage’ of the funds away from 
farmers. There is a growing movement amongst farming organisations to suggest that any 
greening of the payments would be better done in Pillar 1. There is some kind of supposition 
that this would be less bureaucratic and complicated, and would ensure the money stayed with 
farmers. However, there are no obvious reasons to suppose that schemes to target payments for 
the delivery of environmental services would be any easier in Pillar 1 than in Pillar 2. Why 
should this be the case?  

If public payments are for public goods and positive externalities, then the payments have to be 
distributed in a programme whose explicit objectives are the delivery of these services and 
whose measures have some chance of succeeding in the delivery of the services.    

The questions could be re-interpreted as: is it essential that environmental services be delivered 
in ‘regionally defined, multi-year, menu-driven, programmes which are co-financed? r which of 
these features is really essential for agri-environmental measures? It does seem sensible for all 
concerned that such schemes are multi-annual. This means that farmers and authorities take a 
long (say five or ten year) view on what is to be delivered and the acceptable payment rates. The 
system is allowed to settle down, and this gives sufficient time for the environmental benefits to 
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show up. Similarly, the specific measures and conditions have to be determined at regional level 
within a Brussels framework offering a wide range of possible actions. The main feature of 
Pillar 2 which could be dispensed with is the co-financing. This has to be discussed. The 
Commission has not raised it in the Health Check but it is unavoidable if this question is to be 
properly addressed and it is unavoidable in the Budget review.  

1.3.  Three conclusions to this chapter 
There is no consensus in the EU about the prime motive for the SPS.  Until this is debated and 
agreed it is hard to conclude what the distribution of the payments should be.  Thus a more 
thorough discussion on CAP objectives during the Budget Review debate in the next two years 
would be a sensible thing to do. 
 
Whichever is agreed to be the prime justification for the Single Payment, it is hard to reason that 
a uniform payment per farmer, or per hectare, is obviously the optimal solution.  That said, a 
uniform rate might be closer to that justified by the possible objectives for the SPS than the 
present distribution of payments!  
 
Moves either to uniform payments per hectare, or per recipient, or to ‘couple’ supports to public goods 
and positive externalities will all involve redistribution of the support funds between Member States.  
To bring this about requires strong political agreement about the purpose of the CAP and strong 
political will to overcome resistance from the losers of the redistribution 
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2. The level of decoupling 

2.1. What are the main differences between decoupled and coupled 
payments on production and efficiency of income support? 

Starting from the position in the EU where farmers were receiving prices above the international 
market level the standard answers are that coupled payments will involved higher production 
levels and lower efficiency than decoupled payments. 

The explanation is that, other things being equal, the high price regime encourages more 
production than otherwise. If the domestic price supports are dropped but they are replaced with 
direct payments which are coupled to continued planting of crops and keeping of animals, then 
there are incentives to maintain the higher output levels – although production intensity might 
fall. If the payments are then decoupled, assuming all else is unchanged (eg there is no change 
in international price conditions) we would expect production to fall. Throughout, the 
presumption is that if production resources are attracted to, or retained in, a sector by price 
supports or by coupled subsidies, then compared to the freer market, this results in inefficiency 
– there is a dead weight loss. 

It is acknowledged that there is not universal acceptance of this economic analysis. In the 
countries where it was decided to keep some payments partially coupled this indicated a firm 
belief by both the affected farmers and their Ministry of Agriculture that the farmers were better 
off being required to produce to receive the payments.  In countries where payments were fully 
decoupled, there is still the firm belief amongst farmers’ organisations that farmers with coupled 
payments are better off. In short there is an unwillingness amongst farmers to accept 
economists’ arguments of rationality.   

The magnitude of the losses, and the size of the production effects can only be measured by 
detailed product by product econometric analysis. The decoupling of supports only began in 
2004 and 20053, and so there are only, at best, two full years to evaluate the effects of the full 
and partial decoupling which took place following the Fischler 2003 reforms. Any such analysis 
when it is attempted will also have to take account of the strong developments in oil and 
international agricultural commodity markets in 2007 and 2008. The author is not aware that 
this analysis has been done so cannot cite the results of such analyses. 

2.2.  Can the drop in production in the EU be attributed to decoupled 
support? 

Some contraction in production, and some increase in income were the expected results of the 
2003 reform. Thus it can be concluded that the evidence is consistent with this expectation. 
However it is simply too soon to draw empirically well-based conclusions. Further more there 
have been so many other changes which mask or confuse the policy driven changes that it would 
be foolish to draw hard conclusions. Energy prices have risen steadily since the 2004, 

                                                 
3  The timing of the introduction of the SPS was another matter left to the MS to decide, some started in 2005, 

others delayed until 2006.  In each case the payment application date was not until 15th May of the year, and 
payments were not received until the December of the year of commencement (at the earliest).  One suspects 
that many farmers therefore did not really start absorbing the impacts of decoupled, or partially decoupled 
payments until their second year of application.  It is therefore still quite soon to be able to expect to measure 
impacts of the policy change on production. 
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commodity prices have risen sharply but more recently, there have been floods, and animal 
disease, and also changes in other policy variables like the zeroing of set-aside in 2007. 

The strongest conclusion is therefore that the observed changes in production have not been 
inconsistent with those expected to have occurred from payment decoupling. 

2.3.  Could you consider an option moving towards fully decoupled 
arable support and partially decoupled livestock subsidies? 

Yes, this is entirely in line with the process of political horse-trading and compromise which 
characterises EU agricultural policy making. As this is effectively the Commission’s proposal it 
reflects their judgement of what is acceptable.  

Whether this is in the long run interests of livestock farmers is another matter. Consider a beef 
farmer who is currently receiving, say, €12k in partially coupled payments. He has 40 
entitlements, ie 40 hectares of grazing land, each entitlement worth €300, and he is rearing and 
slaughtering 1.25 animals per hectare, ie 50 animals. Suppose further that nothing has changed 
and for many years, in particular during the reference years of 200 to 2002, he was previously 
keeping 50 animals, and suppose his payments are partially coupled so he has to maintain the 50 
animals to continue receiving the full payment.   

The question to an economist is this. Given the market conditions; feed, fertiliser price, rent and 
other costs, and given the market price for his beef, what is the optimal number of animals he 
should keep under current circumstances? It is possible that the conditions justify 50 animals so 
the partial coupling rule costs this farmer nothing. But it is more likely, that if the keeping of 50 
animals was optimal several years ago when there was an active intervention system for beef in 
operation which has now all but vanished, a smaller throughput is optimal now. Unless there 
has been a recovery in market conditions it may be optimal for the farmer to carry fewer 
animals but he is obliged to continue with all 50 if he wants his full Single Farm payment. This 
farmer is therefore losing from the restrictions of partial coupling. If he were operating in a 
fully decoupled country he would continue to get the full payment and he would choose to 
produce the economically rational number of animals.   
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3. Specific support to sectors and areas 

3.1.  What is your opinion of the Commission’s approach concerning 
the targeted payments to some sectors and/or areas?  

The upsides of Article 58. There seem to have been several lines of thinking which motivated 
the Commission to propose extending the old Article 69 idea of National Envelopes, now called 
‘specific supports’.  

First, it can be seen as a way of investigating ways to better target at least some of the Pillar 1 
supports to more definable environmental objectives. Thus there is a strong thread of seeking to 
‘Green’ pillar 1 supports. This applies to the first three of the five suggested ways the more 
flexible specific supports measure could be used. These are: “for specific types of farming 
which are important for the protection or enhancement of the environment” (Article 58 1 (a)), or 
“to address specific disadvantages resulting from production patterns in certain regions affecting 
farmers in the dairy, beef, sheep and goat meat sectors and in environmentally sensitive areas in 
the rice sector” (paragraph (b)) or “in areas subject to restructuring and/or development 
programs in order to avoid abandoning of land and/or in order to address specific disadvantages 
for farmers in these areas” (paragraph (c)). 

There is clearly an attempt in this article to find another mechanism for redistributing support.  
It is not yet clear how restrictive or broadly Member States will be able to interpret the words of 
paragraphs (b) and (c) – but these could be seen as ways of allowing Member States to shift 
support towards high nature value farming systems – as seen in traditional, often remoter, and 
mountainous areas. As the funds for these specific supports will come from flat rate (that is, not 
modulated) cuts in the payments to all farmers in the region and paid to those as described in the 
new Article, this could bring about some redistribution of funds from the more prosperous areas 
currently enjoying a recovery in prices and profit margins to the more marginal areas. However 
the redistribution can only be within the Member State.  

A third feature of Article 58 is that it creates a mechanism for those Member States who can 
gain no extra resources from the additional compulsory modulation to redirect funds in their 
Rural Development Programmes. This applies to the new Member States who will not apply 
modulation until they have reached the end of their transition to full Direct Payments (i.e. until 
2013), it also applies to the UK and Portugal who, it is understood, are required to reduce 
voluntary modulation as compulsory modulation is increased. 

A fourth way of interpreting Article 58 is that it is an attempt to find a way to ‘do Rural 
Development’ i.e. Pillar 2–type measures for agri-environment, for helping disadvantaged areas 
and for stimulating high quality production and improving marketing, but within Pillar 1. In 
particular it is an exploration of how to do Rural Development without the need for co-financing 
from the Member State. For poorer member States and poorer regions in Member States this 
could be an attractive thing to do.  

There are some potential downsides of Article 58. Here are also some questions about how it 
will operate which will probably not become clear until we have the draft implementing 
regulation. 

First, the Rural Development Programmes (RDPs) for the current period 2007 to 2013 were 
mostly not approved until late 2007 and 2008 so most Member States are only implementing 
them now and it will be some time before funds flow for the implementation of some measures, 
especially those under Axis 3. Therefore to invite the Member States to define their RDPs all 
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over again, to be re-approved next year for implementation in 2010 and thereafter will not draw 
wild excitement from most MSs or rural interests. 

Second, it should be clarified if the Article 58 funds are subject to the same modulation and 
financial discipline as all other Pillar 1 direct payments. If they are then these new purposes 
should be seen as transitional rather than enduring.  

Third, because of concerns that A58 may effectively recouple payments to specific products, de 
minimus rules are suggested to limit the amount that can be used for any one of the permitted 
purposes. This means that the funds will be salami-sliced into often quite limited amounts – 
which can therefore only achieve limited objectives. To put this another way, it is starting to 
diminish the simplicity of the Single Payment by diverting up to 10% of the Single Payment into 
five other uses. 

Fourth, there is a danger that some Member States may use the Article 58 funds in a fairly 
overtly commodity-based way – e.g. supporting dairy producers in specific regions – which will 
be seen by other producers as unfair competition.   

Fifth, whilst The Commission is trying on the one hand to gather up the disparate 
implementation of the Single Payment allowed by partially coupled payments and the choice of 
historic or regionally based entitlements, and to pull back those Member States who strode out 
alone with voluntary modulation, on the other hand it is encouraging disparate uses of Pillar 1 
funds by offering multiple options in Article 58. Are we trying to simplify the CAP and guard 
against ‘re-nationalisation or not? 

Sixth, there is something to be said for a pragmatic, experimental, approach to find out what 
works – particularly in the complex area of seeking administratively simple schemes to 
incentivise private sector land managers to deliver pubic benefits. However there are dangers of 
this approach too, by trying to deliver environmental benefits in both Pillars we may confuse 
ourselves, our farmers and our trading partners.  

In conclusion the Article 58 debate is welcome in that it is forcing a debate on the longer term 
objectives for Pillar 1, and it is bringing out the difficulties of expanding Pillar 2 – caused 
principally by the co-financing requirement. However there is a real danger that the flexibility 
and pragmatism inherent in the proposal will not bring about clarity but the opposite and it may 
make stronger and clearer reforms post-2013 more difficult rather than easier. 

3.2.  Could the current partially coupled payments be replaced by a 
territorially flatter rate scheme using Articles 58 and 61 to 64?   

This seems a dangerous game. If it is believed that partially coupled payments are an 
undesirable distortion to resource allocation, then the option to use them should be removed. 
The present proposals require that Member States choose either to retain partial coupling or to 
decouple and use Article 58 payments instead. It is not at all clear that the result of this process 
will be that payments are better coupled to the environment and decoupled from agricultural 
product or simpler.  
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3.3.  Are there specific sectors or territorial production systems which 
are in need of coupled payments in order to retain the broader 
benefits of production?  

There is no doubt that the producers of certain products in certain regions will try hard to make 
precisely this argument. If they succeed then the producers of the same agricultural product in 
other regions will surely complain of unfair competition. There is equally no doubt that where 
agricultural production and environmental services are inextricably linked – i.e. there is true 
jointness in production – then it is difficult to distinguish if there is unfair subsidy or not. A 
classic case of this is livestock (beef, sheep or dairy) production in mountainous or remote areas.   

It may be that the producers in such a region could do a superb marketing job. It is possible that 
they truly have such a high quality, regionally distinctive, produce that they could convince 
enough consumers that their beef, lamb, or milk is of such special quality, and embraces such 
important cultural landscape and other environmental virtues, that they get a sufficient margin 
over competing beef, lamb or milk that their production could be viable on its own feet without 
any public support. However experience over many countries and many years tells us that this is 
just not so. Premia for quality products are certainly possible but even with such extensively and 
universally lauded quality marques as the organic or biological labels, producers still cannot 
make ends meet in these marginal areas without public support. 

What form then should the pubic support take? The past approach is agricultural product 
support. The general drift of policy for the last decade or so is to move towards shifting the 
public payments to the non-market element (the landscape, biodiversity or resource protection) 
rather than the marketed element (the beef, lamb or milk, or cow, sheep or hectare). There is no 
doubt that we have much experience with assisting the agricultural production – and then hoping 
that we get enough of the ‘broader benefits’, this is certainly the approach preferred by the 
farmers. However the general debate of recent years is that this approach is not sufficiently 
targeted to the environmental services so the delivery of these services is still insufficient.  

A counter argument is that it is simply too complex to define and explicitly pay for the 
environmental benefits. What we mean by the environment is multi-dimensional, the elements 
of the environment interact with each other and with agricultural productions systems, and 
ecosystems are dynamic too. It is simply beyond the bounds of practicable administration to 
devise foolproof schemes directly to pay for something as complex as the environment.  
Therefore the pragmatic approach is to define a broad agricultural management system and a set 
of rules which have to potential to deliver better environmental outcomes and negotiate a 
payment for such a system. As long as the payments do not incentivise environment-destroying 
behaviour, but preferably the opposite then a per hectare payment with a set of conditions 
attached may be about as close as we are likely to get. The critical thing is that the payment rate 
will have to be scaled to the local agricultural and environmental conditions and thus the scheme 
rules – what is sufficient on a Mediterranean Island may not work in the Austrian Alps.  

What distinguishes an acceptable quasi environmental payment from a coupled (partially or 
fully) agricultural payment is not whether it is implemented in Pillar 1 Article 58, or Pillar 2 
Axis 2, but whether there are sufficiently meaningful agricultural and environmental 
management rules attached to the payment to satisfy environmentalists that there is some 
environmental gain, and to satisfy the producers of like products in other regions not getting 
such payments that competition is not seriously disturbed.  
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3.4.  To what extent would they be legally feasible in the light of 
existing international agreements on world trade 

In principle whether environmentally-inspired payments are made in Pillar 1 or Pillar 2, what 
ought to determine if they are trade distorting or not is whether they induce additional 
agricultural production compared to that which would be produced when the agricultural 
product is rewarded by the same price as applies in the international market for comparable 
quality products.   

The key test, which will be applied given current trade rules, is whether any payments are linked 
to current production or prices. If the payment method is an area payment to a particular farming 
system which does not specify particular numbers of specific animals, but it does specify certain 
restrictions on farming methods for environmental reasons including, for example, maximum 
stocking rates it is likely to go unchallenged. A further safeguard would be if the payments 
involved were below an agreed de minimus threshold. 

Note however that whilst the specific Article 58 payment which satisfied these conditions 
might not in isolation attract attention or criticism, the fact that this was just one of several 
payments such farmers were receiving might cause eyebrows to rise. In fact the recipients of 
the proposed Article 58 payments are highly likely also to be receiving Single Payment, and 
may in addition be receiving agri-environmental and less favoured payments under Pillar 2.  
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4. Risk Management 
The questions in this chapter are interrelated and will be addressed in two groups. 

4.1.  What is your opinion of the Commission’s proposals for the new 
Article 58 concerning risk management tools? Could the new 
scheme lead to distortions in competition between the Member 
States?  

The history of market management in the CAP could be summarised as three decades from the 
mid-1960s to the mid 1990s, during which there was a tendency to over-protect and over 
stabilise agricultural markets culminating in unsustainable surpluses and associated burgeoning 
budget costs. With this background and given the struggle over the succeeding decade to change 
the policy and avoid repeating this history there is an understandable nervousness now to re-
engage in market stabilisation. Thus driven by experience and cemented by commitments made 
in the Uruguay Round, EU policy on agricultural stabilisation is to reduce to a minimum the 
interventions in markets and to look for other ways of dealing with the effects of volatility. 

There are many reasons to expect that volatility from all sources to increase. Climate change is 
expected to bring increased frequency of extreme weather events such as flood, drought, frost, 
fire and heat stress. Indeed there have been examples of all of these in recent years somewhere 
in the EU. These climatic changes plus increased trade and increased movement of people have 
increased the transmission of plant and animal disease. The reduced protection of EU markets 
by the switch from variable import levies to tariffs, and the reduction of export subsidies has 
increased price volatility in the EU market. Despite some opening-up of trade, including even 
agricultural trade, as a result of successive rounds of multilateral trade agreements under GATT 
and WTO this has not reduced volatility in international markets.  Instead the liberalisation of 
exchange rates, capital and credit markets has, if anything been associated with increased 
volatility in international finances.  

The Commission has been repeatedly asked over several years now to pay more attention to 
safety net and stabilisation measures. It has repeatedly come back with the same conclusions.  
First that it has no desire to return to the market price stabilisation schemes of the past.  
Intervention is therefore eliminated for all but wheat, and only there at an exceptionally low 
level if the bottom really does drop out of the market. Second, it is pointed out that the Single 
Payment represents a solid and secure element in income stability. Farmers can rely on some 
income from their Single Payment for the foreseeable future4. Third, it is suggested that farmers 
have to take some responsibility themselves for risk management. This can take the form of 
diversification of their businesses, and income sources, by working together and improving their 
marketing including full use of financial risk management techniques such as forward price 
contracting and futures trading. There are agronomic techniques and technologies which can 
help reduce production and yield risks5, they can invest in irrigation capacity and share 
machinery to ensure they have access to the best technology for timely operations. There is also 
encouragement to use CAP funds under training budgets in Axis 1 of Pillar 2 to help farmers 
better understand and plan their risk management strategies. Fourth the Commission suggests 
that further steps should be left to Member State level – for instance in stimulating the 
appropriate degree of coverage of crop insurance.  
                                                 
4  The Single Payment is secure for the current financial perspective – although it will decline further given 

financial discipline and if higher compulsory modulation and Article 58 are agreed.  It is also likely to survive 
the next perspective, although further such cuts are probable.    

5  Although it is EU policy severely to restrict our farmers’ use of modern techniques of biotechnology.  
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The proposal therefore to permit those Member States to use some Pillar 1 funds under Article 
58 to assist crop insurance premiums, or to contribute to funds for animal or plant disease 
compensation is in line with this general approach. It is permissive and it is using existing funds 
within the Member State currently in the Single Payment. 

Because of the proposed limits on the quantum of funds which can be used for this purpose (the 
de minimus rule), and the limits on the share of the premia or disease compensation funds which 
can be made, and because this use of Single Payment funds is open to all, it will be hard to show 
that there are significant distortions to competition. No doubt however that this will not satisfy 
farmers in Member States who decline to use this facility, they will feel farmers whose 
insurance premia are assisted in this way in other countries are being advantaged. 

4.2.  Should the priority of the CAP be to adapt the instruments of the 
single CMO to the new market realities in order to respond to 
greater market volatility? Should the CAP retain public 
intervention (accepting that the level of support may fall?) Which 
approach is appropriate to manage markets in crisis?  

The most serious aspect of the current ‘new market reality’ is the unpredicted rapid rise in 
commodity prices since summer 2007. There is, to date, no suggestion at all in the EU that 
action should be taken to reduce the impacts of the current surge in prices of many commodities 
to assist consumers. Internationally the focus is to create food funds to help the poorest get 
access to food supplies and development aid to stimulate production in the poorest countries. 
Another discussion at the global level is whether international action is needed to curb the use of 
export barriers in countries, for example Argentina, where governments are keen to reduce the 
food price inflation effects on the urban population by keeping as much production within the 
country as possible. 

It is not at all clear what other instruments could be deployed within the new single CMO to 
contain the current surge in prices. Critical actions are to ensure at a time of extremely high 
prices that nothing is done which would reduce production and exacerbate the shortages. This is 
why it is right to abolish Set Aside and milk quotas. Such supply control measures have no place 
in a world of liberalising markets and decoupled supports.   

In the medium to longer run the most important actions to ensure that EU agriculture can play a 
responsible role in an era of global food insecurity and high prices is the development and take-
up of new technology in agriculture. Technologies which offer input saving, and cost and risk 
reductions will be more and more important. The EU really must reappraise its stance on one of 
the most fruitful potential sources of such technology, that is trans-genics.  

Public intervention has no role in the EU in an era of high prices. This is in contrast to the USA 
which has traditionally used commodity surpluses as part of its international food aid system 
and has used food stamps at home to help the poorest in society.  

However if, as some observers suggest, there is a strong element of speculative bubble in the 
current commodity markets, and if markets collapse and overshoot on the way down it may be 
that intervention is needed as an instrument of stabilisation – as distinct from support. However 
there will be extreme nervousness in the EU about getting back into intervention buying again 
so any such intervention will be extremely restrictive and at very low prices. 

Finally on risk management it is interesting to note the very different policy stance in the USA 
on the matter of risk management. It is a paradox that whilst the USA has probably the most 
commercial and well-structured farm sector with highly educated farm managers who operate 
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alongside the longest-established, and most sophisticated, deep and liquid agricultural futures 
and options markets in the world, yet the largest part of US farm policy is taken up with price 
and income stabilisation schemes. The same is true in Canada. Despite this, those who have 
studied N American approaches to public policies for agricultural risk management do not in 
general conclude that they provide the correct model for the EU to follow.    



Analysis of the Health Check Proposals: the Reform of the Mechanisms for Direct Support 

PE 405.399 16



Analysis of the Health Check Proposals: the Reform of the Mechanisms for Direct Support 

PE 405.399 17

5. Modulation vs legitimacy 

5.1.  Will the CAP payments appear sufficiently legitimate in the eyes 
of taxpayers and citizens after the health check? 

The Health Check could, in principle, improve the legitimacy of the CAP in the eyes of the 
general public, however it is suggested the effect in practice will be small. The very name 
Health Check was intended to convey the idea this is not a full-scale reform. However, if the full 
proposals are adopted and if all the options available are applied by all the Member States, then 
it would not be an exaggeration for the Commissioner to claim she had forged significant 
changes. Thus if: (i) all MS fully decoupled and all shifted payments from historic to flat-rate 
regional payments, (ii) all MS took full advantage of Article 58 switching 10% of their Single 
Payments to more targeted (and not recoupled) supports; (iii) the modulation changes were 
accepted as proposed including the progressive modulation; (iv) Set Aside and milk quotas were 
abandoned and intervention removed for all but crisis-buying for wheat; then this package 
would genuinely amount to quite a significant further change in policy.   

The extent of the redirection of funds could be reasonably large by 2013. Although the funds 
switched by modulation are not nearly as large as the percentages suggest, when the co-
financing is added the shifts are sizable6. The majority of Single Payment recipients receive 
modest payments, and because of the franchise (ie the exemption of the first €5000 from 
modulation) and the fact that modulation does not apply to the nMS, and that the countries 
already applying voluntary modulation will cut this commensurately as compulsory modulation 
increases, the total shift of funds only amounts to approximately €2b by 2013 out of an annual 
total of €48b. ie about 5% of the total. If this is matched by approximately the same magnitude 
of co-financing this takes us to approaching 10% of the current Single Payments. If the full 
extent of Article 58 were used this has the potential to divert another 10% of the single 
payments – together this would be a significant shift in the balance of how the CAP supports are 
deployed.  

However it seems highly unlikely that the full proposals will be accepted and that all the options 
will be taken up. In practice it is far more likely that the changes will be modest.  

What ever the scale of the changes in practice, which will take several years to show up, 
whether it makes the policy more legitimate or not depends on the initial standpoint. The public 
does not understand the complexities of the CAP. They do not follow the details of the 
conversion of price supports to direct payments and then the decoupling of those payments and 
their ‘modulation’ to create funds for the second Pillar. Much public opinion is fed by non-
specialist journalists who routinely provide excoriating criticism of the CAP. This group likes to 
refer to grain mountains and wine lakes, they like to point to large recipients of EU supports, 
and to suggest the CAP harms the interests of the poorest in developing countries7. The public 
debate on the CAP is not well informed but fuelled by mis-information and prejudice. Those 

                                                 
6  That is an extra 8% for all, and for the largest recipients a further 9% on top of this taking total compulsory 

modulation for the last part of the biggest payment sin 2013 to 22%. However the quantum of payments in the 
higher brackets is very small, and until we see the implementing regulation which deals with farms in multiple-
ownership, and in countries applying voluntary modulation, it might actually apply to a negligibly small number 
of recipients, and raise very little funds. 

7  They do this despite the disappearance of the surpluses many years ago, despite the fact that if the supports are 
all turned to public payments for public services delivered, the bulk of payments will still accrue to the largest 
suppliers of these services, and despite the fact that depressed world prices help rather than harm the poorest 
food importing countries, at the very least in the short term.   
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citizens who are already persuaded by the farmers’ organisations that the supports are justified 
will find no reason to change their minds. But equally those who view the CAP as an 
extravagant nonsense will not be persuaded to change their view by the likely modest changes 
brought about by the Health Check. 

The decoupling changes and removal of market supports can correctly be described as 
movements towards more ‘market orientation’ and the additional modulation i.e. switching the 
balance of the CAP towards the second Pillar, and the additional targeting of supports in Pillar 1 
via Article 58, are certainly moves in the direction of paying farmers to provide more non-
market, environmental services. This is the basis on which it can truly be claimed that the Health 
Check is moving towards greater legitimacy. However this presupposes that it is agreed that 
payments for public environmental services is indeed a more legitimate use of public funds 
(which this analyst certainly subscribes to). Those who can find arguments to persuade 
themselves that the Single Payment is perfectly legitimate in its own right presumably will not 
see any greater legitimacy from the changes. 

5.2. Does the modulation focus on financing new challenges in the 
2nd Pillar? 

The rhetoric of ‘new challenges’ is not helpful for a number of reasons. First, three of these new 
challenges are not new at all. We have been devising schemes and conditions in the CAP for 
better water management, biodiversity and bio-energy crops for many years now. Yet, for the 
only genuinely new challenge – climate change – there is very little guidance, in fact there are 
remarkably few practical ideas about what can be done about it on farms and in particular how 
CAP measures can help.   

Second, it is worrying that the Health Check makes no reference to existing environmental 
challenges which have been made much more difficult by the sudden surge in agricultural 
commodity prices in the last 12 months. The point is that as farm prices have risen, the 
opportunity cost of reducing intensity of farming, and of deploying usable farmland to create 
biodiversity, habitat and landscape has risen too. If we wish to encourage the delivery of such 
services by paying farmers, we must acknowledge the price has risen otherwise we will see 
fewer farmers enrolling in such schemes in future, and farmers in existing schemes will quit as 
soon as their contracted period ends (usually 5 or 10 years). There is no recognition of this 
matter in the Health Check and it is a serious omission. It could well be the case that all the 
additional funds from modulation could usefully be deployed to deal with this challenge. 

The third concern about expecting the additional modulation to assist dealing with new (or 
existing) challenges is that there is a large group of Member States who will have no additional 
funds from the higher compulsory modulation rates proposed. These are the new Member States 
who do not apply modulation until they have completed their transition to the full Direct 
Payments under SAPs or the SPS, and the countries (UK and Portugal) who are making use of 
Voluntary Modulation which has to be reduced as Compulsory Modulation is increased. This in 
turn must mean that the Health Check proposals cannot oblige Member States to redefine their 
Rural Development Programmes to introduce new measures to deal with the ‘new’ Challenges. 
These difficulties could in principle be resolved at least partially by using Article 58 funds to 
help address some aspects of the New Challenges.  
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5.3. Does the CAP need a new balance between the first and second 
Pillars?  

Yes it does in the sense of the purposes of public supports to land managers. The main direction 
of change from first to second Pillar has been clear since the mid-1990s. The arguments have 
not fundamentally changed, and they are not changed by the new market realities. The 
justification for the Single Payment as currently scaled and distributed is seriously in doubt (see 
the Annex). The dramatic rise in commodity prices will significantly encourage the most radical 
CAP reformers to intensify their criticisms – especially of the Single Payments8. The main 
future purpose of public support will increasingly be for the provision of public environmental 
goods and to foster rural development – including agricultural development.    

To date it has been in Pillar 2 that the measures for rural and agricultural development and for 
agri-environment have been located. This is why it is said that the balance between the two 
pillars must change towards the second pillar. However the Health Check may turn out to be a 
significant new step in ‘greening Pillar 1’ and allowing actions which previously were thought 
as characteristic of the Second Pillar to be done in Pillar 1. This takes us back again to the 
fundamentals of what is the difference between the Pillars, and are there cast-iron arguments 
why certain measures should only be done in one or other Pillar, indeed do we need two 
different Pillars arranged and financed in different ways? This was discussed in section 1.3 on 
page 4 & 5 above. 

5.4.  Should the national envelopes be modified in order to reduce 
individual differences in support levels by the Member States? 

This is a key question – again it will have to be addressed in the context of the Budget Review. 
Plainly the Commission believe that it is not an option to redistribute the CAP funds as part of 
the Health Check. All of the funds for the new, higher modulation and for Article 58, will 
remain within the Member States where they are collected. However, in any system of rational 
governance, it really must be the case that the distribution of budgetary resources is determined 
by the purposes of the policy, and the distribution around the EU of the problems it has been 
agreed the budget is there to tackle. In other words budget resources should follow policy, and 
not the other way round.  

It would be an amazing co-incidence if we redefined the purpose of the CAP to be much less 
about the old purposes of managing agricultural commodity markets, and much more about rural 
development and agri-environment, and yet the current distribution of support between the 
Member States was still exactly right! If the purpose of policy changes, then it would be very 
unusual if the budgetary distribution did not also change.  

This is bound to cause problems. Redistribution means winners and losers and no Member State 
will want to be a loser. But if the decision making machinery of the EU is incapable of 
redistributing resources according to open debate and evidence-based policy then it forfeits the 
claim to pursue rational governance.    

                                                 
8  There is a tendency to resume that because product prices have risen that this automatically means that profit 

margins have risen too. This requires considerable further analysis and public information. A significant part of 
the rise in agricultural product prices has been brought about by cost rises for energy, fertilisers and other 
inputs. For pigs and poultry production everywhere, and for the dairy sector in some countries, feed cost rises 
have risen with no offsetting rise in farm-gate product prices significantly reducing profitability. It is too soon to 
know the net effects on profitability.  
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Note that it has not been suggested here that the objective of any redistribution of support levels 
is to reduce differences in support levels between Member States (per hectare or per recipient). 
Unless the extent of the policy problems which EU policy sets out to address is evenly 
distributed around the Member States, why should the support level be uniform?  This would 
only be the correct outcome if the challenges faced by the policy were uniformly distributed 
across the EU. The distribution of benefits should be an outcome of achieving stated policy 
purposes not the objective of the policy itself.  

Finally it was not asked, but comments are in order regarding the proposed progressivity of the 
additional compulsory modulation. This is motivated by a rather general concern with public 
acceptability. Yet the measure has no basis in measured income levels. It will not bring about 
flatter rate payments, indeed in countries which already moving to flat rate payments it 
represents a move in the opposite direction to uneven payment rates per hectare depending on 
size of payment. Whilst the proposed higher rates for the largest payments are less draconian 
than either the ceiling concept or the 45% top rate mentioned in the November communication, 
this measure still sends signals to Europe’s largest farms to avoid restructuring which takes them 
into the top rates of modulation. Given the relatively small amounts of resources diverted, the 
perverse signals it gives for needed restructuring; and given that it will significantly increase the 
bureaucratic complexity of Single Payment administration and entitlement transfers, one 
wonders if there is much point in this gesture. 
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Annex 

What is the Single Payment System for? 
There is a strong path dependency in discussions on EU policy change. To understand and 
analyse the current discussion on full decoupling, and indeed to on the whole package of 
measures offered in the Health Check, it is helpful to step back to see first, why direct payments 
were introduced and then why they were decoupled.   

Decoupling is the name given to the principle that direct payments should be decoupled, that is 
separated or divorced, from the production or prices of agricultural products. This principle was 
a core part of the 2003 reform and its principal motivation was to try and separate the assistance 
to farmers from their production decisions about specific agricultural products to avoid 
distorting resource allocation internally and internationally.   

The fundamental problem with price supports 

The reason for wanting to decouple payments lay in the decades of constant criticism of the 
CAP that the previous support schemes distorted both internal EU and international resource 
allocation.  More specifically, the prevailing analysis accepted by all International organisations 
and most, non-agricultural, internal EU analysts and organisations, was that the relatively high 
and stable internal EU prices encouraged consistent over-production. This represents a misuse 
of resources. The resulting surpluses were not transitory, but tended to cumulate over time. They 
were expensive to buy and store. The surpluses could not be disposed within the internal market 
because they would have depressed prices so they had to be disposed externally. Because the 
EU prices were consistently higher (usually by a wide margin) than international prices exports 
had to be subsidised. Over time, this was seen both to depress and destabilise international 
prices9. The support of commodity markets became the dominant item in the rising EU budget.    

The principal mechanisms which brought about this state of affairs was the classic CAP 
Commodity Market Organisations (CMOs), they were arranged differently for each commodity 
to suit the particular technical and market characteristics, but essentially the system had three 
elements. First was a system of high internal, i.e. domestic EU, producer prices. These were 
defended by internal intervention buying, so farmers could offer products to pubic authorities 
and receive the intervention price if they could not get a better price on the open market. 
Second, to prevent the domestic prices being depressed by imports from abroad, there were 
common external border controls which for agricultural products comprised a series of variable 
import levies. Third, when internal stocks became too great the products were sold abroad with 
export subsidies making the difference between the high internal and lower external price.  

 

                                                 
9  The variable import levies and variable export restitutions or subsidies were seen as particularly pernicious.  

They enabled the EU to avoid much of the instability of external markets.  EU users of agricultural products 
were not able to enjoy the benefit of low international prices, and were also oblivious to periods when they were 
high.  Equally, bumper harvests in the EU did not mean consumers could enjoy lower prices, as the surpluses 
were bought off the market and disposed abroad, and consumers were given no signal either to economise at 
times of higher prices.  In short the EU producers and consumers absorbed little of the instability in 
international markets, and on their behalf, the CAP managed to export much of the instability outside the EU 
market.  As the EU grew in absolute size, this was, and continues to be criticised as irresponsible behaviour for 
such a large and wealthy bloc.    
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Price support, and thus direct payments, benefit farmers in 
proportion to production 

It is worth noting that a feature of the CAP commodity support system was that it inevitably 
distributed support amongst individual farmers – and for that matter between the Member States 
– in proportion to the volume of production.  The more a farmer produced, or the more a country 
produced, the greater the share of the support enjoyed. 

After many years of trying to avoid changing the fundamentals of this system, viz. the high 
domestic prices, the MacSharry reform of 1992 started a process which is only being completed 
in the 2008 Health Check reforms, which is to reduce the high internal prices and the 
intervention system which under-pinned them. This was driven by the unsustainable growth in 
the EU budget cost of disposing of the surpluses, and by the political desire to bring farm 
products within the disciplines of the GATT/WTO. Critically for the present discussions, direct 
payments were introduced in the MacSharry reform to compensate farmers for the reduction in 
price supports. This compensation logic explains the distribution of the direct payments. The 
larger producers benefited most from the pre-existing price supports, so they lost most from its 
removal, so they were compensated most. This was absolutely explicit in the rules for the direct 
payments which were scaled to the areas of the supported crops (e.g.cereals and oilseeds), and to 
numbers of supported livestock (e.g. cattle and sheep). Unusually for compensation for policy 
change, there was never any official signal that these CAP payments were transitional. 

From an economic perspective the coupled payments were less distortive than the price supports 
which preceded them. This was, first, because they only incentivised a production response in 
terms of areas cultivated. The lower product prices reduced the incentive to increase yields for 
example by using more variable inputs like fertilisers and crop protection chemicals. There were 
beneficial environmental side effects of this; some of the decline in fertiliser use in the 1990s is 
evidence of this. Second, the lower domestic EU prices increased the incentive to use domestic 
produce. For example there was displacement of considerable animal feed imports during this 
period as more domestic grains were used. As a result stocks and use of export subsidies 
decreased significantly for the products affected by the MacSharry reforms. This diminished the 
international criticisms of CAP product supports. However, the direct payments were still 
directly linked to the areas of crops planted and the numbers of certain stock kept, so EU 
agricultural production continued to be higher than it would have been in the absence of these 
payments, and the criticisms continued. 

The need to move EU supports to the Green Box 

More specifically, the costs of maintaining the system of direct payments in the EU took up the 
majority of the EU’s so-called Blue Box supports under the WTO Agreement on Agriculture. 
There was a determination in the Doha Development Round that these supports should be 
removed. The international principle which emerged in the Uruguay Round was that the only 
agricultural supports which would be immune from a requirement to make reduction 
commitments, should be those which are non-distorting to markets. These are called Green Box 
supports. So any supports which can be seen to be linked to the production, or consumption 
volume of specific products (and thus trade) or linked to product prices, cannot be eligible for 
the Green Box. 

This was the motive for Commissioner Fischler’s proposals to decouple the direct payments and 
to create the Single Payment System (SPS) in his 2003 reform.  By removing from the payments 
any requirement to plant specific crops, or keep specific animals, there could be no accusation 
that the EU was directly distorting specific commodity markets. Critical features of decoupling 
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are thus to cut the link between crop areas and livestock numbers or production with the level of 
the payment received. The full application of the SPS permits this full decoupling to be 
achieved, and all the payments previously related to individual commodities are consolidated 
into a Single Payment for each farmer. Whether this is done using an historic reference, or as a 
regional average payment, the principle is the same. There is no connection between current 
crop areas, livestock numbers or production and the payment level this year. The farmer is then 
free to decide what and how much to produce according to his assessment of the market 
conditions. In this way full decoupling brings about complete ‘market orientation’. Farmers plan 
their production on the needs of their customers and not on the rules of the politicians.   

Note that the Commission’s impact assessment of the 2003 reform suggested there would be a 
significant rise in farming income as a result of decoupling. There is believed to be an internal 
economic benefit for farmers from decoupling. Farmers could choose their output levels based 
on market conditions and not purely to receive certain crop or animal subsidies. There was 
considerable evidence that many animals were being kept, and some crop cultivation 
undertaken, purely to pick up the subsidies, and that this production was unprofitable. Farmers 
would actually have higher incomes when they were not ‘required’ to keep the animals or plant 
some of the crops10.  

The purpose of Single Payments 

To address many of the questions posed by this study it is necessary to try and understand the 
objectives of the SPS. This turns out to be far from clear. The above account explained that it 
was necessary to create a system of (largely) decoupled payments in order to reduce trade 
distortions and thus provide the EU’s negotiation stance in the WTO Doha round. This explains 
the form of the payments (that they should be as divorced as possible from production, 
consumption and trade) but it does not explain the level of the payments, or their distribution of 
the payments between sectors, farmers and regions, or why we have them at all. 

It would require a large study to fully explain the precise magnitude and shape of CAP supports 
at the time of the 2003 reform. It is possible to trace back the historic development of the EU 
and the CAP, to see how the commodity focus of support evolved as the EU enlarged and 
successive new Members required their own commodity interests to be assisted.   

An important step in this process was the decision that the 2004 accession states would have to 
adopt a version of the SPS. Strictly speaking if the compensatory logic of the direct payments 
was followed, there was no need for the nMS to receive such payments as they had never 
enjoyed the predecessor price supports so there was no need to compensate them for its removal. 
However it was equally clear that it would be intolerable, within the EU single market, for the 
relatively better-off producers in the West of Europe to be receiving substantial direct payments, 
albeit (largely) decoupled from production, whilst those rather poorer farmers across the former 
Iron curtain were receiving no such supports. However, this understandable pragmatic and 
equitable decision that the nMS must adopt a version of the Single Payment Scheme, albeit with 
a gradual transition process has irretrievably complicated any explanation of the purpose of the 
scheme.  It also makes the EU position in international trade talks complex. 

Because there is such an obvious elephant in the room of any discussion of the CAP, “What is 
the SPS for?” many answers have been rehearsed. The problem is that none of these answers 

                                                 
10  Some fairly persuasive evidence for this is the farm level data which shows for some farming types in some 

regions, that the net income from farming is well below the total direct payments being received by the farmer. 
In other words these farmers were apparently using part of their payments to ‘subsidise’ unprofitable 
production.  Without the requirement to keep the animas they would be financially better off.    
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provides hard empirical evidence to explain the quantum and distribution of Single Payment 
support. This is why the CAP is so controversial, and will remain so. The answers generally 
offered are as follows:   

1. Income support. Farming is a highly fragmented industry, most participants are micro 
businesses which provide low incomes so deserve support. 

2. Stabilisation. Agricultural markets, depending heavily on uncontrollable climatic and 
biological events are notoriously unstable. An industry as fragmented as farming finds this 
hard to deal with and there is a public interest in stabilising food markets. 

3. Compensation for higher standards for environment and animal welfare. 

4. The Single Payment is an environmental payment.   
5. Food and environmental security as defined by the cross compliance conditions.  

There is some truth in all of these justifications of the SPS.  But it is suggested that it is difficult 
to find evidence to support using these arguments to justify the whole payments, and it is 
especially hard to relate these justifications to the observed distribution of the Single Payment 
amongst regions and farmers. Taking each of these possible justifications: 

1. Income support. There is a problem with calling the Single Payment an income payment 
which is that it bears no relation to the difficulty of the income position of the recipient. Should 
an income support payment relate to the individual or the household? Should it relate only to the 
farming activity or all sources of income? The recipients differ enormously in the farming 
resources at their disposal, their dependence on farming for their livelihood, their family size 
and number of employees. There is no attempt either in the SPS or in its predecessor schemes to 
measure the income or any other aspect of the beneficiaries and scale the support accordingly. In 
any case, all EU Member States have their own social support systems for the poor, and 
generally we do not define social benefits in relation to particular occupations (e.g. being a 
farmer) so it is sometimes questioned why is it necessary to have a separate EU funded social 
support system for farmers? All this said, the fact is that the majority of those engaged in 
agriculture in the EU have low farming incomes, and in many cases a high proportion of those 
incomes currently are accounted for by the Single Payment.    

2. Income stabilisation. Likewise, apart from the obvious point that annual payments under the 
SPS do provide a stable source of income, the fact that the same payment arises whether market 
conditions and incomes are buoyant or depressed suggests they are not a very precisely tuned or 
efficient income stabiliser.   

3. Offsetting costs of higher standards. There is substance in the claim that the EU has high 
statutory standards across many fields, hygiene and operator safety, animal welfare, and 
especially for the environment.  Nearly all of these high standards impose high costs on EU 
producers.  However it is equally true that the implementation of these standards is not uniform 
across the EU. It is also true that many countries outside the EU also have high standards, and 
that EU food processors and retailers generally insist on the same standards for imported 
produce as from the domestic market. Of course it is also true that many other countries do not 
insist on such high standards. Whatever the scale of the additional costs implied by the high EU 
standards, the quantum and distribution of direct payments to farmers have no clear or obvious 
connection to these factors. There has never been any attempt to relate direct payments to 
standards of production. 

4. Direct payments as environmental payments. The suggestion that the Single Payment is an 
environmental payment is potentially a more rewarding line of argument. Since the mid-1990s 
there has been a growing acceptance that (a) farmers provide (or could provide) many valued 
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environmental and cultural landscape services, and (b) that there are no markets to reward 
farmers for most of these services. There has consequently been a growing acceptance of the 
case that farmers may legitimately receive public payments for public environmental services 
they deliver.  Perhaps the Single Payment fulfils this role? Unfortunately not, the history and 
scaling of the Single Payment Scheme bear no connection to the delivery of environmental 
services or their value. Again it is hard to justify the quantum and distribution of the EU Single 
Payment ceilings within and between Member States in relation to environmental services.  

5. Direct payments as a way of achieving Food and environmental Security. The final 
justification also has substance. It is often abbreviated to food security but is perhaps more 
legitimately called ‘food and environmental security’. The point is that it is unwise for the EU to 
take food security for granted. Whilst there may be little credible threat to EU food supplies now 
or in the near future, achieving the combined goal of maintaining food security whilst at the 
same time dramatically increasing environmental security by reducing atmospheric pollution 
(Greenhouse gases), water pollution and biodiversity loss – which are all strong EU political 
goals – is a substantial challenge. It means overcoming massive market failures – Stern 
described climate change as the biggest market failure facing man kind.  In this context, keeping 
land in Good Agricultural and Environmental Condition – which is a core requirement in the 
Single Payment regulation (Article 6 of the proposed Regulation) – is a highly intelligent 
condition. It can be seen as a core, minimal and necessary condition for achieving EU Food and 
Environmental Security11. Europe’s willingness to pay farmers to keep land in Good 
Agricultural and Environmental Condition might therefore be a sensible thing to do. This 
objective might therefore justify payments to farmers, but whether the level of such payments 
and their distribution around the EU would be as observed is doubtful.  

In summary it is argued that there are multiple motives for the Single Payment. No doubt 
different interest groups in the Member States would give different weights to these five 
objectives. A further question is therefore how a single payment could hit all these targets, and 
why its scale and distribution is based on previous agricultural subsidies in 2000-2002 (and, in 
turn, these are heavily based on agricultural production in the EU-12 in the early 990s)? It is 
hard to avoid the conclusion that whilst there can be a perfect explanation of the Single 
Payments there is not a robust defence of their scale and distribution.  

Why the Commission allowed wide latitude in the 2003 reform  

The motives for decoupling were not universally accepted amongst the Member States. Despite 
the fact that the EU, and thus all the Member States are signed up to the WTO Agreement of 
Agriculture, it is clear that many farming organisations and some Agricultural Ministries were, 
and maybe still are, unconvinced by the need for, and the benefits from, decoupled supports. 
Some still believe in production related subsidies. The Commission and Council were therefore 
only able to find an acceptable reform package in 2003 by offering considerable latitude in how 
to decouple and distribute the Single Payment, when this would be done, and the extent of the 
decoupling. 

On how to define and distribute the Single Payment there were two basic approaches – although 
hybrids between them were also permitted. Member States could link the Single Payment of 
each farm to the historic receipts on that farm from the predecessor schemes in the base period 
2000-2002. This way the farmer would get in the future for however long the SPS lasted the 
average payment in that historic reference period. This in turn, in large measure, related to the 
historic production levels still further back when the MacSharry direct payments were 

                                                 
11  Of course it is not suggested here that this is sufficient to achieve Food and Environmental Security. 
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introduced. So under historic payments, whatever the distribution of payments in the early 
1990s and early 2000s this would be preserved into the future.   

The alternative approach offered in 1768/03 was the Regional Average Payment approach. 
Member States could define regions within which the total direct payments of all the land in the 
region could be shared out with each hectare of all and any eligible land receiving the same 
payment. This of course redistributes the support.  Generally speaking it involved two kinds of 
redistribution. First, from farmers who previously had large beef herds (especially if they were 
yard-fed systems with many animals and relatively little land) or dairy herds, towards those with 
cropping only or relatively extensive livestock systems. Second, because land growing fruit and 
vegetable crops which had previously not received direct supports can be included within the 
SPS, then producers of these crops would be eligible to RAP on this land12. The scale and speed 
of the redistribution are determined by the definition of the regions and the timing of the switch 
to the RAP method13.  

The timing of the adoption of the SPS within the period 2004-2006 was left to the Member 
States, the new Member States were also offered a Simplified Area Payment (SAP) system. 
Finally, the Member States could decide the extent of decoupling by requiring that to receive a 
certain proportion of the previous crop or animal payment, they could specify that the farmer 
had to plant a hectare of the crop or keep the appropriate animal. 

The outcome of these options built into the 2003 reform was that there is a bewildering 
kaleidoscope of implementation decisions by Member State, region and commodity. It is 
interesting that few voices described this outcome as a nationalisation of the CAP, rather the 
reaction was that each of the interest groups who wanted specific variations in the 
implementation to suit their own commodity or region saw it as a pragmatic application of 
subsidiarity.  

Health Check: streamlining and simplification of the Single Payment 

The Commission have consistently assured farmers that the health Check is not a reform of the 
CAP but has the aim of streamlining and simplifying the Single Payment system. A curious 
feature of the proposals is that many of the simplifications are optional for Member States, and 
yet one of the required changes is anything but a simplification.  

There are two proposals for streamlining the SPS and reducing the extent of the variability in the 
payments, namely Articles 54, and 61 to 6414 dealing with partial decoupling, and Article 48 et 
seq. dealing with regional based payments. The proposal on partially coupled payments is to 
require such payments applying to crops to be fully decoupled, but leaves it to the Member 
States to decide whether to fully decouple beef, sheep and goat payments. The move from 
historic to regional payments is also optional. Thus in large measure, these moves to 
streamlining and simplification are optional. From the reactions expressed to date there may be 
few Member States who take up these options. However the proposal for progressive 
modulation is compulsory. This proposal cannot be described as a simplification or streamlining 
of payments, it is the opposite. Progressive modulation on its own is a step up in administrative 
                                                 
12  To keep the explanation simple this account does not spell out the details of how the supports of the dairy 

regime, and sugar regime were incorporated into the SPS, nor does it tease out the integration of the olive oil, 
cotton, tobacco, wine and fruit and vegetables regimes into the SPS. 

13  In both England and Germany the move to a RAP system is being achieved through a gradual transition process 
over a period of years – ie by a so-called dynamic hybrid of the historic and RAP system.  

14  The Article numbering used in this report is based on the versions of the Articles supplied at the time of writing.  
These may not be the correct numbers which are eventually agreed but the content makes it clear which articles 
are being referred to. 
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complexity, and will add enormously to the complexity of the transfer of entitlements.  In 
addition, for those countries applying voluntary modulation the interaction between the 
proposed increase in compulsory modulation (with its own rules about how the funds can be 
used and how they are co-financed) and proposed offsetting reduction in voluntary modulation 
(with different rules on co-financing) represents a significant addition to the administrative 
complexity of the SPS. Progressive modulation is also a move away from flatter rate payments 
across a region, and it is ironic that it may have most impact in those regions (in Germany and 
England) which opted in 2004 to move to regional average payments! It is hard to understand 
the logic of these contradictions.   

 


