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Abstract: 
 
There is a real danger that three actions to reform the CAP single payments 
post-2013: to CUT, REDISTRIBUTE, AND TRANSFORM them, are going to be 
taken in this order. This should be reversed. We must first try and reach a 
consensus on the purpose of the CAP post 2013. This will dictate the nature 
and scale of EU funded payments to land managers, and thus the 
distribution of funds within and between the Member States. Then, and only 
then is it rational to decide the appropriate total EU budgetary resource.  
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1. Scope, Shape and Order of the Next CAP Reform 
 

For understandable practical reasons discussions on the post-2013 CAP are often 
partitioned into three components: the market supports, the single payments and rural 
development. It is not helpful to do this until we have established the purpose and scope of 
the whole policy because the principal problem is the balance of these components. 
Therefore this paper initially considers the policy as a whole and having established some 
broad proposals, only then narrows down to the fate of the Single Payments Scheme. 
 
It is unfortunate that a characteristic of the CAP debate is the budgetary resources it 
occupies and should occupy within the European Union. The Member States which are net 
contributors to the EU budget, and especially a smaller group of MSs who have consistently 
been critical of the CAP, have now firmly established the superficially and politically 
appealing, but intellectually spurious, argument that the CAP takes too high a share of the 
EU Budget. There is a danger that this cry will be a defining feature of the current Budget 
Review1. This budget share is currently 39%. The CAP accounted for the majority of the EU 
budget in the late 1960s as it was in operation before structural policies got going. Its 
share has fallen from 61% in the First Financial Perspective in 1988, and is budgeted to 
drop by 2013 to 32%. 
 
However citing the agricultural policy share of the EU budget tells us nothing about relative 
priorities of agriculture and the environment in European public expenditure2. If agriculture 
and structural policy are the only two major areas where EU Member States agree to pool 
policy which demands public expenditure, then of course they take up most of the 
expenditure.  The more relevant indicator is that the share of agricultural policy in EU Gross 
National Income is less than half of one percent, and even with Member States co-financing 
it is less than one percent of total EU public expenditure.  For a sector which: 

• provides 1.2% of GDP,  

• 5.6% of direct employment, and  

• underpins three times more employment in the input supply, food processing, 
retailing and food service sectors, 

• provides the basis for a vital rural recreation and tourism industry, and 

• is highly fragmented and squeezed between strongly concentrated up- and 
downstream industries, and 

• stewards around half of the EU land area which is characterised by pervasive 
market failure concerning the provision of environmental public goods – cultural 
landscape, biodiversity and resource protection, 

• and which is, or should be, responsible for achieving EU food and environmental 
security, 

                                                 
1  A draft Communication from the Commission to the European parliament and the Council, has been leaked.  A 

Reform Agenda for a Global Europe, reforming the budget, changing Europe, October 2009, p17. 
2  It is critical to consider agriculture and the environment together partly because they are, correctly, put 

together in Budget Heading 2 of the EU Budget, Protection and Management of Natural Resources, but also 
because agriculture and a large part of the European environment are truly highly interdependent.  
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it is not self-evident that ‘agriculture’s’ share of European public spending is grotesquely 
overblown especially considering the title in the EU budget from which CAP expenditures 
are made. 
 
What matters are, first, whether it makes sense for the Protection and Management of 
Natural Resources to be EU based, and, second, whether the policy measures for achieving 
it are cost-effectively discharging legitimate and agreed objectives. 
 
Of course it is the case that the current suite of measures under the CAP do not fully satisfy 
this second criterion. This is why a debate has been opened on the post-2013 shape of the 
CAP.   
 
It is unfortunate that the scale of the budgetary resources available to the CAP is being 
debated before we have reached agreement on what the CAP is for and the resources it 
might reasonably require to discharge these functions. Funding should follow, not lead, 
policy. It is unfortunate too that the Health Check of the CAP did not sufficiently air this 
more general debate, but focussed on technicalities. However now we must set about to 
agree what the policy is for and the scale of the problems we are seeking to resolve before 
deciding the budget. There is a strong danger that the EU is about to decide these matters 
in the opposite order. This makes it all the more important that those who feel there is a 
legitimate role for an EU policy with commensurate EU funds must do so and explain its 
approximate size and legitimate claim on the budget. 
 
The structure of the debate is also liable to go in an unhelpful direction because the second 
consideration in the reform debate, after budget cuts, is likely to be the distribution of the 
current supports between the Member States. The Commission’s draft Budget paper makes 
clear the destructive and dangerous tendency for prime focus to be placed on budget net 
returns amongst the Member States rather than European objectives and good policy with 
genuine EU value-added to achieve them.   This is not to suggest that the distribution of 
benefits of EU policy is unimportant.  It is an important aspect of EU policy, and it is 
strongly preferable that EU policies contribute to cohesion. However there can only be an 
objective judgement of whether the distribution of benefits between the Member States3 of 
EU policy is appropriate and fair when there is agreement on the purpose of the policy. 
 
There is a real danger that the desire of some MSs to cut the budget, and of others to 
redistribute the current allocation of Single Payment funds will dominate the CAP reform 
debate from the outset. If this happens there will be very little willingness or scope to 
transform the policy to deliver legitimate objectives and the EU will be left with a policy 
which is smaller, but which still attracts pungent criticism from all interest groups outside 
farming4. It is strongly desirable that the order of debate is not cut the budget for the 
single payment first, then redistribute what is left, and only then see if there should be 
further changes in the balance of the policy. We must reverse this order.  First we must 
debate and agree what the policy objectives are, then how to transform the policy to better 
achieve those objectives. Only when this is done can a useful assessment be made of the 
distribution of beneficiaries of the measures. Then it is appropriate to estimate the 
resources required, and what we can collectively afford when ranked with other demands 
on the EU Budget.  
 

                                                 
3  Hence forth Member States is abbreviated MSs. 
4  This would be a disservice to farmers too because they will find that no sooner is the reform agreed than 

there is yet again pressure for another reform. This is profoundly destabilising. 
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2. The Purpose and Scope of the CAP 
 

The CAP is not, and never has been, a settled policy area. In broad outline from its 
conception in 1957, and its practical inception in the late 1960s, until 1992 it was a highly 
elaborated, and, within its own terms, highly effective system of agricultural commodity 
supports. But throughout the two and a half decades this system operated it was in a 
constant state of flux to cope with: currency volatility, international market instability, EU 
enlargement, world trade pressures, and the budgetary consequences of its own internal 
contradictions. From the MacSharry reforms to this day it has been in a state of transition 
to something else. The problem is that there is no consensus on what the something else 
should be.   
 
The main post-MacSharry reforms have been to switch a large part of commodity 
protection (variable import levies, intervention buying, production restraints and export 
refunds) to, initially coupled, then decoupled, direct payments and to introduce a second, 
much smaller, Pillar of rural development and agri-environmental supports. The principal 
problem is the lack of clarity over the purpose of the direct payments – the recipients want 
to see them as semi-permanent income supports, every one else outside agriculture would 
see them as temporary adjustment assistance.  The policy development, starting with 
MacSharry, then took place through a series of three further steps, Agenda 2000, the 2003 
Mid Term Review, and the 2008 Health Check. These adaptations were again driven by 
budget and trade considerations and the Eastern Enlargement, but also internal debates 
about the purpose of the policy. 
 
The result is that throughout its four decades of operation the policy has had to change, 
often quite significantly, every five years or so. For farmers, the resulting policy uncertainty 
has added to the weather, biological and market uncertainties which are inherent in 
agricultural production and land management. This has not been helpful; policy ought to 
help moderate natural uncertainties not exacerbate them. It is not a good thing for the EU, 
or for agriculture, or for environmental land management that the core policy affecting food 
production and the environment is so controversial and inconstant. Given the challenges 
ahead it is strongly desirable that Europe works hard to settle the core purpose of its 
principal policy for food, farming and the rural environment and rural society.  Sustainable 
food production and environmental management are long-term, intergenerational activities, 
they will not be optimally managed if key aspects of the working conditions, i.e. the policy 
environment, is under constant upheaval.  This is especially so as the scale of the market 
failures which uniquely surround land management imply that policy assistance will be an 
enduring feature of the sector. 
 
The current structure of the CAP has to be described as a transitional form because the 
legitimacy of the core of the policy, the Single Payment System (SPS) is under intense 
scrutiny and dispute. The most important contribution, and the main aim of the present 
debate, should be to find a consensus on what the purpose and scope of the policy should 
be for the foreseeable future and therefore the principles underlying support for the coming 
decades.5 

                                                 
5  During this decade the EU has fundamentally reviewed, or is reviewing, its membership, its constitution and 

core treaties, its budget and its principal policies.  There is not much else to examine! Of course the EU must 
constantly adapt to changing circumstances, but equally it is not healthy to be repeatedly digging up and re-



Policy Department B: Structural and Cohesion Policies 
____________________________________________________________________________________________ 

PE 431.572 10

We are not at liberty to start with a clean sheet and reinvent the objectives of the CAP as 
the EU cannot act outside the scope of its Treaties.  However the combination of Article 33 
of the Treaty establishing the European Community which define the original CAP 
objectrives, together with the Göteborg and Lisbon Summits on sustainable development 
and competitiveness, and the way these have been interpreted in the CAP regulations for 
the above-listed reforms, provides sufficient scope for a wide range of policy actions 
affecting agriculture, forestry and environmental land management. There is no need, and 
in any case absolutely no political will, to reopen the Treaties underlying the CAP. 
 
The core purposes of the CAP, namely to ensure continued productivity increase in 
agriculture, rational use of resources, thereby to increase the incomes of those engaged in 
agriculture, and to ensure security and stability of supplies at reasonable prices to 
consumers, are all relevant today and for the future. When these goals are allied to that of 
sustainable development, which is generally interpreted as requiring economic, 
environmental and social sustainability, and the need for the European food chain to be 
internationally competitive, they provide a reasonable basis from which to spell out more 
precisely the purpose of actions or measures to achieve these broad treaty-defined 
objectives. 
 
Indeed we could distil down these objectives to a single double-barrelled purpose for the 
CAP of creating the conditions for Food and Environmental Security. This fits neatly to 
the current discourse which refers to the two fundamental challenges we face, a food 
challenge and an environmental challenge6. These are of course global challenges, but 
because of Europe’s economic and political size and stability; its endowment of institutions, 
science, highly developed food chain, and natural resources; its position as a significant 
player in global food trade; and location in a temperate climate zone, Europe has a 
particular duty and ability to devise policy structures to help meet these challenges.   
 
The food challenge is to feed the growing population of better-off people, and to do it with 
an arable land base which is steadily eroded by development, and with water resources 
which are depleting in important parts of the EU. The EU may also have to contribute 
increasingly to feed others outside Europe. The environmental challenge is to rise to the 
food challenge but to have a lower negative impact on soil, water and the atmosphere (ie 
reduced Green House Gases and ammonia), and to provide more environmental services of 
biodiversity and cultural landscape. The two challenges are highly interrelated. How we 
grow our food impacts on the environment, and the state of the environment impacts 
directly on our ability to produce food. In addition we require environmental services in 
their own right for our well-being. Both challenges are intensified by climate change. As the 
major policy for rural land management a new Food-and-Environmental-Security oriented 
CAP must assist farming to reduce its GHG emissions but also must help land managers to 
realise their potential to capture and store carbon in soil and trees, and to contribute 
appropriate land-based renewable energy – from biomass, biogas and biofuels. 
 
The point is that agricultural and environmental interests must make a loud and clear 
message to the EU taxpaying public for the policy they seek and the budget to fund it. It is 
imperative for to spell out these arguments.  Food and Environmental Security is offered as 
a simple, positive, forward-looking slogan to explain the purpose of the CAP. It is not 
difficult to explain the very real future threats to food and environmental security and 
therefore the wisdom of collective efforts to rearrange CAP supports with these aims in 
                                                                                                                                                            

examining the roots of an organisation. Hence it is vital to get the principles of the CAP right during this 
debate.  
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mind.  It is suggested that it is not such a difficult job to persuade European taxpayers to 
pay European farmers to ensure European Food and Environmental Security.  The critical 
task is then to ensure policy measures under the CAP do cost-effectively contribute to these 
objectives.  
  
The broad, twin-track, policy objective indicates the two sets of measures which should 
make up this policy.  One set focussed on food security whose aim is to help maintain and 
develop the production capacity, productivity and competitiveness of EU agriculture, 
helping it to restructure, reinvest and adjust to market realities, to become and remain 
internationally competitive, to maintain food quality, improve marketing, and to deal with 
expected continued volatility in climate and markets. 
 
The other set of measures is essentially concerned with what economists call the public 
goods delivered and deliverable by land managers7 and rural development. The public 
goods are the services of resource protection – looking after the soil, water, air and genetic 
diversity on which we depend, biodiversity, and cultural landscape provision including the 
rural historic environment, and maintaining rural social fabric and rural communities. Some 
of these services are functional e.g. providing water filtration, soil fertility and pollination, 
others provide the basis for active tourism and recreational activities in the countryside; 
still others, like some aspects of biodiversity and rural cultural heritage, are valued in their 
own right. The point is that they are generally unpaid-for co-products of land management 
and without collective action they will, as now, continue to be undersupplied and 
deteriorate. 
  
The story of CAP reform for the last two decades has been a shift in emphasis from a policy 
which was wholly about agricultural commodities, to one which embraces the need to 
ensure stable, viable and sustainable farming but also provides a range of environmental 
and social services in the rural areas too. We have a good deal further to go to get this 
balance correct for the future. 

                                                                                                                                                            
6  See ELO (2008) for an account of these ideas. 
7  Two reports will be published in late 2009 explaining what these goods are and how they might be delivered, 

see RISE Task Force, Public Goods from Private Land and IEEP’s report in preparation for DG Agri on The 
Provision of Public Goods through Agriculture in the EU.  
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3. What Problems Are We Seeking to Tackle in the 2013 
Reform? 

 

It seems reasonable as we set out on a further reform of the CAP to ask what’s wrong with 
what we’ve got? Unless we can get agreement on this we are not very likely to find 
agreement on how to change the CAP to improve its performance, or to be able to judge if 
the next reforms secure real progress. 
 
It is suggested that there are primarily two main sets of criticisms about the CAP which 
must be resolved during the current debate.  
 

1. The first concerns the Single Payment System (SPS).  It is criticised as lacking 
legitimacy; also the distribution of SPS funds between and within MS is considered 
unfair. There are many calling for its abolition or repatriation to the Member 
States, yet there is an unhealthily high degree of dependency of farming on these 
payments. 

2. The delivery of required public environmental services and environmental 
standards for water, soil, atmosphere, landscape and biodiversity do not match the 
standards which have been set. There are particular concerns about the fate of the 
marginal rural areas. 

 

There are plenty of other directly agricultural issues under debate, such as the residual role 
of commodity market support measures, agricultural restructuring, marketing, food quality, 
research and development, and risk management tools to deal with volatility.  Similarly, 
there is continuing debate about the range and scale of instruments devoted to rural 
development. These refer to the development of rural services and infrastructure, and the 
encouragement of rural economic diversification. But it is suggested that compared to the 
two identified issues of the SPS and Public Goods, these other matters will play a smaller 
role in the CAP reform debate of the next three years.  
 
The most demanding problem concerns the SPS. This is central because it currently 
accounts for three quarters of EU CAP expenditure.  
 
Successive analysts who examine the origins, purpose, distribution and effects of the Single 
Payments come to similar conclusions. It is exceedingly difficult to show a close link 
between the level and distribution of direct payments and any of the suggested purposes of 
these payments8. These analyses will not be repeated here, see this author’s paper to the 
European Parliament (2008), Bureau and Mahé (2008) and Swinnen (2009) for examples of 
these analyses.  These are the latest of a literature which extends back to the early 1980s.  
 
Of course if we write cheques to farmers it provides them with income. Of course many 
farmers continue to have very low incomes. But the current payments, just as the price 

                                                 
8  The main candidates as justifications for the direct payments are: income support, income stabilisation, 

compensation for the costs of higher EU standards, environmental payments and food security. Buckwell 
(2008) concluded that: “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.” 
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support arrangements they replaced, do not in any systematic way seek out farmers who 
have low income and ensure they are the main recipients of the support. Because the 
majority, by number, of EU farmers have a very small land base they are not able to 
survive on revenues earned in farming alone they, and their families, have developed a 
wide variety of other income supports. Any rational social policy whose purpose was to lift 
farmers out of poverty would not distribute its benefits according to agricultural production 
levels. This is however what the CAP attempted to do; the distribution of the current 
payments, coupled or not, was essentially based on crop areas and yields and livestock 
numbers. Having done this for the EU15 it was evidently unavoidable but to repeat it for 
the new Member States.   
 
There is simply no escaping the truth that the direct payments were explicitly scaled and 
distributed as compensation for removal of the price support system. Since the Mid Term 
Review, in some Member States they are being redistributed as a more uniform payment 
per hectare within regions9, also the simplified system in the new Member States calibrates 
the payments on average rates per hectare. Whilst superficially this can be deemed to be in 
a crude sense ‘fairer’ it still does not explain the purpose of the payments.  The principal 
problem is to explain why a system of compensation for policy change should last 
indefinitely. The answer is of course that it cannot. Therefore the present payment system 
has to adapt, the key question, which is taken up in the next section, is how 10. 
 
The scale of the problem faced in contemplating cuts and redistribution of the Single 
Payments is indicated in Figures 1 to 4 below showing the current distribution of single 
payment national ceilings expressed per hectare of agricultural land and per recipient, and 
indicators of farmers’ dependence on the single payments.  
 
The enormity of the impact of reducing direct payments is signalled by the indicators of the 
current dependence of farming on these payments. It is shockingly high. Figure 3 
summarises figures for 2008 based on Eurostat data.  It shows the share which direct 
payments take in total factor incomes in farming for the Member States.  The shares range 
from 106% for Finland, to 1% for Cyprus. The average for the EU27 is 35%.  There are 
twelve Member States where the subsidies account for more than half of factor incomes. 
 
These national data also hide a big range of dependence of different types of farm within 
Member States. To illustrate this, Figure 4 shows farm level data for England based on the 
Farm Business Survey (which is part of the EU Farm Accountancy Data Network FADN)11. 
This shows that the lightly protected specialist poultry and horticulture sectors have very 
low dependence on the Single Payment, but that the average for the whole sample is 50% 
and on the grazing livestock farms, both lowland and LFA, subsidies make up well over 
100% of Farm Business Income (124% and 157% respectively). These farms are evidently 
making losses on their farming operations which are funded from the Single Payments.    
 

                                                 
9  For example in each German Länder and in England (but not the rest of the UK). 
10  Of course one cannot in a short paper do justice to all the issues about the way the present direct payments 

are made, how much of the benefit is capitalised into land values and rents, how much is captured by 
upstream suppliers and downstream food processors and retailers, and indirect effects on the environment 
and rural communities. But the scale and endurance of the direct payments and the predecessor price support 
schemes is such that these issues are very real. 

11  There is no mystery in the fact that the average dependency is 50% rather than the UK figure of 41% in Fig 
3.  This arises from different definitions of farm income, farm sample versus aggregate data, 2008 estimated 
versus 2007/8 crop year, and Fig 4 is for England only.  
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If it is decided to redistribute the payments to achieve uniform payments across the EU27 
expressed either per head or per hectare this will involve redistributing very large sums of 
money. Buckwell (2008) calculated that a move to uniform payments per hectare would 
redistribute 16% of the total €40b between the MSs with the biggest gaining Member State 
(Romania) enjoying a 600% rise in payments and the biggest loser (Greece) experiencing a 
60% cut. The redistribution to uniform payments per recipient would switch even more, 
35%, of the total payments between Member States with the biggest losers (Czech and 
Slovak Republics and the UK losing over 70% of their payments)12. If it is decided that first 
the EU budget for the CAP, and especially the budget for the Single Payment, has to be cut 
before any redistribution of the payments, then the cuts in payments for the losing Member 
States will of course be even larger.  
 
This data indicates the extreme economic and political difficulty of taking steps which 
significantly reduce the Single Payment. The arguments of economists who argue that 
there is no basis for the Single Payment system as an income support system, and that the 
long history of supports has raised production costs and shielded the industry from needed 
structural change are objectively rational. But the plain fact is that if they were 
substantially reduced or removed, even if it were pre-announced and done over a long 
transition period, this would provoke a profound restructuring of farm businesses. There 
will obviously be strong political opposition to such cuts. It is regrettable that there is little 
analysis of the nature and effects of this restructuring.  Most economic analyses of the 
economic effects of the removal of the Single Payments, and liberalisation of trade (i.e. 
reduction of import tariff protection) are based on aggregate, commodity market models of 
agriculture which offer no information on the impacts on numbers and types of farming 
structures13. 

                                                 
12  Buckwell (2008) Table 1. These figures understate the scale of the total redistribution amongst farmers 

because they do not include the redistribution between farmers within Member States, and the calculations for 
the uniform recipient payments did not include Romania and Bulgaria. 

13  A recent example is the SCENAR 2020 analysis undertaken for DG Agri. in 2007. 
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Figure 2: Average direct payment per MS (in 000 € per beneficiary)
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Source: DG AGRI calculations (see Annex C, note 1 for details). 

Figure 1: Average direct payment per MS (in € per hectare)
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Figure 3 Dependence on Single Payments, 
EU27, 2008e

Source:  Eurostat,  Economic Accounts of Agriculture: 
Subsidies as percent of Factor Incomes
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Figure 4  Dependence on Single Payments; English Farm Types, 2007/08
Single Payment as percent of Farm Business Income

Source:  Defra, Farm Business Survey accounts, 2007/8
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Admittedly, it is difficult to perform analysis on farming structures and the effects of 
subsidy reduction or removal.  This is partly because there is little systematic information 
available or collected on the operational decision making structures which underlie 
agricultural production. But also the theoretical basis of these structures is not well 
understood. University departments of Farm Management have been out of fashion for a 
some time so it is a neglected area in research. Meanwhile there have been profound 
changes in the way farming businesses operate in some Member States as farmers have 
sought ways to overcome the high capital investment required for modern precision 
farming and indeed working within the growing environmental and other constraints on 
farming. These structural changes have involved contracting many operations to specialists, 
various share farming and licensing arrangements and changes in farm tenancy patterns. 
These are all attempts to do in farming what has been going on in all other business 
sectors, namely to allow more flexibility and separation of function between the owners of 
capital and land and the providers of specific farming and management services. Other 
sectors call it outsourcing, in farming it is contracting, machinery rings and cooperatives.  
 
The lack of factual information about these structural aspects of farming hampers rational 
debate and policy making.  Debates on the structural effects of subsidy removal is often 
characterised by personal example, anecdote and emotional language.  Farming is often 
polarised into ‘deserving’ family farms and, implicitly undeserving, agri-business.  These 
discussions badly need the injection of detailed fact and analysis about the farming and 
decision making structures, the composition of household income streams, the dependence 
on debt, whether they are owner-occupiers or tenants.  
 
It seems likely from the basic structural statistics of farming that there are very large 
numbers of EU farmers who have very small land holdings and who are therefore not 
depending solely on the income from those farms for their livelihood. The farmers 
themselves, and certainly other contributors to the household income, have other sources 
of income.  Equally these very small farmers are generally receiving relatively small Single 
Payments. Whilst they will no doubt rather have it than not, it is unlikely to be a major 
factor in their decision making. The farms probably most at risk from cuts in Single 
Payment will include full-time farmers particularly those who have borrowed heavily to 
acquire land or invest in plant, machinery and buildings, and tenants who are locked into 
rents. It might be expected that those advocating subsidy removal would have conducted 
and published detailed analyses of the structural impacts of such policy. If such analyses 
have been done it would be helpful if they were given more publicity. 
 
In short, reductions in Single Payments will be a central part of the debate in the next three 
years, they will be hotly resisted, and it would help it there were more evidence and 
analysis of the likely structural effects.  
 
Turning to the question of distribution of CAP supports, The Presidency compromise 
document in the Health Check included as the final paragraph in a section entitled Future 
CAP post-2013 the statement:  
 
"In the framework of the discussions that started in Annecy on the 23/9/08 on the future of 
the Common Agricultural Policy after 2013 and without prejudice to the new financial 
perspective for that period the Council and the Commission are committed to thoroughly 
examine the possibilities for development of the direct payment system in the Community 
and addressing the differing level of the direct payments between Member States". 
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It is strongly to be hoped that this is interpreted in a general way that what matters is the 
distribution of the benefits of the total package of CAP measures post-2013, that this 
should be fair from the perspective of all Member States.  However, it seems more likely 
that this is not at all what it means. Most of the discussion about more uniform payments 
reflects the desire for a bigger share of the EU27 Single Payment pot by those Member 
States who consider they have too low a share.  However, to repeat: it is not possible to 
decide what is a fair share of policy funding until the object of the policy has been agreed. 
 
If it is essentially about income support, then this requires objective data on incomes and 
resolution of a series of difficult questions: whether it is income from farming, or total 
household income of farming families; whether it is relative income (compared to non-
farming families) or absolute incomes; how is the payment to be adjusted according to the 
number of  labour units employed on the farm; and whether distinctions should be made if 
payment applicants have large debt,  or are tenants as opposed to land owners.  Simply 
redistributing the national ceilings to reduce the divergence in payments per hectare or per 
beneficiary alone may satisfy some crude sense of fairness but will still not explain what the 
payments are for.   
 
If, on the other hand it is agreed that the Single Payment should in future be more to do 
with public good provision, then as these goods are mostly to do with the way land is 
managed this suggests that payments are likely to be scaled and paid per hectare rather 
than per recipient. But this invites questions about the value of the environmental public 
goods, the actions required for its improved stewardship and the cost of these actions.  It is 
not obvious that these considerations lead to uniform payments per hectare across the 
EU14. Proponents of reducing the divergence in payments per recipient or per hectare must 
explain the logic and evidence behind their proposals. If it can be agreed that the eventual 
destination of much of the supports which survive are as public good payment, then the 
distribution of support should follow evidence about the demand and cost of providing the 
public goods15.  
 
The second main concern driving the post-2013 CAP reform is what has become known by 
the shorthand phrase, the Public Goods case for support. The essential argument here is 
that collective policy action is needed to put right the pervasive environmental market 
failures which surround rural land management. Modern farming techniques have been 
associated with a number of harmful environmental effects – essentially pollution of soil, 
water and the atmosphere (ammonia and green house gases). There are too many 
environmental ‘bads’ associated with modern farming, and insufficient production of 
environmental ‘goods’, the most important being biodiversity and cultural landscape 
management. It is not difficult to explain how this state of affairs came about.  As the 
power of farming technology has increased and as farming has been encouraged to become 
a business activity exposed to the fierce competition of international markets. Society can 
hardly complain that farmers do not pay sufficient attention to producing environmental 

                                                 
14  It is instructive to recall the events which took place in England when the Government decided to allocate 

Single Payment entitlements using a hybrid scheme which started in 2005 on a historical basis, and moves 
over seven years to a uniform regional average payment basis.  Initially it was decided to define two regions, 
essentially lowland and upland England.  However it was soon observed that this would massively increase 
payments for moorland farms which tend to have very large area but with low stocking density sheep, at the 
expense of upland beef and dairy farmers whose stock are mostly on the lower slopes of the hills (the so-
called in-bye land). The result was a hasty redefinition of the area payments to a three region model, 
essentially lowland, upland and moorland.  

15  These are difficult concepts to measure and on which comparable, reliable data exist for the MSs. The kinds of 
indicators suggested are agricultural and forestry area, the areas in Natura or other protected sites, and areas 
of organic farming.   
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goods and services for which they are not rewarded in the market place, when the policy 
slogan of the last decade has been that farmers should be more ‘market oriented’. 
 
It is not a new suggestion that the CAP has to switch emphasis from commodity market 
support – for which there are not obvious market failures16 – towards the provision of the 
non-market environmental and cultural landscape services – for which there are clear 
market failures.  The drift in this direction commenced with the MacSharry reform with the 
introduction of the accompanying measures, was reinforced by the introduction of the 
second pillar in the Agenda 2000 reform and then by the slow but steady increase in 
resources devoted to Pillar 2 in the Mid Term Review and the Health Check. However the 
case is constantly made that the environmental delivery is still sub-standard. Biodiversity 
decline has not been halted far less reversed.  Water quality objectives have not been 
reached, indeed the programmes of measures under the Water Framework Directive are 
still being implemented.  To add to this, the Commission is determined to introduce a Soils 
directive and it can only be a matter of time before Green House Gas emission reduction 
measures are being discussed on a pan-EU basis.  
 
The question is whether and how these concerns should be built into the CAP.  The broad 
argument is that they certainly should. There is increasing realisation that food production 
is but one of many ecosystem services provided by the environment. Mankind is 
undermining the capacity for the provision of these services, and collective action is 
necessary to create the incentives for the services to be provided.  It is suggested that the 
range and scale of these services, and the scale of the policy measures to remedy the 
failures has been grossly underestimated. At a general and global level these arguments 
have been considerably boosted by the Stern Review of the economics of climate change, 
and preliminary results from comparable studies looking at The Economics of Ecosystems 
and Biodiversity (TEEB). The key conclusion is that the cost of action to reduce 
environmental harm, and do environmental good, may be considerably less than the costs 
of inaction.  There are now many studies underway to perform comparable analyses for the 
public goods provided by farmers and other land managers in the EU. Two studies to be 
published in the coming months have been taking a close look at precisely these questions, 
see RISE Foundation (2009) and IEEP (2009).  
 
As far as the relationship between farming and the environment is concerned, there is also 
a dynamic argument which suggests that society may have to put even more resources in 
future into remedying environmental failures.  In brief, the argument is that if global food 
insecurity rises and the downward trend in real food prices observed during the 20th 
Century reverses17 then this will place more pressure on ecosystems, biodiversity and 
landscape, which will become both more scarce and more costly to supply.   
 
However it is a big jump from observing these environmental market failures to defining 
the role of the CAP in putting them right. This is a complex area, perhaps not surprisingly 
as the environment is a complex set of variables and relationships!  The theory of market 
failure and public goods and the circumstances in which certain remedies like public 

                                                 
16  The concept of market failure is being used here in a technical economic sense, and distinct from the very real 

problem of market imperfection from which agriculture undoubtedly suffers.  This is the tendency for very 
high degrees of concentration in the input supply and food processing and retailing sectors which mean that 
farmers have little or no ability to pass on additional costs, for example of meeting higher environmental and 
welfare standards.  

17  Such a reversal is asserted by the Commission (2009 p. 17).  It is premised because of the combined global 
population and income growth pressures bumping into water shortages, the impacts of climate change in 
reducing yields, increasing disease, and desertification, flooding or development of farm land.  
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payments to provide public goods are justified is difficult. The measurement of the state of 
the environment, the value of improving it, and the costs of doing so, are all, likewise, 
complex and difficult.  In addition there is a great deal of suspicion that Public Goods, like 
the phrase ‘multifunctional farming’ in common usage some years ago, is another attempt 
by farmers to justify existing public subsidies.  For these reasons it is important to be 
clearer about what public goods are and those for which the CAP may legitimately have an 
increased role. 
 
Even those who are convinced of the market failures / public goods case may take further 
convincing that the remedy should be part of EU policy rather than left to the Member 
States. It is suggested that there are strong reasons to keep this as part of a Common 
European policy. RISE Foundation (2009) explores these at greater length, but the 
arguments are conveniently expressed as the five Cs. Most of these public goods have a 
strong Cross border element.  They are often Common European goals. Because they are 
jointly produced with agricultural products there are strong Competition reasons to ensure 
they are dealt with in an even handed way across the EU.  EU policy can contribute to 
Cohesion, and in any case the EU has Competence for food, agriculture and the 
environment.  
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4. The Direction of Reform; Elements of the Post 2013 
CAP, and Link to the Current CAP  

4.1. Direction of Reform 
 

The conclusion from the forgoing discussion of what’s wrong with the CAP is that there is a 
weak to non-existent justification for the indefinite continuation of the current Single 
Payment System, yet a very strong dependence on public payments, and there is a strong 
suite of arguments and accumulating literature that suggests that land-based public goods 
are currently substantially under-supplied. Putting these together suggests that the broad 
direction of reform must be further in the same direction of change which has been 
established since 1992.  That is, reduced focus on the old agricultural supports, and more 
focus on the environmental market failures and rural development.  Broadly speaking most 
of the reform ideas for the post-2013 CAP published to date have followed this direction.  
There is no real principled alternative. This is not to say that there is universal support for 
this move, indeed amongst farming organisations there is almost universal opposition.  But 
the opposition is essentially, and understandably, that reducing support hurts.  It is not a 
principled objection based on a worked-out alternative model of support. 
 
A critical missing ingredient is a way of helping the necessary adjustment of the farming 
sector from where it is to where it can be sufficiently rewarded by food consumers for the 
marketed produce and can be appropriately paid for the non-market environmental and 
other services.  The only tool which could be available with sufficient financial power to do 
this is the Single Payment system.  A Commission think tank in the mid-1990s proposed a 
way of doing this by redefining direct payments as Transitional Adjustment Assistance.  The 
critical points were to convey the clear messages that compensation payments have to be 
transitional, and that their constructive purpose is to assist adjustment to a new policy era.  
This idea could be resurrected and thought given to how these funds could be better 
deployed as a positive instrument of structural adjustment rather than as a passive and 
hard-to-justify annual income supplement.  
 
Two ingredients for a change in mind set of how the payments are viewed are first that it 
has to be completely clear that they are being phased right down if not out, and second it 
would be strongly preferable if the stream of payments could be capitalised or front-loaded 
to enable those businesses who could see survival after certain investments or 
restructuring to utilise the payments to achieve this. Curiously many farmers in the EU 
acknowledge that payments are going to be cut, yet in the absence of clear policy 
statements there is a tendency for hope to triumph over expectations.  
 

4.2. Elements of the Post-2013 CAP 
 
From the forgoing, lets suppose the agreed purpose of the CAP could be summarised as 
requiring the following five principal elements, two concerned with agricultural adjustment 
and competitiveness and therefore food security, and three concerned with environmental 
security. 
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A. Transitional Adjustment Assistance 

B. Agricultural Productivity, Competitiveness and Stabilisation 

C. Tiered Agri-environment Schemes 

D. Measures for Marginal Areas 

E. Wider Rural Development   

 

A. Transitional Adjustment Assistance is the transformed Single Payment system. 
Changing its name indicates a forward looking character and purpose18.  The total quantum 
of funds available will decline.  Whether it declines to some base level, or zero is to be 
debated.  If there is a residual base payment its purpose has to be justified.  There has to 
be some redistribution of the TAA fund between Member States having regard to: 
 

• Some indicator of fairness between the Member States, 
• The fact that the origins of the funds were for compensation 
• The needs for, and costs of, farm structural adjustment 

 

It is also desirable that there could be flexibility to allow individual farmers’ entitlement to 
this assistance to be drawn down in the most helpful way to promote farm and rural 
business reinvestment and restructuring. 

 

B. Agricultural Productivity, Competitiveness and Stabilisation is essentially what 
we currently refer to as axis 1 of Pillar 2.   The measures under this heading will generally 
be to help with investments for infrastructure, productivity and skills enhancement, 
restructuring, improving marketing, and stimulating developments in high quality food. In 
addition to these existing tools, further consideration must be given to finding ways to 
stimulate the translation of research and development into farming practice – both to 
ensure continued agricultural productivity growth as well as to help farmers achieve the 
higher environmental standards sought for water, soils and atmosphere (ammonia and 
GHG). 
 
Turning to stabilisation and risk management. This was one of the key functions of the 
Commodity Market Organisations (CMOs) in the original CAP.  The problem was that the 
measures implemented went far beyond market stabilisation to price support leading to 
chronically oversupplied markets.  The CMOs have therefore been turned right down. The 
role of the residual and simplified CMOs, and whether other EU-funded stabilisation 
measures such as insurance schemes are justified, are the subjects of another paper so will 
not be treated here.  The view of this author is that the remaining instruments should be 
left ‘on the books’ for use in extremis as a safety net. 
 
It should however be noted that all the while the Single Payment or successor Transitional 
Adjustment Assistance exist, these offer some element of income stability for each farm.  
Perhaps more fundamentally, if it is the case as argued here, that significantly more 
support is provided to EU farmers and land managers in future for delivering public goods 
this in itself will provide an important element of income stability. The demand for 
environmental services is not likely to be erratic, but rather stable and enduring, so the 

                                                 
18  Whereas Single Payment system signifies only the rather backward looking message that it replaces multiple 

(coupled) payments but gives no clue what its for.  
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payments for such services should provide a relatively dependable part of rural business 
income. 
 
C. Tiered Agri-environment Schemes are already being developed in many Member 
States. There may not be a suitable single framework for doing these which fits all Member 
States, however there is certainly enough known from existing experience to guide good 
practice in scheme design and operation to balance farmer and administrative practicality 
with delivery of improved environmental outcomes. The generalised concept for these 
schemes is a base, or entry level, scheme pitched to encourage more or less universal 
application (C1). Such a scheme would have delivery level which is certainly above the 
statutory minimum (ie above current cross compliance) to pay for the delivery of 
environmental and cultural landscape services which society cannot expect ‘for nothing’.  
The broad application is partly designed to ensure a strong element of contiguity of habitat 
to provide for the connectivity necessary for nature to adjust to climate change and 
economic development.  Above this can be an intermediate scheme (C2), based for 
example of specific farming systems which have high environmental credentials such as 
Integrated Farm Management or organic farming. At the peak are more narrowly defined 
schemes (C3) which pay for specific habitat, heritage, biodiversity or landscape 
management. There is a general presumption that the more demanding schemes both 
deliver more value and cost more, therefore merit higher payment rates. 
 
A critical issue which has to be confronted in the new policy setting where the existing core 
payments have become transitional is the appropriate payment level in these schemes.  
Existing scheme payment rates have been negotiated in the context of the Single Payment, 
so if it is reduced or removed these rates will have to be renegotiated.  The WTO green box 
provides the ground rules, but the way these rules are implemented provides some 
flexibility.  A key issue is the range of costs of supplying the environmental services.  In the 
most productive agricultural areas, the opportunity cost of taking land out production will 
be higher than in the poorer soils.  If there are compelling ecological reasons for wanting 
habitat creation in the productive areas, then the payments have to be scaled 
appropriately. 
 
D. Measures for Marginal Areas. The EU is well endowed with land which, precisely 
because it is of low productivity for agriculture, is associated with a variety of traditional, 
relatively low intensity, mostly grazing livestock, farming systems.  These areas are often 
geographically remote from centres of population, their topography, altitude and landscape 
character mean that they are often providers of rural tourism and recreation.  These 
regions are associated with extremely low and even negative margins in farming.  They are 
extremely dependent on the supports provided under the CAP as illustrated in Figure 4 
above.  In some areas they may be receiving payments from the Single Payment Scheme, 
Article 68, Agri-environment schemes and Less Favoured Area payments and still have low 
incomes.    
 
If the only consideration for these areas was economic output from farming, then, like 
worked-out coal mines, they would be abandoned.  The quantity of output is not high or 
irreplaceable.  Their costs are high and even when imaginative efforts are made to try and 
market regionally distinctive, high quality, premium produce economic returns are not 
always sufficient for sustainable businesses.  However societies all around the EU do not 
want to see these areas abandoned.  The reasons are environmental, social and cultural.  
The landscapes of these areas are generally treasured specifically because they have 
traditional features, field boundaries, farm buildings and villages in vernacular architecture 
and local materials.  The communities and their customs, sometimes language or dialects, 
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festivals, cuisine and dress are features which there is general agreement should not be 
allowed to disappear.  These areas also have a potentially vital role in dealing with the so-
called new challenges, especially water and carbon management.  Environmental services 
for water include run-off control, filtration and storage.  These areas are already important 
stores of carbon and with the appropriate incentives and technology and management 
could potentially capture and store more carbon in soils and forest.  
 
There is no doubt that the CAP has a continuing important role in these areas.  The 
challenge is to define the most appropriate way to delimit the areas for which specific 
supports are justified. The definition of Less Favoured Areas seems to be moving in the 
direction of physical and climatic features – this helps take some of the pure politics out of 
their definition, but it is not clear that this offers a sensible logic on which to base 
payments. Some argue for a narrow definition of marginality restricted to those areas in 
demonstrable danger of abandonment, and presumably only then if there are 
environmental, cultural landscape or social reasons to act. Others will argue for a broader 
definition on general landscape and biodiversity grounds; some propose the concept of 
High Nature Value Farming, others the language of the LFA system, disadvantaged or 
specially disadvantaged areas.  
 
These areas already receive Single Payments, and redistribution of single payments on a 
uniform basis per hectare may increase their support, unless the redistribution is 
regionalised (as it is for example in England). These areas are, and should be, eligible for 
the tiered agri-environment payments. The critical question, especially in the context of 
declining or eliminated Single Payment, is what additional supports, if any, the marginal 
areas deserve, and how to calibrate the payment rates. The problem is that if the payments 
are scaled on the basis of the income forgone by not intensifying agriculture this alone 
would not keep people in place.  The correct interpretation of opportunity cost is the 
income forgone, by remaining in the marginal area compared to the best alternative.  
Rationally the best alternative is likely to be to seek a job in the nearest town. To avoid 
such abandonment requires payment rates scaled to these real opportunity costs.  
 
E.  Wider Rural Development is of course the subject of axis 3 of Pillar 2.  It is a very 
important element of current and future policy.  The restructuring of farming still has a long 
way to go in most Member States, not least in the new Member States.  One of the ways in 
which it is achieved is through rural economic diversification.  Land management is and 
always will be a defining activity of farmers but for those who are only managing a small 
area the income stream possible from that land both from the private goods and public 
goods will not be sufficient to support a livelihood.  It is therefore vital that there are other 
nearby opportunities for employment of the farmer and his family.  An important role of 
rural development measures operated through the CAP is to help unblock obstacles to the 
recreation of such employment.  This can be as much to do with rural services and 
infrastructure, community facilities, roads, telecoms and broadband, as it is with 
employment creation itself.  Much of the policy which really determines if rural 
development occurs is the social, health, education and transport policies of Member 
States.   Also there is a perennial debate about whether rural development policy is distinct 
from regional and structural policy.   These issues are the subject of another paper.  
 

4.3. Linking these elements to current policy 
It remains to match up the these five elements to the existing CAP supports.  Agenda 2000 
cast discussions of the CAP into the language of the two pillars.  This has turned out not to 
be especially helpful especially if the pillars are caricatured and polarised as the ‘old’, or 
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‘bad’ or even ‘masculine’ Pillar 1, versus the ‘new’, ‘good’ or ‘feminine’ Pillar 2! Some 
suggest that the Pillars should be abolished, i.e. that all support measures merged into a 
common framework.  Still others have suggested a third Pillar, for example to deal with 
food quality and safety issues or, as suggested in the recently leaked Commission 
Communication on the EU Budget, climate change.  These do not seem helpful proposals. 
The most important differences between the two Pillars are their structure and financing of 
policy measures rather than their purpose. 
 
The first Pillar comprises the market support arrangements (residual intervention, market 
management and export subsidies) and direct payments. These latter grew directly from 
the classic commodity market supports of the CAP, and structurally they are obligatory, 
annual measures, 100% funded from the EU budget. This is quite distinct from the agri-
environment and rural development measures in the three axes of Pillar 2, plus LEADER. 
The purpose of the Pillar 2 measures is generally clearer than the Single Payments. The 
structural features of Pillar 2 are that they are arranged in a multi-annual programming 
approach, regionally defined, with a menu of measures, and formal monitoring and 
evaluation procedures, and, most critically, they are co-financed19. The main mechanism 
for switching funds between the Pillars has been to cut the Single Payment funds and 
switch them to Pillar 2, a process known as modulation. 
 
It is noticeable that the last two reforms of the CAP have introduced elements which have 
somewhat blurred the distinction between the Pillars20. Pillar 1 has included more choices 
that is fewer obligatory measures (e.g. date of introduction of the SPS, whether it is 
referenced on historic or regional average payments, whether decoupling is full or partial). 
The optional Article 68 specific supports offer the possibility to do targeted environmental 
activities, and some risk management in Pillar 1, this was previously considered the domain 
of the second Pillar (but A68 measures are not programmed or subject to the same 
evaluation procedures as Pillar 2 measures).  On the other hand the complex arrangements 
for voluntary modulation brought with them the possibility for more flexible, that is lower, 
co-financing of Pillar 2 measures. 
 
There can be little doubt that the nature of the Policy shift suggested in this paper implies 
that more of the measures in future should be delivered through structures of the character 
of the present Pillar 2. This instantly sets teeth on edge amongst the current direct 
beneficiaries of the policy not least because it implies more modulation. It is vital therefore 
to consider separately the question of financing. 
 
It is no surprise that farmers generally prefer the measures in Pillar 1 to Pillar 2. They see 
fewer strings attached to the Single Payments whereas Pillar 2 schemes are viewed as 
bureaucratic, inaccessible21 and create complaints of siphoning farmers’ money off to other 

                                                 
19  Co-financing is the norm in EU policies.  The argument is that it reduces some of the tendency to be lavish 

with ‘other people’s money’.  So it is a sensible way of incentivising Member States to implement good policy 
by requiring them directly to finance some of it.  It is the 100% EU funding of Pillar 1 which is unusual.  
Financial solidarity made perfect sense when the bulk of CAP expenditure was on market support 
arrangements where the benefits would apply throughout the single market but the costs fell in the surplus 
production countries.   This logic has largely evaporated with decoupled single payments.  

20  It’s not true to say that the pillars had totally different functions, e.g. that Pillar 1 is about farming and Pillar 2 
about environment and wider rural development.  In fact much of the cross compliance is concerned with 
environmental delivery, and the axis 1 measures in Pillar 2 are about agricultural productivity, structures, 
infrastructure and marketing.  So it is structures and financing which really separate the Pillars not function.   

21  The complaint of inaccessibility is partly because farmers have to bid competitively for assistance in some 
schemes, so there are always some farmers who are unsuccessful.  Also because of the limited funds in pillar 
2, and the need for co-financing, some Member States severely ration schemes by imposing what appear to 
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groups. There is little doubt that Pillar 2 schemes are more expensive to administer and 
more bureaucratic – it is bound to be more complicated, especially initially, to arrange 
contracts for the delivery of a wide variety of complex environmental services than to write 
farmers cheques on the basis of their crop areas and livestock numbers in a base period, or 
on the basis of how many eligible hectares they have. However over time, and given that 
Pillar 2 schemes are often arranged as multi-year contracts, the administrative costs per 
year should settle down. 
 
Tables 1 and 2 below summarise the principal options available with respect to the two 
Pillars. The questions posed are subdivided first into matters concerning function and then 
how the policy measures should be financed. We should first decide the questions of 
function.  The next two sections examine these options by referring to their numbers in the 
Table. 
 

4.4. Choices for the development of Pillar 1 (see Table 1). 
 
The first option, do nothing, is rejected for the reasons given in section 3 above. 
 
Point 2, concerns full decoupling.  The Health Check left flexibility for some livestock 
payments to remain coupled.  This signals that that there is still a debate to be had 
whether the right approach is to subsidise farming activities to achieve environmental and 
landscape outcomes in certain grazing areas; or whether it is the landscape and 
biodiversity which should be paid for in the knowledge that the only or best way to deliver 
that environmental management is by grazing livestock. 
 
Option 3 is to try justify some or all of the Single Payment for the delivery of public goods. 
This is akin to the Bureau and Mahé Basic Husbandry Payment idea.  To put it another way, 
should we try to offer a base level agri-environment scheme by adapting the conditions for 
the Single Payment? This would involve increasing the level of environmental delivery 
above the current reference level set by the Good Agricultural and Environmental 
Conditions and Statutory Management Requirements. To make this approach objectively 
defensible would require significant redistribution of payments between and within Member 
States.  Even then it is hard to see how the resulting level of the payments could be 
objectively linked either to the value or costs of the environmental services.  Effectively 
therefore this option really amounts to partitioning the current Single Payment national 
ceilings into a component for delivering a base level environment scheme (Element C1), 
and the residual component which would be the Element A Transitional Adjustment 
Assistance. 
 
The fourth option concerns the fate of Article 68 Specific supports.  Does this article offer 
the structure from which we should construct enduring support systems, either for specific 
farming systems associated with desired environmental outcomes, for new challenges, or 
for a base level agri-environment scheme?  The arbitrary limits on the resources which can 
be allocated to these measures, their disconnection from other agri-environment schemes 
and from the less favoured area supports, the fact that they are outside the regional, Rural 
Development Programmes and not therefore subject to the same monitoring and evaluation 
processes, all argue against this route.  The problem is that many member States are now 
investing considerable administrative effort into these measures.   One of their main 

                                                                                                                                                            
farmers as arbitrary eligibility criteria, eg farm size criteria applied in Spain and Ireland for environmental 
schemes.  
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advantages is that they did not require co-financing or a reopening of the RDPs which for 
many Member States had only just been approved.  The decision on the continuation of 
Article 68 measures for environmental purposes really should be a principled one on the 
suitability of the structure and financing of these measures.  The conclusion has to be that 
they are a transitional device and should not continue beyond 2013. 
Choices 5 concerning market supports and 6 concerning new measures for risk 
management are considered in detail in another paper of this Workshop (Chatellier, 2009). 
 
This leaves four developments which are all concerned with the financing of the future CAP.  
Options 7 and 8 focus attention on the differential co-financing arrangements in the two 
pillars.  Option 7 asks if we are going to move more resources from pillar 1 to 2 which 
would create a need for further MS match funding. Given that the credit crisis and 
consequent recession leaves the public finances of most Member States more stretched 
than for decades it seems inconceivable that there will be any willingness to devote more 
financial support to rural policy. This suggests more modulation is unlikely.  Option 8 takes 
the opposite tack, are we going to repatriate some of the funding for Pillar 1 by introducing 
co-financing.  The more that steps are taken to target supports, for example to 
environment, then the more tempting this is in principle.  This step would not increase 
public spending.  It would swap spending through the EU budget for national spending.  But 
this would both redistribute the burden of the policy between Member States, and on past 
from, it would set up set up howls of ‘renationalisation’!  So neither option 7 or 8 seems 
plausible. The very fact that the financing of the two pillars is different has created a 
disincentive for moving the policy further in the direction of Pillar 2. Relaxing MS co-
financing of Pillar 2 will generally be more popular than introducing it to Pillar 1.  
 
Option 9 focuses on the allocation of the SPS total funding between the Member States. 
Most of the discussion of this option to date has concerned whether the redistribution 
should be to achieve less divergence in payments expressed per hectare or per recipient. 
As discussed already neither makes much objective sense.  If such redistribution is to 
entertained it is suggested that it is a redistribution of the national ceilings and the Member 
States are then left to decide how to allocate the funds domestically. 
 
But once the debate recognises that if we redefine the purposes of the CAP then of course 
funding has to follow function, then this invites debate about more objective allocation keys 
for all CAP resources considering each of the main elements of the policy (elements A to E).  
If we are brave enough to go this far for the 75% of the CAP Budget which is in the Single 
Payment pot, then it makes better sense to open up the whole CAP funds and also consider 
the objective distribution keys for allocating Pillar 2 funding. This brackets together Pillar 1 
questions 7, 8 and 9 with Pillar 2 questions 9 and 10. Any reallocation of funding in the CAP 
is going to be painful because some Member States will lose and others will gain, yet there 
is no real reform without reallocation. It seems sensible therefore if we are going to expend 
political capital on this to do the job properly and try to put the allocation of the totality of 
CAP funds on a more objective basis. 
 
The question of the overall size of Pillar 1 is left deliberately until the end.  It can be seen 
by this point in the story that reform of the CAP is rather complex.  Achieving real progress 
in moving the CAP in the direction of a more long-term defensible structure which can be 
explained to public and farmers alike demands some extremely difficult changes.  The 
losers from these changes cannot be expected to accept them easily. This is why it would 
be wise to follow through on the changes in purpose and distribution of funding first before 
considering how much if any of the current total expenditure can be saved.  If an attempt 
is made to drive through some arbitrarily chosen budget saving as a first objective then 
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progress on real structural reform of the CAP will grind to a halt. The result will be a smaller 
EU policy but still unfit for purpose. It also raises the very real risk that this will stimulate 
expansion of National measures in some Member States which will distort competition.   
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Table 1: Choices for the development of Pillar 1 
 

1 Make no further changes, the current system is defensible. 

2 All Member States (MS) must fully decouple and adopt the SPS 

 Deliver Public Goods in Pillar 1 

3 Existing payments are to be better targeted by tightening and extending 
cross compliance conditions to offer basic level environment scheme. 

4 More SPS funds are diverted to Article 68 specific supports: 

 4a     for environment, marketing, specific production systems, or risk 
management, ie as was agreed in the Health Check 

 4b     for an extended list of activities – for example, carbon storage 

 4c     to create an Entry Level Stewardship, or Basic Husbandry payment 
in Pillar 1 

 Other measures? 

5 Agricultural market supports (intervention, quotas, set aside) have been 
eliminated or reduced to a minimum, should this change?  How? 

6 Are there new instruments which should be introduced in Pillar 1?  E.g. for risk 
management?  To aid restructuring and investment  

 Change financing of Pillar 1 

7 Compulsory modulation is increased from 13% 

 7a   Maintaining the existing progressive modulation (+4% above €300k 
Euro) 

 7b     Increasing the progressive modulation. 

8 Member State co-financing is introduced for Pillar 1. 

 8a     At the same rate for all Member States 

 8b     At differentiated rates, e.g. the lower GDP/head the lower the co-
financing rate. 

9 The national ceilings for the SPS are redistributed 

 9a     To achieve uniform EU27 payments per hectare 

 9b     To achieve uniform EU27 payments per recipient 

 9c     The convergence could be less than 100%, there could be 
regionally different payments rates, e.g. for LFAs. 

10 Financial discipline is used to reduce the SPS budget, this could be: 

 10a   At the same rate, x% p.a. starting in 201Y for all payments 

 10b   Differentiated, eg by payment size or Member State.  
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4.5. Choices for the development of Pillar 2 (see Table 2). 
 

Q1, Given the large strategic questions posed throughout this paper, the so-called strategic 
approach for the 15% of the CAP budget channelled though Pillar 2 seems small beer. It is 
impossible to argue against a rational objectives-driven policy but this should apply to both 
Pillars not just Pillar 2. 
 
Q2 & 3. The nature of the agri-environment schemes, and the definition of the marginal 
areas and measures to be taken in them are key questions for the post-2013 policy.  These 
were aired in section 5.2 C and D above.   
 
Q4 relates to the further development of Pillar 2 Axis 1 which is concerned with productivity 
and competitiveness of agriculture, considered in 5.2 B above. 
 
Q5 relates to the scope for wider rural development considered briefly in 5.2 E above. 
 
Q6 raises the issue on everyone’s lips, what should we be doing in the CAP about climate 
change?  There is no doubting that agriculture and the environment are potentially 
seriously harmed by climate change. Adaptation measures will be necessary.  But as yet it 
is not clear what CAP-relevant new actions are demanded. Many of the required actions 
such as skills and training, research and development, and some infrastructure 
developments e.g. for irrigation or water management are covered by existing CAP 
measures.  Other actions, such as flood defences are Member State competences and any 
cross-border matters are more likely to be part of structural policy. 
 
As far as mitigation is concerned if agricultural soil management and forestry were to be 
accepted as bona fide methods of carbon capture and storage and accepted into carbon 
trading then this would not require action through the CAP.  However technical problems 
concerning additionality, verification and permanence, and wider political considerations 
about reducing tropical deforestation make may delay EU land management participating 
formally in whatever agreement emerges from Copenhagen.  This suggests that it would be 
sensible to consider the potential for including carbon sequestration services as part of the 
public goods agenda for the post 2013 CAP. This might well require new measures, or in 
the language of section 5.2 a new element in the CAP structure.  But there is no obvious 
reason to call this a new Pillar. It would be an integral part of Rural Development 
Programmes.  The other climate change related policy area is for renewable energy.  This 
is, rightly, more in the domain of energy policy than the CAP.  It is not clear what new 
measures if any are needed.  Assistance for the development of biomass, and to encourage 
Anaerobic Digestors is already handled in Axis 3 of the RDR.   This is a question of quantum 
and allocation of funding rather than the need for new structures. 
 
Q7 the future of LEADER is left to the paper on Rural Development of this Workshop 
(Ramos, 2009). 
 
Q8 raises the issue of forestry. Forestry is already a firm component of the CAP.  It is 
legitimate therefore to raise the question: if the CAP is moving give greater emphasis to 
public goods delivered from land management, should there be greater provision for the 
ecosystem services delivered from forestry?  
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Q9 and Q10 switch from function to financing. There is already some flexibility in the co-
financing of Pillar 2 measures, the question is whether this should be further extended.  It 
seems inevitable in the public finance context in which these decisions are to be taken that 
the current quantum of Member State funds devoted to the CAP is likely to be the 
maximum that can be achieved. This implies that if the policy really does move in the 
direction suggested by this paper, that is to measures which have more of the 
characteristics of the present pillar 2, then it will mean that the current MS co-financing is 
diluted.   
 
Q10. Last but not least, whatever decision are taken in the next reform this question will be 
unavoidable.  It is well known that there are some strong anomalies in the current 
distribution of pillar 2 funds a more objectively driven distribution should be attempted.   
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Table 2: Choices for the development of Pillar 2 

 

 Measures addressing Public Goods and other market failures 

1 Should the ‘strategic approach’ which defines minimum shares for the three 
axes be retained, are new minima or maxima required?   

2 Agri-environment schemes 

 
2a     Should there be a similar framework of tiered schemes in all Member 

States – as in Austria and UK with successively higher requirements 
and payments. 

 2b  Should schemes be defined with respect to practices or environmental 
outcomes? 

 2c   How can payment rates reflect different and changing opportunity 
costs? 

3 Marginal areas, Less Favoured Areas, High Nature Value Farming, Areas 
under threat of abandonment 

 
3a     Should be redefined as the Commission proposed on the basis of 

soils, slope, topography and climate (agricultural production 
potential) 

 3b     Should be redefined in a positive way based on landscape, and  
nature value  

 3c     Payments should refer either to value of landscape/nature, total costs 
or non-farming opportunity costs. 

 3d     Should receive a higher proportion of supports than now 

4 What other instruments are needed in the Axis 1 agricultural development 
and farm restructuring? 

5 What other instruments are needed in Axis 3  wider rural development? 

6 What additional measures are required for dealing with climate change? 

7 What is the future role for LEADER? 

8 Should there be more forestry supports?  If so what kinds of support? 

 Financing of Pillar 2 

9 Pillar 2 co-financing rates? 

 9a     Should stay as they are 

 9b     Should be reduced if Pillar 2 is expanded by moving funds from Pillar 
1 to keep total public expenditure unchanged.  

 9c     Should be differentiated according to GDP/head compared to EU 
average. 

 9d   Should be differentiated by type of measure; e.g. if benefits are local 
then the MS co-financing rate should be higher.  

10 Redistribute the Core Pillar 2 funds on objective basis 
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5. Summary and Conclusions 
 
1. This paper considers the purpose and scope of the whole CAP because the principal 

problem is the balance of its components, it only then narrows down to the fate of 
the Single Payments Scheme.  

2. There is a danger that the determination to reduce the CAP share of the EU budget 
becomes the defining feature of the next reform. It is more relevant to focus on the 
share of CAP in total EU public expenditure, and the legitimacy and cost 
effectiveness of the policy measures.  

3. First we must debate and agree what the policy objectives are, then how to 
transform the policy to better achieve those objectives.  Only then can a useful 
assessment be made of the distribution of benefits of the measures and finally an 
estimate of the resources required.   

4. Agricultural and environmental interests must jointly send a clear message to the EU 
taxpaying public for the policy they seek and the budget to fund it. 

5. We can distil existing Treaty based objectives for the post-2013 CAP around the twin 
objectives of creating the conditions for Food and Environmental Security. 

6. This suggests one set of measures focussed on food security whose aim is to help 
maintain and develop the production capacity, productivity and competitiveness of 
EU agriculture, and a second set of measures which are essentially concerned with 
public goods delivered and deliverable by land managers, and rural development. 

7. The three most important challenges which the next CAP reform must grasp are: the 
non-legitimacy of the current Single Payment Scheme, the unhealthy dependence 
on these payments, and the insufficient scale of delivery of public goods. 

8. To rectify these the broad direction of reform must be further in the same direction 
of change which has been established since 1992.  That is, reduced focus on the old 
agricultural supports, and more focus on the environmental market failures and 
rural development. 

9. Reforming the CAP will inevitably involve redistributing CAP benefits between 
Member States and between farmers within Member States. This is difficult but must 
be grasped 

10. A key decision is to turn the Single Payment into a positive instrument of structural 
adjustment, it is suggested by renaming it Transitional Adjustment Assistance.  

11. The post-2013 CAP would then have five principal elements, two concerned with 
agricultural adjustment and competitiveness and therefore food security, and three 
concerned with environmental security. 

A. Transitional Adjustment Assistance 
B. Agricultural Productivity, Competitiveness and Stabilisation 
C. Tiered Agri-environment Schemes 
D. Measures for Marginal Areas 
E. Wider Rural Development 

12. More of the measures in future should be delivered through structures which have 
the character of the present Pillar 2.  But at the same time the whole balance of 
financing of the CAP, the Member State allocation of funds in both Pillars, and the 
degree of co-financing has to be re-examined.  The present financing arrangements 
are an obstacle to sensible development of the policy. 
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