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Abstract

The reform of the CAP in 1999, with extensive rens in 2003 (Council regulation
1782/2003), was constructed around three centessid decoupling, cross-compliance of
payments, and modulation.

Decoupling, which is specifically analysed in thamicle, is intended to eliminate all
aid linked in one way or another to production, favour of aid which is completely
independent of the production activity. It is ergalpted in the new 2003 regulation by the
introduction of the right to a single farm payme{@FP) proportional to farm area,
independent of production activities.

These new arrangements have been accompanied Ihyvadation in the application
of the reform, and the member states have takest gavantage of the extensive room for
manoeuvre inherent in the new regulation. Thigi®aled in the extreme diversity of choices
made, both in the degree of decoupling (total eotiggpand in the methods of calculating the
SFPs (historical or regionalised references).

In order to better understand the reasons for aadtipal details of the differing
national choices, this article presents a synthafsike results of a comparative study of how
the SFPs are managed in four large EU 15 count@esmany, the UK, Spain and lItaly),
chosen because of the diversity in their approatbhesecoupling and the calculation and
trade of the SFPs. Objective economic data spetfieach country and national political
context are combined to e on the evolution of potida systems and xplain the observations,
taking into account both the implications of howiagjtural holdings, production systems
and land are categorised, and the expected effeatsures.

Keywords: CAP, Fischler Reform, Implementation. SFP.
JEL Code: Q10, Q18

This paper is based on a study carried out in 2fa@Ghe French Ministry of Agriculture and
Fisheries®. It is a translation in English of an article pugthed in july 2008 in the French
review “Notes et Etudes EconomiquésNevertheless, the comments and analysis presented
here are the sole responsibility of the autfipend should not be taken as representing the
views or positions of the French Ministry of Agticwe and Fisheries.

! JP BOINON, JC KROLL, D LEPICIER, A LESEIGNEUR, JBALLON : The implementation of SFPs and
of article 69 in the member states of the Europduion, study convention MAP —ENESAD,
led by JC KROLL, October 2006
- fascicule 1 : Summary, 46 p + appendices
- fascicule 2 : A study of four European countri€ermany, Spain, Italy, United Kingdom (England9b.
2 JP BOINON, JC KROLL, D LEPICIER, A LESEIGNEUR, JBALLON 2008
La mise en ceuvre des DPU dans les Etats membiténiten Européenne, Notes et Etudes Economiqueiln®
Service de la statistique et de la prospective jdtre de I'Agriculture et de la Péche, juillet 300
*The authors wish to express their particular grdéitto Philippe Balny, Bernard Bourget, Frangoisudl
Gérard Cravero, Jean-Baptiste Danel and Emmaraébdgeaux of the CGAAER, with whom they jointly
carried out the studies in four European countassyell as the agriculture attachés at the Ecomdigsions in
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Introduction

Since 1993 the pace of reforms to the Common Alual Policy has accelerated.
Intended to last seven years, the reform of 1999 taroughly revised in 2003, to such an
extent that what was originally intended as a reiat revision became a full-blown reform,
in the hope of clearly defining prospects for Ewap farmers until 2013.

One of the strong points of this new reform was ga&ing up of a system of single
payments, the modalities of which vary enormougyween countries. This new situation
raises the question of how agriculture may evoltferently across Europe. It is particularly
interesting for a heavily agricultural country sueh France to understand what is happening
in the other EU countries, especially those whisbduto make up the EU 15, and are subject
to the same rules for the application of the reform

After discussing in the first section the issueise@ by the reform concerning the
management of direct aids to agriculture underfifs¢ pillar of the CAP, in the second
section we draw up an inventory of the diverse rbes used to organise the single
payments in the EU 15 countries, in particular i@ri@any, Italy, Spain and Great Britain,
which were the object of a study and deeper arglysi

Using this inventory as our starting point, we walitempt a first analysis of the
differing impacts of the new arrangements with tlvemes: how the aid is shared out (third
section) and the impact on the production systémsth section).

These initial observations will lead us to a lastcluding section in which we discuss
the prospects for the CAP and reflect on the dmastit may take.

A new “Pick and Choose” Agricultural Policy: Understanding the Different National
Choices

Greater variety

The adoption of this latest reform was complicabegtause a certain number of
member states, notably France, considered thag thes no need to shake up the calendar
fixed in 1999. It was finally made possible thamashe budgetary agreement reached at the
European summit of October 2002, which fixed tteamfework for financing the CAP with a
budget for the first pillar funded until 2013. Whtre 2003 agreement runs out, this budget
will be shared between the old and new membersstatsuch a way that each EU 15 country
will obtain, in exchange for consenting to the meform, the guarantee of keeping until 2013
the rights to Community support previously accortleein under the Common Agricultural
Policy. Further, the negotiations led to this nefiorm containing multiple opportunities to

each country studied - Mrs. Frangoise Moreau-L@aragriculture attaché in Germany, Mrs. CécileoBig
agriculture attaché in Spain, Caroline Cognaulsistant agriculture attaché/veterinary attachéhim Wnited
Kingdom, and Thibault Lemaitre, assistant agria@tattaché in Italy, for their availability and mlvement in
the carrying out of this study.
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‘pick and choose’ the modalities for applying th@amncommon arrangements, which was a
major factor in reaching consensus.

A new step towards complete decoupling, and a nelmeme: the SFP

The 2003 reform was ambivalent. It was the latesgi 81 the movement begun in 1992
and continued in 1999 with the Berlin agreemenafufieng a reduction in prices and the
establishment of partially decoupled payments, b&eaunconnected to the volumes
produced. It represents a further step towards e, where part or all of the payments
have become independent of the production actiAly.in the previous reforms, it was
justified by the Commission and by the Council oinidters by the need to respond to the
concerns of European citizens regarding food safetyduct quality and the protection of the
environment, by the need to stabilise agricultegbenses during a pivotal period of EU
enlargement to include 10 and soon after 12 orelM@ member states, and lastly by the need
to consolidate the European position at the WT@induthe Doha negotiating rouhd

These multiple objectives are linked to a fundamlerdconomic idea, that of
decoupling, which aims to eliminate any aid coneeédh one way or another to production,
which is considered to create imbalances in coripetiin favour of aid which is completely
independent of the production activity. In this sgnthe 2003 reform represents an important
turning point in the allocation of aid, in introdng several new principles. From 2007 at the
latest, the payments to large scale farming, casfteeep and dairy farming (introduced
between 2004 and 2006), as well as certain otheneats will be totally or partRreplaced
by a single payment per holding. The setting ughef new decoupled payment scheme is
based on aid which is proportional to the farm afgze right to payment is therefore no
longer linked to the activity, but to the possesb ‘eligible’ land. In the spirit of the reform,
many uses of the land are acceptable, includinglsimpkeep involving no production. It is
in this sense that the payment is definitively dgated from the production, in as far as it is
linked neither to the type of production nor everttie existence of agricultural production.
But the creation of these new rights raises a neesiipn, concerning their transfer, which
has resulted in a series of arrangements govethagetting up and functioning of reserved
rights and the creation and supervision of theedradrights, with, once again, significant
room for adaptation between countries. Lastly, taBorm makes the allocation of aid
(decoupled or otherwise) subject to new, imperateaditions, in order to respect 19
directives and regulations concerning the envirammtine identification of animals, public
health and food safety and animal health and wesltdy) as well as respecting the agricultural
and environmental conditions laid down by eachestat

* This round is once again deadlocked, following failure of the ministerial conference of July 8060 it is
difficult to assess the validity of this argument.

*Amongst other national arrangements for adaptimgréform which allowed consensus, member states may
decide to maintain a partial coupling of paymems dertain produce, according to modalities givernthe
Community regulations.



National modalities for applying the reform: newsses

These different innovations are all liable to sigaintly alter the behaviour of
agricultural producers and land owners, with paédigt major macro-economic effects,
which economists’ simulations can only predict veqyproximately, given the numerous
assumptions required to build their models. Thayrmaossible adaptations of the modalities
of implementing the reforms across countries agibres make the effects of the reform even
less certain, particularly because the socio-ecanaharacteristics of farming activities vary
widely from one country to another, and within eaolintry, from one region to another.

To better evaluate the expected impact of the mefand understand the way in which
each country has dealt with it and plans to proceedomparative study of countries was
carried out based on a bibliographical synthesiawailable administrative documents and
research documents, as well as direct surveyseofmiin public and private figures involved
in the conception and application of the reférifhis study, from which the present article
has derived some key results, covers the four |&del5 countries which made different
choices to France in the management of the SFPtharapplication of article 69 — Germany,
the UK, Spain and Italy. Without wishing to miniraithe contributions of countries such as
Holland, Denmark or Belgium, it should be remembediet these four large countries, with
France, are responsible for the greater part obfigan agricultural production, as well as of
Community aid, as shown in the following table:

Table 1 - Shares by country for production and diret CAP aid

EU 15 France | Spain Germany | Italy UK Total 5
Production 2004 100 21.6 14.6 14.7 15.3 8.2 74.4
Direct CAP aid 2002 100 25.3 13.2 18.1 12.6 10.3 579
Direct CAP aid 2007[*] 100 26.5 11.2 17.8 9.4 126 |77.5

Source : L'agriculture dans I'UE. Informations sgtitjues et économiques 2005. OPOCE 2006

* The amounts used are those of the budgets givannexe VIII of regulation CE 1782/2003. We halkeaked
that these amounts are very close to the direcpajinents for 2002, increased by the new decoupdagy
payments, complete from 2007 onward (national dairyta x 35.5 €).

® For further details of the study method, conthétsummary referenced at the end of the article.
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The Implementation Of The Sfps”: Through The Maze Of National Choices
Overview of the countries’ choices

The member states have made great use of the moadéptation in the Community
arrangements authorised by the Council’s regulalid82/2003, which is revealed by the
great diversity of choices, as much with regarddaeroupling as to the modalities for
calculating the SFPs (historical references oromgjisation).

As far as decoupling is concernedthe 2003 regulation maintairsome payments
coupled to specific produce. For the other proditcallows part of the payments for crops
linked to cultivated fields to be maintained, aiegWise for a part of the livestock payments
linked to animals kept according to different pbksi combinations detailed in the
regulations. Only the UK, Ireland and Luxemboufgplsg maximum decoupling to the
totality of produce. Greece, Italy and Germany hestained coupled payments (total or
partial) on a few limited crops (tobacco, hopsyedi and seeds). Austria, Belgium, Denmark,
Finland and Holland have all chosen to protectrtbaitle produce, while Spain, France and
Portugal have opted to retain the maximum numbeoapled payments authorised, for both
animal and vegetable produce.

With regard to the implementation of the SFPsthe 2003regulation allows two
different ways of calculating the rights - usingiwvidual historical references, for the farming
areas that had allocations in the past, or by nligaieon over a region, in which case the
regional aid is based on the total area used fgsscand livestock. This regionalisation is in
itself a complex issue, given the regions’ altaueatmodalities and differing ways of
calculating the rights authorised in the regulaiohhe UK is the only member state to have
varied the implementation of the reform accordimmg region, by opting for different
calculation methods for the SFPs (either histoniedrences or regionalised ones) in different
regions. All the other countries, including the yetecentralised federal ones such as
Germany, have chosen a unified implementation acties nation. Five member states and
two of the UK'’s regions have opted for total (Emgla Denmark, Finland, Germany and
Sweden) or partial (Northern Ireland and Luxembpuegionalisation when calculating the
SFPs, with diversified regional references varyifigm the administrative region in
Germany'’s case to Englandisl hoczoning system based on the agricultural potenfidhe
land. The others (Scotland, Wales and the remaimegber states) have based their SFP
calculations on historical references.

" The study referenced at the end of the artidde aicludes an analysis of the implementation ti€lar69 in
Italy and Spain, which is not given here. Briefbyie can say that the effects of article 69 aretdichbecause of
the restricted possibilities for redistribution pagnts it allows; either the payments are very gedgitargeted
and only concern a small number of recipients, ényvspecific systems, or else, as in Italy, thecaltion
conditions for the payments of article 69 are haslective at all, leading to derisory levels apgort per
hectare or per animal without much impact, givew fibluted the support becomes among a large number
recipients.



Six main configurations

Studying the degree of decoupling and the degreegibnalisation in the calculation
of the SFPs (historical or regionalised refereno@ged references or according to a ‘hybrid
static’ model) allows one to identify six main métaconfigurations for the application of
the reform, which are displayed on the two axeSigfire 1.

This method of representing the different modaditier implementing the reform
reveals certain constant features. The implemematf regionalisation is generally
combined, in those member states where it has tle@sen, with the maximum possible (or
almost) decoupling of payments. Conversely, thent&n of significant coupled aid goes
hand in hand with the choice of historical refeencWe therefore perceive two types of
strategy: that of regions or states like EnglandGarmany, which have taken fullest
advantage of the innovations introduced in the 2@filation, and that of states such as
France, Spain or Portugal, which seem on the cgntecahave chosen the minimal possible
application of the regulation, in order to limietheorientation of production (by maintaining
coupled aid when possible) or by redistributing mampts (historical references). These
choices can in part be explained by the socio-eminand socio-structural conditions
particular to each country. For example, amongfitves large countries under study, those
which have maintained the maximum possible coupding historical references (France and
Spain) are both net exporters of agricultural potsluno doubt motivated by the concern to
maintain their production potential. Converselyge tthree net importers of agricultural
products (Germany, the UK and Italy) have opteddtal decoupling, which certainly allows
them to justify the aid more easily to their pubBut the great diversity in choice can also be
explained by the socio-political contexts prevalim the member states at the time of the
reform, and by the differing political clout in daaountry of, on the one hand, the
professional agricultural organisations, and ondter, environmental interest groflps

® The study referenced at the end of the paper,raitd annexe devoted to detailed studies by cqumive a
deep analysis of the socio-political conditions ethexplain the choices made in each of the cowntrieder
study.
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Fig 1- Implementation choices for the CAP reform byEU member state

SFP calculation modalities
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Denmark
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Static hybrid
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0% Degreeof free decoupling 100%

Managing the transition: an important part of thelmice

The order in which the new SFPs were implementeslalgo an important choice for
the member states; the Figure above only giveat& stiew of the diverse national choices,
after their full application (and supposing therefthat all that was planned will be applied,
with no modifications along the way). Indeed, Gemgnand England have chosen an eventual
uniformity for their SFPs by region, but with a dual change (dynamic hybridisation).
During the transition period, which will last teears in both countries, there will therefore be
juxtaposed a double system of individualised paymsealculated on a historical basis and
shared payments calculated regionally. In Englahd, changeover is being made by a
progressive regional mutualisation of the histdrigayments covering 10% per year. The
German ‘combined-model’ is much more complex, siiicerst defines ‘crop’ SFPs and
‘meadow’ SFPs, where each of these SFPs is madé aighared part at theand level, and
an individualised part drawn from the historicdierences. To these are added ‘fallow land’
SFPs calculated at the regional level, ‘fruit, wapte and potato’ SFPs based on the ‘crop’
SFPs with a quota of eligible area, and landlesBsStor certain specific categories of
holding. It will only be at the end of the transiti between 2009 and 2012, that the SFPs will
converge to a uniform SFP at the regional levelsxall entitled farming areas.

It is therefore clear that the reform’s stated otiye of simplifying the management
of the payments is unlikely to be achieved soorgrtaperhaps from in Italy where the
decoupling is total and combined with historicderences, which should result in stabilised



payments as from 2007, once the CMO ‘sugar’, ‘tcbgcmilk’ and ‘olive oil’ reforms have
been taken into account.

Regionalisation : a multi-faceted concept

‘Regionalisation’ as defined in the reform is expél in the regulation CE
n°1782/2003 under Title Ill, Chapter 5 (Optionagicnal implementation, section 1). Article
58 gives member states the possibility of implemmgnthe single payment scheme at a
regional level. The text allows the member stabegetfine what they mean by a ‘region’, but
this must be justified ‘according to objective erid’. The notion of ‘region’ here is therefore
independent of that of European regions, and thenbee states are given considerable
leeway in choosing their own definition.

In the regulation, regionalisation has two objexsivThe first is to allow the national
aid to be distributed among the chosen regionsrdogpto objective criteria defined by the
member state (article 58). The second is to alloemiver states to harmonise the unitary
value of the SFPs at the regional level (article 39 achieve this, several arrangements are
proposed:

- the distribution of the total regional aid over tbtality of the hectares entitled to the aid,

- the distribution of a part of the total regionall aiver the totality of the region’s hectares
which are eligible to receive the aid extendedrtot flexcept permanent crops) and full
fields of vegetables, the rest of the aid beingddiet up according to historical references,

- the possibility, for a farmer with historical reéerces, to have concurrently regional rights
calculated on the basis of part of the total regicaid plus historical rights calculated
using the remaining regional aid,

- the possibility of differentiating the unit valué the regional rights for grazing land (or
permanent grazing land) from the other eligiblelléarticle 61),

- the possibility of setting the unitary value of ttegional rights according to progressive
modifications following pre-defined stages and adow to objective criteria (article 63).

The different forms of ‘regionalisation’ in the caulation of the SFPs

After all is said and done, the regulation allowsnber states great leeway over both
their very definition of regionalisation and the dadities and pace of regional harmonisation
of the SFP unitary value. As a result the modalibéthe implementation of the arrangement
vary greatly across the countries which have chdssroption.

Germany has chosen a harmonised application ofcttmabined-model’ over all its
administrative regions (thedndel). The distribution of the national aid among thénder
involves an adjustment because of the desire onp#re of the federal government to
introduce solidarity between the regions. The datean method for the unitary value of the
rights uses most of the arrangements allowed utigerregulation (differentiation of the
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unitary value between meadows and crops, concureginal and historical rights, and the
progressive harmonisation of the unitary value BPS In the final analysis the German
choice is a centralisation of the implementatiorthef agricultural policy, functioning at the
regional level. Justified by the desire for adjustits between thieAnder, this choice reveals

a regionalisation concept based on territoriahfesss, with a tendency towards equalising the
SFPs to which each hectare provides rights.

Conversely, the UK has left the choice opened bgpddr 5 of the regulation to its
four regions, both regarding the nature of the dptog and the method of calculating the
SFP unitary value. Scotland and Wales have optedidbts based on historical records,
whereas England has chosen a regionalisation ositigge payment scheme, based on the
fertility and productivity of the agricultural aregdrawing on the European less-favoured
zones) and corresponding to no existing adminiggaboundaries. Northern Ireland has
chosen a system which combines a regional flat wéife a part based on historical rights.
Across the whole UK, two strands of regionalisatioombine: the first is that of the
decentralisation of the implementation decision-imgkprocess for the CAP reform to the
regions, while the second is implemented in Englavith the introduction of zoning which
differentiates the level of support according te #yronomic potential of the land.

The last possibility open to member states is tbimplement these regionalisation
arrangements. The SFP unitary value is then defatetthe holding level according to its
historical references. An economic interpretatibthe concept of regionalisation leads one to
conclude that it is in the countries which have endds choice (Spain, Italy and France) that
regional differences in the level of direct supdort agriculture are most pronounced. From
the moment that the level of aid per hectare istipelyy correlated with productivity level,
the implementation of the reform in Spain, Italyddfrance will tend to strongly support the
agricultural areas with great agronomic and econguoiential, to the detriment of the less
productive areas and more challenged redions

In the final analysis, depending on the optionsseing regionalisation can mean:
- auniform level of unitary aid for all farmers imet same administrative region;

- a uniform level of unitary aid for all the farmeirs the same ‘natural’ region defined
according to its agronomic potential (with spedf&ning);

- unitary aid levels based on historical referencéschv reflect more or less directly the
regional and local levels of agricultural produittiv

To conclude, the economic decisions of the menia¢esregarding the reform appear
consistent with the stakes involved for their agjtires. The objective of maintaining the
agricultural production potential in Spain and FEmrnbut also in Italy, has led them to retain
the historical references which in effect corregptma desire for efficiency (strengthened in
France and Spain by the retention of as many cdyggments as possible). In Germany, by
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putting the issue of justifying agricultural suppaentre stage, the objective is more
obviously to share out the aid. England, meanwthiles attempted to reconcile the two
approaches, by ‘playing’ with the boundaries usedaiculate the regionalised payments.

National reserve: two schemes for its use

The modalities for transferring the SFPs betweeipirents play an important role in
the distribution of the payments among the diffecatiegories of farmers. The regulations for
the application of the reform authorise transfedalities and national reserve management,
which vary greatly across member states.

All the member states have constituted a natioesémve with the same short term
objective of dealing with special cases, for thitidhsation of the arrangement (the initial
grant of the SFPs). The longer term prospects toruse lead, however, to operational
modalities for the reserve which differ accordinghe country (see Table 2).

With regard to the four cases studied here, twadbrapproaches to the use of the
reserve are apparent - one which sees the resens tamporary device to smooth the
transition to the new system (in England and Gegyand the other as a permanent device
for intervening in the SFP transfers.

Table 2: Planned modalities for using the nationateserveé”® in each country

Country France Germany| England Italy Spain

Initial deduction 3% 1%| 4.2% 3%(1) 3%

Deductions from transfers

sale of SFP without land | 50%(2) 0% 0% 50%(2) 50%(2)

sale of SFP with land 10%(3) 0% 0% 10%(3) 10%(3)
Prospects Maintain | CloSe Close Maintain | Maintain

(1) Approximation based on global data including thserge, article 69, additional deductions for insesh
area, etc.

(2) During the first three years, then 30%
(3) Except: transfer of an entire holding: 5%; transéehave new facilities or inheritance: 0%

In the first case, the temporary nature of therweses due to England and Germany’s
liberal attitude towards the regulation of the nerkn SFPs. There is no further need for
public control after the initial SFP payment tonf@rs. In these countries, no deductions from

° The payments specifically intended for the lessfired regions as planned in the framework o#wend
pillar can in part reduce this geographical didyan support, without however completely compeimggfor it.
1% These are the rates planned in June 2006. In &thrdnitial deduction rate was in the end onBAA.
1 In May 2006, 75% of the budget was used. As astilhtion, in the German region of Hesse, 1.7 M¢hef
national reserve were awarded to about 800 farmhitngs, which is a little more than 3% of the hofgrand on
average 2,125€ of additional rights per reciprasitling.
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transfers are planned and they are now wonderiagtabe modalities for closing the reserve;
in Germany’s case, the proposition is to shareréneaining funds among all the SEPdn
Germany, the low level of the initial deductionpartly explained by the restricted criteria
defining special and exceptional cases, and phstlyhe fact that the regionalisation of the
great majority of the crop and cattle slaughtenpuens, calculated using the 2005 database,
removes most of the problems linked to the antiéyiarf the reference period 2000-2002. In
the English system, the use of historical referenfrem 2000-2002 and a fairly broad
interpretation of exceptional situations, have tednumerous requests for supplementary
SFPs from the national reserve, which justifieshigg initial deduction of 4.2%.

The SFP operational modalities in Italy and Spag similar to those in France. In
these countries, in addition to the managemenpetial cases for awarding the initial SFPs,
the reserve has the implicit purpose of controlling market in payment entitlements. This
objective justifies the permanent deductions agpdiecording to the regulation, though none
of these member states has explicitly defined titer@a for awarding the SFPs beyond the
initial rights allocation stage. This situationises the question of what arbitration this
arrangement will require in the transferring of SFRhich will involve either paying for
titles in an SFP market, or else receiving theral§réhrough the reserve.

The market in SFPs: limited prospects

Article 46 of regulationl782/2003allows for the possible setting up of a market in
SFPs, but lays down the modalities of their trangéey precisely:

- ‘Transfers of payment entittement can only be miada farmer in the same
member state, apart from the case of inheritance boought forward
inheritance...

- A member state may decide that the payment ricgrisonly be transferred or
used within the same region...

- Transfers of payment rights, with or without lamdn be made by sale or any
other definitive transfer. However, the lease oy aimilar transaction is only
allowed when the transfer of payment rights is agganied by the transfer of
an equivalent number of hectares eligible for aid...

- In the case of the sale of payment rights, witkvibhout land, the member states
may decide that a part of payment rights sold sihdnd paid into the national
reserve, or that their unitary value should be reg to the benefit of the
national reserve...’

In those countries that have applied regionalisatiGermany and England), the
potential for a market in SFP exchanges is low bgeaall their areas have SFPs at their

12 Negotiations with the Commission are under wayttos matter, which European regulations do not jol®v
for. Such an eventuality will also require a newkat the modalities for those SFPs unused foretlyears,
12



disposal, and eventually, the SFPs per hectare beillconstant. Moreover, England and
Germany have decided to reduce the market in Sk-Rathin the same region, which limits
the transfer possibilities. Further, particularly Germany, the regional area devoted to
agricultural is reduced each year, to such an éxter there will soon be an excess of SFPs
relative to the eligible areas.

In the countries which did not choose regionalsatihe risks of speculative transfers
are higher, but there is a will to limit the scalethese transfers by making large deductions
on transfers without land. In all the countriesd#d, the total amount of trade in SFP
transfers was low, or even non-existent, at leagteatime of our investigation, in May 2006.
One of the major reasons for the lack of such aketas that definitive entitlements were
only, at best, awarded at the end of 2005, and ay MO006 this was not yet finished.
However, a market in SFPs can only be set up fimitee entitlement&®.

In Italy, the transfer of entittements has so far been vary. The payment agency
(the AGEA) counted 8,500 transactions between Nden2005 and February 2006,
including by inheritance. As only definitive right&n be traded, the market began late in
December 2005 after the definitive notificationtbé payment rights, and was once more
suspended in 2006 while awaiting the new definitights for 2006. A rights exchange to
facilitate trades is planned. In addition, the nearkn rights remains restricted and
regionalised, which limits the risks of geographidaansfers, particularly that of
desertification in the poor southern and mountasnoegions. Further, in certain Italian
regions, there are more rights available than ldbgareas, because of the rigid land market,
with very high prices; the access to eligible alisamnother limiting factor.

All these elements lead to the conclusion thatntlagket in rights will never be very
significant in Italy, which seems to be confirmeg¢ khe visible indifference of the
professionals working in this sector to the isdneleed, the face value of the rights is on
average 300¢€ for large crop farming, comparedlemd price of the order of 30,000€, a ratio
of 1 to 100, which puts the issue of entitlements perspective. The trade in SFPs will thus
principally occur when passing on holdings, whicill wot be the object of significant
speculation.

In Germany, it is likely that fruit, vegetables and potatoes donsumption will be the
object of speculation in the trade of SFPs. Thibasause the regionalisation system has
opened the right to payments for these producegiwiiid not use to be covered. According to
the representatives at the Chamber of Agricultaré.ower Saxony, the trade in fruit and
vegetable SFPs is running at about 700€ for an \&@#Ph gives the right to a premium of
455€. This relatively low trading value is probaliye to the quota in fruit and vegetable

which are automatically returned to the reserve.
¥n England, it is only possible to make a tempotangd transfer (for entittements equivalent to lémed
transferred), with an adjustment once the defiaitwmtittements are known.
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production, imposed under regulation 1782/2003,ctvlstrictly controls the allocations of
production permits (76,347 hectares in Lower Saxony

There is no official exchange for SFPs, eitherhat tederal level or at that of the
Lander. Local grants can be set up according to needs. was notably the case in Lower
Saxony to trade unused SFPs before the submissiaid declarations in 2006, and to share
the supplementary payment resulting from the impletation of the new sugar CMO among
the existing SFP recipients.

To date, no accurate assessment can be made ira@ewuoncerning the amount of
trade and the market price of the SFPs. So far lynaeetroot farms have been involved in
SFP trading for the 2006 season, in a rather uhusudext which does not allow a reliable
estimate of their trade value.

In Spain, by June 2006 there was still no organised SFFkehailThere are few
indicators to show what this market could be, bhere is a large surplus in eligible
agricultural land without SFPs, which could generatdemand for rights. But these eligible
areas without rights are generally situated in aoypr regions, where the land has a poor
yield, which limits the possibilities for uppinge¢hSFP price. It is therefore too early to
estimate the impact of the land situation in Smairthe SFP price.

In England, the rights only began to be definitively estdidid at the time of the first
payments, i.e. in March 2006. A market in rightsme to have started up from June 2006, for
rights which could only be activated in 2007. Thare no exchanges as such, but the trade
takes place through brokerage agencies. Some krgkad in particular those with great
experience in the brokerage of milk quotas) oftesell rights. The price asked, when given,
seems quite lo%. Some brokers advise charging roughly twice th@52premium as the
trade value for rights, but this is only a guidecéuse one must also take into account how
much of the rights are historical, and thereforstided to be reduced, and how much are
fixed regional rights, which will be increaséd

Given these diverse observations, one can expecintrket to be generally limited
because of the important connection between thes SIRE the land, and in those countries
having applied regionalisation, one can expede |pgbtential for speculation on the market in
SFPs without land, because of their homogenisati@htheir generalisation to all areas. It is
possible that the market will become more activéha future because of the trade in fallow
land SFPs, as it may prove economical to concentthem on the least productive
agricultural land. In the countries which have iregd historical references, the transfer of
‘normal’ SFPs assigned to this less productive lamdvhich the unitary value is relatively

' For brokers selling SFPs without land, in 15 casésf 16 the asking price is less than the anprehium.
15 A broker proposes for example a calculation metfioodhe value of rights as a function of the 200&rpium,
its composition in historical and fixed parts ame texpected profitability. In the simulation of th&pected
income for the period 2007-2012, the calculatidesainto account an adjustment of 15% and a reatuati the
value of the premium for the financial disciplinechanism varying from 1.5% in 2007 to 9.8% in 2012.
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low, towards land with high agricultural potentiabuld increase the trading value of these
rights. Nevertheless, this process has not beeerads during the investigations in the
countries under study.

A First Approach To The Efect Of The New Sfp Arrangement On The Reallocation Of
Direct Aid

Definitions and principles for the reallocation adid

The principle of the agricultural policy is to daedi a set of allocation rules for
agricultural support, leading to a redistributidritee payments given to farmers, as a function
of the economical orientation and size of the hwddj or the destinations for their products
(food or otherwise). The modification of the alldoa rules could potentially involve a
modification in the way the aid is shared amongnfenrs. The redistribution (or transfer)
effect thus represents the amount (or share, wiheratmount is compared to the total aid
paid) of aid having changed recipient between theton before the reform, and that after
the reform. This strictly arithmetical definitiorf the redistributive effect (the change in the
distribution of aid) excludes here any value judgatrabout the fairness or justness of this
reallocation.

The 2003 CAP reform introduced three potential sesiof aid transfer :

- The maodification of the CMOs and the levels of supf products constitute the first
source of transfers.

Although the great majority of the supports forfeli€ént produce have been carried over, the
reform has introduced some modifications in thelef support for certain produce. It is the
case for the hard wheat supplement in non-traditiaones, which disappeared from 2006. It
was also the case for the direct dairy paymentsrpplace progressively from 2004 to 2006,
amounting to 35.5€/metric ton (in 2006), which wetgposed to more or less compensate
the drop in the price of milk (25% reduction in tinéervention price for butter over 4 years
and 15% for powdered milk over 3 years). Lastlyfras 2006, the reform of the sugar CMO
has introduced some new decoupled aid. These ratiidhs, which correspond to the
suppression or introduction of new supports, dogesterate immediate transfers, in as far as
they reduce or increase the total aid budget tallbeated, without affecting other payments.
They do however modify the relative shares of tldeaiocated to each sector. They can also
indirectly open into new transfers, through theafinial discipline mechanism, which allows
for a reduction in the set of payments if the ficiag of new aid results in an overrun of the
budget limit set for financing the first pillar ttie CAP.

- The decoupling of aid

The decoupling of aid can constitute a second sowfctransfers, notably because of
discrepancies between the reference and applicainads of the new CAP. By referring the
unitary value of the aid per hectare for each adfuical holding to the average aid level
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received between 2000 and 2002, the decouplinghpally results in aid transfers between

producers. Those producers who modified their crofation in order to achieve more

extensive production (particularly for pasturelaadter the reference period, will find their

aid level per hectare increase during the decogiocess, to the detriment of those who
adopted more intensive crop rotations during theesgeriod. The reallocation is then

achieved indirectly through article 41 of the redidn, which stipulates a percentage of linear
reduction in the aid when the total demand excedbdsnational budget allotted to each
member state. Nevertheless, the redistributicecesfof the decoupling remain limited in size
and smaller yet in the countries which have limitad decoupling, in proportion to the

coupled aid level.

- The calculation method for the decoupled aid

The regionalisation of the calculation of the unjtaalue of the direct payments attached to
the SFPs is without doubt the mechanism which thtces the greatest redistribution effects,
in comparison to individual historical referencése levelling out of the SFP amount per
hectare for farmers from the same zone leads tosfges resulting from two main
mechanisms: (i) the structural effect — in a giveactor, regionalisation generates
redistribution effects from holdings which use thad intensively (with regard to the yield
grown or raised per hectare) to more extensive ,oaed (ii) the sectorial effect — with
regionalisation, the differentiation of initial lels of support according to the produce and the
systems of productidf results in transfers between holdings accordimghe different
production types. This has happened in Germanyh wansfers in favour of extensive
livestock farming systems, and to an even greatéené in fruit and vegetables, which
benefited from no aid before the reform but nowaobtid per hectare under regionalisation.
This arrangement has led to a cap on the areag lgaren the right to this new aid (new
quotas), in order to limit the unintended effecfstliese new transfers. In practice, these
different redistribution effects combine in complexeractions, making it difficult to isolate
their influence.

Variable redistribution effects according to the olte of implementation

Simulations carried out in several European coesthiave been based on varying
scenarios with the aim of comparing the impact oefarm based on historical references
with that resulting from the implementation of regalisation.

The redistribution effects introduced by the refomnmthe countries which kept the
historical references are marginal, and even more/isere the payments are only partially
decoupled. The implementation choices made in eramc Spain had the explicit objective
of limiting the impact of the reform on the amouateived by each holding. However, the

' The APCA simulations (based on ROSACE/livestoakriing networks) of the amount of the SFPs per
hectare for several holdings of the French typey fawm 83€/hectare for young grazing livestock with
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payments are not set in stone: the progressiveicapph of the modulation of aid for

holdings receiving over 5000€ and the probabilityhie medium term that financial discipline
will be applied, mean there is a risk that paymemtk be reduced before 2013 (but these
reductions will be applied in the same way in theurdries which have chosen
regionalisation). In the countries which have agupliegionalisation, the redistribution effects
on the payments were an important factor taken atoount when defining the practical
application of article 59. The management of trengition period was the second major
concern, in Germany as much as in England, in aalgive the farmers the time to adapt
their production systems to the new aid distributioles.

The term ‘hybrid model’ which is commonly used tefer to the regionalisation
implementation modalities actually covers severffieent approaches to regionalisation,
regarding the control of the redistribution effedike differences can be pinpointed using two
main criteria: (i) the type of zone chosen for #pplication of regionalisation is the main
factor influencing the redistribution effects a¢ thnd of the implementation of the reform (i.e.
at the end of the transition period), and (ii) thedalities for managing the transition phase
influence the pace at which the transfers will tpleee.

Two contrasting cases: Germany and England

In both these respects, the regionalisation moddtcted in Germany differs
significantly from that applied in England.

- The type of region selected:

In Germany, the regional area used islthad In administrative terms, it brings together a
relatively varied range of produce and types ofdpmtion structure. FAL (Federal
Agricultural Research Centre) simulations have tbanvariation in the amounts of SFPs
across theLander going from 260€ per hectare in Saarland to 370€North Rhine-
Westphalia, which is explained by the structurffiedences in agricultural holdings between
the Lander. Within eachLand the redistribution effects between holdings agmicant as
much in terms of structural effects as in sectarads.

England, on the other hand, has chosen to defiree thones according to their
agricultural potential, which correspond to diffieréypes of agriculture: moor land in less
favoured regions, which feature extensive cattlé simeep farming, the other less favoured
zones featuring livestock and mixed farming, andezonot classified as less favoured with
large scale crop farming and the most intensivesliock farming. This zoning approach,
specifically developed for the implementation ot theform, more clearly keeps the old
distribution of payments than in Germany. In causance, the lease favoured zones receive
very little aid, whereas the zones not classifiedless favoured enjoy eight times greater
support per hectare, which allows the redistributedfect between regions (and indirectly

premiums to 505€/hectare for livestock feeding damdje crop production and 258€/hectare for holdings
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between holdings and production systems) of thgidrelisation’ in the calculation of direct
payments to be severely limited.

- The management of the transition phase:

The great majority of the member states or regtbas are implementing regionalisation are
doing it progressively, and have accordingly depetb a hybrid model which allows the

gradual transition towards a new system of aidifigtion. In England, the transition system
is linear, allowing them to change progressivelgnfrexclusively historical references in

2004 to completely regionalised payments by 201 ffansition system does not introduce
further redistribution effects, but rather staggbesr appearance over time.

In the German case, the implementation of regisatbn fits into a strong tradition of
redistribution. The first stage of redistributioncars when the national aid budget is shared
out among thé.ander. 65% is proportional to the aid given in the poes year in eachand
and 35% is given according to the respective dbgibeas in eacbhand

The transition arrangement chosen in Germany sties] from 2005, two regionalised
payments: (i) one for ‘large scale crop’ areas,eda®r the most part on the previous
payments made for these crops (apart from the patgnier sugar, tobacco and fodder which
are still paid according to historical referencems)d (ii) one for meadows, made up of the
slaughter premium for large cattle, the nationgbpdement and half of the extension
supplement. This premium, which is paid to all modg featuring meadows, is supplemented
by the other animal premiums (amongst which, theygaemium) on the basis of individual
historical referencé$

The regionalisation of the ‘large scale crop’ pamiseand of part of the animal
payments in 2005 generated some redistributiorctsffas from the first year of the reform’s
application. In addition, the German transitionteys allows thd_ander, if they so wish, to
apply adjustment rules between the ‘large scalp’e¢egional aid and the ‘meadow’ regional
aid, by reducing the former to the benefit of thtdr, which strengthens the redistribution
effects in favour of the more extensikénderwhich have implemented the arrangement. In
Hesse, for example, the ‘meadows’ premium was thagased by between 45 and 62€ per
hectare. This first redistribution will remain itape until 2009, and in 2010 the regional and
individual payments will be progressively harmodide converge towards a sole premium
per Land by 2013. It will therefore not be until the endtbe process, from 2010, that the
strongest redistribution effects will be felt.

In summary, we note that the regionalisation appibi;m mode influences the scale of
the redistribution effects. According to the resulf a study, carried out for the English
Ministry of Agriculture, 13% of total decoupled audll be transferred from holdings in dairy
and granivorous livestock, cereals and mixed produdo extensive livestock farms in less

specialising in large crop production in zonesimited potential Chambres d’Agriculturen©930, p.29).
" For a more detailed presentation of the Germanbawed-model, which is particularly complicated to
implement, see fascicule 2 of the study given ertiferences.
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favoured zones. Quite logically, it is in the zondsere alternative productions are the most
straightforward (those not categorised as lessui@and to a lesser extent, less favoured
zones apart from moor land) that the transfersnaost intensive, while the more extensive
livestock holdings are the only ones to be founanimor land, with very low support levels
(barely more than 30€/hectare at the end of thermgf The German choices are explicitly
part of a redistribution policy in favour of lesstensive agriculture. Estimates produced by
the FAL (Federal Agricultural Research Centre) {hat share of transferred aid (apart from
sugar) at over 20% by the end of the reform. Frbendconomic point of view, the idea of
promoting fairness by having the same support Iévelall eligible areas is debatable; it
attaches equal importance to mountainous zones asry fertile plains. Compared to the
English situation, this egalitarian reasoning cansken as a deliberate policy to help less
favoured zones.

A First Approach To The Effect Of The New Sfp Arrangement On Production Systems
Several overlapping schemes

The effects of the reform are difficult to assesas much as they result from different
schemes, which can work either in synergy or agane another:

- an administrative redistribution scheme, involyithe reallocation of aid, in particular
through regionalisation in those member states hlaae implemented it, and to a lesser
extent by decoupling, but also by modulation arefthancial discipline mechanisfh

- An economic adjustment and production system ratai®n scheme to respond to market
signals, which depends on much more varied paramétéernal to the EU, but also
external ones (particularly international tradeategions),

- A patrimonial scheme involving the accumulationafd and investments, resulting from
the previous schemes but which in the medium tentributes to its change in nature, by
altering the share of public aid between the déffieitypes of holdings.

The first effects, which were completely predic&lare quite easy to simulate. On the
other hand, the economic and patrimonial effeatsnanch more difficult to assess, because
they depend on numerous parameters which are ekt@nthe CAP (the opening up to
imports for example, being negotiated at the WT@nd their simulation depends on
numerous hypotheses (elastic supply and demaneélation to product and input prices,
substitution of productions as a function of refatiprices, comparative yield rates for
different locations, etc.).

In spite of these difficulties, a certain numbersohulations of the impacts of the
reform on agriculture have been carried out inakgimember states, to give some pointers to
certain likely developments. After only one yearmplementation of the reform in three of

'8 In these two latter domaines, in countries likayitand Spain, where the number of farmers concerme
significant, the exemption of recipients of lesarttb000 € may have a considerable redistributifecef
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the four countries visited and the implementatibih snder way in Spain and in the sectors
benefiting from the second wave of the reform @Iloil, tobacco, cotton and sugar) it was
still too early, at the time of the investigatiao,verify these predictions through observations
on the ground of the first practical results brauahout by the reform.

Nevertheless we can anticipate the main probabjedts of the reform, by using
available provisional simulations commented on Rpeets from the four countries under
study.

Expected impacts on vegetable production

In the cereal-producing sectorijt is probably hard wheat production that will féleé
most immediate and largest effects because of tippression of the support for non-
traditional zones. In lItaly, the reduction in pretdan, sought by a number of economists and
policy makers who consider that some of the har@awtgrown is of poor quality and
produced in inappropriate agronomic conditions,nsed¢o be on a greater scale than that
predicted by the models, notably because the costgceffect expected from article 69 has
not worked as intended. The statistical data froemgayment agency (AGEA) estimates the
drop in sown hard wheat between 2004 and 2006 & 4p%°, leading to the possibility that
the land which is thus no longer used may be wavdrfrom agricultural use.

For the other cereal crops it seems, paradoxically, that it is in Spain thia¢
production of dry cereals is likely to be most afél, despite the partial decoupling of
payments, because of the low yields. This reduatidinbe amplified in the zones where the
traditional fallow system is already widely spread,in Castilla la Mancha, and especially in
Castilla and Leoff. Economists consider that the replacement of timipredictable and
barely profitable internal production by low costgorts will increase the competitiveness of
the pork, poultry and cattle feeding sectors. Havepolicy makers are concerned about the
impact of such developments on rural zones in thegss of desertification. In England and
Germany, the expected drops in cereal plantingstlidow (-4.2% in England according to
an annual study of 13,500 holdings and —8% in Geynaccording to modelling).

As far asfruit and vegetablesare concerned, the extension of CAP support ® thi
hitherto ineligible sector in countries having clwsegionalisation, has been a real godsend
for producers, who will now receive SFPs (300€ pectare in Germany at the end of the
reform). Even if this amount is relatively low coarpd to the turnover these produce can
generate, first observations of the trading priceshese SFPs, at twice their face value in
Germany in Denmark, reveal their value for the piggats. This income reinforces (within the
limits of the old areas) the boom in fruit and viadide production in the southern German
Landersuch as Baden-Wurttemberg, where the competitsgeisealready high thanks to the

'° The drops in production to be expected are smatleas far as it is the low yield areas which emaverted
first.
% |In these regions, cereal growing is included opamtations involving several traditional fallowars.
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cheap Polish labour force. In Denmark, where prodaoacosts are higher, it seems that these
SFPs will make the fruit and vegetable productioorencompetitive. Regionalisation can
therefore introduce imbalances in competition i thuit and vegetable sector, between the
countries which implement it and the others.

Expected impacts on animal production

In the beef sector most predictions indicate significant drops imgurction, largely
due to the expectation of a drop in the price oatrand 8-day-old calves. In Germany, the
most alarming predictions of the FAL (Federal Agharal Research Centre) point to a 60%
drop in the number of suckling cows by 2012, whiehwice the expected figure under the
hypothesis of the continuation of the old CAP (Lensk®urg 1999). The difference would be -
15% for young cattle.

Nevertheless, these predictions point to a sma#gative impact on meat production,
in as far as the reform will improve the produdiiviof holdings, thus mitigating the
expansion effects. Overall, if the current high tgdce is maintained, future prospects are
good, at least in the short term. The reductionhm dairy herd does seem to have begun
however in England (-6.1% between December 2004wember 2005 according to the
annual study of holdings). In Spain, there areossriconcerns about the livestock feeding
centres. The drop in the number of suckling cowsl @so dairy ones), already underway for
several years, raises the possibility of supplybfmms in calves and grazing cattle. It is not
sure that the implementation of article 69 will adficient to reverse the trend. In Italy, too,
livestock feeders are having difficulties findingpplies of thin young animals, and the
attempts to diversify the supply by looking to cahind eastern European countries have not
so far been conclusive, because of animal heatthlgms in these new markets. In the short
term, the Italian livestock feeders are tendingheintain their profitability by lengthening the
feeding cycles.

In the dairy sector, it is expected that in most of the countries @#d by the reform,
there will be an acceleration in the restructurimgnich could be accompanied in some
countries by a regional concentration of productidhis is particularly the case for Spain,
where the milk CMO is accompanied by an implemaémtabf article 69 which should
accelerate the restructuring through the disappearaf small centres, in favour of larger,
more productive herds, with up to 500,000 kg ofknmier holding. German predictions also
point to increasing herd size, especially in thetlsernLander, but to a halt in the growth in
productivity. In this context of adjustment, Germahmas called for the removal of milk
quotas. In England, the milk herd size dropped%4b@tween 2004 and 2005.

In the sheep and goat-farming sectqgrsmall herds will be most affected in Spain,
despite the recoupling of aid. The trend will bevdeds reduced production and the spread of
large, extensive herds.
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Overall, however, the regionalisation of the unit&~P calculation does not have a
major impact on the evolution of production systefibe comparison of the different
implementation scenarios for the reform in Germéhyg calculation of the SFPs based on
historical references as opposed to regionalisptiegems to point, paradoxically, to
regionalisation having a small impact on productevolution, despite the extent of the
resulting transfers. Most of the impacts identifiegh be attributed to the decoupling of
payments. The strong reduction forecast in the b suckling cows, in a context where
regionalisation, in Germany, is particularly adwegdous for meadows, reinforces these
results, and reveals the imbalance in competitioketl to the non-harmonisation of the
decoupling of aid. The fact that some countriesshaaintained coupled payments for certain
produce while some have not, has thus modified abmpetition between the different
European regions, and led to a rearrangement ofligtabution of production within the
European space.

Some Prospects To Conclude

At the time of our investigations, during the fitslf of 2006, the policy makers and
managers in charge of agriculture in the membedestaisited were preoccupied with the
implementation of the reform, and so had littledito reflect on the future prospects of the
CAP. Much important work remained to be done tornf farmers about the reform. In Italy,
according to a survey of farmers, at the start @& only 40% of producers had a good
understanding of the reform, 20% had partial undaing and 30% knew nothing about it,
whereas the great majority of farmers - particylaml livestock - were still unaware of the
constraints inherent in cross-compliance. The nitgjaf those interviewed did not expect
any significant upheavals in 2009, but thought thajor changes could occur in 2013.

In Italy, most of the trade unions remain attactedhe principle of regionalisation
implemented according to regional criteria and agmic type (the differentiation of
mountainous zones, piedmont plain and plains). pairg the decoupling is considered
inevitable in the long term for the supported sexstbut the choices made in 2006 should
allow the reform to be applied progressively inartb let the agricultural sector make the
necessary adaptations gradually. Further, Spakeeping a close eye on the two thirds of
agricultural activities not covered by CAP aid dadhe development of the common market
organisations: the value represented by the opemm@f European markets to low cost
supplies (particularly in animal feed, to strengthiee competitiveness of landless holdings)
Is counter-balanced by the risk posed to Spain’ditddeanean produce by the opening up to
international trade.

In Germany, where the policy makers are convindeth® wisdom of applying the
principles of the reform as fully as possible, fireoccupation has been with defending a
minimum level of support for agriculture, justifiday the high production standards that
Europe needs to have recognised during the nerdrott WTO talks. It is not sure that this
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strategy will be supported by the UK, where thegpessive transfer of credits from the first
to the second pillar remains a priority.

Two years after the implementation of the new mafat would be dangerous to draw
any definitive conclusions, especially given thaa future of the CAP is still uncertain. The
year 2013 looks like being a watershed, which ghdéwing new, far-reaching modifications.
Without it ever being explicitly stated, the direcis mapped out by the Commission,
involving a general movement towards the maximueodpling possible, uniform premiums
per hectare and the promotion of transfers to #eersd pillar, appear inevitable for the great
majority of our foreign interviewees. In this respefor many of the analysts we met, the
German model seems to best anticipate coming dewvelots.

One of the key elements which can explain agricaltprofessionals’ desire for, or
resignation about, this evolution, is a kind of relea regarding how best to justify the
agricultural aid to the other members of societithva clear awareness that the production
activity can no longer suffice. Therefore, facedhwthe risk of significant cuts in the
Community’s agricultural budget, historical riglssem much more difficult to defend than a
‘regional’ premium, with a fixed rate per hectah&pwise, payments under the first pillar
appear much harder to justify than those undesdicend pillar.

Looking beyond these tactics for justifying the pents, calling into question the
productive function as a justification for agriautl activity, in favour of environmental or
territorial aspects linked to the activity, actyalthvolves calling into question a fundamental
principle of the CAP, that of giving preference tiee Community. Why should Italy,
Germany or the UK, showing a shortfall in agrictdduand food produce, support French
production, when Brazil, Argentina or New Zealarah supply them at a lower price? Even
in a net exporter country like Spain, many econtsntake this view, as Spain exports
produce which for the most part is not subsidisaad imports produce for which the
historical subsidies justify much of the new paybraghts.

Nevertheless, this reasoning has its limitationsostMof those interviewed, and
particularly in Germany, are well aware that mamtay direct payments is essential to
maintaining the agricultural activity. Yet, if otakes the reasoning to its logical conclusion,
with direct aid of about 330€ per hectare as inl&md)or Germany simply for the upkeep of
the land, this represents an exorbitant cost witteconomic justification. Further, once the
payments are decoupled from any productive actiatyd are justified by the provision of
specific amenities, one must immediately wondewuahbize readjustment of the SFPs between
countries and regions: it is indeed difficult taioh that environmental or landscape amenities
produced by farmers in East Anglia deserve higrempents than those produced by the
farmers of Tuscany, the Peloponnese or Andalustalay's certainties pave the way for
tomorrow’s doubts. In today’s world riven by insiéap and conflicts, they may also pave the
way for future food crises. But it is clear tha¢ tturrent preoccupations with very short term
issues leave no room for this type of medium oglterm reasoning.
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With regard to all these questions, which the mefrcurrently taking place cannot
address, there is one possible answer, which iBathm the 2003 regulation and in practices
observed on the ground: that of nationalisationgwen the regionalisation of the support
policies for production activities. The common aghural policy would evolve towards a
Common Environment and Territorial Development &oljsecond pillar), while economic
and trade management policies for markets and ngkdd once again be the responsibility
of states or regions.
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