





resources from pillar I, reveals that agricultural measures (Less Favoured Areas and
Agri-Environmental Measures) receive the major share and that the actors close
to farm organizations were the most active in implementation.*> Enhancement of
the potential of local communities to create or attract economic activities and/or
subsidies from national and European sources is therefore crucial for successful
rural development programs. There is a clear shortcoming in the current institutio-
nal framework to manage the funds from pillar | savings in favour of a widely based
rural development strategy. This has led many analysts to wonder whether rural
development programs introduced after 1999 were more than simply a way to save
the CAP (e.g. Jouen, 2007).

This is not meant to understate the role of agriculture itself. As it is often the
primary economic base, there is a case for ensuring its viability, particularly in
sparsely populated, less favoured areas or in environmentally sensitive areas.
Following this rationale, there is an economic argument for direct payments on
the grounds of land occupation and maintenance of the countryside as an open
farming space, protected from land abandonment, bush invasion, general refores-
tation and farmed in an environment-friendly manner. Quality farm products such
as those protected by geographical indications are valuable assets for sustaining
rural development in many areas. The coherence between the quality schemes
currently in force and other policy support could be improved through a sound defi-
nition of new competencies for producers’ groups to better manage the product,
to increase their bargaining power and the efficiency of their marketing strategies.
From a broader perspective, the objective to strengthen the added-value creation
process in rural areas for these kinds of specific products must be introduced
more systematically in the National Rural Development plans. Agricultural market
policies, specific quality products and rural development policies could accordin-
gly be better linked.

In order to strengthen the basis for rural development, agriculture should not be a
factor of the degradation of rural amenities and natural resources, which could be
an alternative source of development on the basis of comparative advantage and
natural factor endowments. Agricultural practices should therefore be regulated to
enhance positive externalities on which tourism, residence and other recreation

activities such as hiking, hunting, fishing etc., can draw value. For these activi-
43 Barbut and Baschet (2005)
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ties based on natural amenities to prosper, a convergence of farm practices over a
given territory is necessary; otherwise a polluting pig farm, for example, could ruin
the attractiveness generated by a neighbouring extensive sheep farm on hilly lands
close to a stream. Zoning or land planning could help to avoid such contradictions
in areas where intensive techniques are a potential threat to natural resources
(Mahé and Ortalo-Magné, 2001).

The Council Decision of 2006 on Community strategic guidelines for rural deve-
lopment for 2007-13 draws from recent experience and evaluations of national
rural development plans. The new strategies are built around four axes: axis 1,
on improving the competitiveness of the agricultural and forestry sector; axis 2,
on improving the environment and the countryside; axis 3, on the quality of life in
rural areas and diversification of the rural economy; and axis 4, on Leader (building
local capacity for employment and diversification). While the first two axes neces-
sarily focus on farming actors and can be considered as an mere evolution of the
CAP, this is not so for the last two, which take a broader approach to rural develop-
ment and call for greaterimplication of local non-farm actors. The challenge is both
to simplify the offer and the management of funds at the EU level and to organise
the demand at local levels in a manner which involves all the actors and users of
the countryside. This is a challenge for many countries whose ministries have a
history of strong farm policy and weak rural policy.

GUIDELINES AND PROPOSALS FOR BROAD-BASED RURAL DEVELOPMENT

© REQUIRE THAT ALL RURAL STAKEHOLDERS PARTICIPATE IN THE DESIGN AND EVALUATION OF
NATIONAL RURAL DEVELOPMENT PLANS

© ENSURE THAT FUNDS GATHERED FROM LEISURE ACTIVITIES SUCH AS HUNTING AND FISHING ARE USED
JOINTLY WITH EU AND RURAL DEVELOPMENT FUNDS TO DESIGN AND REWARD RESOURCE-ENHANCING

ACTIONS BY FARMERS, IN ORDER TO IMPROVE POLICY COHERENCE.
© CURTAIL HORIZONTAL MEASURES NOT DIFFERENTIATED OVER SPACE. ENSURE THAT RURAL
DEVELOPMENT PLANS TARGET RURAL ZONES WHERE DEVELOPMENT IS LAGGING (SUCH AS LEss

FAVORED AREA, ZONES CLASSIFIED BY ENVIRONMENT DIRECTIVES AND POCKETS OF ECONOMIC
DECAY INCLUDED IN REGIONS WITHOUT LESS FAVOURED AREA STATUS)

© SimpLIFY THE EU OFFER OF RURAL DEVELOPMENT PROGRAMS.

© MAKE NON-FARM RURAL DWELLERS ELIGIBLE FOR RESOURCE-CONSERVATION MEASURES CURRENTLY
RESTRICTED TO FARMERS, OR DESIGN PROGRAMS TO CREATE ALTERNATIVES TO THE PROCUREMENT
OF ENVIRONMENTAL SERVICES BY FARMERS ONLY

© RESTRICT THE SUBSIDY FOR YOUNG FARMERS ENTERING THE MARKET, WHEREVER IT EXISTS, TO ZONES ELIGIBLE
FOR NATURAL HANDICAP OR GREEN POINT PAYMENTS

© DESIGN LEGAL OR ECONOMIC TOOLS TO IMPROVE THE SHAREZ OF ADDED VALUE FROM AGRICULTURE BENEFITING
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RURAL AREAS, WITH SPECIAL ATTENTION TO Gl proDUCTS

® TAKE ADVANTAGE OF THE POSITIVE INTERACTION BETWEEN NEIGHBOURING FARMERS IN ADOPTING
RESOURCE CONSERVATION AND ENHANCEMENT PRACTICES. DESIGN SPECIAL PROGRAMS WITH A
GROUP BONUS WHEN FARMERS, TOURISM ENTREPRENEURS, COUNTRYSIDE USER ASSOCIATIONS

COOPERATE IN A PROJECT COVERING A DESIGNATED HIGH NATURE-VALUE AREA.
© DEFINE RULES FOR ORGANIZED ACCESS TO THE LAND AND TO THE COUNTRYSIDE IN AREAS BENEFITING
FROM PUBLIC SUBSIDIES.

3.5 - The funding of a reformed CAP: financial responsibility and
subsidiarity

The sharing of competences between the Union and member states is a funda-
mental question in the European construction process. For a sector policy such as
the CAP, a basic issue for member states is to agree on which matters they want to
decide on and finance together at the EU level, and which should be left to national
or local governments.

One approach is to draw guidelines from the theory and experiences of fiscal fede-
ralism, and from public choice. The principle of subsidiarity recommends decentra-
lization when issues are better dealt with locally and centralization if there is value
added by shifting power to the EU. This principle shifts the burden of proof onto
the advocates of central or supranational governments. Demands for services are
better known at the local level, but externalities between local communities can be
better solved with centralization. As a consequence local public goods would be left
to local governments and global public goods to the central authority. But specific
cases still prompt debates regarding the right level of competence. Persson et al.
(2005) argue that, taking into account political economy and coalition-formation
considerations, clear-cut prescriptions are difficult to make. Moreover, given hete-
rogeneity in preferences across local communities, normative results are contin-
genton strongvalue judgments. Otherarguments for centralization are risk sharing
and redistribution. The principle of cohesion in European regulations and directi-
ves is an illustration of the latter.

Against this background and with regard to the CAP, in general one would expect

the EU to limit its domain of competence to European public goods and to leave it
to national or local governments to regulate local public issues,

82 - CAP rerorM BEYOND 201 3: AN IDEA FOR A LONGER VIEW

e unless an inefficient outcome for local communities is viewed as resulting
from political failure (inadequate decision-making at the local level)

e when redistribution objectives (in favour of less well-off citizens, countries
and regions) are at stake

European public goods include: the single market and its benefits such as
economies of scale; the area of research and development, innovation etc.; food
security and safety; risk sharing and risk management which benefit from a large
market. Environmental quality across Europe both involves global common factors
such as carbon emissions, or irreversible loss of biodiversity. Other amenities in
the rural areas or water quality are mainly of a local public-good nature.

The initial CAP in the context of the 1950s was to some extent consistent with
these principles. The single market which favours fair competition, specializa-
tion and economies of scale in the relevant sectors can be considered as a global
public good. The common external tariff is a logical consequence of this market
unity and EU competence on trade negotiations brings a bargaining power that no
single member state could afford. Food security for consumers was another public
good, and achieving income parity for farmers can be viewed as an anticipation of
the cohesion objective. Even price stabilization could to some extent be conside-
red as an acceptable common management of price risks.

However, redistribution effects were built into the system firstly as a result of the
customs union (although non-visible), and then of the common financing of expen-
ditures (increasingly visible). This has been the CAP’s weak point ever since the
first enlargement. It has triggered recurrent political crises in view of the large dis-
crepancies of the net financial balances between member states. The most recent
episode of tension between large net contributors and beneficiaries relating to
the CAP occurred in 2005. The final agreement on the 2007-2013 budget included
a review clause which invites the Commission “to undertake a full wide ranging
review of all aspects of EU spending, including the CAP”. The present distribution
of the net contributions is no longer acceptable and the Commission has carried
outastudyonthe “operation of the own resource system” which includes a general
correction mechanism (EC, 2004). But this deals more with the net global financial
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balances to be corrected than with the sharing of competencies and financial
burdens of specific policies such as the CAP. However, the CAP is the main bone
of contention due to its large share in the budget; this explains why renationaliza-
tion of the CAP now finds several advocates, not only among member states with
negative balances** but also in academia.

Our view is that some of the green points payments can be eligible for EU co-
financing, since biodiversity is a clear public good. Other actions such as extensive
meadows, river-bank protection and limits on nitrates use to protect water quality
have a predominant local public-good nature. An argument therefore exists
for leaving them to subsidiarity in both decisions and financing. This is not the
route chosen by the EU, which has adopted the principle of co-financing pillar Il
measures. This move seems to reveal fears of local political failures in the pro-
tection of local common goods; several environmental directives (nitrates, water)
belong to the same paradox.

The Natural Handicap Payments find clear legitimacy in the principle of cohesion;
hence co-financing is a logical implication. The difficulty is the definition of the
relevant zoning and eligibility conditions of recipients. Local or national govern-
ments will have an inclination to overestimate the size of the eligible population
even if the national budget is contributing. The criteria for the zoning should be
strict enough to avoid such deviation, and lessons should be drawn from the ex
ante evaluation of the Rural Development Plans to revise the current zoning and
the definition of eligible farm populations.

The contribution of European funds to the financing ofthe Basic Husbandry Payment
is more problematic to the extent that the corresponding services are partly local
and partly of general interest. However, other policies which cover mainly local
public goods are also within the competency of the EU. Regarding water quality,
the EU has been granted competency while the public good at stake is clearly not
global. The EU has even designed regulations on issues for which preferences vary
across member states, such as animal welfare. In such areas the argument that
setting higher common standards was to avoid competitive distortions between
member states is a doubtful one. The problem of the right level of competency

44 (HM Treasury and DEFRA, 2005)
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remains contentious and it seems to rest on a mix of logical arguments and political
motives. Against this background and as a practical measure of progressive reform,
we make the proposal to extend the co-financing of all direct payments. This would
help solving the problem of the UK rebate and its re-examination. It would also
represent progress compared to a scenario of reform under consideration whereby
national or even regional envelopes of farm expenditures would be frozen. An
increased involvement of local governments in the design and financing of these
payments, and their future transparency“>, would improve the political equilibrium
in farm-policy design. It would alleviate the risk of a “collusion effect” in, say, the
complacent design of agri-environmental or natural handicap schemes (joint defi-
nition of lenient terms of references or of eligibility zoning between the local level
and the national government). Hence we retain the following proposals:

GUIDELINES FOR FINANCIAL RESPONSIBILITY

© EXTEND THE CO-FINANCING BY MEMBER STATES TO ALL DIRECT PAYMENTS
© INVOLVE LOCAL GOVERNMENT IN THE DESIGN OF ELIGIBILITY CONDITIONS FOR PAYMENTS AND IN THE
CO-FINANCING BY NATIONAL GOVERNMENTS

45 On October 22 2007 the council agreed to publish the names of the beneficiaries of the SFP. On the site agri-news-
digest@ec.europa.eu a list of 16 counties provide access to this information. Among the missing countries are France,
Germany, Ireland, Greece. ..
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Glossary of acronyms

BHP: Basic Husbandry Payments
CPS: Contractual Payments Scheme
NHP: Natural Handicap Payments
GPP: Green points Payments

CAP: Common Agricultural Policy
CMO: Common Market Organisation

FEADER: Fonds Européen Agricole de Développement Rural

FEOGA: Fonds Européen d’Orientation et de Garantie Agricole

GDP: Gross Domestic Product

Gl: Geographical Indication

GMO: Genetically Modified Organisms
GNP: Gross National Product

LDC: Least Developed Country

LFA: Less Favoured Areas

NGO: Non Governmental Organisation
RDR: Rural Development Regulation
NRDP: National Rural Development Plans
PMP: Process and Production Methods
SFP: Single Farm Payment
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Education and Culture
Europe for citizens

With the support of the European Commission : support to active entities at European level in the
field of active European citizenship.
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