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LEADER: Capacity Building and Local Action
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Environmental Quality

‘Positive Externalities’ or a 
Targeted Provision of Public 
Goods?
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Environmental Quality
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Paying for Public Goods on 
the Basis of “Cost Incurred 
or Income Foregone”
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Conclusions of the OECD Council  (1972)

The polluter should bear the expenses carrying out … measures 
decided by public authorities to ensure that the environment is in 
an acceptable state. 

Treaty of Amsterdam, Article 130r(2):

Community policy on the environment shall …. be based on the 
…. principles that …. environmental damage should as a priority 
be rectified at source and that the polluter should pay.

Cost Allocation
According to the
Polluter Pays Principle
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1998 OECD Report "Agriculture and Environment“

All these effects of agriculture can be considered as either 
harmful or beneficial , depending on the direction of change from 
a  reference level or benchmark

The …. reference level determines those agricultural practices for 
which the polluter-pays principle shifts the costs to farmers, or 
those practices for which farmers could be remunerated for 
providing benefits .

Provision of Environmental 
Benefits Versus Avoiding 
Harmful Effects 
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Council Regulation (EC) No 1698/2005

Recital 35

In accordance with the polluter-pays principle these payments 
should cover only those commitments going beyond the relevant 
mandatory standards.

Article 39

(3) Agri-environment payments cover only those commitments going 
beyond the relevant mandatory standards [cross compliance; 
national legislation].

Cross-Compliance as 
“Reference Level”
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Negative Incentives
(Enforcement of the Polluter 

Pays Principle)

Positive Incentives
(Agri-environment Payments)

Environmental 
Improvement

Environmental Target

Reference Level

Profitable Farming

Provision of Environmental 
Benefits Versus Avoiding 
Harmful Effects 

Free-of charge Provision 
of environmental benefits
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CAP Measures Contributing 
to Environmental 
Integration

Type II (a) Measures targeted towards encouraging the provision of 
environmental benefits on a voluntary basis (agri-environment 
measures; training; non-productive investments)

Type II (b) Measures compensating areas concerned by compulsory 
environmental requirements (Natura 2000 and Water 
Framework Directive)

Type I (a) Support measures with no or low degree of targeting towards 
environmental outcomes (income and market support; 
compensatory allowances in Less Favoured Areas)

Type I (b) Measures targeted towards other objectives (e.g. income) 
while supporting the enforcement of the polluter pays principle 
(decoupled payments in combination with Cross-Compliance)


