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1 Introduction: EU Policy Developments and Farmland
Biodiversity

1.1 The Objectivesand Contextof this Report

This report aims tanitiate a transparent debatas the purpose, intensity and spatial
distribution of expenditure n t he EU6s Common Afjomitheul t ur al
perspective othe protection and enhancementfafmland biodiversity. It does this

through a detailed analysis of the CAP budmed the presentation of a number of

maps showing the regional variation in the distributma intensityof both Pillar 1

and Pillar 2 paymentdn addition, fivequalitative case studies examine thee of

specific CAP measures in more detail, and an asssdsisi made of the role they

might play in biodiversity protectio.he evidencsuggests thah order to help meet

the EUOGs international commi t foedmgcoudo hal t
be better distributebetweenthe two Pillars andvithin the Member Statesnd the

allocation of fundsto and use ofdifferent rural developmenmeasurescould be

improved.

The report is predicated dhe assumption that &uropeanagricultural policy and
funding streanprovides an effective mechanidior targeting positive outcomes for
biodiversity, given the intrinsic relationship between farming and the environnrent
order to contextualise the expenditure analysis that follows, SekBoxplains the
linkage between biodersity, agriculture and the CAP. The various elements of CAP
financing are then deconstructed, examined spatially, and the implications for
farmland biodiversity interpreted. The geographic variation in the distribution of
direct payments and rural devpioent expenditure iglustratedthrough aseriesof
maps, analytical charts and tables in Sect@ynsand5. Whilst the relative level of
expenditure on different msares indicates the priority that a Member State may give
to the environment, the likely impact of this expenditure on farmland biodiversity
requires more detailed exploration. The applicatod anticipatedoutcomesof this
expenditurearetherefore futther illustrated by five qualitative case studies, which are
summarised in Sectidh

Because of the difficulties in interpreting tle@mplex relationship between the
distribution and intensity ad€AP spendandthe distributionof biodiversity as well as

in developing an understandingwherepolicy interventionand public expendituris
needed to ensure biodiversity protection in the futurés important not to draw
simplistic conclusions from the data and maps presentedhis report Any
conclusions must be understood within the contexhefhistoric rationale for CAP
payments, the distribution of different farming systems across Europe, and the
relationship between subsidies, the intensity of farming practices add/dysity
conservation. The repotiereforecarefully sets outthe reasons behind the apparent
inconsisten@sin the intensity and spatial distribution of funding. Whilst the need for
further research and analysis on the relationship between EU expenalitd
agriculture and farmland biodiversity (and indeed other environmental priorities, such
as soil and water conservation) is acknowledged, the report concludes by suggesting a



number of ways in which the CA&hd itsbudget might be adjusted to betterse
farmland biodiversity objectives in the future.

1.2 The EU Budget Reviewthe CAP Health Checkand Farmland Biodiversity

The wide ranging review othe Europeanbudgetlaunched by the Commission in
September 200{CEC, 2007apresents a uniquapporturnty to considemwhether the
established pattern and level of spendimgthe Common Agricultural Policy (CAP)
reflects theenvironmentalchallengesaced by theEU now and in the futureOne
outstandingenvironmentalpriority is to halt the loss ofbiodiversity by 2010 as
required by the Convention on Biological Diversity and EU Sustainable Development
Strategy (CEC, 2006) This is a goal that can be achieved, in part, through a
sensitively designed and appropriately funded agricultural pdhgyrinciple at least

the budgetreview could pave the way for r@focused ElUbudgetand agricultural
policy as we move into the nekinancialPerspectivan 2014.

The reorientation of EU agricultural policy towards the provision of environmental
goods will needd be founded on clearly articulated evidence that demonstrates that
public expenditure results in outcomes that are beneficial to society at large. The
provision of public goods, such as biodiversity conservation, must be in line with the
expectations thatociety has of such a public spending programme. In addition, the
need for European level intervention will need to be made clear, in order to
demonstrate that a common European approach provides added value in comparison
with more isolated Member Stalted approache?romoting theransition from the
current formulation of theCAP to a common Europeaagricultural policy and
spending programmi@cused on the provision af range of publibenefis is at least
partially dependenbn promotinga rational transpaentand evidence basexhalysis

of current CAP spending patterngand the effecteness of this expenditure in
providing public goods.This analysis eeds to take place in advance of the political
process, which dictated by national interest, tgihyc seersthe path of budget
negotiations to conservative outcomes, and alongside the conclusion of the CAP
Health Check in 2008.

The legislative proposal®lating to theHealth Check of the CAP were published in
May 2008.They include the introduatin of a new Council Regulation to replace
Council Regulation 1782/2003modifications to a range of Council Regulations on
public intervention and direct a®jsand amendments to the European Agricultural
Fund for Rural Developmeh{Council Regulation 183/2005) and the Community

1 Council Regulation establishing common rules for direct support schemes for farmers under the
common agcultural policy and establishing certain support schemes for farmers, COM (2008) 306/4

2 Council Regulation on modifications to the common agricultural policy by amending Regulations
(EC) No 320/2006, (EC) No 1234/ 200CGM00&H%H4 No 3/ 200

3 Council Regulation amending Regulation (EC) No 1698/2005 on support for rural development by
the European Agricultural Fund for Rural Development (EAFRD), COM (2008) 306/4



Strategic GuidelinégCouncil Decision 2006/144Y.he Health Checks ot intended
to result ina fundamentareform of the CAP, as has beemphasised byEU
Agriculture CommissionerMariann Fischer BoelHowever it is significant insofar
as it signals a future direction of travdlhe following proposals are particularly
relevant to farmland biodiversity:

e Moving to a flatter rate of support: The proposals give those Member States
who applied a historic model to the SPS théiaspto switch the basis of
support to a regional, flat rate model. This is in response to the fact that some
Member States are reported tegard historically based paymentas
increasingly difficult to justify

o Partially coupled payment3he justificaton for allowing the continuation of
partially coupled support for theuckler cow and sheep and gosgstors is to
ensure a minimum level of agricultural production in particular regions, where
there are unlikely to be viable economic alternatives, @emto retain the
environmental and social benefits linked to extensive livestock systems

e Cross compliance: New GAEC standards are proposed for the retention of
landscape featurémcludinghedges, ponds, ditches, trees in line, in gsarp
isolated andield marging and toestablish buffer strips along water courses
(which is intended to retain some of the environmental benefits provided by
setasidg.

e Atrticle 69/68: It is proposed that Member States should continue to be allowed
to retain up to 10 pecent of their national ceilings for direct payments to
proii de support to specif i cThesfundstcanhes wi t h
usedto protect the environment or imprevhe quality and marketing of
products,make payments for disadvantages faceddpgcific sectors (dairy,
beef, sheep and goats, and rice) in economically vulnerable or environmentally
sensitive areago providetop-ups to existing entitlements in areas where land
abandonment is a threand to suppoome risk management measuidse
implementation of the measure in the Member States will effect the
environmental outcome; if used for risk management, no biodiversity benefits
will ensue.

e Modulation: In addition to the current 5 per cent rate of modulation, which
would continue to perate as it does currently, an additional basic rate of
modulationwouldbe applied to all payments abo
increasing by 2 per cent annually from 2009 until it reaches 8 per cent in 2012
The additional funds raisedill be retained wthin the MemberState The
progressive element means that additional rates of modulation are applied, in 3
per cent bands, depending on the size of direct payment received.

e Revised Rural Development Programmdsie proposals require Member
States to usehe additional resources generated through the increases in
compulsory modulation to reinforce actions under existing measures within
Pillar Two to meeta number of environmental challenges, including
biodiversity loss. Under the proposaMember States arobliged to revise
National Strategy Plans an amend rural development programmes to

4 Council Decision of amending Council Decision of 20 Febru2®p6 (2006/144/EC) on the
Community Strategic Guidelines for rural development (programming period-2018), COM
(2008) 306/4



demonstrate how they will use these additional resources which will be
available from 1 January 2010.

The Commission an@renchPresideng are aiming to reach polit¢ agreement on
the Health Check proposals at the Oct@8 AgricultureCouncil meeting

1.3 The Link between Biodiversity, Agriculture, and the CAP

The EUO6s Strategic Goals for Biodiversity

With the launch of the Sustainable Development Strategy (8008¢ 2001 Go6teborg

Council the EU committed taeverse the decline ibiodiversity by 2010(CEC,
2001).There has been limited success in meeting this objective to date, and jn 2006
the European Commission stated that new impetus was required amadvignifeer

St ates (CEC, 2 0 Acion PlanT be 22 0 0 6 a étiéddeB theg o n d 6
need to optimise the role of the CAP in conserving and restoring bisifijvacross

the EU countrysidendto ensure the avability of adequate financingn 2006, the
renewedSDS again underlined the need to halt the loss of biodiversity by 2010
(Coundl of the European Union, 2006), withe Commissioracknowledgingn the

2007 Communication on the O6Health Checko
unlikely to be me{CEC, 2007b)

Since the early 1990mcremental steps have been taken to reform the tGAEuce

the level of environmental degradatiarising fromearlier incarnations of the policy

and to better deliver against environmental objectives. The 2008nréftroduced
decoupled direct payments and cross compliance into Pillar 1, and gave Pillar 2 a
strategic focus that requires Member States to use the rural development fund to
contribue to biodiversity conservation arttie maintenance of high nature \alu
farming systems in order to help meet the 2010 objecteg. thein spite of these
successive reforms, tHeéAP continues toretain a number of historic artefacts that
help to explain the distribution and intensity of expenditatréhe present timebu

which may continue to be at odds wit he EUOG s icomtmémentafori on al
biodiversity,

The Link between Agriculture and Biodiversity

Agriculture is the most dominant European land aseounting for almost Heof the

total EU-27 land area. Agridture is of critical importance to the conservation of
biodiversity, bothbecause of its territorial dominance but diszause of the way in
which historic, low intensity land management has resulted in a rich assemblage of
species.lt has beerestimatedthat 50 per cent of all species in Europe depend on
agricultural habitats including a number of endemic and threetg species
(Kristensen, 2003).

Depending orthe type and intensity of managemeaqgriculturecanthereforehave
both positive and negasvimpacts on habitats and speciés.consequencgethe



incidence and conservation status of many speasssciated with farmlandaries
spatially across the EUExtensive farrmg systems, mostly dominated Igyazed
seminaturalvegetation tend to be ricést in biodiversityand biodiversity decreases
as the intensity 6 farming increase¢Grime, 1973. This relationship between the
presence of senmatural vegetation and low intensignd usewith high biodiversity
is captured in the Kgh Nature Vlue (HNV) farming conceptBeaufoyet al, 1994
Bignal and McCracken, 1996; 2000

Most HNV farming systems are characterised by low stocking densities, low use of
chemical inputs and labour intensive management practices, such as shepherding
(EEA, 2004).HNV farmlandtendsto be found in the more marginal areas and on
poorer land that maintain less intensive farmingcpces It is generally more
prevalent in southern Member Statesch as the dehesas and montados in Spain and
Portugal, and the steppic aseaf eastern Member States, as well as in upland areas of
the UK and alpine meadows and pasture (EEA, 20Dd4¢. European Environment
Agency (EEA)and the Joint Research CentB¥ 5 JRC)haveproduced an indicative
map(seeFigurel) showing thancidence and distributioaf farmland that is likely to

be of high nature val@eln order toassesshe overlapbetweenCAP expenditurend

the presence of high biodiversiyhumber of the expenditure maps produced for this
study have benoverlaidwith thismap ofHNV farmland Whilst it may be legitimate

to target public support at HNV farmland, conservation efforts need to pertain
throughout the wider farmed landscappbe HNV/expenditure overlay mapsovide

one indicator of biodivery presenceand are not intended to be read as a guiding
principle for future policy

Certain types of griculture production are associated with number of positive
externalities, if sensitive management practices are adopted. However, agriculture can
alsobe associated withegative externalities. Over the past twenty years or more, the
trends of agricultural intensification and specialisation in parigesternEurope and
large-scale marginalisation and land abandonment in others, have had sepaatsim

on the conservation status of farmland resulting in the loss and degradation -of semi
natural habitats and decline in associated spet3eger cent bEuropean bird species

have an unfavourable conservatistatug (EEA, 2007). Of the more commonri
species, farmland and forest species, in particular, have declined over the past 30
years (seé-igure?2). Birds arethe best monitored of all taxa in Europe but theme

also data showing substantive declines in many spetiestterflies associated with
farmland habitats.

5 Three criteria are used to define HNV farmland on this map. (1) Farmland with a high proportion of
seminatural vegetation; j2Farmland with a mosaic of low intensity agriculture and natural and
structural elements, such as field margins, hedgerows, stonewalls, patches of woodland or scrub, and
small rivers; (3) Farmland supporting rare species or a high proportion of Europesorld
populations.

6 Unfavourable conservation statasght be defined in terms of species whose population or range has
declined moderately in recent years or whose population has declined historically but made a
substantial recent recovery



Figure 1. EEA / DG JRC Map Showing the Preliminary Distribution of HNV
Farmland in Western and Central Europe.
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Figure 2. Trends in the Populations of Common Farmland Birds
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The Need to Use Agriculture Polityr Biodiversity Conservation

Since the CAP intervenes in land management, both as a set of policy measures and as
a funding source, ihas the potential tplay a key role insecuring biodiversity
outcomes, and thus helpige EU tomeetits commitments on biodivsity. That

said, the naturef policy intervention is critical. Suitably targeted CAP measures can
provide benefits to biodiversity, whilst untargeted measures can be inconsequoential
responding to conservation prioriti@gdat worst, counterproducev

Biodiversity benefits can be delivered through the CAP through incentivising or
supporting certain forms of land management. The-egrironment measure,
introduced i n 1992, i s t he EUOG s fl agshiop
environmental outaomes. Supporting the incomes of certain types of farmer may also

be an acceptable way to provide positive outcomes, so long as the income of the

farmer is linked to the form of management requiidflecting this approachhe

Less Favoured Area (LFA) measg, introduced in 1979, helps to maintain

agricultural activity in marginal areasvhich are generally characterised by low

intensity management practicehe different CAP measures and their relationship

with biodiversityareexplored further in the nésection.

There isa historic link betweenthe CAP and the loss of biodiversityargely due to
the way the policy has stimulated certainproduction decisionsthe structure of
farming systemsthe intensity of land useandchanges to landscape struetuMany

of these problems have been addressed by reforms since the earlyB880snet

al (2003) note that CAPegimes for arablerops since 197Xkoincided with the
simplification of croppingystemsa reduction in field boundariesicreased fertiber
and pesticide use, anithe introduction of irrigation and drainage, all of which
contributed to a decline in biodiversitipespite successive reforms of the CAP,
biodiversity conservatiorefforts continue to beundermined as a result d&nd
abandonmet (Keenleyside and Baldock, 2006he fragmentation ofeminatural
habitats the loss of farmland features, higinemicalinput use and the conversion of
pasture land to arabl@hese threats may be exacerbated given the apparent shift to
sustainedigh commodity prices, particularly for ceredBaldocket al, 2008).

Supporting biodiversity conservation through the GRtinues to remainecessary

given the sensitive nature of the relationship between agricultural management and
biodiversity, and theexpectation that the market witleate a pressure f@ome
farmers to increas@roduction potentially provokng deleterious impacts on the
farmland environment. A common EU approdshrequiredgiven that the loss of
biodiversity prevailsand thatthe BJ has formal policy commitments to halt the loss

of biodiversity. Given that biodiversity conservatigra transboundary issue, meeting
conservation obpives requires a shareand co-ordinated approaclacross the
Member States

In broad terms, for agsultural policy to effectively target farmland biodiversity
conservationn the futurefour broad categories afterventions are needed:

- the maintenance of existing high nature value farming systems, especially
where the risk of land abandonment is high



- the adoption of more extensive practices in intensive farming systems, such as
a reduction in stocking rates, fertiliser and pesticide usethandtroduction
of management practicesuch as rotational fallowthat are beneficial to
biodiversity.

- the restoration of damaged or degraded habitats acdeationof habitats
such as wetlands, hedgerows, woodlands where lost, both in intensive and
extensive systems.

- thecreation of new habitatsn both more intensive and more extensive farms
as part ofa strategic, landscape scale approach to pmthet development of
functional connectivity between habitatsthe context of climate change.

There is also a need to maintain soil and water quaftyrder to underpin
biodiversity conservation ands pat of a concertedand holistic effort toward
sustainable land managemehtie CAP includes a number of measures that have the
potential to respond to the four types of action identified above, and are discussed
further in the following section.

1.4 How the Structure of the CAP Influences Farmland Biodiversity

The CAP owes its origins to the 1957 Treaty of Rome andesof a small number of
6commono EU policies. T has a 6eAdd of bmeadket n
interventions designed tprovide an incomesupportto European farmers antb
protect them from external competition. Measures to address structural issues were
relatively few and environmentahteasures unheard of. Over tyears, the CAP has
undergone numerous, substantive reforms in respons#itiogd, societal and market
demands. Price support and market intervention has been gradually réduced
although not yet entirely phased duteplaced by increasing levels of direct support
for farmers. The first EU wide agenvironmental measure wastrioduced in 1985
andthis measure, along with various other rural development measures, nowaforms
substarial component of the CAP.

Today, three differemtomponents athe CAP can be identified:

e Market interventionsi including tariffs, export sulidies, intervention
purchasing and output quotas.

e Direct payments income support payments for farmers paid through the
Single Payment Scheme (SR8)the Single Area Payment Scheme (SAPS)
The majority of direct payments are now decoupled from production

e Rural development measurésa series of measures under the European
Agricultural Fund for Rural Development (EAFRD) to help improve the

7 The majoity of new Member States apply the Single Area PayrSehemegSAPS)i a transitional,
simplified income supportrather tharthe SPS at the present time.

f
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competitiveness of farm businesses, the environment and the quality of life in
rural areas

Together, market inteentions and direct payments constitute what is commonly
referred to as Pillat of the CAR while rural developma measuregall within Pillar
2.

Pillar 1 of the CAP andBiodiversity

Within Pillar I, direct payments are of greatest interest in tefntisedr likely impacts
on biodiversity Theyconstitutethe greatest share of the Pillatiidget(as shown in
section 2) are received on large areas of farmlamil hence have a wide policy
reach.

Several observations can be made regarding direct p&sinen

. They are an income support payment aimed at ensuring a fair standard of
living and stability of farm incomes and not at delivering environmental
outcomes; any environmental impatttasarise indirectly

. They have been progressively decoupled frammdpction (shifting support
from product to producer) although Member States retain the option to
continue to pay a proportion of payments on a coupled basis for some.sectors

. They are calculated for each farm on the basis of the amounts received during
a historic reference pertb 2000 - 2002. There are a number of payment
models: historic, based on tpayments receivedndthe number of hectares
farmed during the referengeriod regional wherereferenceamounts are not
calculated at individual farmeevel but at regional leveand hybrid models
where Member States magalculate SPS payments using a {bastoric/part
flat rate approach.

. A proportion of direct payments (up to 10% by sector) can be redeployed to
support certain types of farming impant for the environment or to support
the production and marketing of quality produken( o w PArtieles69906

. Direct payments are subject to compulsory modulatiocuts in direct
paymentsat an annual rate of 5%om 2007until 2012, with the funds raised
used to provide additional financing forPillar 2. Additional voluntary
modulation is permitted in the UK and Portugal, up to a rate of 20%.

« Alink has been established between the payment of direct aid and compliance
with certain standardsome of whth are environmental. This lsnown as
cross compliance

Where fully decoupled from produaeh, direct payments shoulich principle have

little or no bearing on the production decisions made by farmers. Rather, market
signals should havea greater influeace onthe commodities farmers choose to
produce,as well as the volume of productiadthough it may be expected that most
farmers remain in the sector they have traditiorfaltyned and have expertise in

8 As set out in Regulation 1782/2003 and Regulation 378/2007.

9 The rate of compulsory modulatioras/3% in 2005 and 4% in 2006.



Fully decoupled paymentsnay be expected to havrather limited impacts on
biodiversity since theylo not drive production decisions practice, there appear to

be at leastthree possible outcomegirst, so long as the SPS remains an income
support based on historical subsidy receipts, it will Helpnaintain existing farm
structures and production patterns, ardlst cross compliance provides a baseline of
environmental conditionality on the receipt of direct paymeittss unlikely to
alleviake pressures on the environment. The justificatiordii@ct payments based on

the amount received during the 262002 reference period is likely to weaken over
time. Direct payments may continue to be necessary in the future, but they will need
to be basedn solid and defensible objectivesline withse i et y6s expectati
with the degree of required funding determined accortbngearly identified needs
Second, decoupled payments may indirectly helpnterpin the viability omarginal
farming systemshat are beneficial to the environment butiehh might not otherwise
surviveon the basis of incentive paymentsaral developmensupport aloneThisis

an incidental benefit of such support rather than a specific objectivte ©fird,
farmers can choose not to produce anything and continuecwve the Single
Payment so long as the land whichthe paymenis receivedis maintainedn the
standards defined for good agricultural and environmental condition in the Member
State concernedn such cases, the degree of biodiversity benefit woejgend on the
intensity ofexisting land use and the design of the GAEC standards.

Many Member States have opted to keep some direct payments coupled to
production. Where this occurs, such paymenés/ act as production incentives and
have some influencever the farmingsystems and practices adopt@tiese might

give rise to both positive and negatm@nsequences for the environment. In a positive
sense a headage payment for suckler cows coulat example, support the
continuation of cattle productiomn marginal farming areaswhich would be
consideed beneficial for biodiversitgrovided stocking densities are appropriate.

Article 69 of Regulation 1782/2008llows Member States to use to 10per centof

direct paymentsy sector to support certaitypes of farming important for the
environment or to support the productiondamarketing of quality produce. This
means that the payments to some farmers can be cut in order to provide additional
support to others where this is deemed to be of enviromineenefit or to aid
improvements in production and marketing. The rules determining how this measure
can be used are rather vague, and the level of environmental benefit is dependent on
implementation by the Member State, in terms of the sectors supportedhe
stipulation of particulaenvironmentalconditions.In principle, a revisedArticle 69

could be used to benefit biodiversity, although in practice this has not yet been the
case (see IEEP, 2008).

Direct payments are subject to compulsory modaatdirect paymentsvere cut by

3% in 2005, 4% in 2006 and 5% in 20@nd will be reduced by 5% each year until

2012.The funds raised at EU level are transferred into Pillar 2 and are allocated on

the basis of: agricultural area; agricultural employmemtd GDPper capita in
purchasing power . Modul ati on does not appl
paymentsMember States are guaranteed only to receive at least 80% of the funds

raised by modulation within their territory implying some redistiidou of direct

payments at EU leve(with the exception of Germany where it is 90% of funds)

10



Portugalandthe UK are permitted t@pply additional voluntary modulation in order

to raise extra funds for thierural development programmeBy shifting funds from

Pillar 1 to Pillar 2, modulation is of critical importance in potentially providing funds
for measures designed to protect and enhance biodiversity. However, any
environmental benefits arising from modulation will iméluencedby the way in
which Member Statesllocate these funds in the second Pillar.

From a biodiversity conservation perspective, cross compliance standards are
designed to afford a basic level of environmental protection across a large area of land

and to ensure those in receiptdafect aids respect the relevant EU legislatiGross

compliance applies a limited amount of environmental conditionality to the receipt of

direct paymentsande i ght measures under OAXxI ¥ 206 of t
Whilst also encompassingublic, animal and plant health and animal welfare
requirements, the environmental requiremelgsve from 19 Statutory Management
Requirements (SMRs) and a number of standa:
and environment al Thee 3MRdaret basedc dn prexiGtig: E1))

Directives and Regulatiorend include selected articles from the Birds and Habitats

Directives GAEC is focused on the management of soils and to a lesser ekeent,
maintenance of habitats. It includes some standards thgt bmabeneficial to

biodiversity1 standards for crop rotationsyinimum livestock stocking rates and/or

appropriate regimeshe retention of landscape features, the protection of permanent

pasture, and thenaintenance of olive groves in good vegetativadition. The

effectiveness in securing biodiversity benefits is dependent on the standards each
Member State has chosen to introduankers benefiting from direct payments may

be subject toa reduction or withdrawal of those payments in the case of non
compliance

Member States must also ensure thatatteaof permanent pasture is maintairetda

2003 reference level (or 2004 for the new Member States). However, Member States
are not required to put in place any controlsatoid the ploughing up of te most
biodiversity rich pastures.

In the present formulation of the CAP, it is the role of Pillar 2 to provide more
targeted and ambitious levels of sustainable land manageamehbiodiversity
protection

Pillar 2 of the CAP and iBdiversity

Pillar 2 was established in 1999 with the introduction of the Rural Development
Regulation(RDR)!1, which brought together a number of qgrasting CAP measures
under one umbrella regulation. The RDR subsequently evolved into the European

10 The cross compliance standards of agricultural Eedset ouin Annexes Il and IV of Regulation
1782/2003 Art. 51 of Council Regulation 1698/20@®ts out the application of cross compliance in
Pillar 2.

11 Council Reguition (EC) 1257/1999 of 17 May 1999 on support for rural development from the
European Agricultural Guidance and Guarantee Fund (EAGGF) and amending and repealing certain
Regulations. OJ L 160/80 26.6.1999
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Agricultural Fund for RuraDevelopmeri2 (EAFRD), the present day second Pillar
of the CAP.It is the most important source of EU funding for promoting sustainable
land management over the course of the 20@I3 funding period. The fundse
distributed according to 94 Rur®evelgppment Programmes (RDRgjrawn up in
accordance with EU guidelines at either the Member Statkeoregional levelas

with the UK, Italy, Germany and Spain

Member States are required to produce National Strategy Plans reflecting the
priorities set ouin EU Strategic Guidelines for Rural Developmé@buncil of the

European Union, 2006)he latter establishesbi odi ver sity and the p
development of high nature value farming and forestry systems and traditional
agricul tur ahbpribriyalohg with hereédfodasi s 2 t o oécontri
the G°teborg commitment to reveilStawegybi odi ve
Plans, in turn, provide the reference framework for the preparation of rural
development programmes.

A total o 0 8 8shatlocated to theMember Stateto spend orup to 46 rural

development measures, group@dading to fourAxes. Each Axis contains a series

of different measures under which support payments of different kinds such as
investment grants and armalupayments can be offered on a voluntary basis to

recipients including farmers, landowners and forestéxss 2, entitled oI mpr
the environment cantadhs thirteen measuves that gas beduged to

address environmental needs and tmghabout improvements over and above the

baseline level of protection provided by legislation and cross complianel on

60l mproving the competitiveness inglidest he agr
measures that target the modernisation and ctitiwpaess of the griculture and

forestry sectors.Axis 3 i s | abel |l ed 60The qguality of I
di versificati on o finclidéseneaswes auch as diversifcationd a n d
into nonagricultural activities and the conservation and ragdong of the rural

heritage. Axis 4 is dedicated to the Leader approach of botipmcommunity

inspired initiatives and can be delivered across a combination of Axes

At least 25% of the EAFRD budget must be spent on Axis 2, 10%xes 1 and 3,

and 5%on Axis 4.The EAFRD contributes a portion of funding to the total rural
development budget with national, and in some cases regional, govesrroent

financing the remaining percentage. The EAFRD contributes up to 55% of total

public expenditure in the ca®f Axis 2 (and up to 50% for Axes 1 and 3). The rate of
Community funding increases to a maximum rate of 80% in the Convergence
Objective regions (or up to 70% for Axes 1 andT)ese are poorer regions of the

EU entitled to higher levels of support end t he Communityds cohes
Member Stategan also provide additional state &dn own as O6additi onal
f I nan subjecg @ various restrictions, for a number of rural development
measures, so long as these are specified in the RDRgiadd by theeuropean

Commission. Certain measures may also require the input of private funds by the
beneficiary, for example, in order to fund farm modernisation projects.

12 Council Regulation (EC) No 1698/2005 of 20 Sspber 2005 on support for rural development by
the European Agricultural Fund for Rural Development (EAFRD) OJ L 277/1 21.10.2005

13 This figure includes the amount raised through compulsory modulation.
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Axis 2 includes a range of measures tbahdirectly benefit biodiversity, inading

the agrienvironment measurethe only measurghat mustbe included in all
programmes. Payments can be made to farmers to cover the additional costs and
income foregone resulting from the commitments made, and where necessary,
transaction costsAccording to the preamble of Regulation 1698/2005, -agri
environment payments Oshould further encou
serve society as a whole by introducing or continuing to apply agricultural production
methods compatible with the prot®n and improvement of the environment, the

|l andscape and its features, natur al resou
Farmers and land managers @so be recompensed for the costs associated with
undertakingeffective managemenof Natura 2@0 sites. The two natural handicap
payment measuresdi the LFA measuregompensate farmers for the additional costs
and income forgone related to the handicap for agricultural produdiios.LFA
measure aims to maintain the countrysighel promote suainable farming systems
through the continued use of agricultural laAthough not an explicit aim of these
measures, thelyave been shown support farming systems marginal areathat are
associated with the maintenance of extensive -satuiral patures (IEEP, 2006a

Among the various forestry measures, the forest environment mepsuwriees
payments for commitments that enhance biodiversity and preserve high value forest
ecosystems.The two afforestation measures could produce mixed resatts
biodiversity, depending othe choice of land to be afforested and the species to be
planted.There are examples of the poor implementation of these measures in the
previous programming periddee, for exampldBeaufoyet al, 2005).

Measures in other Axeould also benefit biodiversity if applied in appropriate ways.

For examplethe vocatonal training and informatiomeasuraunderAxis 1 could be
focused orprovidingfarmers and forestergith new envirmmental land management

skills. The Axis 3 measurér the conservation and upgrading of the rural heritage
can be used to draw up management plans for Natura 2000 sites and to restore and
upgrade high natural value sites (Keenleyside and Baldock, 2006).

The biodiversity impacof Pillar 2 will be deterrmed to a large extenby the total

level of funding and the allocation of funding across the different Axes and measures,
the selection of measuresnd the way in which measures are applied in each Member
State or region.

In the following section, theelative balance in funding between the two Pillars is

examined. This helps to establish the extent to which the CAP budget is weighted in

favour of providing a relatively untargeted income support, as is likely to be the case

with the majority of Pillar lexpenditure, or in favour of supporting a range of

targeted measures explicitly designed to meet a diverse range of environsuandl

and economic cohesion challenges facing Eu
aim of Pillar 2 expenditure.
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2 Comparing Pillar 1 and Hllar 2 Expenditure

In order toadvancesound recommendations on the future of CAP spentbng

biodiversity, it is necessary to understand the relative balance in expenditure between

the two CAP Pillarait the present tim&his involves an understanding of the criteria
used to allocate funding to Member States, as well dsisharical reasons explainin
differences in funding levels

The expenditure analysis in this sectisndrawn from a range of sources and
underlines the diffiglties associated with making sense of the CAP budget. The
sources used are as follows:

The Pillar 1 budget figures, prior to the application of modulation, are taken
from the ceilings provided i€@ommission Decision 2006/588/EEEU-12
figuresare takerfrom CouncilRegulation 1182/2007

The tot al Pillar 1 budget figures,
own calculations based on Commission Decision 2006/636/E@d
Commission Decision 2006/588/EC

The allocation of the EAFRD to each Member Staetaken from
Commission Decisio2007/383/EC

The total Pillar 2 expenditure for each Member State is taken from the
database of rural development expenditure for the -2003 period
developedby IEEP. This databaseompiles finance dat&rom 76 rural
development programmesmeaning 18 programmes have not been
examined(the examined programmes are listedhe AAnnex) It was not

possible to examine all programmes since not all had been approved at the

cut off date for rural development data for this mepdlso, to slim the

process somewhat a decision was taken to exclude RDPs for Overseas

Territories, Balearic Islands and the Canary Islands in Spain and the region
of Aland in Finland.

The figures for Franceand Portugal have been adjusted to exclude
allocations for the Overseas Territories. The figures for Spain exclude
allocations for the Balearic Islands and the Canary Islands.

The figures are ceilings and actual expenditure may be less.

2.1 How National Budget Allocations Are Decided

The CAP has alwaysecured a lge proportion of the EU budget. Over the current
Financial Perspective (20013)t he EU budget wibdorjusaccount

over

one per cent of t he Member St ateséb

(Adelle et al, 2008). The proportion of the EU budget spent on agricuduhas

declined since the 1980with around 37% of the totabudget for the current period
allocated tothe CAP under thebu d g e t headi ng Omagemeneofvati on
Nat ur al Rleedeveal of furaimgddirectetb the CAPis more a reflectioof
the autcome of political negotiatiomather than being predicated on abjective

assessment of the needs of rural areas, the appropriate use of the CAP in responding

to these needs, and a consideration of the amouninding required. For example,

14
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over the course of thEU Summit in 2005vhen the last financial framewomkas
agreed, the rural dexelp ment budget was cut by 020bn.

The rationale forthe distribution of CAP funding between theMember State is
complicated and there is often some variation between planned expenditure and
actual spending levelsn Igeneral terms, the distribution Bfllar 1 direct payments
reflectshistoric levels of production. In the past, these levels of production have been
translatedinto base areas, the maximum area on which subsidy payments can be
madel n t he case of | ivestock subsidies, nat.
calculations. National ceilings for different sectoral payments were applied
accordingly, and if thbase area was exceeded, hectarage payments would be reduced
accordingly. The historic ceilings have been rolled over from one year to another,
maintaining continuity in the pattern of relative expenditure. ©h&mething of an
anachronism in a decoupléogic.

The approach to allocatingdhrural development budgbetweenthe Member States

has been criticised in the past for giving explicit weight to previous expenditure
patternsand hence maintaining the status dnaerms of the level and patterti o

spending (Mantino, 2003).Allocations of the EAFRD for 20072013 take into
account historic allocations undmauntsa Opast
reserved for regions eligiblender the Convergence Objective, as welpagicular

situatons and needs based on objective critéridhe actual criteria applieth

practiceare not particularly transparei.th e &6 past per fraderstothence d cr i
sharereceivedduring the 2002006 period (or 20042006 for the newMember

State$ and tterefore allows the approximate pattern of expenditniiee maintained

at historic levels Snce this budget was itself the product of previous budgets, it helps

to explain differences in present funding levels, and in particular, the low proportion

of the rural development budget that the UK has historically securkd third

criterionr ef er s to O6particular situations and n
especially unclear. Itgnclusion appears to present the Commission and Member

States withmyriad possibilities on which to justify budget allocatiorst the

December 2005 European Council, this criterion was used to alladatiéonal

specific amounts to eight Member Statedn this wayAustri a received U
Finland 00. 46mhn, Illtrad lyanad . ®®d.nj Luxembourg
Sweden 00. 82bn alf dlthdghrthe tegsanbr the€e.alBations

are not well documentedhey perhapsbest reflect the nature of negotiationsit
EuropearSummits, rather than a more objgetconsideration of the budgetquired

to respond to rural development needs.

There are cases whetertainMember States may wish to spend more on particular
measures than is possible given the financial ceilings afidnciing rules that apply.
This mans that the use of state ai@ds provided by Article 89 of Regulation

14 As set out in Article 69 of Regulation 1698/2005.
15 This information is provided by an Explanatory Memorandum that accompanied Decision 636/2006.

16 portugal was exempted from€oi nanci ng this amount on account of
Portuguese agriculture.
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1698/2005 andvhich are funded nationally but approved by the Commission, are
particularly important in some Member States in achieving the desired level ef fund

2.2 The Differences inthe Level of ExpenditureBetweenthe Two Pillars

Over the 20072013 perioda p p r o0 x i nBabilienlisyset o Be7spent on the CAP
from the EU budgetWhen national céinancing of the EAFRD is accounted for, this
ri ses to Uable @ and Figure B show the breakdownof allocated
expenditurdor bothPillars by Member State.

Pillar 1

The total all ocated expendituR@3gedod Pil |l ar
of whicht 2 4 6 nbhsiallodatedbto the EI5 Member States. This figure includes a

deduction for the amount raised through compulsory modulation, based on the current

5% annual deduction. The amounts raised through compulsory modulation are
redistributed centrally accordjnto common criteria, and hence the amount shiown

column B of Table is not equal to the increase in Pillar 2 fundifRgance has the
highestPillar 1 budgepostmodul ati on with an all ocation o
Spain, UK and lItaly receive the next largbatigetallocations.In contrast, countries

such as Austria, Belgium and the Netherlands with a smaller agricultural land base, or

where agriculturas less important in terms of total employment or GDP tend to
receive | ess. Portugal i's an exception, re
but with a relatively high proportion of the population working in agricul{@% of

the economically ate population, according to the 26Q013 RDB.

At ot al of 040 billion all oc aadverthe dumentt he t we
period The highest ceiling over the entire seven year period among the new Member

States is in Poland, where the ceiling U 1 5 followed someway by Hungary

(u6.5 Dbillion) andheRiImmaeiingainthesd&MembebStates i on ) .
increase incrementally each yemnd modulation does not appliFor example, in

Poland the Pillar 1budgetr i s e s Bnmrim 200511 @ 2 Gr320187. Countries

with smaller agricultural sectors, such as Malta, Cyprus, Estonia and Slovenia receive

rather less.

Pillar 2
The total Pillar 2 budget, as provided for by the EAFRD, over the same period is
U86.6 bil | ghiynlowerThan tsel 8 &. fdggblengiven in Commission

Decision 2007/383 as the figureme based on an examination of 76 Rural
Development Programmeatherthan the full complement of 94 as explained above.

On these ter ms, appdoectadtodghe &l y add@®. 63Di bl 1 b
to the EU12. In contrast to Pillar 1, Pillar 2 is €mancedby Member State
governments. Gbinancingi ncr eases Pillar 2 funding by a

17 As shown in Annex Vllla of Regulatin1182/2007, OJ L273, 17.10.2007.
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Table 1. CAP Budget 20072013: Total Allocated Expenditure to Pillar 1 and

Pillar 2.
Pillar | Pillar 2 Pillar | and Pillar Il
Fillar 2:
Amaount raised | Pillarl: Total | EAFRD
Fillar I: Total 2007 through 2007-2013  |Contribution | Pillar 2: EAFRD and| Total Pillar | | Total Pillar 1 and Pillar 2
2013 Before compulsary After 2007-2013 Mational Co- and Pillar 2 | (EAFRD and Mational

Madulation (EUR | modulation (EUR | Modulation (EUR financing 2007-2013 | (EAFRD only) | Cofinancing) 2007-2013
Member State millian) millian) (EUR millan) millian) (EUR million) (EUR million) (EUR million)

@ B ©] @] E @) ©)

10 ([O+E

Austria 5,308 103 5,205 3511 7822 9,116 13,027
Belgium 4,393 132 4,262 419 1,145 4 F51 5407
Denmark 7 466 265 7,201 444 §30 7 Ed5 5,031
Finland 4,058 100 3958 2,080 6 626 6,038 10,564
France 60,698 2275 56,423 5,810 10,998 64,233 69,421
Germany 41,785 1478 40,307 8,113 13207 48,420 53514
Greece 14 587 207 14,480 3,707 5078 18,187 19,558
Ireland 9 B6E 283 9,383 2,340 4299 11,723 13582
Italy 27 B78 705 26,973 8,292 16,504 35,265 43 577
Luxernboury 269 10 259 a0 368 349 527
Metherlands 5,150 204 5945 487 973 5,433 5519
Portugal 4,090 83 4,007 3,468 4 444 7475 8,451
Spain 33661 981 32 680 B 576 11945 39,356 44 525
Sweden 5512 181 5331 1.526 3917 7157 9,245
(O[3 28,983 1,156 27 8527 1.910 8635 29737 36 462
EU 15 Total 254,404 8,163 246,242 19,573 96,891 295,815 343,133
Bulgaria 2527 n.a. n.a. 203 3,060 5,136 5,587
Cyprus 245 n.a. n.a. 163 325 411 573
Czech Republic 4 503 n.a. n.a. 2815 3616 7318 8,119
Estania 494 n.a. n.a. 715 925 1,208 1419
Hungary B521 n.a. n.a. 3 806 5158 10,327 11 680
Latvia 725 n.a. n.a. 1,041 1,362 1,766 2087
Lithuania 1,868 n.a. n.a. 1,743 2260 3611 4128
Malta 26 n.a. n.a. 7 100 103 126
Paland 15,079 n.a. n.a. 13,230 17 218 25,309 32,297
Rormania 5512 n.a. n.a. 5022 9 346 13,534 14 858
Slovakia 1,525 n.a. n.a. 1,969 2863 3,897 4,491
Slovenia 713 n.a. n.a. 900 1,159 1613 1,872
EU 12 Total 40,144 0 40,144 37,090 47,093 77,234 87,237
EU 27 Total 294,548 8,163 286,386 86,663 143,984 373,049 430,370

Source: IEEP own calculations.

Notes:

(A), (B), (C)

(D)

(E)

Figures for theeU-15 arederived fromlEEP's own calculationsased orCommission Decision
2006/588/EECEU 12 figuresare derived from Couwil Regulation 1182/200Modulation figures
stem from Euronatur (2007) and associated modelling work.

Commission Decisio@007/383/ECfigures for Francé t ot a | jPsrtuga@otati m)

U 3 9 2 &manded to remove allocation for overseas territories, based on figures provided ir
RDPs.The figure for Spaimn s | ower than that in Decisiol
for the Canary Islan& Balearic Islands are omitted. In addition, the RDP for Extremadura cot
not be obtained, and hence the lower figure was used to ensure consistency with cdlhaseE.
figures include the amounts raised through compulsory modulation.

Fr om | EE P dfyuratidevelapmensegpenditure for the 2a¥13 periodupdated for 76
RDPs as of April 2008)-igures for France include the mainland and Corsica but not the Over:
Territories.Figure forPortugalis only for mainland and not the Overseas Terémt/K and
Portugal figures also include amount raised through volumtagulation.
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Figure 3. CAP Expenditure on Pillar 1 and Pillar 2 20072013

|l Pillar I: Total 2007-2013 After Modulation @ Pillar 2: EAFRD Contribution 2007-2013 O Pillar 2: EAFRD and National Co-financing 2007-2013
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a total envel ope of 0144 billiof5anddf whi ct
a47 billi-n to the EU

Among the EUL 5 , ltaly receives the most from t he
billion. Germany, Spain and France are allocated the negddaamounts. Reflecting

the historical reasons which influence budget allocations, as stated above, countries
such as Sweden and the UK receive rather |
countries such as Denmark and the Netherlands receive saildtzations of around

a0.5 billion,

Poland receives the most of the new Member States with an EAFRD allocation of
U13.2 billion. Romania receives the next
billion. As is the case with Pillar 1, Cyprus, Estonialtd and Slovenia have smaller
allocations.

Total Allocation forPillar 1 and Pillar 2

When Community funding for both Pillars is accounted for, France receives the most

of any Member State at just over 0U64 bill:i
Among the new Member States, Poland receives more than double the next most well
funded new Member State (Romania) at 028 bi

2.3 Contextualising andComparing Expenditure

In order to contextualise the absolute figures provided abbable 2 shows the
intensity of spendper hectare ofitilised agricultural area (UAA)and the relative
spend on the two Pillar§he use okexpenditure per hectare OAA as an indicator
of the relative intensity of spend is appropriaiace it tanslats absolute figuremto
an amount thatakes account dhe actual area of farmland in the country.

Thelntensity of SpendnderPillar 1

Expressing CAP expenditure as an annual average value per hectare oheéhha

that, in contrast téhe patern shown above fabsolute receipts, comparatively well

funded Member States such as France and Poland receive comparativetydessr

hectare basisThe Pillar 1 allocation for Francéhe most well funded Member State

in absolute termdranslatesnto an averagp er hect ar e p &AAmpernt of U
year whil st countries with smaAAperyea)) AAs suc
Greece UAApdrgeajhaand t he Net WAA pdryea cseivd U434/ he
more on a per hectare basis. Among the new MembeesSthae intensity oPillar 1

spend inthe two most well funded Member States is comparatively less on a per

hectare basis. Poland receivas annual average af 1 4 6 UAA ger yearand

Romaniad 5 7 UAAaper yearwhilst countries with smaller UAAS, sucls &yprus

(02 3BAAperyea) and Mal UAA pdr yedj/rdcéiie anore on a per

hectare basis

Across the EU as awholdge average annual i nUMAnNsity of
with an average af 2 8 OUAA mathe EUL 5 a n d UAA ia the Buaz
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Table 2. CAP Budget Allocations 20072013: Intensity of Spend and Relative

Spend by Pillar

Intensity of Speni Relative Spend
Fillar 2
[EAFRD +
national co- | Ratio Fillar | Ratio Pillar 1: Pillar
Fillar 2 (EAFRD | financing): 1: Pillar 2 2 ([Community
Fillar I: Annual only): Annual Annual [Community Contribution +
Average €ha of | Average €ha of | Average €ha | Contribution Mational Co-
Member State AL AL of LIAA, Only) financing of EAFRD)
(1) ] () (M) Q)
(C ¥H (D)/iH] (E)H) (G0 (C VE)

Austria 228 17 342 1.3 07
Belgium 439 43 118 10.2 37
Denmark 380 23 44 16.2 8.7
Finland 250 131 418 1.9 D&
France 302 30 &7 10.1 53
Sermany 335 [21a] 111 5.0 31
Greece 419 133 152 3.8 249
Ireland 318 73 146 4.0 22
[taly 303 93 187 3.3 16
Luxembuourg 287 100 408 29 0.7
Metherlands 434 36 71 12.2 B.1
Fortugal 156 135 173 1.2 0a
Spain 152 7 ala] 4.8 27
Sweden 239 g2 175 248 1.4
LK 249 17 7 14.6 32
EU 15 Total 280 56 110 5.0 2.5
Bulgaria 132 137 160 1.0 0.8
Cyprus 233 153 305 1.5 0.8
Czech Republic 181 113 145 1.6 1.2
Estaonia g5 123 159 a7 05
Hungary 218 127 173 1.7 1.3
Latvia g1 a7 114 a7 05
Lithuania 55 a9 116 1.1 0.8
Malta 371 1100 1429 0.3 0.3
Faland 146 126 167 1.1 na
Fomania &7 g2 95 a7 0.6
Slovakia 147 150 195 1.0 0.8
Slovenia 210 265 341 0.5 D&
EU 12 Total 122 113 143 1.1 0.9
EU 27 Total 237 72 119 3.4 2.0

Source: IEEP own calculations.

The Intensity of Spend undeitlar 2
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Although countries such as Italy and France receive more from the EAFRD in

absolute terms, the average annual intensity of EAFRD spend is rgidtvelat

093/ ha UAA per year and 030/ ha UAA per y €
calculation methods for distributing the EU rural development budget between

Me mber St ates, countries such as Denmark
(017/ ha WA recepeclow ammaunts on a per hectare UAA basis from the

EAFRD.

The importance of national dmancing is underlined by the fact that it almost

doubles the amount of funding available for each hectare of utilised agricultural land
(from U56¢Y hped&d AAt peul110/ ha-18).Akelepebafcoyear i n
financing also varies considerably between Member States.

Among the new Member States, the | evel of

UAA per year , rising to wheneasfinadcing 00/ ha L
consideretP. Setting Malta aside, in the new Member States, Slovenia is allocated the

mo s t on a per hectare basis (U265/ ha UAA
0341/ ha UAA p-énanciggasancludedh e n c o

TheBalance of Sped between the Two Pillars

The relative balance in expenditwadereach Pillar for each Member Stateaiso
shown inTable 2. When Community funding alone is considered, there are some
remarkable variations in the ratio of spéeng as highlightedin Figure 4. The
amounts raised througtompulsorymodulation(but not voluntary modulationare
included within Pillar 2.

For the entire EL27, even with transfers of funds through compulsory modulation,
Pillar 1 is worthjust overthree times as much as Pillar 2 over the 2POZ3 period.
Whilst the level of expenditure is relatively balanced in thel2Uwhere the level of
spend on both Pillars is almost the same), thelklUk allocated five times as nuc

for Pillar 1 as Pillar 2. The Pillar 1 allocation for Denmark is almost 16 times as high
as the allocation for Pillar 2. In the UK, the Pillar 1 allocation is 15 times as high as
for Pillar 2. In contrast, the balance of expenditure in Member Statesasutbstria

and Portugal is moreven butthe funds allocated to Pillar 2 do not exceed those to
Pillar 1 in anyEU-15 Member State. This contrasts with the-E?) where seven
Member States are allocated the samslightly more for Pillar 2 tharthey ae for

Pillar 119,

181t has not been possible to explain this high figure in the context of this study. The RDP would need
to be examined in detailed and experts consulted.

19 Complementary National Direct Payments (CNDPs) allow new MembatesSto transfer a
proportion of funds from Pillar 2 to Pillar 1. The amount transferred as a CNDP has been discounted
from the Pillar 2 total, where it is used.
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Figure 4. Proportion of Community Expenditure on Pillar 1 and Pillar 2, 2007
2013(excludes cefinancing of the EAFRD).

|lPiIIar 1 as % of Total CAP B Pillar 2 (Community Expenditure Only) as % of Total CAP |
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Source: IEEP own calculations.

When national cdinancing of the EAFRD is taken into coderation,the relative

value of Pillar 2 increases so that Pillar 1 is worth twice, rather than three times as

muchas Pillar 2 in the EL27. This change in balance is driven mostly by theliby
where the ratio of expenditure almost halves. For exantpke, Netherlands is

allocated about 12 times as much for Pillar 1 than for Pillar 2 based on Community
funding alone but national cefinancingof Pillar 2 means that Pillar 1 is worth six

times as much as Pillar 2. In Austria, Finland and Luxembourg fibet ef national
co-financing is to swing the balance of funding in favour of the second PFiltas.
effect is also true for all but two of the new Member States.

2.4 Conclusion

There is a wide variation in the amount of funding received by the Membeis Stat

The allocations under Pillar 1 reflect historical levels of produatibith is no longer

the most appropriate or equitatd@proach to determining the distribution of the

budget under a decoupled logic, particularly as public expectations of furating f
agriculture shift to the provision of public benefits. The Pillar 2 allocations reflect
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demanding strategic priorities and actiotigt have expanded to cover forestry and
other rural development priorities beyond the agricultural sector.

Whilst the need for agricultural policy to be used in such a waydeliver
environmental benefits formally recognised in a range of EU policy documents and
legislative texts, it has not ybeenfactored into budget allocation criteria. There is a
case for environmental needs to be integrated into budget allocation decisions, if the
CAP budget is ¢ fairly reflect the nature of the environmental challenge in different
parts of Europe and the scale of financing required to respond to this challenge.
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3 The Spatia Distribution of CAP Expenditure: Methodological
Challenges and Caveats

The precedig sectiorshows thealifferences in théevel of expenditureinderthe two
Pillars of the CAPR In the following two sectiors, the geographical distribution of
expenditureunder each Pillais andysed primarily through a series of magnd
charts SelectedCAP expenditure maps are also showgairst the EEADG JRC
preliminarymap ofthe distribution of HNV farmland This spatial representation of
CAP expenditurénelpscontribute to an informed debate on the future of the policy,
but alsopresents a numbef ohallenges in terms of sourcing data and in interpreting
the results. In this section, the ration&de mappingCAP expendituras explained

and in order to contextualise the patterns of spend shown in the maps, the data
sources used, and the assodidi@its to interpretation, are set olitwo sections then
follow, the first depicting and explaining the pattern and intensity of Pillar 1 spend,
and the second, the pattern and intensity of planned Pillar 2 spend.

3.1 The Rationale for Mapping CAP Expenditure

The distribution and intensity of expenditusemappedat a regional levehcross the
EU-15%0 for Pillar 1, drawing on data provided by the CAPRI modwaid at a
programme levelacross all Member Statder Pillar 2, drawing on the IEEP
developeddatdbase of rural development expenditure for the 20Q¥3 programme
period. In addition to permitting apatial representation of the pattern of CAP
spendind!, the consistency of spending from an environmental perspective can be
examined ifthese mapareoverlaid withenvironmental dateso long as this datan

be shown spatially ands producedfrom reliable indicators. This is an important
exercise for two reasons. First, if detailed and reliable aagavailable it may be
possibleto demonstrate thextent to whichcurrentpublic expenditureorrelates with,

or works against, the provision of environmental beneliteere are some caveats
regarding the nature of thelationshipbetween spending levels aedvironmental
benefits, as explored furtherlbw. Second, if EU agricultural policy is to become
increasingly focused on the provision of environmental benefits, this allows for a
moresophisticated analysis of where pglfiinding needs to be directed in the future
Whilst this may help identify whe public money may be best spent in providing
environmental benefits arftelp to illustratehe redistributive impact this might have
given the present pattern of expenditure, additional work is need to assess the amount
of fundingactuallyrequired to secure the ongoing delivery einvironmentabenefits.

20 The Pillar 1 data has been mapped at the NUTS 2 level. There are 213 NUTS 2 regiongJin the E
15, with data used in this study for 172. The difference is explained by the need to group some
regions together. NUTS codes are standardised territorial units used for the collection and
presentation of statistics. In the UK, NUTS 1 regions include $Yaled the East of England, whilst
NUTS2 regions include West Wales and the Valleys or East Anglia.

21 The best precedent for this work is the mapping of CAP support from a territorial cohesion
perspective by Shucksmitt al(2005).
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This studyprovidesan importantfirst step towards demonstrahg the pattern of
expenditure geographically, and overtaythis with farmland biodiversity data, as
representedy the EEAand theDG JRG greliminary map ofthe distribution of

HNV farmland. At this stagehis is an incomplete step, antbre detailed datat a
smaller spatial scalen CAP payments and biodiversity, or other environmental
indicators, is neededto facilitate the desired amalysis. In addition, for sound
judgements to be made on the effects of CAP expenditure on the environment, and for
policy recommendations to be based on this analysis, a thorough understanding of the
different production sectors, farming systems and tlaioaship between subsidies,

the design and delivery of different measurBsm management decisions and
environmental outcomes is required. At face value, napse neglect this wider
context.

In particular,our understanding of the causality betwéeyh orlow levels of spend

and the presenceor absence of biodiversity is incomplet#®. high or low regional
intensity of payment under Pillar 1 does not necessarily equate to either
environmental degradation or enhanceminthe first instance, the t@nsity ofdirect
paymens shown in the mapgseflects the regional sectoral concentration of
production.But it may also mask local differences in farm structures and payment
levels. In turn, wnderstanding e causality that links this payment intensity to
environmental outcomes is dependent on developing an understanding the influence
thatdirect payment levels have on farm vialilgnd farm management decisioiis.

take one hypothetical example, a high regional intensity of payment may help to
maintain he viability of certain farming systems that adopt suitable management
practicesHowever, the extent to which direct payments support these systems is not
known given the likely variation in intensity of expenditure within any one region and
between diffeent farm types that produce differing levels of biodiversity. In other
cases, a high regional payment intensity under the first Pillar may promote some
structural change, influence an intensification of production and create some stress on
the environment

Assessing the nature of the relationship between measure design, uptakéalewels,
level management changes and environmental outcamesso necessary when
examining the intensity of expenditure for rural development paymi¢émspossible

that alot of money could be channelled into ineffective measures that bring about few
environmental benefits, even iftafe at the farm level is high.

Contextual information on the differences in the cost of implementing different
measures in different part$ the EU is also absent. For example, it is most likely to
be cheaper to deliver an agmvironment scheme in the new Member States since the
income forgone and additional costs are likely to be lower than in thE5EU

In order to avoid crude conclus®ieing drawn from the maps presented hie,
above points and theontext provided to aid the interpretatioheach magrom a
farmland biodiversity perspective. To understand the implications of the maps for
biodiversity, it is important that the acopanying commentary is read alongside each
of them.
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3.2 Overview of M ethod

In order to producaletailedmaps of the geographical distribution of CAP spend
consistent and ufo-date information is needddr the entire ELR7 on the location

of land parcelsn receipt of subsidies and the tyfgeg. direct payment under the SPS,
or an agrenvironment or LFA payment under the RC#Pd level of payment made
This level of information would provide the firggained mapping needed to correlate
spending data witlenvironmental indicators, and would reflect the local nature of
environmental issues his presents aignificant research challenge that this report
has only been partially able to address.

The Approach to Mappingillar 1 Expenditure

Several data sougs of differing levels of geographic resolution were explored for
this study. Tlse include data released by Member States under th®pEan
Transparency Initiativand from the prdransparency lobby group farmsubsidy.org.
Thesedataweretoo inconsistenfor a parEuropean mapping exercise for the reasons
given below.

Data sources were exploredr fthis study in September 2087d at that timel3
Member States, Flanders and fregjions in each of Italy and Spdiad released data
underthe European Treparency Initiative. The dagsertained tothe years 2003
2006, were presented in different waysn many case# was not clearf the data
related toall CAP receipts or jusio direct paymentsand the subsidy dataas not
geographically referencedaa availability may improve under this Initiative from
late 2008 with respect to rural development funds fameh April 2009 for Pillar 1
direct payments, at which timthe payments received, the name of the recipient and
the municipality, or if availablepost code should be published in a consistent way on
searchable, nationally managed datal¥dses

Data for 19 Member Stat@gereprovided by farmsubsidy.org, and contained spatially
referenced data for a smaller number of countries. Due to thenwalyich the data

had been prepared by Member State paying agencies, it was unclear in many cases if
the data referred to rural development payments in addibi@irect paymentsAn
approach to the European Commission for data held in the Clearance of Accounts
Trail System (CATS) was rejected. The CATS database includes data on subsidy
receipts for all beneficiaries of CAP payments, but information from it is only made
available for the Commi ssi o#.dnsconmasthther esear c
data provieéd by the CAPRI model held a key advantagthat data ar@resengéd at

a regional level and in a consistent format under common headirtjgre made

freely available to researchers

22Thijs follows the adojion of Commission Regulation 259/2008 in March 2008.

23 The issue of public access to the CATS database is being investigated by the European Ombudsman
(European Ombudsman, 2008).
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Data Provided by th€ APRIModel

The CAPRI Common Agricultural Polly Regionalisedmpact) modelfocuses on
Pillar 1 and covess the EU27 at the level of the NUTS 2 regidiBritz, 2007) The
model is regularly used by DG Agriculture for policy impact analysis, for thanéx
assessment of CAP reform proposals and farmational trade analysiglthough
there are some limitationdhd key advantage of CAPR that it presents data in a
consistent way

One limitation is that the current base period for the model is-2003 As such, it
excludes the new Member Statend does not necessarily represent current funding
levels or patternsAlthough the base period for calculating the Pillar 1 premia is
20012003, the pattern and level of payment is likely to have changed due to the
introduction of the new direct paymesystem in 2005. A list of the premia included
under the crop and animal headings is prediéh Annex A Using this data, maps
have been produced show the level and intensity of Pillar 1 premia (in terons
eachhectareof UAA) for 172 NUTS 2 regionsaioss the ELL5. The data for the

new Member States was based on a different calculation method and is not directly
comparable to the EI5 figures, and hendeve not been representedhie maps.

A second limitation is that thpremia used in the modeke not based on actual
receipts, but rather calculated on the basis of the rules established in the various
Common Market Organisations (CMOs)hey therefore take into account sector
specific ceilings and base areasthe case of arable products or refece herds

andbr maximum stocking densities the case of livestockrhese ceilings and base
areas are based on historic production lev@lgen that actual spending levels may

be less than the ceilings detailedtle Regulationsand that the areaf @roduction

may exceed national base areas, there may be some variation between the premia
provided in CAPRIand actual payment level§he Pillar 1 data included in CAPRI

does not include receipts received for market interventions

In this study,separée maps have been produced for the crop and animal premia due
to the differing relationship between these sectors and the environment. They also
help to contextualise a third map, combining the total crop and animal premia, by
demonstratinghatthe regioml intensityin spending istself an artefact of production
sector, subsidy type and historic yiel@&ch map requires careful interpretation and
should be examined alongside the accompanying commentary

The Approach to Mappingillar 2 Expenditure

At present, CAPRI does not includpay ment s mad e under t he
development Pillar, although a modhth this capabilityis expected to be developed

from 2009. Therefore, in order to provide the most-topdate data on rural
development expenditurethe IEERdeveloped database on rural development
expenditure for the 2002013 period was used. This database includes the financial
allocations to each measure as stated in each rural development programme.

Unfortunately, this meanthat the time periodavered for the second Pillar differs
from that for Pillar 1, and is the outcome of a compromise between accessing readily
available data for Pillar 1 and being able to source mot®-date data for Pillar 2.

The data also refer to the amounts MembereStaitend to spend on each Axis and
measure, and may differ to actual expenditure by the end of the period.
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It is important to note that the data used to produce the maps differ slightly from that
used to show the Member State level expenditure in $e2tamnd the more detailed
analysis of Pillar 2 expenditure in toharts and tables in thellowing sections. The

maps are based on-tpdate data as of January 2008, which was thefudate for
producing he maps. The other data is based on an updated dataset as of April 2008,
by which time IEEP had been able to obtain more programmes or had the opportunity
to update figures froma draft programmdéollowing the approval of the programme

by the European Comssion. For clarity, theversions ofprogrammes examined for
each compoent of work areset outin AnnexB.

Mapping Pillar 1 and 2 Paymenteom a Farmland Biodiversity PerspectiveUse of
theEEA/DG JRCPreliminary HNV FarmlandMap and Limits toAnalyss

At the moment, there is a significant gap in understanding regardingptiel
distribution of CAP spending and the extent to which this spending supports the
provision of public goodsuch as farmland biodiversitiiNV provides one way to
target CAPfunding, although policy intervention is needed across a range of farming
systems and in order to respond to a range of environmental medds study, a
preliminary step has been made in this direction by presenting CAP expenditure data
against a maphowing the preliminary distribution of HNV farmland.

The purpose of overlaying CAP expenditure maps wittEB&/DG JRC preliminary
map ofHNV farmlandis to:

e gain an idea othe current level of targetingf CAP expenditure at areas
where there is aigh level of biodiversity.

e stimulate an analysis of the extent to which CAP payments support the
provision of environmental benefits, and in particular, whether there is a
relationship between the level of public support and biodiversity presence
(using HNV farmland as an indicator of biodiversity presence).

« facilitate debates about whether more targeted CAP measures might be a more
effective way to target biodiversity consetioa.

o illustrate the redistribution of funding that could occur if the CAP was to
become more centred on biodiversity, as funding levels and patterns of
funding shift to reflect the nature of the biodiversity conservation challenge
across different farmland landscapes. In particular, whilst some support might
be directed to supportinglNV systems, support would also need to reach
farmers in more intensive areas as well, and policy measures would need to
reflect the differenenvironmentaheeds thatrésein different areas.

The issue of how much biodiversity costs to delivanustanding question antbt

the focus of this reporhut does need to be acknowledged as the missing half of the
equationwhen developing arguments about future spending levels and its spatial
distribution In addition, nore refined analysiss dependent omccessing wpbo-date

CAP payment and biodiversity data at a finer geographical resqlua®mwell as
determining the effectiveness of expenditure and the cost of delivering benefits for
biodiversitygiven the uneven nature of its distribution
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The EEA povided GIS data for thpreliminary EEA/DG JRCGHNV map, as shown

in Figurel. Other indicators of environmental need were explored. Although GIS data
of Natura 2000 sitearebeing prepared by the JRC for releas@ublicly accessible
websites, itwill not be ready until at least 20qPers. comm). Those Natura 2000

sites that are dependent on the continuation of extensive agricultural management
may require CAP funding to support their management.

The maps produced for thisudy present an important first step in undertaking an
analysis of thespatialdistribution of CAP expenditure and the extent to which this
spendsupportsareasof high biodiversity Themaps overlaying CAP expenditure and
the preliminary map of HNV provela somewhat crude indicator ¢fie match
between CAP funding and farmland biodiversity hotspmts& number of reasons:

The EEAJRC preliminary HNV farmland map does not provide an
absolute indication of the presence of HNV farmlaatherit providesan
estimate of the propaon of farmland within a givenrea (usually 25ha
grids as used in the CORINE land cover apprgabhat is likely to be
HNV. As such, it does not capture the presence of HNV farmland at
micro scale- for example- the pocketssem-natural vegetation or
farmland features which are important for ensuring functional
connectivity Determining with greater certainty the presence of HNV
farmland requires better data, which is expensive to obtain and to update.
At the panEuropean levelthe preliminary EEA/JRC HNV map remains
the best possible indication of the location of farmland that is important
for biodiversity conservation.

The case for directing CAP funds to areas of HNV farmland, assuming
they can be accurately located, is ratbelicate. Much depends on the
required level of fundingthe basis on which payments are calculaiedi

the necessity tdake accounbf the ecological functions of the farmed
landscapén the design ofural development schemes.

The geographical resdlan of the data varies. Subsidy data are presented
at the regional (NUTS 2) level and HNV data is based on estimates of the
total proportion of land within a 25ha grid that is likely to be HNV
farmland. The two are thus not directly comparable, and thagat data

in particular is likely to mask local variations in the size and range of
payments.

The Pillar 1 subsidy data usearenow out of date and the CAP payment
system has changed. Given the CAP payment system is based on historic
receipts, there is strong likelihood that the mapseflect current funding
patterns, although the absolute values and distribution may have shifted
due to the different ways1 which the SPS has been implemented. In
addition, CAPRI dat@rovides aggregate figuresthae regonal level and

is a less than ideal substitute for actual spend at the farm, regional, or
Member State level. The release of data in a consistent format by the
Member Statesas required by Commission Regulation 259/2@dBbe

an important step to allawg more thorough analysis

These caveats should be borne in mind when interpreting the maps presented in the
following sections.
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4 The Spatial Distribution and Intensity of Pillar 1 Payments

Four mapshave been produced show the level and distributicof Pillar 1 spending

for the EU15 for the period 2062003.Based on data provided by the CAPRI model
andxpressing expenditure in 0/ ha UAA, one |
and one map shows spending on animal premia. A third map combines crop and
animal premia to give a figure for total expenditure. This map is then overlaid with
the EEADG JRC preliminary map of HNV farmland to create a fourth map. The
purpose of this map is to present an initial indication of the relationship between the
distribution and level of CAP spend and the incidenad®most important farmland

for biodiversity. The absence fomore detailed data on CAP expenditure and
biodiversity prohibits a more detailed analysis at this stegerder to contextualise

the observed pattern of expenditure, the map below shows the differentyfsm

that dominate different parts of the HS.

Figure 5. SchematicMap of EU Farm Types in EU-15.
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4.1 Pillar 1 Crop Payment:. Spatial Distribution and Intensity of Expenditure

Crop Production in the EU

Within the EU15, France, Germany, Ital\Spainand the UKare the largest cereal
producers Boatmanet al 1999. Cereal production is concentrated in Bayern,
Niedersachsen andordrheinWestfalen in GermanyCentre, Picardie, Champagne
Ardennes, PoitoilCharents and MidiPyrenees in Francandthe SouthEast ofthe
UK. Among the new Member States, Polandhis major producerDurum wheat is
produced in the Mediteanean Member States whilglseedsare grown in a wide
range of Member State$obacco productiomvasalso supported by the CAP and is
produced in Greece and southern parts of #taly

In 2000, approximately %nillion hectares of UAA werainder olive grovesOG
Agriculture, 2003, around half of which was in Spain, a quarter in Italy, and the
remainde in Greece, Portugal, and to a lesser degree, Fratiee. farms in the EU
range from thevery small (<0.5ha) to the very large (>500ha) and from traditional,
low-intensity groves with scattered, ancient trees to the intensive, highly mechanised
plantatons that use varieties of smaller trees arabften irrigaed (EFNCP, 2000.

Impacts on Biodiversity of Crop Production

In general terms, the impact of arable systems on farmland biodiversity differ
according to the intensity of managemeasiodiversity in arable systems declines as a
result of the simplification of cropping systems, increased fertiliser and pesticide use,
and the introduction of irrigation and drainage (Boatratal, 1999). Simplification
results ina decrease in crop diversity, a lilee in the use of rotational fallow and the
loss of farmland features such as hedgerows and other field bounddrese
changes are typical aghore intensive arable systems and have negative effects on
speies composition and diversityArable cropping can support significant
biodiversity if there is a high density of sematural features (such as field
boundaries)a diversity ofland cover (such as a mosaic of crops, grass and fallows)
and input use is lowCereal tubblesleft over the wingr, for example, can provide an
important winter food sourcand a habitat for breeding birde. some parts of south

and east Europe low intensity dryland arable cropping can be of significant nature
value wherfound in conjunction with the presence of senaturalfeatures ad/or a
diversity of land cover (IEEP, 2007).

The impactof an intensive form of crop productiam both rare and more common
farmland bird specielsas beenvell documented, with population declines coinciding

24 As of 1998, about 135,000 holdings were involved in the production of¢od@®G Agriculture and
Rural Development, 1998). Tobacco produced in the EU is of a very low quality and as such, most is
exported outside of the EU. The tobacco subsidy regime is now included in the Single Farm Payment
Scheme, although coupled subsidfes farmers in Convergence Areas or those producing high
quality varieties can be retained. A tobacco fund is also now used to improve public awareness of the
harmful effects of tobacco production and to help tobacco producers switch to other crops (Agra
Informa, 2008).
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with landscapesimplification andhigher input use (see Boatmah al 1999).The

threat isespeciallysevere in steppic arable habit#iat host rare species such as the
Lesser Kestrel and Great Bustaphrticularly as a result of the loss of fallow
Elsewhere a loss of cereal stubblesver the winter has led to a decline in more
common species such as finches (Fudleral, 1995 in Boatmaret al, 1999. A
reduction in crop diversity has led to a reductiothmpopulation of bird species such

as Yellowhammers that are dependent onadety of crops to provide foraging
habitats and Lapwings that thrive on the presence of adjacent arable and pasture
fields. The maintenance of mixed systems, the incidence of a diversity of landscape
features, and low input use are typical of more extensystems attuned to sensitive
management and the maintenance of farmland biodiversity.

Intensive olive cultivation is associated with soil erosion, the depletion of water
resources and the overuse of agrochemicAls @Agriculture, 2003 Low input,
tradtional plantations are associated with higher nature values, but are threatened
with abandonment due to low profitability (EFNCE0Q. Sensitively managed olive
plantations can harbour a wide variety of plant species, vertebrates and invertebrates
(EFNCP, 2000Q.

Figure 6. Map of Pillar 1 Crop Premia Expenditure by Region for EU-15.

Pillar 1 Crop Premium Expenditure by Region (€/ha UAA)
2001-2003 weighted average based on CAPRI data 19th May 2008
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Source: Produced by IEEP/RSPB from CAPRI data.

Commentary on the Map

The distribution of CAP crop premia and the regional intensity of expeaditu
according to CAPRI data, shown inFigure 6. The data amalgamate payments for
arable crops, including cereals such as wheat, barley and maize, and oilseeds such as
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sunflower and soya. Receipts for the tobaaice and sugar beet sectors are also
included, as are those for permanent crops, the most important of which to consider
when interpreting the map are those for olives. Allocations foasde are also
included. The full list is included in Annex A.

The maps reflect the value of direct payments and yields and hence provide an
indication of the relative intensity of productiam the period following the Agenda
2000 reform and preceding the 2003 Mid Term ReviElae maps show the average
intensity of pgment across a regiowhich is influenced by whether the region is
dominated by crops, a mix of livestock and crops or livestoti (note that dairy is
not included in these maps since the data is based on the year20P30and the
dairy premium was imnoduced in 2004)The maps in themselves do not provide a
clear indication of the relationship between the intensity of productiot a
biodiversity status, sincat this scalethey do not provide information on the level of
funding received by the mosiddiversity rich farms, and vice verssome very broad
commenton the possible nature of the relationship made in the following section.

The range of expenditure is from | ess than
and central European areas,ti n excess of 0300/ ha UAA in
regions. The | evel of expenditure in 10

re
02850/ ha UAA in a fuz2iherh22UAMAeit webh, 0 8&1
150 / ha UAA i n -50/halAAid?25.00e & peeheatare bakis, most of

Spain does not show the same intensity of expenditure as other key producing
countries, with the exception of Andalusia.

The eastern part of the UK, large parts of northern and western France and most of
Germanyand Italy show arelativelyhigh intensity of expenditur&Vithin these areas,

high yielding, intensive crop systentend toexplaina higher level of expenditure,

rather than the levelf premia paid under the arable aid scheme whichat (G63/ t onn
in 20022003 (Agra Informa, 2008yvas comparatively low when compardd the

amounts received fdvlediterranean cropsn the Mediterranean Member States, high

premia levelsattached to comparatively smaller areas of |aiedulted in a high

regional intensity of payment. For example durum wheat producers received a
suppl ement o f 0344.50 per hectare and ol i
0132/ 100kg (Agra | nf-2003mpexipd. 2008) over the 2

The highest intensity of expenditure oczina number ofegions of Greece, several

regions of Italy and Andalusia in Spain. In the case of the Greek regions and the
southern Italian regions, the high intensity of spendexplained by various

combinations of receipts fahe Mediterranean crgpof durum wheat, olives and

tobacco.The high CAP payment rates for toba&care mostly associated with

relatively small areas of landften characterised by low quality s(ilG Agriculture,

2003, explaininga high intensity of spend&entriki Makedona in northern Greece

has the highest intensity afop premiaspend of anfeU r egi on at, U555/ h
largely derived from tobacco subsidies. This also explains the high intensity of
expenditure inDytiki Ellada ( U 4 8 6 / h & th& weat)of the mainland. lthe

25The CAPRI model  13%/bae sThhe radteu alf GMABP pfledmila3 /rkagn giend f
2002/03 (Agra Informa, 2008) implying a typical per hectare output of around 2,300 kgs.
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Peloponnisossubsidies fomwlive oil production, rather than tobacco, is dominant in
terms of drivingan intensity of Pillar 1 spend that amounts td 4 54/ ha UAA
Subsidies forlive productionaccount for nearly all Pillar Jremiaexpendiure in

Kritt( 383/ ha UAA)

The high intensity of spend in the southern Italian regions of Calghiigt 9 0/ ha UAA)
is also explained by payments for olive productfom Puglia, receipts for olive and

durum wheat production combine to create an expendéduetof U 4 0 3/ h §heUAA.
northern ltalian region of Venetalso shows a high intensity of spedd 3 9 1/ h a
UAA), about one third of which is explained by payments for maize.

Most of Spain exhibits aelatively low intensity of spend for crop production.
Andalusiais the exception, and shows iatensity of spend f  (p@r Aestare UAA
Almost twaothirds of the total spending is explained by olive oil produgctiwith
durum wheat accounting for a significant proportion of the remainder.

According to CAPRI data, ¢hnorthernmost Finnish region of Pohjois Suomi shows a

high rate of expenditured(3 2 5/ ha It i¥eéplained by payments for oat and

barley production, which together account for three quarters of the total payment.

contrast with the rest of Europdaet payment intensity for cereals (and a number of

other agricultural sectors) has been boosted by paymeauds under the Nordic Aid

Scheme which applie® Finland and Swedéh Producers have benefited from a
payment for bar | ey aih38/haadnathesmore disadyantaged f r o m
areas (MTT and SLI, 2007However, the intensity of payment is distorted by the
relatively low UAA in these areas.

Interpreing theMap from a FarmlandBiodiversityPerspective

The impact of direct paymentver the 20022003 periodon biodiversity is difficult

to disentangle. There gsomelogic in an argumenthat couplegaymentshistorically

createl an incentivefor a farmer to adopt more intensive management practices.
These practices may have lead to a decline intdtatiiversity and higher input use,

and as such created pressure on biodiversity. In the absence of further contextual
information, however, the negative relationship between a higher intensity of spend,
habitat degradation and biodiversity loss is nagien. In a decoupled payment
context, the incentive to increase production comes from market signals.

In very general terms, the maps reflect the EU distribution of production and the level
of paymenthints atthe associated intensity of arable land.uUsemany cases, he
biodiversity value of those areaghere the intensity of CAP expenditure is high is
likely to be relatively low. In the north of Europe, these areas represent the most

26The CAPRI model wuses a oligetpeoduction, resultmgis a highper 1 8 00/ h a
hectare paymentrate.r oducti on aid amounted to Ul132/ha in 200

27 The Nordic Aid Scheme permits long term national aid to be granted by Finland and Sweden in
order to maintain agriculturahctivity. The rationale is founded on natural haagi and low
population density. In Finland, 55% of the UAA is eligible for Nordic Aid and has a range of uses
including dairy (but also reindeer and horticulture). In Sweden, 14% of the UAA is eligithie¢hsgi
majority used to support milk productigMTT and SLI, 2007).
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intensive cereal systemshich are characterised by landscape siifiphtion and

higher levels ofchemical input useln those regions of th¥lediterranean Member
States wheréntensive forms oblive and tobacco production domindtediversty

values are likely to be lowAttributing a high level of Pillar 1 expenditute low
biodiversity values is, however, problematic andegalisations may be misleading,
particularly given the pakuropean scale of the mag=or instance, there may be
examples of more extensively managed cereal fields or olive groves situated in
otherwise more intensively farmed landscapes and in receipt of CAP aids tbanare
lower magnitude than the subsidy payments received by intensive farms that produce
much fewer biodiversity benefits. This raises questions about the nature of support
and tre necessary level of reward for producing environmental benefits that are in the
public interest. The wider policy frame will also bear an influence on biodiversity
outcomes, according to the implementation of cross compliance, and the effectiveness
of the agrienvironment measure and other interventions targeting more sustainable
land management.

This assessmemhay hold true following the 2003 reform of the CAP despite the
introduction of decouplingalthough where full decoupling has been introduceel, th
relationship between direct payments andthe incentiveto produce should be
removed) and cross compliance, although the exact distribution and level of
expenditure is likely to have shifted somewhat according to tlyarwahichthe SPS

has been implemésd and the increasing influence of market signals on production
decisions.

4.2 Pillar 1 Livestock Payment. Spatial Distribution and Intensity of
Expenditure

Livestock FPoduction in the EU

About two thirdsof beef production in the EA15 originates fromhe dairy herd and

the remaining one thirfom the suckler herddG Agriculture, 2004 Suckler cow
production tends to be based orore extensivegrazing or gragdased systems,
although there is a significant amount of variation between Member Seattsre

based, extensive beef systems are typically found across the Western fringes of
Europe (in Ireland, UK and noriestern France) as well as in mountainous areas.

More intensive feeding systems exudtere the cattle are kept indoors throughout the
year and fed a predominantly ngrass diet such as cered®3 Agriculture, 2004
Intensivecereal basedattle systems are found in southern and central Europe (DG
Agriculture, 2004. The main beef producers in the Eare France, Germany and
Italy, followed by the UK, Spain and Irelandlljance Environnement, 2007Across
Europe, there is an ongoing decline in the teiz of thecattle herd.

Sheep and goaproduction is found in the western Atlantic region, and is also

predominant in Mediterraneaegions, especially Spain and Greece. Spain and the
UK are the main sheep producers, whilst Greece, Spain and France are the main goat
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producersThere isa long term trend toward fewer animalshoth the sheep and goat
herds(EFNCP, 200k

Impacts olLivestockProductionon Biodiversity

Livestock systems have both positive and negative impacts on biodivwersddy are
largely dependent on the habitat being graseelstocking density and frequency of
grazing, andhe relative proportion of grazing byattle compared to other types of
livestock(Alliance Environnement, 2007 High Nature Value grazed habitats require
grazingto be at an intensity which falls withicertainthresholdlimits to provide
optimum conditions for the maintenance of biodivgrsiiThelevels at which these
threshold lie will be regionally specificand will depend on the productive capacity
of the habitat being grazedAs grazing intensifiesabovetheselimits, and when it
falls below tlese imits, as a system heads towardaradbnmentfor example species
richness will declingalthough limited scrub development may be beneficial in some
areas. Large scale scrub formation due to undergrapwegvercan result in negative
impacts on biodiversity.

Many practices associatedtlw beef and dairy production systems have resulted in
long term declines in biodiversity. These include the effects of intensification
resulting in higher inputs of fertilisers, organic wastes and pesticides; higher stocking
rates leading to overgrazing; switch from hay to silage; an increase in maize
production; a general decline from mixed livestock farming systems towards more
specialised systemsinsuitable supplementary feeding resgjtin habitat damage;
increased forage crop production fotensve and specialist hesed cattle production
systems Other environmental impacts may include diffuse water pollution which can
have a deleterious effect on aquatic flora and fauna.

As with extensive cattle systems, sheep and goat farming is genenafig do
marginalor poor quality agricultural land_ow intensity foraging activity is important

for maintaining scrub invasion, and low input and low stocking rates are beneficial for
maintaining biodiversity EFNCP, 200% Sheep farming has created sigraht
environmental issues in some parts of northern Europe, in particular as a result of
overgrazing.

Commentary on the Map

The distribution of CAP livestock premia and the regional intensity of expenditure,
according taa weighted average for the 202203 period provided b€ APRI datais

shown inFigure 7. The data amalgamate payments for prenmmeuding thosefor

suckler cows, heifers and calves, as well as for sheep and goats. Data for dairy cow
production asing from the Nordic Aid Scheme is also included for Sweden and
Finland (note the dairy premium was not introduced until 2004 and is hence not
included).The full list is included in the AnneX. There is no direct support for pigs

and poultry in the CAP.
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Figure 7. Map of Pillar 1 Animal Premia Expenditure by Region for EU-15.

Source: Produced by IEEP/RSPB from CAPRI data.

The pattern and intensity of expenditure showrthe maplargely reflects where
livestock productioroccurs thelevel of production and the value of direct payments

in the period following the Agenda 2000 reform and preceding the 2003 Mid Term
Review. The maps in themselves do not provide a clear indication of the relationship
between the intensity ofrpduction and biodiversity status, although some very broad
comments are made in the following section. In general terines,intensity of
expendituras generallymuchless than that for the arable secthilst the intensity

of expenditure for cropseac h e 560/ha UAA, thehighest payment for thievestock
premia wagsi360/ha UAA.

A total of 14 EU-15 regions shova rate of expenditure n e x ¢ elsha UAGAS a20
Examples include the Limousin in central France, Ireland and Northern Ir@lartd

of Belgium and the Netherlandand a number ohorthernFinnish and Swedish
regions.The high intensity of spend in these Scandinavian areas is explained by a
special premium o f up t ofor @ © wd S /plogddd koythe Nordic Aid
Scheme(MTT and SLI, 2007).Elsewhere, the high rate of payment reflects the
regional concentrationf livestock productionbut may also indicate a high level of
grazing intensity

A spend ofi81-150/ha UAA is found in 42 regiorstuated aross mosof theEU-15
Member States. Thigroup includes the soutkest and north west of England aaitl

of Wales parts of northwesternFrance including the Pays de la Loire and Basse
Normandie,as well as thecentral Fench region of Auvergne (adjacent to the
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