
European Agricultural Policy 2020:

The Dutch outlook 

1. Introduction and main outlines of the Dutch position

Sustainable development of agriculture has been given an important place on the international and European agenda in the past few years, as recent trends in food prices and the food crisis show. We are facing the challenge of clarifying the tasks that European agriculture and our own rural areas will need to deal with in the 21st century. The Common Agricultural Policy (CAP) has up to now been one of the fundamental elements of European cooperation and economic development and will need to remain so in the future. But for that to be the case, radical changes in European agricultural policy will be necessary so as to link up with the reform measures that have been instituted in recent years.

The Government coalition agreement proposes that European support for agriculture and horticulture should be more closely linked, within a communal framework, to guaranteeing such socially desirable values as food safety and food security, preservation of the landscape, care for the environment, and animal welfare. The present memorandum has been drawn up on the basis of the position adopted by the Dutch Government on 11 April 2008 regarding the country’s priorities in discussion of reform of the EU budget and the Government’s response of 6 June 2008 to the Commission’s proposals regarding a “health check” for the CAP.

At the Government’s request, the Social and Economic Council of the Netherlands (SER) published recommendations in May 2008 (Values of Agriculture [Waarden van de Landbouw]) regarding the socially desirable values and services that agriculture provides (in addition to food production) and the options for linking these values to the range of instruments comprised within the CAP. The Government finds the analyses and recommendations of the Social and Economic Council of the Netherlands to be of great value, both as regards their actual content and the broad public support that they enjoy. The Government broadly accepts the conclusions and recommendations of the Social and Economic Council of the Netherlands and considers them to constitute valuable support for the Government position proposed in the present memorandum. 

In November 2007, the Council for the Rural Area (RLG) published its advisory report Public Interests Central [Publieke belangen centraal]. As the title already indicates, that report focuses on the public interest aspect of the CAP and makes proposals for improving the relationship between payments within the CAP and the services provided by agriculture and horticulture. The present memorandum also makes grateful use of the insights that are to be found in that document. 

In the present memorandum, the Government outlines the justification and context for European policy on agriculture and rural areas up to 2020, indicating what steps the Netherlands can take in the coming years to implement that policy on the basis of the coalition agreement. This memorandum also constitutes the Government’s response to the two advisory reports referred to.

The main points of this vision, with the horizon for now being set at 2020, can be summarised as follows. After the Second World War, in the early stages of the CAP, the main focus was on food security, with a heavy emphasis on supporting production. The objective then gradually shifted towards income support. Currently, we are on the verge of another fundamental transition, namely improving the market focus of European agriculture and horticulture combined with further steps to ensure sustainability of production that is more closely linked to socially desirable values. The accent of the proposed policy changes will be on the period from 2014 to 2020 but, as has already been noted in the Government’s position paper regarding the “health check” for the CAP, the Government believes that the initial steps must already be taken before 2013. 

In working out the ideas in this memorandum, we will take continual account of the play of forces within the European Union, the dynamics of the agricultural sector, development of (sector) policy, legislation and regulations, and the prevailing public opinion regarding the socially desirable values concerned. We will also pay special attention to the issue of subsidiarity so as to ensure the optimum division of responsibilities between the European, national, and regional levels of administration. 

European agriculture must continue to develop so as to ensure competitive, sustainable, and safe agricultural production within the EU that is coordinated with the effective demand both within Europe and beyond, and that also makes a substantial contribution to the world food supply and to achieving the Millennium Development Goals. This implies a sharp focus on the global market within set international frameworks in a WTO context and in the field of sustainable development. Innovation and ensuring sustainability are the challenges that the agricultural sector will need to meet in order to maintain a strong competitive position. The sector is also facing a whole range of new challenges as regards responding to climate change, water management, and guaranteeing the supply of energy (biofuels). At the same time, agriculture is one of the foundations as regards rural areas. The task of innovation also involves agriculture making the maximum possible contribution to socially desirable values and prosperity.

The policy framework for the new European agricultural policy will differ fundamentally from the current structure of the CAP in the Netherlands (and also in a large number of other EU Member States). Two thirds of CAP payments in the Netherlands involve income support based on a “historical” reference, with past receipts forming the basis for future payments. There is no question of any link to socially desirable values. The current method consequently “freezes” flows of subsidy money that were determined in the past and makes income support independent of future enterprise developments. This approach does not do justice to the great dynamism of the Dutch agricultural sector and the rural areas of the country. 

The Government’s view is that the future European Agricultural Policy must serve to strengthen the competitiveness and market orientation of an agricultural sector that produces in a safe and sustainable manner and that also supports socially desirable values that are not rewarded by the market. This means that the existing instruments of market and pricing policy and generic income support will be further run down and replaced by a system to encourage further market orientation of the sector, combined with rewarding socially desirable performance and compensating for significant impediments to agricultural operations or legal restrictions that extend further than is usual for similar agricultural entrepreneurs within the EU. The key elements will be the following:

1. Incentives for a competitive, market-oriented Dutch and European agricultural/horticultural sector that can eventually produce competitively without needing support, and with a focus on maintaining and reinforcing the current position both internally and on the world market. With this aim in mind, the Government proposes:

a. investment in the competitiveness and sustainability of agriculture and horticulture, particularly via knowledge and innovation;

b. creation of a public safety net for the eventuality of serious market disruption of a climatological or phytosanitary/veterinary nature (risk management);

2. 
Direct support for agriculture and horticulture will gradually be converted into a system of market-oriented payments to farmers and other rural enterprises with agricultural activities for creating and maintaining socially desirable values (“nature”, “environment”, “landscape” and/or “animal welfare”) by:

a. actively guaranteeing basic quality in socially valuable areas, and/or 

b. active delivery of performance that goes beyond that required of every entrepreneur (i.e. that exceeds statutory minimum requirements), including in the area of animal health and welfare, and support for “green” and “blue” services.

3. The new objectives will be provided for from a single European agriculture/horticulture fund, with the distinction between the current pillars of the CAP no longer being relevant.

4. The transition from the present situation to the new one will involve a carefully planned programme to gradually level out the present differences in generic support, and to gradually run down support, replacing it by the new remuneration system.


5. This transformation of the system means that the role of cross compliance – which justifies generic support – will be decreased even further. Justification will ultimately be based on the visible and accountable socially desirable performance delivered by farmers.

6. The frameworks and financing for the new policy must be constructed within a European framework, with space for tailor-made provisions at national/regional level. One option would be a system partially involving national (co‑)financing. In the approach referred to above, it would be obvious for national and regional authorities to share at least part of the financial responsibility for policy. The size of the CAP as a proportion of the total EU budget will in part need to be determined in the light of the scope that is necessary as regards financing other policy priorities. Decision-making on the community funds available for the CAP in the period from 2014 to 2020 is therefore part of a broad appraisal of all European policy priorities. This will be taken into account when designing the CAP.
2. Global trends and developments

European agriculture and horticulture and the agri-chain are facing enormous challenges, challenges that in many cases involve a European or global dimension. Every agricultural entrepreneur is a global player. Changes in the supply and demand for food and energy or changes in climate due to the greenhouse effect are the challenges for the coming years. We will therefore constantly need to look beyond our own borders in order to be prepared for the future. 

This involves not merely responding to threats and opportunities but also shouldering our responsibilities, for example for biodiversity both in the Netherlands and elsewhere, for the world’s food supply, and for combating and coping with the effects of climate change. The future design of European agricultural policy needs to respond to these global trends and developments. 

The aim of the CAP as regards food security is once more a pressing concern, although in a different context. Up to now, the primary aim has been food security in Europe itself; in future, however, it will need to contribute more than in the past to global food security. This will involve new responsibilities for the EU. Global demographic trends will have a major impact on the world’s food supply. The UN estimates that by 2025, the world’s population will have risen to some 7.8 billion, and by 2050 to 9 billion. That amounts to an increase of 50% in 50 years. Europe’s population is not increasing but is ageing. Both these facts will have a major influence on the future global demand for food, as regards both quantity and quality. If we also take into account the strong economic growth and consequent income improvement of rising economies such as those of China and India and the relationship between welfare levels and consumption of animal protein, the conclusion must be that there will be a major increase in the demand for better quality foodstuffs. If supply is to keep up with demand, food production will need to increase worldwide and it will also need to be safe. The demographic trends mean that European food production will need, above all, to become more productive by implementing economies of scale and through knowledge and capital intensity. The World Bank’s World Development Report and various international conferences organised by the World Bank, the IMF, and the FAO have placed investment in agriculture and food high on the international political agenda. The sharply rising prices for food and fuel affect us all, but they affect above all the poor and vulnerable in developing countries. International agreements have been reached on structural investment in agriculture aimed at increasing production and making it more sustainable. Even in the 21st century, agriculture remains a basic instrument for ensuring economic growth and combating poverty, particularly in Africa. Innovation and improved know-how and research will be crucial to such development in developing countries. For that reason, Europe not only has an important goal as regards promoting European and global food production – particularly by encouraging the transfer of technology and knowledge (“capacity building”) so as to foster the development of agriculture in developing countries – but also as regards improving market access and liberalising the trade in agricultural products. 

A second important trend is the increasing international and European concern with the quality of our food, namely whether it is safe and how it is produced. Obesity (and the associated health risks) is an example of a growing problem that leads to major costs for society. Guaranteeing animal health also involves high costs to society. How we deal with animals – animal welfare – is yet another challenge at both global and European level, with the efforts of the Netherlands focusing primarily on reaching European and multilateral agreement on this topic. As the Social and Economic Council of the Netherlands concluded in its advisory report, a combination of international/European rules and self-regulation by the industry functions well with respect to food safety. With respect to animal welfare, the rules and regulations that apply internationally are still very much under development and have certainly not been harmonised. Market forces alone are not a sufficient mechanism for protecting these values because the consumer is only prepared to pay for this to a limited extent. The future European Agricultural Policy will need to take account of this by having European rules and regulations create a level playing field and promoting animal-friendly production methods.

A third important trend involves climate change and the energy supply. The effects of the predicted climate change are likely to be both varied and drastic. The necessary shift in the energy supply also underlines the importance of agriculture as a provider of non-food crops. The sharp rise in the price of fossil fuels and the introduction in some parts of the world of policies to attach a price ticket to carbon dioxide emissions (the ETS in Europe) are making energy generation with “green” raw materials and waste products increasingly interesting from the economic point of view. As a result, there has been a major worldwide increase in production of ethanol and biodiesel. But plant products are not only of interest for use in energy generation; there are also interesting in the context of new, sustainable materials. Raw materials for food production therefore increasingly need to compete with production for energy and chemicals (“competing claims”). Given the aim of ensuring sustainable development, it will be a challenge to find a suitable, socially responsible balance. 

If our commitment is to reduce world hunger and poverty, we will simultaneously be confronted by the negative effects on the environment and the soil, namely erosion, salinisation, desertification, loss of biodiversity, and deforestation. Agriculture is also the largest consumer of water, accounting for almost 75% of global consumption. Further development of agriculture will therefore lead to even higher water consumption, which will require government intervention, both corrective (i.e. setting standards) and reductive. There is also the question of distribution: given the increasing shortage of water, we cannot deny developing countries the right to pursue a level of prosperity comparable to our own. As the advisory report of the Social and Economic Council of the Netherlands rightly asserts, the EU is the most suitable level at which to formulate an effective policy approach, including where cross-border environmental problems are concerned. 

A fifth unmistakable trend is that of globalisation. What are of great importance here are the manner, speed, and conditions for ensuring the access to one another’s markets to which globalisation leads, including the European market. The resulting processes of adaptation must be given the time they need to operate properly. Guaranteeing a global level playing field is a clear challenge.

A sixth important trend as regards the future European Agricultural Policy is the greater value that people now attach to retaining and reinforcing regional identity and to attractive and vigorous rural areas. That trend can be summed up in the aim of linking up with the quality of life. That is specifically where one can find the basis for linking future European agricultural policy to socially desirable values.

3. 
Strong initial position of Dutch agriculture 

The Dutch agricultural sector is in many respects extremely knowledge-intensive and innovative; it is one of the world’s leading food exporters, and it produces high-quality products. A strong and competitive agriculture/horticulture sector is therefore of great value to the economy, as a source of employment and prosperity.
The Netherlands is second only to the United States as an exporter of agricultural products and foodstuffs; in fact, these make up 20% of Dutch exports, while the agri-sector accounts for 10% of our country’s jobs and national income. A flourishing economy creates prosperity, jobs, and high-quality products. Over the past few decades, agriculture has developed into a highly productive and knowledge-intensive sector of the economy. Where innovativeness and the generation and application of new knowledge are concerned, the Dutch agri-sector and knowledge cluster are world leaders. Agriculture also makes use of some 70% of the country’s land. Our prosperity and the quality of our rural areas and landscape are therefore very much dependent on whether the agricultural sector can continue to develop to the full, in other words whether there are incentives for innovation and diversification, and what possibilities there are for investing in the quality of nature and the landscape. 

In order to guarantee a strong competitive position in the future, the agri-sector must bear in mind and respond to general trends and developments. The highly innovative nature of Dutch agriculture and horticulture must enable the sector to confront the global developments and challenges that face us. The sector’s response to those developments must largely involve maintaining and increasing its innovativeness and sustainability, where dissemination of knowledge, is of high importance. 

Further liberalisation of the global trade in agricultural products will provide scope for growth in the stronger subsectors of the European agri-sector. This will have unmistakable effects on the future prospects for action and development choices of agricultural entrepreneurs within the EU, the extent of production, the product mix, and the method of production. For those who produce for the global market, the opening up of markets and the reduction in support will mean serious and continual pressure to reduce the cost price. In many cases, this can be achieved through greater efficiency and further economies of scale, but this development will also create greater tension between those aims and the concurrent emphasis on making agricultural production sustainable. Sustainable development means efforts to strike a balance between economic, social, and ecological development. This involves not only achieving that balance “here and now” but also internationally, with particular attention being paid to developing countries, and “later” for future generations. This development must guarantee values that the people of the Netherlands find important – for example the environment, nature, the landscape, and animal welfare. These values are also important as production factors for those who actually use the land, because they will themselves wish to protect the soil, water and agri-biodiversity against such threats as exhaustion, erosion, groundwater depletion, and eutrophication in order to continue to produce effectively. The key factor is to harmonise the reinforcement of market forces with making agricultural production more sustainable. The Government’s responsibility in this context – based on this public interest – is to play a facilitatory role.

4. 
The policy framework for 2020

In the Government’s view, it will remain necessary for there to be a policy at EU level that focuses specifically on agriculture and rural areas. The Government finds emphatic support for that view in the recommendations made by the Social and Economic Council of the Netherlands. 

Agriculture is extremely important for Europe. That is not only because of the great importance of food production, stable markets, and a reasonable income for farmers. Besides food, agriculture also produces goods that we do not actually pay for but nevertheless value, such as beautiful landscapes and natural features. There is a close relationship between agricultural use of the land and an abundance of natural features, landscape, and biodiversity. In fact, virtually all the valuable landscapes in the Netherlands are agricultural. Agriculture has consequently always been a major determining factor in the appearance of the Dutch countryside and its natural diversity. That will remain so.

One essential factor is that agriculture is an atypical sector of the economy, for one thing because of its close relationship to the physical environment and the external effects of production (public goods and services). This means that in the course of food production agriculture delivers a whole range of performance that society values but which is not rewarded on the market for agricultural products, despite representing economic value. In the case of some of this performance, agreement has been reached at EU level that supranational or cross-border significance is involved, for example as regards nature (Natura 2000), the environment, and water management.

If the market does not reimburse socially desirable performance sufficiently – if it does so at all – regulation can be an instrument for enforcing such performance. There are, however, various circumstances in which regulation alone offers no solution and in which government must deploy financial instruments in order to correct the market and secure certain values. The combination of a government that on the one hand sets rules and on the other provides support where services need to be provided for society as a whole will ultimately have the greatest effect at the least cost.

The challenges outlined above with which we will be confronted globally and in the European context make it extremely important that we join together within the EU in the coming years to once more consider the future objectives and concrete form of the Common Agricultural Policy. It is therefore a good thing that we in Europe once more take the time to subject our agricultural policy to critical consideration. The course we have taken with the “health check” is the first step in the right direction. The proposals represent a boost for a healthy entrepreneurial climate for agriculture in which the key concepts are innovation, a level playing field, and promotion of competitiveness. However, the various challenges demand a more fundamental future shift, at both European and national level. There will be a change in the balance between European and national policy. The frameworks – for policy, regulation, and financing – will need to be formulated at European level because:

· the quality and management of nature, the environment, and the landscape demand a cross-border approach because neither ecosystems, environmental compartments (except for the soil), nor pollution are constrained by national borders;

· imposing minimum requirements for animal health and welfare in the light of trade considerations demands a supranational approach;

· it is in the interest of all concerned for European agriculture to develop in a sustainable manner, i.e. that it contributes to our prosperity without “passing the buck” to the environment, developing countries, or future generations; and 

· competition considerations demand that at least a European level playing field should be guaranteed.

The Government considers that financing of the future EU Agricultural Policy should continue to take place within a community framework. The question, however, is whether future agricultural policy should continue to be entirely community financed. One option would be a system partially involving national (co‑)financing in the period after 2013. In the approach referred to above, it would be obvious for national and regional authorities to share at least part of the financial responsibility for policy. This will of course require there to be an extremely strict, clear European framework so as to ensure a level playing field for all Member States. The size of the CAP as a proportion of the total EU budget will in part need to be determined in the light of the scope that is necessary as regards financing other policy priorities. Decision-making on the community funds available for the CAP in the period from 2014 to 2020 is therefore part of a broad appraisal of all European policy priorities. This will be taken into account when designing the CAP.
4.1 Basic principles of future European Agricultural Policy 
Given the various challenges facing Europe and the world in general, the Government considers that the European Agricultural Policy should be based on the principles/values of food security, safety and quality; the landscape, nature and the environment (soil, water, air and climate); and animal health and welfare. The Government has decided on a time horizon of 2020. It is therefore logical to apply a system of evaluation on the basis of a mid-term review.

Food security

The future CAP will include an important goal where food security is concerned, not only as regards Europe but also globally as a “lead region” for global food production. This will require strengthening the competitiveness, market orientation, and innovativeness of the European agricultural sector, with a focus on safe and sustainable production. The IMF and the World Bank recently warned of economic disruption and political instability resulting from the sharp rise in food prices. In our own country, the Agricultural Economics Research Institute (LEI) has predicted that the rate at which land in the Netherlands is being withdrawn from agricultural use will decrease over the coming decades; the LEI also referred to “the necessity of increasing production on agricultural land in the Netherlands, Europe, and the world as a whole”. 

Experts agree that both the increasing demand for food and the reduced flexibility in the supply will be long-term phenomena, although it is unclear whether the prices of agricultural products will remain as high as they are at present. Basically, the market will respond – with a certain delay – to the high food prices by expanding the supply, but there are factors that make this effect uncertain, for example the rising demand for biofuels. The LEI also points out the importance of holding stocks (which we do not currently have) so as to be able to cope with price shocks on the world market and prevent speculation. Implementing measures that restrict trade is an understandable reflex on the part of some countries (it can help alleviate acute food shortages), but protecting markets is not a long-term solution; quite the contrary: the market can only find a new and stable equilibrium if it is free to respond to trends in supply and demand. It is crucial for the impoverished populations of low-income countries to receive food aid in the short term and for the production capacity of those countries as regards agriculture, storage, and distribution of food to be the object of long-term improvement.

The Government agrees with the Social and Economic Council of the Netherlands when it says that food security is and will remain “an inherent responsibility” of government, but that maintaining food security does not require payments to be made to food producers. According to the Social and Economic Council of the Netherlands, production capacity and purchasing power will be sufficient to provide the EU with enough food. But it is essential to remain alert because consistently low prices or major price fluctuations may be detrimental to the vitality of the sector. The atypical nature of the sector also plays an important role: farmers often run small scale operations that are not in a very good position to cope with the financial consequences of product prices that fall to an unexpectedly low level for a lengthy period. From that perspective, there is sufficient reason in the absence of a market and pricing policy to put safety net constructions in place – as the Social and Economic Council of the Netherlands recommends – in order to deal with emergency situations. Given that further liberalisation will demand even greater competitiveness on the part of the European agricultural sector, the Government also sees a role for the CAP in promoting innovation and structure enhancement.

Food quality and safety

Government has a clear role to play in setting the rules within which the market can operate and will continue to operate in the future. This also involves effective supervision. As the Social and Economic Council of the Netherlands rightly points out, a combination of international/European rules and self-regulation by market forces functions well with respect to food safety. Assuming the standards set by government, guaranteeing food safety is to a large extent a matter for the market parties via a large number of quality assurance schemes and tracking and tracing. The cost to society of safe food will ultimately be borne by the consumer. The cost of combating animal diseases and implementing phytosanitary measures also ultimately devolves on the citizen, partly as a consumer (in the form of higher prices) and partly as a taxpayer (in the form of expenditure that is charged to the national or European budget). The combination of government and self-regulation by the market parties is sufficient. There is consequently no legitimate reason to provide support to farmers for the production of safe food in a European context.

Landscape, nature

In addition to ensuring food quality and safety, the future CAP will need to focus specifically on meeting society’s existing and future demands as regards the landscape, nature (biodiversity and the natural environment as a resource), and the environment (the quality of the soil, water, and air, including climate and water management).

The Government consequently wishes to adopt the finding of the Social and Economic Council of the Netherlands that where these values are concerned the market has failed or the rules are insufficient to guarantee them. The Council for the Rural Area basically defines the same values. Where “blue” services” are concerned, the Social and Economic Council of the Netherlands notes that there is “to a certain extent” a case of market failure or a failure of the rules: “These are the public values of agriculture that require not only regulation but also financial incentives or compensation, insofar as they involves services that transcend current regulations and require extra performance or extra effort from agricultural enterprises.” 

There has long been a close relationship in Europe between agricultural use of the land and an abundance of nature, landscape, and biodiversity. The continued existence and quality of landscapes and biodiversity are consequently determined to a great degree by agriculture and the developments within agricultural policy (including the CAP). There is as yet no market for landscape or for natural values. 

Environment (soil, water, air, climate)
In the case of the environment (soil, water, air), the civil-society costs associated with the effects of agriculture are not passed on in the prices of agricultural products (“the polluter does not pay, or only to an insufficient extent”), meaning that here too there is no functioning market. Various EU environmental directives are relevant to the agricultural sector because they focus (in part) on the environmental and biodiversity aspects of agriculture. These are, in particular, the Nitrates Directive, the Crop Protection Directives, the Framework Directive on Water, the Directive on Emissions of Acidifying Substances, the Habitats Directive, and the Birds Directive.
Agriculture and horticulture are also responsible for emissions of greenhouse gases. These comprise not only CO2 (greenhouse horticulture, heating buildings used to house animals, use of machinery) but also the production of nitrous oxide and methane in the context of livestock farming. Moreover, the soil, when used incautiously, can release CO2 on a large scale due to the loss of organic material; it can then also retain less water so that more irrigation is required in the summer. The sector can contribute to reducing emissions of greenhouse gases by saving energy and also producing energy itself, as is foreseen in the Energy-Producing Greenhouse transition programme. This can be achieved in a number of different ways: by utilising greenhouses as “solar collectors” that can then supply energy to third parties, or by using manure and farm waste as fuel for energy production. Changes in the way agricultural land is managed can also contribute to reducing emissions by ensuring healthy soil with a high organic content, preventing compaction, and increasing soil biodiversity.
The Delta Committee chaired by Prof. C.P. Veerman advises the Government on how we will need to cope with the consequences of the changes that are predicted in our climate. Those changes will also confront the agricultural sector with new challenges and tasks. If the sea level rises and river discharge levels increase, more room will be needed for water. But if our summers become hotter and drier, there may also be local shortages of fresh water, which will have a detrimental effect on the production conditions for agriculture and horticulture. Farmers will need to make the necessary changes to their land in order to allow for these effects. This will cost money, and it would be unfair to require the agricultural sector to cover all of the associated costs while the benefits accrue to society as a whole. Reducing the risk of flooding by reserving land for water retention and supplying other “blue” services will be among the main challenges that the future CAP will need to help meet. 

In the Government’s view, the Social and Economic Council of the Netherlands is correct when it proposes that corrective government action may be necessary in the light of the effects agriculture has on the environment and climate. The EU remains the most suitable level at which to tackle transnational environmental problems, certainly as a halfway stage toward a global climate policy. At national level, there is room for additional regulations and agreements with various market parties regarding the country’s approach to climate issues. The use of financial instruments is relevant when extra services are provided (for example payment for planting trees for CO2 capture if this links up with climate policy, or planting and managing field margins) or when environmental standards are exceeded (for example fines for exceeding phosphate emissions standards).
Animal health/animal welfare
The need to improve animal welfare is obvious. Public concern regarding how we treat animals has increased enormously in the Netherlands in recent years and is now high on the political agenda. The Government concurs with the view of the Social and Economic Council of the Netherlands that international regulations in this area outside the EU are not sufficiently well developed. A greater level of market regulation appears to offer the most suitable approach to protecting these values. The Government also agrees that other policy options would be to raise the awareness of consumers in the Netherlands and abroad and to reach agreement on promoting animal welfare within the production chain. Animal welfare is not something that can simply be left to the market because the discrepancy between public opinion and consumer behaviour is (currently) too great and the market is not sufficiently transparent. It is up to government to establish minimum requirements, in the form of legislation, for how enterprises should deal with animals. It is also the task of government, however, to constantly encourage the development of new insights into more sustainable and more animal-friendly methods of livestock farming. With a view to encouraging these developments and guaranteeing a sufficiently level playing field, the Government considers it necessary – in addition to formulating minimum requirements – to provide support within the future European Agricultural Policy for the development of animal-friendly production methods.

4.2 
European policy framework for 2020
In the long term – as described in the present document– there will no longer be any question from the Dutch point of view of generic support for agriculture but solely of targeted payments for promoting competitiveness and sustainability and for socially desirable performance. This approach means that a drastic change will be necessary over the next few years. The disappearance of generic income support and market measures will, after all, mean that the instruments that account for 95% of Dutch CAP receipts (some EUR 1.2 billion a year) will disappear. In their place, there will be a new range of instruments that will reward agriculture-related activities – in a transparent and accountable manner – which represent added value for society but are not rewarded by the market, or are not rewarded sufficiently.

This approach is in line with the recommendations made by the Social and Economic Council of the Netherlands. In its advisory report, the Social and Economic Council of the Netherlands distinguishes between four different clusters of enterprises within land-based agriculture, which may or may not qualify for a certain type of targeted government support (or several types of such support). These can be ordered along two axes. There are enterprises that produce only food and others that in addition provide “green” and “blue” services. There are also enterprises in “Less Favoured Areas” (i.e. areas subject to natural disadvantages) or regions where agriculture is subject to additional restrictions, and enterprises that are not troubled by these factors. The Government considers this categorisation to be clear and will adopt it as a guideline in determining the policy framework for the CAP. 

	
	
	Areas with restrictions (natural or administrative) ?

	
	
	no
	yes

	Provision of collective services?
	no
	1

Enterprises that produce in areas not subject to restrictions and only produce “food”


	2

Enterprises that produce in areas subject to restrictions and only produce “food”



	
	yes
	3

Enterprises that produce in areas not subject to restrictions and also provide other (“green” or “blue”) services


	4

Enterprises that produce in areas subject to restrictions and also provide other (“green” or “blue”) services




On the basis of this four-cluster model, the Government will press for a competitive and sustainable European agriculture, which will eventually be able to produce without generic income support. In this regard, the Government sees it as a central task to reinforce the combination of competitiveness and sustainability of the agricultural/horticultural sector, while retaining fair competitive relationships within the EU. 

Agriculture and horticulture must be able to continue to develop and innovate so as to adapt both to the constantly changing forces operating within the market and to the needs expressed by society. At the same time, external circumstances within the market or, for example, resulting from climate change may have such an extensive impact that there may be serious risks to competitiveness and the continuity of agricultural enterprises, so that some type of risk management is necessary. 

This means that one of the Government’s primary objectives is for there to be continuing investment, via the CAP, for the whole agricultural/horticultural sector in:

1. increasing competitiveness and sustainability, for example by encouraging knowledge generation, dissemination of knowledge and by innovation just as the creation and/or maintenance of a public safety net for the eventuality of serious market disruption (risk and crisis management).

Besides promoting competitiveness and sustainability, the Government believes that any future CAP should include the following among the primary objectives for those undertaking agricultural operations in areas where restrictions apply or who provide “green” or “blue” services:

2. market-compatible rewards for agricultural activities in socially valuable areas that visibly contribute to creating socially desirable features and socially desirable functions by actively guaranteeing a certain basic level of quality in these areas, with that level being determined when the area concerned is formally designated and delineated;

3. market-compatible rewards for active individual performance that exceeds that required of every entrepreneur engaging in agricultural activities (extra payments for socially desirable performance and support for “green” or “blue” services). The performance concerned can be delivered both within and outside socially valuable areas.

It is the Government’s view that this policy framework will require a number of basic changes to be implemented in the period up to 2020: 

· There will be a transition from “support” for farmers (previously product support but currently income support) to promoting competitiveness and sustainability and to market-compatible remuneration for the visible socially desirable performance that recipients deliver for society. Making the actual performance delivered more clearly visible for the public will contribute to ensuring broader public support and to a better opinion of the target group that makes these efforts on behalf of society.

· Rewards for socially desirable performance will basically be available for any agricultural enterprise, both in socially valuable areas and for those that deliver individual performance in such areas and elsewhere. Besides farmers, this may involve private organisations that manage land, private landowners, and/or other rural entrepreneurs. What will be relevant will be that recipients engage in agricultural activities; it will no longer be the fact that they received support in the past. 

· It is the Government’s view that non-agricultural activities that contribute to the quality of life in rural areas or to the rural economy but that are not linked to agricultural activities should no longer be covered by the CAP. Such non-agricultural activities would be better comprised within European cohesion policy, although the Netherlands believes that future cohesion policy should only target the least prosperous regions in the least prosperous Member States.

· The amount of remuneration provided in return for performance should be in line with the market. The basic principle here is that the remuneration in socially valuable areas should be in line with the value of the socially desirable performance delivered there or in line with the economic disadvantage resulting from the restrictions imposed in such areas. Remuneration for active individual performance and support for “green” or “blue” services will need to be in line with the value that society assigns to those services. Efforts must be made to ensure that there is no overcompensation for economic disadvantages and that remuneration does not exceed the value of the performance delivered. Further investigation will be necessary in order to determine the precise amount of the performance-linked remuneration. Remuneration in socially valuable areas will be subject to benchmarking vis-à-vis comparable enterprises outside such areas, partly in relation to market trends as regards the demand for food and the prices of agricultural products. The value of active individual performance and support for “green” or “blue” services can be based on the time involved and/or the costs arising from the efforts concerned. Market orientation will therefore also be central to determining the level of remuneration for the socially desirable performance delivered.

· The Government assumes that the primary objectives of European Agricultural Policy will soon be served by a single European agricultural/rural development fund and no longer from a separate agricultural fund (pillar 1) or a separate rural development fund (pillar 2). In the longer term, it will therefore no longer be relevant to distinguish between the present pillars of the CAP.

· The market and pricing policy – originally the driving force and core of the CAP – will be run down as a result of further liberalisation, a more far-reaching market orientation, and the phasing out of measures that distort trade. Public market intervention will be converted into a restricted safety net for the eventuality of serious market disruption of a climatological or phytosanitary/veterinary nature.

The boxes below explain the primary objectives in greater detail. Section 5 describes how the Government intends to interpret the primary objectives for the Dutch situation.

	Primary objective 1: Improvement of competitiveness and sustainability (including innovation and risk management)
Promoting competitiveness and sustainability is vital, not only from the point of view of the Netherlands but also of Europe and even of the world as a whole. Strong agri-chains are important for economic development, prosperity, and employment. It is therefore important to encourage innovativeness. Innovation involves change and the ability to respond effectively to change processes. Innovation is necessary so as to remain vigorous and competitive in a world in which European agriculture will increasingly need to compete globally. This involves increasing productivity and responding to market demands (including from niche markets), for example for “healthier” products, as well as the wishes expressed by the public, for example for recycling (energy, minerals) or livestock farming methods that are more environmentally friendly or kinder to animals. Innovation opens the door to sustainable growth and greater employment; it also helps Europe to combat social problems and prevent the depletion of natural resources. Improving the competitiveness of the agricultural sector by creating an environment in which entrepreneurs can profit from market opportunities is therefore pre-eminently a communal task where dissemination of knowledge to farmers is also an important issue. Not only Europe, but also the sector itself requires strong and innovative agri-entrepreneurs and agri-chains that are aware of socially desirable values and that can adapt to the new challenges and changes on the global market. Where European agri-entrepreneurs are concerned, one can link up with generic innovation programmes for small enterprises such as the European Competitiveness and Innovation Programme (CIP) or the Framework Programme for Research and Development. 

Decoupling and running down the current support and allowing market forces to play a greater role may increase the price risks to which enterprises are subject. Risk management, particularly as regards price risks or risks that can be privately insured, will remain primarily the responsibility of entrepreneurs and market parties. Government promotes the creation of private instruments for risk management where production risks are concerned that arise from crises of a climatological or phytosanitary/veterinary nature. Entrepreneurs and market parties must ultimately be able to function independently within the market. In order to prevent financial contributions for private initiatives or by producers differing too much between Member States and in order to guarantee a level playing field, a European framework with scope for diversity is desirable at Member State level. This will provide scope for encouraging promising market initiatives for some of the “uninsurable” risks, especially where “tail risks” are concerned (i.e. little likelihood but major effect).




	Primary objective 2: Payment for maintaining basic quality in socially valuable areas
Where landscape, nature, and the environment are concerned, there are good reasons for continuing to remunerate farmers and other agricultural entrepreneurs from collective funds in return for the visible performance that they deliver for society but that is not rewarded via the market (i.e. that is not expressed in the price of their product) and that the public are in favour of, both nationally and regionally. In the first instance, this will emphatically involve paying for agricultural activities to take place in 

· areas where the production conditions for land-based agriculture are not optimal (or cannot become so) due to natural disadvantages and where it is socially desirable for land-based agriculture to continue; 

· areas where agricultural activities need to be subject to stringent restrictions from the point of view of sustainable development and where agriculture makes an important contribution to maintaining existing socially valuable landscape features or natural features. 

The remuneration concerned must lead to agricultural activity in the area being maintained, including the socially desirable performance that is in line with regional preferences.




	Primary objective 3: Extra remuneration for socially desirable performance and support for “green” or “blue” services

Payment from collective funds is also justifiable when it concerns the delivery of collective goods, for example landscapes with natural or heritage qualities (“green services”) and water retention (“blue” services”). Payment from collective funds is also justifiable if a rural entrepreneur makes extra non-marketable efforts regarding such things as environmental quality, soil management, water management (qualitative and quantitative), functional use of agri-biodiversity in order to improve environmental quality, agricultural nature management (for example protection of meadow birds or field-margin management), animal welfare, the creation and maintenance of landscape elements, and other heritage elements, or encouraging recreational access to rural areas. The same applies if agricultural entrepreneurs incur greater costs due to society’s expectations because they clearly operate at a higher “above-statutory” (EU/national) level (as regards production methods or other more stringent standards on the internal market).

This specifically does not involve “diversification activities” by agricultural enterprises that must be financed privately, for example educational centres, recreational activities, and care activities, nor does it involve marketable “green” and “blue” services.

Payment is also justifiable if agricultural entrepreneurs voluntarily comply quicker than is actually necessary when rules and regulations (whether European or national) are tightened up. In such cases, a temporary type of investment support (on a sliding scale) is justifiable in order to bring about the positive effects on environmental quality or animal welfare sooner than would otherwise be the case. 




The frameworks for remuneration in socially valuable areas (primary objective 2), extra payments for socially desirable performance, and support for “green” or “blue” services (primary objective 3) must be created within a European context due to the cross-border problems involved, the communal importance of sustainable agriculture in a sustainable environment, and the need for a level playing field. At the same time, the European frameworks must be accompanied by a large measure of national and regional responsibility for the specific manner in which the major differences between Member States and regions are dealt with. It needs to be recognised, for example, that developments in rural areas of the Netherlands are taking place under heavy pressure on space from towns and cities. The most efficient and effective approach will be remuneration at the level of the area and/or individual. Remuneration must be based on clear, objective, and accountable criteria (accountability). 

5. 
The Dutch Outlook

The policy framework for the new European agricultural policy will differ fundamentally in a number of respects from the current structure of the CAP in the Netherlands. Two thirds of CAP payments in the Netherlands involve income support based on a “historical” reference, with past receipts forming the basis for future payments. There is no question of any link to socially desirable values. The current method consequently “freezes” flows of subsidy money that were determined in the past and makes income support independent of future enterprise developments. This approach does not do justice to the great dynamism of the Dutch agricultural sector and the rural areas of the country.

From generic support to targeted remuneration: a transition
It will be a major challenge – assuming that European policy is altered as outlined above – to convert generic support into promoting competitiveness and sustainability and remuneration for socially desirable performance, particularly in socially valuable areas. The necessary shift is not one that can be achieved from one day to the next. Certainly at enterprise level and in some sectors and/or areas, drastic changes will be necessary because income support now accounts for a substantial proportion of the income received. Entrepreneurs will therefore need to be given time to make the transition. This justifies a time horizon running up to 2020, accompanied by supporting policy. This also fits in with the concept of reliable government. The Government therefore proposes that there should be a smooth transition from the current system of income and market support to a new system of remuneration for socially desirable performance and promotion of competitiveness and sustainability. On purpose of this transition the following steps will be necessary:

a. complete decoupling of income support in the sectors where it is still coupled;

b. phasing out of decoupled income support in the period up to 2020, accompanied by;

c. encouragement for competitiveness by promoting knowledge generation and innovation and implementation of risk and crisis management measures;

d. remuneration for socially desirable performance that takes the form of “green” or “blue” services;

e. introduction of targeted remuneration in socially valuable areas.

Investing in competitiveness and sustainability

Investment in competitiveness and production sustainability will assist farmers, horticulturalists, and other enterprises with agricultural activities to improve their market orientation and make production more sustainable. Knowledge and innovation are also of vital importance when it comes to meeting various new challenges facing Europe in such areas as water management, climate change, energy, and biodiversity. Implementation of the Framework Directive on Water involves a number of major policy tasks, which may have drastic consequences for agriculture and which will demand creative solutions. European agreements on energy savings, reduced emissions of greenhouse gases, and a greater contribution by sustainable sources of energy to the total energy requirement will encourage agriculture and horticulture to adopt all sorts of new approaches. Development of system innovations and their adoption by enterprises usually take a long time. It is therefore extremely important to make an early start with innovative concepts that can eventually become accepted agricultural practices.

Specific examples of developments that can perhaps be supported include:

· Recycling in the area of input and output of flows of materials at enterprise and area level (minerals, emissions, energy). Developments in such things as precision agriculture will be useful in this regard;

· Encouragement for the development of animal-friendly production methods;

· System innovations at the level of cultivation, stock raising, or operations systems (for example improvements in animal welfare, odour reduction, reduced consumption of energy or pesticides/herbicides) or combinations of agriculture with nature, the landscape, the environment, water and/or access to rural areas (for example on the basis of the Framework Directive on Water or “water-supplying agriculture”), and at the level of enterprises (new business concepts) or areas (for example Natura 2000 areas, urban agriculture);

· Sustainable soil management with new cultivation systems and functional use of agri-biodiversity;

· Encouragement for sustainable entrepreneurship among farmers and other rural entrepreneurs.

When working out the details, it will be necessary to take account of the Social Innovation Agenda (MIA) for the theme of “Sustainable Agri” (to be adopted by the Government at a later date). 

The proposed rundown of the market and pricing policy and generic support will lead to greater fluctuations in the incomes of agricultural enterprises, making it all the more necessary to develop a range of risk-management instruments. Financing for these can be incorporated into the CAP. It is important in this regard for strict conditions to be set so that the European playing field is as level as possible and so as to prevent distortion of competition. An instrument at the level of the sector will be most efficient and effective, precisely because the risks differ in their nature and extent from one sector to the other. The role of government will involve driving private initiatives. Specifically, this might involve providing guarantees in the start-up phase or premium subsidies for wide-ranging insurance against weather damage.

Decoupling and phasing out of generic income support

There are four sectors in the Netherlands which still receive income support that is (partly) coupled. This involves the slaughter premium (cows and calves), linseed (flax), dried green fodder, and potato starch. The Government intends completely decoupling support for these sectors and running down market and price support by no later than 2013. The support – which will have been decoupled but will still be generic income support – will then gradually be (partially) redirected to promoting competitiveness and sustainability, to maintaining basic quality in socially valuable areas and to supporting individual socially desirable performance. The instruments that the Government will have available after decision-making on the “health check” will make it possible to undertake this process from 2010 on.

Remuneration in socially valuable areas

The Government believes that selection of socially valuable areas must involve areas (and if necessary zones surrounding them):

· that are of more than average importance for guaranteeing natural and landscape values and the necessary environmental quality. Important factors will be the designation criteria applied during formal delineation of the areas and the interpretation of the significant values and features (core qualities) in relation to the desired agricultural operations. Regional preferences will need to be analysed prior to this interpretation;

· where agriculture simultaneously makes a substantial contribution to the current quality of the area concerned or is intended to contribute to restoring that quality. Agricultural activity is the foundation for the visible landscape and/or offers scope for flora and fauna that are in need of protection. Continued agricultural use is therefore a condition for preserving the quality of such areas, or where the future desirable qualities (physical, landscape, natural, environmental conditions) now or later impose serious restrictions (natural or administrative) on agricultural activities whereas the aim is to optimise operations in the light of changing market circumstances and whereby the task of dealing with change and ensuring sustainability is an extensive and complex one for agriculture, especially in the light of the new challenges;

· that have a certain robust extent; this is because too much fragmentation leads to disproportionate cost as regards implementation and it is more difficult to guarantee the desired social effect.

Obviously enough, no new categories of areas should be created for socially valuable areas; rather, one should link up with existing definitions that arise from European policy and/or that are of national/international significance in some other way. As a result, parts of the National Landscapes and the Natura 2000 areas (and the surrounding zones) will be the first to be involved. In working out the details, it will be necessary to take account of the extent of coverage of these areas for the valuable landscapes of the Netherlands and flora and fauna that are in need of protection. Providing support for the agricultural activities that are the foundation for these areas is a way of visibly rewarding the contribution that these activities make to the social value of these areas. Remuneration in socially valuable areas can be gradually built up during the course of the period from 2010 to 2020. Reassessment of the current rules and regulations for “Less Favoured Areas” in 2009 should be taken as an opportunity to bring the existing areas within the desired remuneration structure for socially valuable areas; this reassessment should also be used to build up the remuneration for “delta farmers” in specific socially valuable areas. Efforts will need to be made to ensure that the definitions of “Less Favoured Areas” produce a clear and appropriate system, with strict demarcation. The amount of remuneration must be such as to produce a level playing field for entrepreneurs both within and outside the areas mentioned. This means that the remuneration must be no higher than is justified by the production disadvantage involved and the socially desirable services delivered.

	Natura 2000

The European Birds and Habitats Directives provide that each Member State should designate nature conservation areas; these are referred to as “Natura 2000” areas. The Netherlands has 162 of these areas. The designation process will be completed in 2008/2009. A management plan will be drawn up for each Natura 2000 area, setting out the conservation objectives for the area, the necessary measures, and how the area will be managed. The management plans are expected to be completed by 2010. Unlike in the case of the National Ecological Network (EHS), Natura 2000 areas are subject – pursuant to the Habitats Directive – to “external effect”. In areas around Natura 2000 areas that have an impact on the latter, usage must be altered in such a way that it does not prevent the desired quality being achieved within the Natura 2000 area concerned. Activities that may have a negative effect on the natural features of a Natura 2000 area will need to be subjected to assessment (the “habitat test”). This applies to existing (agricultural) usage. The measures involved for areas surrounding Natura 2000 areas include preventing groundwater depletion and reducing emissions of ammonia, nitrogen, phosphates, and pesticides/herbicides.


	National Landscapes

The National Spatial Strategy (2006) designates twenty National Landscapes in which the basic principle is “conservation through development”. Landscape, heritage, and natural features must be preserved, sustainably managed, and where possible improved. The National Spatial Strategy states that farming operations within National Landscapes must have a sustainable future. In virtually all National Landscapes, land-based agriculture is the foundation for the man-made landscape. It is only in the National Landscape of the Veluwe heathlands that nature is dominant; there, agriculture occupies only 34% of the land. In all other National Landscapes, more than 60% of the land is used for agriculture. The National Spatial Strategy specifies four qualities for each National Landscape. Many of these are closely associated with the features of enterprises and conserving them may affect agricultural operations or development. 


Targeted payment for individual socially desirable performance and “green” and “blue” services

Some of the generic income support that is to be run down can be redirected into targeted remuneration for socially desirable performance and/or support for “green” or “blue” services. This involves such things as improvement of environmental quality (for example minerals management, reduced ammonia emissions, and removal of phosphates from agricultural soil), measures to prevent groundwater depletion, sustainable soil management (for example the soil structure, the proportion of organic material, combating and preventing erosion, crop rotation), agri-biodiversity, organic farming, and agricultural nature management (for example protection of meadow birds and field-margin management, combined with cultivation and manure-free zones), and the construction and preservation of landscape elements and other heritage features. However, new challenges such as those referred to by the Commission in the “health check” are also relevant. This involves such things as measures regarding bio-energy, water management (for example water retention during periods of flooding, water conservation, water supply, helophyte filters that purify the water by means of plants or the soil), biodiversity (for example genetic sources, measures in the context of the habitats approach), and climate (for example energy savings/energy supply, reduced emissions of greenhouse gases, CO2 capture). This targeted remuneration for socially desirable performance and support for “green” or “blue” services can commence in 2010, gradually being extended up to 2020.

The future of cross compliance

The cross compliance that was introduced in 2005 links the allocation of single-enterprise payments and some rural area programmes to compliance with community rules regarding food safety, the environment, and animal welfare. The Government agrees that cross compliance is a valuable way of encouraging sustainable production in a situation involving decoupled generic support; it also understands the role that cross compliance can play in justifying decoupled generic support.

In the long term, there will only be targeted remuneration, both in return for actively desisting from certain activities and for actively delivering socially desirable performance. The justification for these payments is to be found in the visible and accountable performance delivered by the farmer for society. If that performance is not delivered, or to an insufficient extent, no payment will be made. Until such time as the current system of generic support has been transformed into a system made up solely of targeted payments for specific socially desirable performance, cross compliance will continue to play a role for the portion that continues to be disbursed as generic support.

6. 
Phased introduction

The proposed smooth transition from the current system of income and market support to a new system of remuneration for socially desirable performance and promotion of competitiveness and sustainability means that efforts will be made to bring about phased introduction in the period from 2010 to 2020. Continual account will need to be taken of the play of forces within the European Union, the dynamics of the agricultural sector, the development of (sector) policy, legislation and regulations, and the prevailing public opinion regarding the socially desirable values concerned.

The position adopted by the Netherlands during negotiations in Brussels will be to ensure that the best possible range of instruments is available in order to achieve the changes that have been outlined above, via a variety of routes. Starting in 2010, the “health check” will offer all the necessary possibilities. From that date on, for example, it will be possible for the existing historically based system of distributing income support to be gradually replaced by a system of payment on the basis of (regional) area features. It would be an obvious step not to follow certain other Member States in first introducing new generic payments for sectors that have up to now not received income support (horticulture, pig farming, poultry farming) but to switch directly, for example, to support for socially valuable areas. In order to prevent private individuals who keep animals merely as a hobby qualifying for CAP support, it will be logical to apply a minimum land area, as is the case in other EU Member States. Complete decoupling of income support, to be achieved by no later than 2013, is important; studies by the LEI show that this can be implemented in an economically responsible manner. 

It will also be possible from 2010 on, on the basis of “Article 68” to target a maximum of 10% of existing income support at promoting quality agriculture and perhaps also animal welfare. At its meeting in June 2008, the European Council emphasised the importance of promoting innovation in European agriculture. The Netherlands will make every effort to ensure that, in line with that ambition, the “health check” will already involve the creation of new instruments to boost competitiveness through innovation and greater sustainability.  

7. 
Play of forces within the EU

Together with such countries as France, Ireland, and Spain, the Netherlands is one of a minority of Member States that have a historically based system for distributing income support. The twelve new Member States that have joined the European Union since 2004 apply a general per-hectare premium. Germany also decided in 2004 not to base income support on past payments but to work over the course of a ten-year period towards a (regional) per-hectare premium. England has chosen a model that distinguishes between three types of area, each with a different level of support.

In a European context, the system of support proposed by the Netherlands for agricultural activities in socially valuable areas and other types of targeted remuneration for socially desirable performance can be seen as progressive, and it might therefore not immediately be viewed positively by everyone. A a number of other Member States are likely to wish for the present to retain a system of generic income support. The same might also apply to the twelve new Member States where generic income support is still to be phased in up to 2013. The disadvantage of a general per-hectare premium, however, is that it still involves the provision of non-targeted income support without any visible link to the values favoured by society. One can, however, expect the Commission to support the shift in policy proposed by the Netherlands. This will already need to be expressed during the “health check” as policy scope so that the first steps on the way to the desired final result in 2020 can already be taken from 2010.
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