La Commission européenne prend
d’assaut le développement rural
pour preéserver les paiements
directs

Le débat sur le prochain budget de 1'Union européenne pour la période
2021/27 rentre dans le vif du sujet avec la premiere proposition de la
Commission. La part dévolue a la Politique Agricole Commune constitue 1'une
des focales importantes. Pour espérer mieux faire passer la pilule, la
Commission a communiqué sur une baisse de 5% du budget agricole ... en
euros courants ! Etant donné 1'effet de l'inflation, c’est d’une baisse bien plus
importante dont il s’agit comme 1’explique Alan Matthews dans un billet publié
sur le site CAP REFORM'.

Comparer ce qui est comparable. Tenant compte du Brexit, 1’économiste
irlandais propose la comparaison qu’il convient de faire, celle des budgets en

fin de période en euros constants. La conclusion est sans appel : le budget de

la PAC diminuerait de prés de 14,9%" si la proposition était acceptée en I'état.
La réduction serait ainsi de 11,4% pour le premier pilier et de 25,8% pour le
second pilier.

Certes, le budget n’est pas tout et il convient plus que jamais de réformer en
profondeur la PAC pour la sortir d'une logique de consommation budgétaire
synonyme d’inefficacité. Pour autant, cette premiere proposition n’est pas
acceptable tant elle constitue une proposition de coupe aveugle dont la seule
motivation est de pouvoir dégager des fonds pour d’autres domaines
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d’intervention en germe. Mais comment donner un crédit politique a la
construction européenne sur ces autres sujets, si sur I'une de ses principales
politiques intégrées elle se permet de jeter I’éponge alors méme que
I’Agriculture est au coeur des enjeux du 21eme siecle et reste incontournable
pour poursuivre la construction de la souveraineté européenne.

Frédéric Courleux, Directeur des études d’Agriculture Stratégies

The Commission’s MFF proposal(including both ceilings for expenditure as well
as ideas on how to finance the budget) was published yesterday. The
Commission claims that the proposal includes reductions of roughly 5% in both
the Common Agricultural Policy and Cohesion Policy programmes, as they have
the largest financial envelopes. However, another way of looking at the numbers
suggests that the cut is more like 15% overall in real terms over the period of the
next MFF, but with a much bigger cut in Pillar 2 rural development expenditure
of around 26%. Direct payments will be maintained constant in nominal terms. In
this post, I set out the analysis behind these figures.

Budget Commissioner Oettinger had been indicating for some time before the
publication of the MFF proposals that the CAP budget would be cut by around
6%. But without specifying the units or the time period in greater detail, this is
almost a meaningless figure. Is the 6% cut in real or nominal terms? Does it
represent the difference between the CAP budget in 2027 and its budget in 2020,
or the difference between the resources made available for the whole MFF period
2021-27 compared to the MFF period 2014-2020? Now that the figures are
published some of these questions can be answered.

Key assumptions behind the analysis

There are various definitional issues to be considered in making a comparison
between CAP spending in this programming period and the next one:

* Are we trying to compare the change in the total resources made available to
the CAP for the two programming periods 2014-20 and 2021-2027, or are we
measuring the change in the CAP budget by comparing the size of the budget in
2020 (the last year of the current programming period) with 2027 (the last year of
the next programming period)? Because the annual amounts allocated to the CAP
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vary within each of the two programming periods (in real terms), these two
comparisons will not necessarily give the same answer. For example, direct
payments in the newer Member States that joined in 2007 and 2013 were phased
in over a number of years, so the total budget required for 2021-2027 would need
to be a little bit larger than in 2014-2020 to hold payments constant for farmers in
the other Member States.

* Should we make the comparison in real (constant price) or nominal (current
price) terms, and if in real terms, what deflator do we use? Most would agree that
what matters to farmers is the ‘real’ value of support, that is, nominal amounts
adjusted for inflation. The Commission uses an assumed 2% inflation rate per year
to adjust current prices to constant prices and vice versa over the period of the
next MFF (footnote 12 in the Communication). However, this assumed rate of
inflation does not necessarily correspond to the actual rate of inflation. Using the
Harmonised Index of Consumer Prices as the inflation measure, during the
2007-2013 MFF the average annual inflation rate in the EU-28 was 2.1%, but in
the first four years of this MFF 2014-2017, it was only 0.6% (Eurostat domain
prc_hicp cmon]. To the extent that actual inflation is less than what the
Commission assumes, there is a windfall gain in real terms to CAP recipients.

* We need to take account of Brexit in the comparision. The 2021-2027 MFF is
only for 27 countries, the 2014-2020 MFF was for 28 Member States as Croatia
joined on 1 July 2013.

 The MFF headings are established in terms of commitment appropriations.
While for direct payments (the main element of Pillar 1 expenditure, in addition to
market support expenditure), commitment and payment appropriations are the
same, this is not necessarily the case for market support expenditure and Pillar 2
rural development expenditure. Pillar 2 commitment appropriations can vary from
year to year as rural development programmes build up momentum or experience
delays in implementation at the beginning of a programming period. While this is
important when looking at the annual budgets, in the MFF tables the annual
commitment appropriations tend to be spread evenly over the programming
period. Also, the MFF ceilings for commitment appropriations are ceilings, and
may not actually be used. For example, the ceilings for market support
expenditure will not be required if EU markets for agricultural products are
generally buoyant.
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* Member States could shift resources in the current programming period from
Pillar 1 to Pillar 2 or vice versa either through modulation (flexibility) or through
the proceeds of capping/degressivity. The net effect of these changes was to
reduce the Pillar 1 annual budget by about €3 billion and to increase the Pillar 2
budget by a similar amount. Although this does not change the overall CAP
budget, it makes a difference when comparing the changes for the individual
Pillars whether we use for the comparison the original allocations or the
allocations after these changes were made.

» Finally, in determining to what extent the Commission proposal represents
a discretionary cut in the CAP budget, the baseline that is being used is
important. Comparing the CAP budget in 2021-2027 in real terms with the CAP
budget in 2014-2020 in real terms (or the CAP budget in 2027 with the CAP
budget in 2020 in real terms) assumes that the appropriate baseline for the CAP
in the 2021-2027 period is that the CAP budget should be maintained in real
terms. This can and should be questioned. Around 72% of the CAP budget is spent
on direct payments. There was never a commitment to maintain the value of
direct payments in real terms. They have always been established in nominal
terms and we would expect their value to naturally fall in real terms in the
absence of any discretionary change. If this assumption is built into the CAP
baseline, then the discretionary cut in CAP spending will be smaller than if the
assumption is made that the EU would otherwise have increased the value of
direct payments in line with inflation.

What the figures show

The Commission’s Communication has a nice graphic which shows the expected
changes in the shares of the overall EU budget allocated to the CAP and cohesion
funding, both of which would fall to 30% of the total by the end of the
programming period if the Commission’s proposal is accepted.
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[ first attempt to reproduce the Commission’s calculations in the following table.
It is clear that the 5% cut can only be derived if the comparison is made in
current prices (nominal amounts) and with respect to the total resources in the
two MFF periods. Indeed, my rough calculations suggest that the cut in the CAP
budget on this basis might even be lower at 4% than what the Commission
estimates.
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Comparison of CAP bu
€ million, current prices

dgetsin two MFFs,

2014-2020 MFF 2014 2015 2016 2017 2018 2019 2020
EU28 EAFG 43,778 44 190 43,950 44,146 44,162 44241 44,263
EU28 EAFRD 5,299 18,184 18,684 14,371 14,381 14,330 14,333
Total CAP EU28 408,312 Sources: EU28 data 2014-2020 from 10t EAFRD Financial
Report 2016; UK CAP data from DG BUDGET
UK CAP 27,483 http.//ec.europa.eu/budget/mff/preallocations/index_en.cfm,
EU27 2021-2027 data from COM(2018)321
EU27 Total CAP 380,829
2021-2027 MFF 2021 2022 2023 2024 2025 2026 2027
EU27 EAFG 40,300 40,527 40,791 40,931 41,072 41,214 41,357
EU27 EAFRD 11,259 11,259 11,259 11,259 11,259 11,259 11,259
EU27 5 005
Change -4.2%
_4/

Compiled by Alan Matthews, capreform.eu

A more insightful way of making comparisons of the CAP budget between the two
periods is to compare the end year 2020 with the end year 2027. Here the
Commission has been less than transparent. In contrast to the presentation of its
MFF proposal in 2011 for the 2014-2020 period, the tables provided with this
proposal do not show expenditure on the various MFF headings in the last year
(2020) of the current period. Thus, a little detective work is required to make
these comparisons between the two years. The outcome of this work is shown in

the following table.
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Comparison of CAP budget, 2020 and 2027

(in € million 2018 constant prices)

2020 MFF 2020 MFF UK 20
ceilings ceillings ceilin

2020 EU27 2027 EU27 Change
MFF MFF in MFF
ceillings cellings ceilings

Column (1) (2) (3) (5)
2011 2018 2018 2018 2018 %
prices prices prices prices prices
Source: Regulation Estimated Regulation Columns COM({2018) Columns
1311/2013and wusing 2% 1305/2013  (2)-(3) 321 (5-4)/'4
Regulation inflation and
13052013 factor Regulation
1307/2013
EAGF 37,605 42,511 3,448 39,062 -11.4%

EAFRD 11,357 13,045 351

12,684 -25.8%

Total CAP 48 962 55,557 3,801 51,758 -14.9%

Source: Alan Matthews, capreform.eu

The Commission’s MFF proposal for 2021-27 is drawn up in 2018 prices. Column
(1) in the table above is based on the Council Regulation laying down the MFF
framework for the years 2014-2020 in 2011 prices. It only gives the ceiling for the
EAGF (funding Pillar 1 direct payments and market price support). To get an
estimate of the EAFRD amount, I used the figures in the 2013 Rural Development
Regulationin current prices, and deflated these to 2011 prices using the 2%
deflator. Note that these figures are before modulation between the Pillars. This
is the appropriate basis for comparison as we do not know how Member States
will use the proposed flexibility to modulate funds in the coming programming
period.

In Column (2), these amounts in 2011 prices are converted to 2018 prices using
the 2% deflator to make them comparable to the price basis used in the
Commission’s proposal for the MFF for the period 2021-2017. However, the EAGF
total in 2018 prices using this method (€43,196 million) is slightly higher than the
EAGF total in 2018 prices given in the Commission’s technical revision of the
MFF in 2018 prices in preparing the 2018 draft budget (€42,511 million). As the
latter is the more up-to-date figure, I have substituted it for the EAGF amount in
Column (2). The EAFRD amount is calculated from the Column (1) amount using
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the 2% deflator.

Next, we must deduct the commitment appropriations due to the UK in 2020 from
these amounts in order to arrive at the EU27 totals. I have used as an estimate of
these the amounts scheduled for the UK in the 2013 Direct Payments Regulation
(for the EAGF) and the Rural Development Regulation (for the EAFRD). These
amounts are given in current prices in these Regulations, so they are shown in
2018 prices using, again, the 2% deflator in Column (3). Subtracting the UK
amounts in Column (3) from the EU28 amounts in Column 2) gives us the EU27
MFF ceilings in 2020 in 2018 prices shown in Column (4).

Finally, we can compare our estimate of the MFF ceilings in 2018 prices for the
EU27 in 2020 with the proposed MFF ceilings for the EU27 in 2027, also in 2018
prices, given in yesterday’s Commission proposal. The 2027 figures are shown in
Column (5) and the percentage changes in Column (6).

The results are striking. Pillar 1 expenditure in real terms will be more than 11%
lower in 2027 compared to 2020, but Pillar 2 expenditure will be almost 26%
lower. The Commission proposals mention that it is proposed to increase the co-
financing rates required from Member States for Pillar 2, so that total spending
on rural development may not decrease by the same extent as the EU budget
resources. Nonetheless, it is a striking indication of the Commission’s priorities
that the more severe cuts are made in the more targeted Pillar 2 payments while
income support payments in Pillar 1 are largely protected.

The next table makes this point more clearly. As pointed out previously, there was
never a commitment to maintain the value of direct payments in real terms. The
appropriate baseline for comparison is therefore Pillar 1 expenditure in nominal
terms (this is an approximation because Pillar 1 also includes some market
support expenditure). The table compares CAP Pillar 1 spending in 2020 and 2027
in current prices, that is, in nominal terms.



Comparison of Pillar 1 expenditure, 2020 and
2027 (€ million, in current prices)
Direct payments are constant in nominal terms

2020 MFF UK 2020 ceiling EU27 2020 MFF EU 27 2027 MFF
ceiling ceiling celing

(1) (2) (3) (4)

current prices currentprices currentprices  current prices

COM(2017)220 Regulation Columns(1)-(2) COM(2018)321
Annex 1 1307/2014

44,264 3,992 40,672 41,357

Source: Alan Matthews, capreform.eu \— ——/

The table shows that Pillar 1 expenditure will be held constant in nominal terms.
Thus, (bearing in mind that Pillar 1 also covers expenditure on market price
support) there is no discretionary cut in direct payments (although of course
farmers will notice that they fall in real terms, depending on the realised inflation
rate during the period). This treatment can be contrasted with Pillar 2
expenditure where maintaining expenditure in real terms would be a more
realistic baseline. Here, in spite of the Commission rhetoric about increasing the
level of environmental and climate ambition in the CAP, there is a fairly massive
discretionary cut of around one-quarter over the MFF period.

The conclusions of the previous analysis might be criticised because it required
various assumptions which may be not quite accurate. So it is useful to look at a
more direct comparison of the shares of Pillar 1 and Pillar 2 in the two MFF
programmes. In the next table, the numbers cannot be compared directly because
they are expressed in different prices, but the shares can. In this case, we are
comparing shares in the total resources available in each programming period,
and not just an ‘end-to-end’ comparison. But the conclusion is the same. Pillar 2
rural development expenditure is increasingly squeezed while Pillar 1 direct
payments are relatively protected.

Conclusions
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The claim of the Commission that the CAP budget in its MFF proposal will only be
cut by 5% relative to the current MFF seems to be based on making the
comparison in nominal terms and comparing the total resources in each
programming period.

Spending trends are better captured by comparing proposed commitments in
2027 with proposed commitments in 2020 and expressed in constant prices. This
comparison suggests that the overall CAP budget will fall by around 15% over the
period of the next MFF. Direct payments will be maintained in nominal terms but
rural development payments will fall by one-quarter. Farm Europe arrives at
similar orders of magnitude in its calculations.

This slow squeeze on Pillar 2 while Pillar 1 direct payments are (relatively)
protected does not square with the Commission’s rhetoric that the next CAP will
require a higher level of enviromental and climate ambition.

The Commission may point to the higher level of co-financing that will be
demanded from Member States. It may also highlight that there will be flexibility
in the next programming period to allow Member States to modulate resources
between the Pillars (though the proposals indicate that modulation can go in
either direction). On the other hand, the UK had a relatively low share of Pillar 2
receipts in its total CAP receipts, so its exit should have raised the share of Pillar
2 in total CAP expenditure, other things equal.

It is also possible that higher environmental and climate ambition can be driven
by stronger regulation, such as the new conditionality to be attached to the
receipt of direct payments. But it is hard to see that the Commission intends to do
much more than fold the existing cross-compliance and greening requirements
into the new conditionality, without necessarily raising the level of ambition.

To the extent that the EU budget expresses the Commission’s priorities, as it
takes every opportunity to reiterate, the message is clear. Direct payments to
farmers must be relatively protected, even at the expense of severe cuts to Pillar
2 rural development expenditure.

1 http://capreform.eu/commission-assaults-rural-development-spending-to-protect-
direct-payments/

2 Les chiffres autour de 15% semblent faire consensus a ce jour, néanmoins des
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calculs plus poussés peuvent donner des résultats plus importants



