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GLOSSARY

Beef and veal: The meat of cattle under one year is called veal, while the meat of other cattle is called beef.
Agriculture and Rural Development DG: Directorate-General for Agriculture and Rural Development.
EAGF: European Agricultural Guarantee Fund.

Eligible sheep and goat animals: ‘Ewe’, meaning any female of the ovine species having lambed at least
once or at least one year old, and 'she-goat’, meaning any female of the caprine species having kidded at least
once or at least one year old. Therefore, the ewe and goat premiums are paid only for female sheep and goat
animals.

Euratom: European Atomic Energy Community.

Eurostat: The statistical office of the European Union charged with the task to provide the EU with statistics at
European level that enable comparisons between countries and regions.

LFAs: Less favoured areas are those where agricultural production or activity is more difficult because of natu-
ral handicaps.

Ruminant livestock: An animal that has more than one stomach and that swallows food and then brings it
back up again to continue chewing it.

SBCS: Scottish beef calf scheme.

SEC: Secretariat-General: internal documents of the Commission.

SPS: Single payment scheme.

Suckler cow: A cow belonging to a meat breed or born of a cross with a meat breed, and belonging to a herd
intended for rearing calves for meat production. Suckler cows are mothers who provide all their milk to their

calf.

TFEU: Treaty on the Functioning of the European Union.
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SUMMARY

I

Following the 2003 CAP reform, agricultural support
that had previously been granted in the form of direct
aids linked with a specific production of agricultural
products (so called ‘coupled” aid), was no longer to
be paid in relation to production (i.e. was decoupled)
upon the introduction of the SPS — single payment
scheme.

1.

However, some exceptions to full decoupling were
foreseen for specific sectors and regions in order to
limit the potential negative effects of an immediate
transition to full decoupling, by preserving agricultural
production in specific vulnerable regions and provid-
ing environmental benefits through a continuation
of a specific agricultural production. Member States
could continue with the previously existing suckler
cow and ewe and goat schemes under the option enti-
tled ‘Partial implementation of SPS"and other specific
coupled support measures (known as Article 69 and
Article 68). The Commission legislative proposals for
the CAP towards 2020" provide for the possibility for
Member States to grant voluntary coupled support.

.
The Court set out to answer the following questions:

Are the suckler cow and ewe and goat direct aids
under partial implementation of SPS:

(a) targeted to the most relevant regions in Member
States?

(b) effective in maintaining specific production and
thus avoiding negative social, economic and en-
vironmental effects?

(c) well monitored and assessed by the Commission

and Member States?

' COM(2011) 625 final/2 of 19 October 2011.
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Iv.

The Court concluded that the audited schemes as
designed are not targeted to address the regions and
agricultural areas where they would be most relevant,
thereby diluting their effect.

V.

The Court did not find conclusive evidence to demon-
strate that the audited schemes are in general a more
effective tool than decoupled aid, allied with other EU
and nationally funded measures, to maintain produc-
tion and thus sustain economic activity in regions with
few economic alternatives and generate environmental
benefits.

VI.

Additionally, there are weaknesses in the monitor-
ing of key performance indicators and in assessing
the ultimate social and environmental impacts of the
schemes by the Commission and Member States, as
well as a lack of coordination with other measures
having similar objectives.

SUMMARY

VILI.

If the Commission’s proposal to continue voluntary
coupled support beyond 2013 is accepted by the
Council and the European Parliament, the Court rec-
ommends that the Commission should:

(a) add atargeting requirement for coupled direct aid
schemes for these sectors;

(b) in coordination with Member States, clarify the
most relevant types of farming activities to main-
tain production and thus address the ensuing so-
cial, economic and environmental aspects;

(c) specify the monitoring requirements and arrange-
ments expected from Member States and imple-
ment a permanent monitoring framework that
would indicate all direct aids paid to support the
animal sectors in the Member States;

(d) in coordination with Member States, undertake
a comprehensive evaluation of the impact of the
different support schemes affecting the sectors
with a view to enhancing farm competitiveness.
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INTRODUCTION

THE BEEF AND VEAL AND SHEEPMEAT/GOATMEAT
SECTORS IN THE EU

The sectors of beef and veal and sheepmeat and goatmeat (hereafter
called 'beef’and sheepmeat/goatmeat sectors) are very important for EU
agriculture. The EU is the third largest producer of beef and veal in the
world with nearly 8 million tonnes of slaughtered cattle accounting for
almost 12 % of world beef production2 One third of the beef produced
in the EU? is a direct product of specialist beef producers maintaining
‘suckler cows' that produce and feed calves. Suckler cow herds are gen-
erally fed under an extensive grazing system and their offspring once
weaned are either sold directly for slaughter or to other specialists who
fatten bovine animals under a more intensive production system before
slaughter. According to the most recent data, the suckler cow herd in the
EU has stabilised at around 12,4 million animals between 2000 and 2010%

Production in the sheepmeat/goatmeat sector, which had been stable
at a little over 1 million tonnes in recent years, fell to 804 000 tonnes in
2009. The size of the herd in the EU amounts to around 81 million sheep,
down from 91 million in 2008, and 13 million goats.

EU DIRECT AIDS TO THE BEEF AND SHEEPMEAT/
GOATMEAT SECTORS

Farmers in the beef and sheepmeat/goatmeat sectors have historically
been supported by different EU direct aids. The primary aim of providing
support to these sectors has been to maintain production, ‘especially
in areas where there is no alternative’and ‘where such production is im-
portant for the local economy’. In order to be eligible for EU direct aids,
farmers had to have premium rights (individual quotas) which constitute
the quantitative limits for each Member State and were distributed to
farmers upon application.

Direct aids for farmers in these sectors include, inter alia, a basic pre-
mium and an additional/supplementary premium® for suckler cows and
ewe and goat. These are headage-based’ premiums, which are designed
to maintain numbers of productive animals that will deliver offspring
(calves or lambs) that in turn provide supply to the processing industry
(specialised fatteners or slaughterhouses).

2 Agriculture in the
European Union — Statistical
and economic information
2010, European Commission
Agriculture and Rural
Development DG.

3 Forthe EU as a whole,
some two-thirds of the beef
produced is derived directly
or indirectly from dairy herds,
a sector not covered in this
audit.

4 Source: Eurostat.

° Seeeg. preamble of
Council Regulation (EC)

No 1254/1999 of 17 May 1999
on the common organisation
of the market in beef and
veal (OJ L 160, 26.6.1999,

p. 21), recital 12 stating that
‘[...]itis opportune to allow
Member States to establish

a link between sensitive
zones or localities and the
production of suckler cows so
as to ensure the maintenance
of such production especially
in areas where there is

no other alternative’ For
sheepmeat/goatmeat,

the preamble of Council
Regulation (EC) No 2529/2001
of 19 December 2001 on

the common organisation

of the market in sheepmeat
and goatmeat (OJ L 341,
22.12.2001, p. 3), recital 11
stated that A link should

be established between
sensitive zones or localities
and the production of sheep
and goats so as to ensure

the maintenance of such
production, especially in
areas where such production
is important for the local
economy’.

© Regulation (EC)

No 1254/1999 established
premium rates for the beef
sector. Regulation (EC)

No 2529/2001 established
direct aids for the sheepmeat/
goatmeat sector.

7 Based on the number of
animals.
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The 2003 CAP reform introduced the notion of decoupling?® (i.e. removal
of the link between the payment of a subsidy and the requirement for
a specific production) in agricultural payments and a new scheme of EU
direct aid support — the single payment scheme (SPS). As an exception
to decoupling, where Member States considered that there was a risk of
disturbance to agricultural markets or abandonment of production as
a result of the move to the SPS, they had the option to maintain a pro-
portion of direct aids in some sectors® in their existing form, i.e. partial
implementation of SPS™

Eight Member States decided to use the option to maintain direct aids
under partial implementation of SPS for suckler cow and/or ewe and
goat (see Table 1). The suckler cow premiums were allowed to remain
100 % coupled, meaning that they could continue to be paid as before
the reform. For the ewe and goat premiums, 50 % coupling meant that
only half of the annual financial envelopes that were available under the
2001 system were allowed to continue as coupled payments'' (other
than for outermost regions'?, where there is 100 % coupling).

MEMBER STATES MAINTAINING THE SUCKLER COW AND EWE
AND GOAT PREMIUMS COUPLED"

Member State Sector Premium amount
Austria, Belgium Suckler cow premium 0 200 euro per suckler cow;
up to 50 euro additional
premium.

Denmark, Finland,

Slovenia Ewe and goat premium

o 10,50 euro per ewe;
3,50 euro supplementary
premium; and 8,40 euro
per goat'.

Suckler cow premium
and ewe and goat
premium

France, Portugal, Spain

! Except in cases where the number of beneficiaries became significantly lower after decoupling
thereby allowing an increase in the aid rates per farmer.
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8 Council Regulation

(EC) No 1782/2003 of

29 September 2003
establishing common rules for
direct support schemes under
the common agricultural
policy and establishing
certain support schemes

for farmers and amending
Regulations:

(EEC) No 2019/93,

EC) No 1452/2001,

EC) No 1453/2001,
1454/2001,
1868/94,
1251/1999,
1254/1999,

0 1673/2000,

) No 2358/71 and

) No 2529/2001
0JL270,21.10.2003, p. 1).

No
No
No
No

? Including amongst others
the beef and sheepmeat/
goatmeat sectors.

10 The single payment
scheme came into operation
on 1 January 2005. Member
States could choose to

apply the SPS following

a transitional period (which
ended on 31 December 2005
or 31 December 2006),
where this was justified

on the grounds of special
agricultural conditions. The
legal basis for exercising the
partial implementation of SPS
option was provided for in
Articles 64 to 68 of Regulation
(EC) No 1782/2003.

' The rest of the average
amounts paid to farmers
during a reference period
(generally 2000-02) were
integrated into the calculation
of the SPS according to

the option of calculation of
entitlements chosen by each
Member State.

12 Regions which are part

of the Member State, are
situated outside Europe and
are fully part of the EU. There
are nine such regions — six
French, two Portuguese and
one Spanish.

13 Spain, France and Slovenia
decoupled the sheep and goat
premium in calendar year 2010
while Denmark decoupled in
calendar year 2012.



7.

In 2008, in the context of the mid-term review of the CAP, known as the
‘Health Check’, the Commission proposed'* the continuation of targeted
selective decoupling using the arguments set out in Box 1.

Hence, upon entry into effect of the 2009 legislation' following the
'Health Check’, further decoupling of the direct aids to the meat pro-
ducing sectors was introduced’s. However, there was no change for the
suckler cow and ewe and goat premiums, as Member States that in 2003
had opted for the partial implementation of SPS as regards these sectors
were again allowed to continue with this option, with the emphasis on
the allocation of funds on a regional needs basis'’. Furthermore, the
possibility of providing support to the two sectors was widened via two
measures linked to particular types of farming and agricultural activities
(see Box 2).

7 Recital 34 of the preamble of Regulation (EC) No 73/2009:'[....] as regards the suckler cow and
sheepmeat and goatmeat sector, maintaining a minimum level of agricultural production may
still be necessary for the agricultural economies in certain regions and, in particular, where farmers
cannot have recourse to other economic alternatives [...].

4 COM(2008) 306 final of
20 May 2008.

15" Council Regulation

(EC) No 73/2009 of

19 January 2009 establishing
common rules for direct
support schemes for

farmers under the common
agricultural policy and
establishing certain support
schemes for farmers,
amending Regulations

(EC) No 1290/2005,

(EQ) No 247/2006, (EC)

No 378/2007 and repealing
Regulation (EC) No 1782/2003
(JOL30,31.1.2009, p. 16),
which entered into force as of
January 2009.

16 In the beef sector, the
slaughter premium and

the special premium for
male animals were to be
decoupled by 1 January 2012
at the latest.

ARGUMENTS PRESENTED BY THE COMMISSION FOR CONTINUING PARTIAL

IMPLEMENTATION OF SPS IN THE AUDITED SECTORS

‘[...] the extent of recent reforms and the integration of more sectors into the SPS render the partially
coupled support less relevant and often preventing farmers to achieve further competitiveness and
market orientation. Moreover, in the cases of non profitable sectors farmers are worse off than farmers
in a full decoupling situation receiving lower payments's, Besides, farmers still receiving coupled aid
have also to face both coupled and decoupled systems running in parallel, thus adding complexity and
administrative costs without any income benefits. For the reasons mentioned above, move to full de-
coupling would be desirable. However, [...] In some specific cases a minimum level of agricultural pro-
duction is important to sustain economic activity in regions with few economic alternatives, to ensure
an adequate supply of raw materials to processing industries, or to generate environmental benefits!

'8 This argument was already raised during the discussion in the Council that preceded the 2003 reform. See Council ‘CAP

reform: explanatory note DS 222/03) Luxembourg, 18 June 2003.
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10.

The current trend in the Member States using the partial implementa-
tion option of SPS for these schemes is towards integrating the premi-
ums into the SPS. This means that farmers who previously received pay-
ments under the audited schemes are now eligible to receive payments
under SPS without the need to maintain animals. The ewe and goat
premium has already been, or is planned to be, decoupled in most of
these Member States, while France has partially decoupled the suckler
cow premium from 2010. As a result, the annual amounts under partial
implementation measures fell from over 2 billion euro in 2006 (the year
in which all Member States had changed over to the SPS) to a little over
1 billion euro in 2011 (see Table 2).

THE CAP POST 2013 LEGISLATIVE PROPOSALS

The Commission adopted legislative proposals for the CAP post 2013
establishing, amongst others, new rules for direct payments to farmers
under support schemes within the framework of the CAP'. According
to Article 38(2) of this proposal ‘coupled support may only be granted
to sectors or regions of a Member State where specific types of farm-
ing or specific agricultural sectors undergo certain difficulties and are
particularly important for economic and/or social and/or environmental
reasons’ Hence, in the beef and sheepmeat/goatmeat sectors, voluntary
coupled support would still be allowed, thereby retaining the possibility
for direct aids such as the audited schemes.

TWO NEW MEASURES INTRODUCED IN THE 2009 REGULATION

19 Commission proposal for
a Regulation of the European
Parliament and of the
Council establishing rules for
direct payments to farmers
under support schemes
within the framework of

the common agricultural
policy — COM(2011) 625
final/2 of 19 October 2011.
Title IV, Chapter 1 describes
the possibilities for voluntary
coupled support which may
be granted to certain sectors
including sheepmeat and
goatmeat and beef and veal
up to 5 % of annual national
ceilings and more than that in
specific cases.

Article 63 of Regulation (EC) No 73/2009: Member States are allowed by derogation to use funds previ-
ously paid as coupled payments in order to establish or increase the value of payment entitlements in
cases of particular farming activities which are not necessarily linked to the formerly coupled payments.

Article 68 of Regulation (EC) No 73/2009 permits compensation arrangements for the dairy, beef and
veal, sheep and goat, and rice sectors in economically vulnerable or environmentally sensitive areas
or for economically vulnerable types of farming. Member States are allowed to earmark 10 % of their
national ceilings in order to create specific coupled support schemes for farming in these sectors.
This option replaced and extended the possibilities of providing coupled support that was previously

available through the Article 69 provisions of Regulation (EC) No 1782/2003.
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EVOLUTION OF THE BUDGET FOR THE AUDITED SCHEMES

Premium

Appropriations

2011

Appropriations
2010

(euro)

Suckler cow premium

952000000

1162000000

1153141941

1257 884 680

Additional suckler cow
premium

51000000

52000000

51723 556

62 112 145

Sub-total (a)

1003 000000

1214000000

1204 865 497

1319996 825

Sheep and goat 22000000 258000 000 232 868 953 691 666 492
Sheep and goat
supprementary 7000000 78 000 000 72391238 215169 838
Additional payments
in the sheep and goat / / / /
sector

Sub-total (b) 29000 000 336 000 000 305260 191 906 836 330

TOTALS [(a) + (b)]

1032000000

1550000000

1510125 688

2226 833 155
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11.

12.

13.

14.

AUDIT SCOPE AND APPROACH

THE AUDIT SCOPE

The audit examined the suckler cow and ewe and goat schemes. The
audit covered the period from immediately prior to implementation of
the 2003 reform (i.e. 2005) up to and including 2010.

The overall audit question was: Are the suckler cow and ewe and goat
direct aids under partial implementation of SPS:

(a) targeted to the most relevant regions in Member States?

(b) effective in maintaining production and thus avoiding negative
social, economic and environmental effects?

(c) well monitored and assessed by the Commission and Member
States?

AUDIT APPROACH

The audit was carried out by conducting audit visits to the Commis-
sion (Directorate-General for Agriculture and Rural Development) and
to four?®® Member States maintaining the schemes, while developments
in these sectors in two other Member States?' were examined by desk
reviews. Furthermore, fact-finding visits were carried out to two Member
States that used full implementation of SPS?? in order to compare the
development of the beef and sheepmeat/goatmeat sectors in Member
States that did not maintain the audited schemes.

The audit evidence was collected through:

(@) review of the Commission’s monitoring procedures and files con-
cerning the preparatory work for legislative proposals in the two
sectors, including evaluations and other studies;

(b) meetings with the relevant national administrations as well as in-
terviews with farmers’ representatives for both sectors;

(c) examination of the quality of the analysis and the supporting evi-
dence at the Member States as to the adequacy of the suckler cow
and ewe and goat premiums in maintaining® a minimum level of
agricultural production in the agricultural economies in certain
regions and, in particular, where farmers cannot have recourse to
other economic alternatives.
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20 Belgium, Spain, France and
Portugal.

1 Austria and Finland.

No specific audit work

was carried out as regards
Slovenia, which decoupled in
2010, or Denmark, which had
decided to retain the ewe
and goat premium only until
2012.

%2 Ireland and the United
Kingdom (England and
Scotland).

2 Baseline for'maintenance’

established on trends prior to
and after the introduction of

SPS.
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on-the-spot visits to a number of final beneficiaries to discuss the
situation of their holdings and the effects of the schemes on their
production decisions;

analysis of past trends regarding production, as well as social and
environmental effects in the audited Member States and compari-
son with Member States applying full implementation of SPS along
with either national or EU specific measures to target the sectors;

review and analysis of relevant studies and statistics.
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15.

16.

17.

OBSERVATIONS

TARGETING THE SCHEMES TO THE MOST RELEVANT
REGIONS IN MEMBER STATES

The justification for the retention of the audited schemes was that in
regions facing difficulties and for vulnerable sectors such as the beef
and sheepmeat/goatmeat sectors, sufficiently targeted measures can
mitigate the risk of abandonment of production and any consequent
adverse social, economic and environmental effects. The audit assessed
whether the Commission and the Member States have analysed and
identified the most relevant regions in Member States i.e. the fragile re-
gions and agricultural areas within their territories where abandonment
of production would have damaging effects and whether the design of
the schemes was suitable to reach livestock farmers there.

MOST OF THE FUNDS ARE NOT SUBJECT TO ADEQUATE TARGETING
PROVISIONS

Some targeting of the funds is already implicit in the nature of these
schemes and the agricultural activity which they subsidise, that is, an
agricultural activity that is generally carried out by extensive grazing
of animals on land that is not suitable for arable production. However,
without explicit and sufficient targeting provisions direct aid may have
the effect of subsidising other, more intensive animal farming methods.

The Commission did not include a regional requirement in the imple-
menting provisions for the schemes that would explicitly target aid to
where it would be most effective. Consequently, as currently imple-
mented, the effects of the aids are diluted by being spread out across
the entirety of Member States. The eligibility conditions for the basic*
suckler cow and ewe premiums, representing over 90 % of the budgeted
funds for the two audited sectors, do not explicitly target the aids to
vulnerable regions of a Member State.

Special Report No 11/2012 - Suckler cow and ewe and goat direct aids under partial implementation of SPS arrangements

| e. the suckler cow and

ewe premiums described in
Articles 111(1) and 101(1) of
Regulation (EC) No 73/2009.




18.

19.

20.

THE TARGETED COMPONENTS OF THE SCHEMES ARE LIMITED OR IN
THE PROCESS OF DISAPPEARING

There are some components within the current schemes which are ex-
plicitly targeted, namely the basic goat premium, the ewe and goat sup-
plementary premium and the additional suckler cow premium. However,
these components are not adequately focused on agricultural regions
or are of limited financial value. Furthermore, they are being integrated
into SPS.

Eligibility conditions for the basic goat premium?® target direct aid to
farmers in specific areas where production meets certain criteria. How-
ever, Member States with relatively large goat herds have decided to fully
integrate the goat premium into the SPS thereby reducing the potential
for targeting this aid (see Box 3).

The ‘ewe and goat supplementary premium’targets certain regions and
specific farming practices?. It is designed so as to only be paid 'to farm-
ers in areas where sheep and goat production constitutes a traditional
activity or contributes significantly to the rural economy’. However, this
premium, which amounted to 215 million euro in 2006, is in the process
of disappearing as there is a tendency to fully integrate it into the SPS¥.
In fact, for calendar year 2010, only Portugal and Finland have maintained
this premium coupled.

17

% Asis provided for in
Article 101(2) of Regulation
(EC) No 73/2009.

% Article 102 of Regulation
(EC) No 73/2009.

7 Decoupling by 50 %
required by regulation

as of the first year of SPS
implementation; full
decoupling of aids to these
sectors in France and in Spain
as of 2010.

MEMBER STATES DISCONTINUING THE USE OF TARGETED COMPONENTS OF THE

AUDITED SCHEMES

France, which has a population of over 1,3 million goats (representing 10 % of EU goat animals) decided
to fully integrate the goat premium into the SPS as of 2006 and the ewe premium as of 2010. Spain,
which accounts for 22 % of the total goat animals in the EU, also fully decoupled the premiums as of
2010. The largest EU goat producer, Greece (around 38 % of the total goat population), had decided

to fully integrate the goat premium into SPS upon its introduction.
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21.

22,

23.

24.

The additional premium for suckler cows also includes a targeting provi-
sion through being linked to convergence regions?®. However, such re-
gions do not necessarily constitute agricultural regions where the keep-
ing of suckler cows could be expressly linked to particular social and
environmental impacts. The additional suckler cow premium amounted
to 51 million euro in 2010 (down from 62,1 million euro in 2006), repre-
senting 5 % of the total for the audited schemes. The detailed amounts
per measure and Member State are shown in Annex I.

EFFECTIVENESS OF THE SCHEMES IN
MAINTAINING SPECIFIC PRODUCTION AND THUS
AVOIDING NEGATIVE SOCIAL, ECONOMIC AND
ENVIRONMENTAL EFFECTS

The schemes were intended to sustain a certain level of specific produc-
tion in vulnerable regions, and thus avoid negative social, economic
and environmental consequences of the implied restructuring due to
decoupling®. These goals remain relevant in the Commission’s legislative
proposals for the framework of the CAP in the period 2014-20°°.

Consequently, the audit examined whether the trends in the two sec-
tors in the audited Member States differed significantly from those in
Member States that had fully integrated the premiums into the SPS, and
whether any difference could be attributed to the audited schemes.

NO PERSUASIVE EVIDENCE EXISTS THAT THE AUDITED SCHEMES
STRONGLY INFLUENCE THE OVERALL EVOLUTION OF ANIMAL
NUMBERS

Overall, the number of suckler cows in Member States using partial im-
plementation of SPS increased slightly®' (+ 2 %) between 2005 and 2010,
while the number in decoupled Member States decreased by 6 %*. How-
ever, the influence of the suckler cow premiums is not apparent from
the general suckler cow trends in individual Member States.
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%8 | e. regions under the
‘convergence' objective

as used in the allocation

of EU Structural Funds,
corresponding to NUTS
(Nomenclature of Territorial
Units for Statistics) level 2,
where per capita GDP is less
than 75 % of EU-25.

29 SEC(2008) 1885 of
20 May 2008, p. 50.

%0 Stating that by means

of an implementing act,

the Commission shall
approve Member States’
decisions (i.e. those referred
to in Article 39(3), or, where
appropriate, in Article 39(4) (a)
of the CAP post 2013
legislative proposals) where
one of these needs in the
region or sector concerned is
demonstrated’.

31 Austria, Belgium, France,
Portugal and Spain.

*? Ireland and the United
Kingdom.



25.

26.

19

For example, in France, a Member State using partial implementation of
SPS and which accounts for roughly 32 % of the total number of suckler
cows, the herd was declining from 2001 to 2004; however, since 2004,
suckler cow numbers started increasing and since 2008 have been rela-
tively steady (see Graph 1). The decrease in the 2001-04 period occurred
despite the existence of the suckler cow premiums and other direct aids
to the beef sector.

In contrast, Germany, a Member State which had fully decoupled the
audited schemes and which accounts for roughly 6 % of the total suck-
ler cow herd, experienced a declining trend from 2000 to 2004, when
the suckler cow premiums were still available. Since then, the number
of suckler cows has stabilised/decreased at a slower rate, even after full
implementation of SPS.

SUCKLER COW TRENDS IN FRANCE AND GERMANY 2000-10

Existing suckler cow evolution - France (2000-10) Existing suckler cow evolution - Germany (2000-10)
42504 8404
4200 4 820+
800+
41504 7804
4 4100 5 760
< 3
£ 4050 £ 7404
> =4
2 4000+ S 7204
= 700/
39504 680.
3900 4 6604
380+—7+— +— -+ — 1 Mt—
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: Based on Eurostat data.
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29.

Sheep numbers, which have been in a long-term decline, show no sig-
nificant change in this trend for Member States implementing either full
or partial SPS since 2005. This decline has been so pronounced that the
premiums from the audited schemes, available since the 1990s, have
been unable to reverse it (see Graph 2). Goat numbers have remained
stable for Member States using either full or partial implementation
of SPS.

Furthermore, the fact that four®® of the six Member States which had
retained the 50 % coupling option for the ewe and goat premiums have
decided to fully integrate them into the SPS and use instead Article 68
support for these sectors indicates that these premiums have not been
considered to be totally effective (see Box 4).

THESE TRENDS IN ANIMAL NUMBERS ARE PREDOMINANTLY
INFLUENCED BY EXOGENOUS OR CONTEXTUAL FACTORS PARTICULAR
TO EACH MEMBER STATE

The lack of a strong link between the animal premiums and animal num-
bers suggests that significant exogenous or contextual factors, particular
to each Member State, exert a predominant influence on the evolution
of animal numbers. These factors include suitability of land, market cir-
cumstances, the extent of competition from third countries and con-
sumer tastes.

20

¥ Denmark, Spain, France
and Slovenia.

TREND IN SHEEP AND GOAT NUMBERS FOR COUPLED AND DECOUPLED

MEMBER STATES 2000-10

120 Sheep and Goat Indice Trends (2000=100)

110 4

1004 2000 2001 2002 =~ 2003 = 2004 = 2005 = 2006 = 2007 = 2008 = 2009

2010

90 -

80 -

70 -
Coupled MSs === Decoupled MSs === EU-15

Source: Based on Eurostat data.
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30. These exogenous and contextual factors have such a strong overall effect 34 Commission's Evaluation
that the audited schemes either lose their effect, where these factors are Report (2010): “Evaluation
positive, or cannot reverse the situation, where these factors are nega- gfe'\c/‘oagkeﬁnﬁfeciogt?qg'%l
tive. This is supported both by the Court’s analysis of long-term trends Mmstr@ Ong'gﬁcuhurem '
of animal numbers in individual Member States (see Box 5) and by the Spain: ‘Analysis for possible
Commission’s evaluations and other studies®. decoupling of bovine

premiums (suckler cow
premium and slaughter
premium)’

BOX 4

EXAMPLE OF INTEGRATING THE EWE AND GOAT SCHEMES INTO THE SPS AND
PROVIDING ADDITIONAL SPECIFIC SUPPORT TO THE SHEEP AND GOAT SECTOR

As of 2010, France fully decoupled the sheep premiums and designed a more focused and targeted
specific support scheme to replace the ewe and goat scheme under partial implementation of SPS, on
the basis of technical and economic selection criteria. This was done in the framework of Article 68(1)(b)
and in combination with SPS aid (i.e. total payments in addition to SPS of about 135 million euro
in 2010).

An effect of this policy change on beneficiaries is shown in the following case: A farmer located in Au-
vergne, who raised sheep on a farm located at more than 1 000 metres altitude where other economic
alternatives are limited, experienced a gain of 15 000 euro in aid between 2006 (partial decoupling:
50 % of the ewe premium) and 2010 (full decoupling of the premiums plus Article 63 and 68 specific
support). However, the farmer’s production remained constant during this period, ranging from 612
to 653 sheep.

EXAMPLE OF STRONG EFFECTS ON ANIMAL PRODUCTION OF EXOGENOUS
FACTORS

Portugal, a Member State using partial implementation of SPS, has experienced positive trends in
suckler cow numbers due to a programme to convert arable land to pasture in 1994 in order to favour
animal farming and the allocation of an additional 90 000 animal entitlements that increased the
national suckler cow quota.
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33.

HEADAGE-BASED PREMIUMS THAT ARE NOT LINKED TO OTHER
CONDITIONS DO NOT PROVIDE INCENTIVES TO IMPROVE
COMPETITIVENESS

The retention of coupled aid is a transitional measure to support farmers
in sensitive areas but, according to the Commission, was not intended
to compromise the overall direction of the reform towards decoupling
and more market orientation by producers. However, a support scheme
that pays premiums on a headage basis without any other specific con-
ditions does not provide immediate incentives for farmers to improve
their competitiveness.

In contrast, linking the headage payments to quality improvements as
practised by certain Member States (e.g. Ireland and United Kingdom
— Scotland), has the potential to be a more effective support measure
which encourages both the maintenance of production as well as the de-
sired increased market orientation. Such an approach would also address
a fundamental problem highlighted in the impact assessment carried
out in the context of the ‘Health Check of the CAP’, notably, the fact that
partially coupled support is ‘often preventing farmers to achieve further
competitiveness and market orientation. Moreover, in the case of non
profitable sectors farmers are worse off than farmers in a full decoupling
situation receiving lower payments'®.

NO DISCERNIBLE DIFFERENCE IN OTHER OVERALL TRENDS BETWEEN
MEMBER STATES IMPLEMENTING FULL AND PARTIAL SPS

The continuation of the audited schemes was also intended to mitigate
the negative social, economic and environmental consequences of re-
structuring due to decoupling, i.e. full implementation of SPS in these
sectors. The audit compared trends in relevant proxy indicators (meat
production, number of beneficiaries and animals per farm and area un-
der permanent pasture) for Member States using full decoupling and
those using partial implementation of SPS, in order to help determine
the extent of such negative consequences under decoupling.
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35 CAP Health Check —
impact assessment note No 3,

p. 3.




34.

35.

36.

NO SIGNIFICANT DIFFERENCE IN MEAT PRODUCTION TRENDS BETWEEN MEMBER STATES
WHICH USE THE AUDITED SCHEMES AND THOSE WHICH DO NOT

The audit found no discernible difference in the trends observed in meat
production between those Member States which maintain the audited
schemes coupled (i.e. as before the reform) and those which have fully
integrated these premiums into the SPS (see Annex Il for meat produc-
tion trends). While only one third of EU beef production is directly related
to suckler cows, nevertheless these trends provide an indication that
decoupling of the audited schemes has not had a significant impact on
meat production.

These trends are again strongly influenced by exogenous and contextual
factors, including restructuring currently taking place at both farm (e.g.
exit of unsustainable farms, higher concentration of animals per farm)
and industry level (e.g. supermarket chains entering the market directly
as customers, merger of slaughterhouses, etc.).

As an illustration of these contextual factors, there was evidence that
the organisation of the agri-food production chain strongly affects the
processing industry. For example, in Portugal, where 75 % of farms are
classified as 'very small’, the national authorities noted the weak bargain-
ing power of small and fragmented livestock farmers vis-a-vis suppliers
and customers as factors limiting the productivity of the sector. This was
exacerbated by the fact that slaughterhouses in Portugal provided only
a slaughtering service, instead of playing a more prominent role in meat
marketing. In contrast, in the United Kingdom after full implementation
of SPS, the national authorities noted a shift towards improving herd
productivity and farm competitiveness and efforts to expand livestock
farmers’market share and outputs via cooperatives.
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MEAT PRODUCTION - COMPARISON OF MEMBER STATES USING THE PREMIUMS AND
THOSE WHICH DO NOT
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SIMILARITIES IN CERTAIN RELEVANT SOCIAL AND ENVIRONMENTAL TRENDS ACROSS
ALL MEMBER STATES

In the audited Member States, there has been an overall decrease in the
number of suckler cow and sheep and goat beneficiaries, in line with
the overall trend in agriculture, with less competitive farmers leaving the
sector. Such a decrease can have adverse impacts, for example, a reduc-
tion in farm employment, economic consequences for rural communities
and negative environmental effects. However, these potential impacts
have been largely offset by the general trend across the EU of increas-
ing the number of maintained animals per farm (see Annex Ill), with the
more competitive farmers taking over part of the production factors of
those who have left, in an attempt to increase their competitiveness and
profitability by increasing their scale of production.

The maintenance of a minimum production requirement, such as that
encouraged by the audited schemes, can play a role in providing envir-
onmental benefits such as decreasing fire risk and enhancing biodiver-
sity. For example, the Commission has already identified certain types of
farming activities, such as extensive grazing systems, shepherding and
transhumance® of animals, which are linked to social and environmental
impacts.

However, other EU policy instruments such as agri-environment or LFA
measures or even EU regulatory requirements® play a similar and com-
plementary role. These measures are also linked to the envisaged en-
vironmental impacts of the audited schemes. It is therefore unclear to
what extent the audited schemes, when applied across the whole of
Member States’ territories, contribute to the avoidance of negative en-
vironmental consequences. This is corroborated by the fact that, in the
decoupled Member States visited, there was no evidence of widespread
environmental problems caused by land abandonment after decoupling
of the audited schemes.

Furthermore, the ‘permanent pasture area’ used by ruminant livestock
(see Table 3), which can be used as an environmental indicator, has
either been stable or has not severely declined across the EU Member
States regardless of the choice to decouple the audited schemes or not.

25

% Seasonal moving of animal
herds from one location to
another.

3 Eg. Article 6(2) of
Regulation (EC) No 73/2009
which stipulates that Member
States should ensure that
land which was under
permanent pasture in 2003
should be maintained.
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TOTAL LAND DECLARED UNDER PERMANENT PASTURE

DECLARED PERMANENT PASTURE AREA (1 000 hectares)

Percentage change

(2009 vs 2006)
Belgium' 459 458 -0,2%
Denmark 225 215 -4,4%
Spain’ 5695 6001 5,4 %
France' 8103 8106 0%
Austria 1437 1397 -2,8%
Portugal’ 1037 1124 8,4%
Finland 22 19 -151%
Germany 4925 4798 -2,6%
Ireland 4264 4233 -0,7%
Greece 2740 2719 -0,8%
Italy 2303 2325 1%
Luxembourg 66 65 -1,7%
Netherlands 813 832 2,4 %
Sweden 800 713 -1%
United Kingdom 9919 9796 -1,2%

! Member States visited on the spot.

Belgium, Spain, France, Austria and Portugal with suckler cow premiums and Denmark and Finland with ewe and goat premiums.
Portugal: see Box 5 for reasons of the increase.

Source: European Commission Agriculture and Rural Development DG.
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DECOUPLING OF THE PREMIUMS HAS ADVERSELY AFFECTED ANIMAL
FARMING IN FRAGILE AREAS

Although there are some cases where there seems to be a good justi-
fication for the schemes the experience with decoupling shows that in
general this move did not imply dramatic changes in the production
structure at the EU level as was also noted by the Commission®®. The
Court’s audit found that in certain regions within Member States, such
as mountainous areas or regions where not many viable agricultural al-
ternatives exist, there is a real risk** of abandonment of livestock farming,
which, as shown in Box 6, has materialised in certain Member States. In
such areas, due to difficult soil or climate conditions and lower profit-
ability, an absence of a specific production requirement causes ruminant
livestock production to decrease which, in turn, can have social and
economic consequences.

% COM(2008) 306 final.

*° For a detailed analysis of
the environmental risks that
can be dealt with through
sheep and goat farming,

see Commission Evaluation
report, (2007) ‘Study on
environmental consequences
of Sheep and Goat farming
and of the Sheep and Goat
premium system, p. 48 to 64.
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BOX 6

ABANDONMENT OF PRODUCTION ASSOCIATED WITH DECOUPLING IN FRAGILE
REGIONS

Scotland, which has a large share of low productivity land* and whose production alternatives are
thus limited to ruminant livestock production fed under an extensive grazing system, experienced
a strong decline in the number of beneficiaries after the introduction of SPS. Part of the abandon-
ment was explained by the Scottish authorities as due to older or less efficient farmers getting out of
farming who then sublet their land. The fact that there is an accelerated decrease in animal numbers
maintained after the introduction of SPS is a cause of environmental concern, especially in the more
disadvantaged ‘hills and islands’ areas or the fragile north-west region of Scotland. According to the
information provided by the Scottish authorities, ‘since the introduction of single farm payments, the
decline in sheep numbers has accelerated, with a decrease of 14,4 % in the last 5 years. Cattle numbers
also declined by 7,5 % between 2005 and 2009, although there has been a small increase of 0,8 % in
the last year’

Another example of the risk of abandonment of production in difficult areas is Portugal, which has
a high proportion of its agricultural land in disadvantaged areas. The majority of sheep farming in
Portugal occurs in areas with natural problems or in marginal areas with no economically viable al-
ternatives. In 2009, a large proportion (53 %) of total ewe premiums was paid to beneficiaries in the
Alentejo region which is classified as LFA. After 50 % decoupling of the ewe and goat premiums, an
analysis of the trends shows there was a sharper decline in sheep and goat beneficiaries in this region
than in others, which shows that the risk of abandonment of production due to decoupling is more
pronounced in disadvantaged areas where alternatives are limited.

40" According to the Quality Meat Scotland report‘The importance of livestock production to the Scottish economy’, based on
the Macaulay Land Use Research Institute’s land capability classification for agricultural use, only 6 % of Scotland’s land area is
classified as ‘above average quality land’and therefore suitable for arable crops. Subsequently, there is a high dependency on
ruminant livestock farming reflecting the land capability of Scotland and the limited alternatives for production on this land.
According to the European Commission’s classification system for determining less favoured areas, nearly 85 % of Scotland’s
agricultural land is categorised as LFA and ruminant livestock production is the dominant farming activity with more than 90 %
of breeding ewes and 82 % of beef cows found in these areas.
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THE COMMISSION AND MEMBER STATES’
MONITORING AND ASSESSMENT SYSTEMS

The Commission and the Member States should have in place appro-
priate management tools such as well-functioning performance man-
agement frameworks to regularly monitor predetermined performance
indicators, and for assessing social, economic and environmental impacts
of the schemes?'. In addition, the two schemes should be properly co-
ordinated with other support available to the sectors.

WEAK PERFORMANCE MONITORING AT MEMBER STATE LEVEL

In general, each of the Member States audited has at its disposal detailed
information concerning the livestock sectors and the agricultural situ-
ation of different agricultural regions within their territory. However, this
information is scattered across departments at various levels or in various
agencies which collect such information each for their own purposes.

Since there is no legal requirement concerning monitoring arrange-
ments, most of the Member States visited did not implement a moni-
toring system linking the outputs of the audited animal aid schemes
with specific final outcomes nor had they defined specific performance
indicators for the audited schemes.

Despite the reasons given for maintaining the partial implementation of
SPS measures through the audited aid schemes*?, the Commission did
not clarify what is meant by ‘production’ (e.g. number of farms, bene-
ficiaries, maintained animals, etc.) or 'supply to processing industries’
(e.g. calves or lambs, live carcass weight, tonnes of meat, etc.) and how
these two components would address the envisaged socioeconomic and
environmental impacts.

41 Council Regulation (EC,
Euratom) No 1605/2002 of
25 June 2002 on the financial
regulation applicable to

the general budget of the
European Communities (OJ

L 248,16.9.2002, p. 1), the
financial regulation, Article
27 states that:'Budget
appropriations shall be used
in accordance with the
principle of sound financial
management, namely in
accordance with the principle
of economy, efficiency and
effectiveness’ Further, it states
that ‘Specific, measurable,
achievable, relevant and
timed objectives shall be

set for all sectors of activity
covered by the budget.
Achievement of those
objectives shall be monitored
by performance indicators
[...I.

42 See paragraph 7, Box 1:

‘a minimum level of
agricultural production [...]
to ensure an adequate supply
of raw materials to processing
industries [...]
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As a consequence, these terms are not defined in a coherent manner
across the Member States implementing the audited schemes and are
not linked to the needs stated by the budgetary authorities and the
Commission in support of maintaining the schemes. Instead, the Member
States had widely different interpretations on the possible objectives
of the schemes and on the different approximate substitutes (i.e. op-

4 Performance indicators
must be relevant, accepted,
credible, easy and robust
(RACER).

4 Pillar | comprises market
support measures and direct

aids, including SPS, to EU
producers. Pillar Il covers
rural development measures,
aimed at supporting rural
communities to develop and
diversify.

erational objectives) that could be used to monitor their effectiveness
(see Box 7). However, such interpretations do not necessarily constitute
appropriate*® performance indicators for the achievement of the set
issues that the two schemes were supposed to address and that the
Commission could monitor at EU level.

NO GLOBAL VIEW OF DIFFERENT MEASURES THAT HAVE SIMILAR EXPECTED IMPACTS
AS THE AUDITED SCHEMES

47. An additional constraint in the monitoring by the Commission is that
there is no monitoring tool that would provide a global/holistic view
of the aids that are available to the animal sectors from various sources
and which work in synergy with each other. Such aids are available un-
der both Pillar I and Pillar Il of the CAP** as well as from national funds.
Although this information exists at various levels within the Commis-
sion, it is not systematically collected and monitored in a comprehensive
manner.

DIFFERENT INTERPRETATIONS IN THE MEMBER STATES FOR PERFORMANCE INDICATORS

France: According to stakeholders, ‘production’ could be monitored by the number of calves or tonnes of veal
exported instead of only suckler cow animals maintained. ‘Supply to the processing industry’ could be the kilo-
grams of live carcass weight of beef, veal and lambs. For the goat sector the interpretation by the stakeholders as
a measure of supply to the processing industry was the goat milk produced and delivered to the cheese industries.

Belgium:‘Production’was taken to mean the numbers of the ‘Blanc-Bleu Belge'breed of cows. Beef production
was defined by the term ‘production indigene brute (PIB)' (indigenous gross production) which is counted in
terms of tonnes weight of equivalent carcass. This is calculated considering the number of slaughtered animals
in Belgium plus exported live animals minus live imported animals.

Spain: The national authorities defined ‘production’as a combination of the total number of animals, the number

of farms and the quantity of meat produced. As 'supply to the processing industry’they used carcasses of animals
reared domestically plus imports for fattening.
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49,

For example, the livestock sectors benefit significantly from Pillar Il rural
development funds, notably agri-environment measures®, and the in-
terviewed stakeholders (national authorities and farmers’ representative
associations) agreed on the complementarity of this aid. In addition,
suckler cow and sheep and goat farmers’ production decisions are signifi-
cantly affected by other Pillar | policy instruments (e.g. cross-compliance
conditions®, Article 68 measures, etc.) or nationally funded measures
(see Box 8 for examples).

Beneficiaries visited do not distinguish between the various components
of aid which they receive. Instead, it is the total amount of aid that mat-
tered to beneficiaries in making their production decisions, and not one
single scheme by itself (see Box 9). There is thus potential for double
funding® through the existence of various schemes with similar object-
ives, which could be avoided if the Commission had a global view of the
different schemes available to farmers and their impacts.

% See also, European
Commission (2010)
Evaluation of CAP measures
concerning sectors subject
to past or present direct
support — Lot 1: Horizontal
issues:‘Evaluation of market
effects of partial decoupling,
p. 66.

% These cross compliance
conditions include keeping
land in good agricultural and
environmental condition
and respect of statutory
management regulations.

4 The term double funding’
as used by the Commission
refers to payments being
made under two or more
schemes in order to achieve
the same objective.

EXAMPLES OF SUPPORT SCHEMES FOR THE AUDITED SECTORS WITH SIMILAR

OBJECTIVES

Ireland: Animal welfare recording and breeding scheme for suckler herds (coupled aid also known as
suckler cow welfare scheme). A nationally funded scheme with the agreement of the Commission currently
paying a premium of 40 euro per head (about 92,5 million euro) to improve animal welfare and the quality
of the dedicated beef suckler herd. Grassland sheep scheme (decoupled aid using Article 68 provisions).
Financed by unused SPS appropriations, it is an area-based scheme linked to stocking density of sheep, with
different rates for lowland and upland farmers, equivalent to 10 euros per ewe (about 54 million euro over its
three-year duration).

United Kingdom (Scotland): Scottish beef calf scheme (SBCS) (coupled aid financed via Article 69 and then
Article 68 provisions). It provides direct support to specialist beef producers of male and female calves which are

at least 75 % beef bred and at least 30 days old (119 200 000 euro from 2010-13 or about 18-19 million pound
sterling in annual payments).

4 |e.in accordance with Article 88(3) of the EC Treaty and the European Commission’s Agricultural State Aid Guidelines.
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EXAMPLE OF A COMBINATION OF DIFFERENT AID SCHEMES ACCOMPLISHING
SIMILAR OBJECTIVES

The beneficiary was located in a disadvantaged area in one of the audited Member States and was
visited on the spot. The farmer’s major economic activity consisted of production of lamb animals that
he sold for fattening to other farmers or directly for slaughter. Lamb production arose out of main-
tenance of 400 ewes grazing in a fenced-in area within the circa 250 ha of the farmer’s land. Protein
crops and cereals produced from the farm were, according to the farmer, used mostly as feed for his
animals. In 2009, the farmer passed on half of the business to his son (transferring 200 sheep).

An analysis of the relative contribution of the different schemes shows the small financial importance
of the sheep premiums on the farmer’s production decision. Meanwhile, LFA and agri-environment
measures have similar objectives to the audited schemes in terms of regional targeting and envi-
ronmental outcomes and contribute much more to the farmer’s total subsidy income. Additionally,
cross-compliance requirements for SPS premiums in this farm would have been met most efficiently
by grazing livestock such as sheep and therefore, the farmer would have maintained grazing animals
even in the absence of the specific production requirement imposed by the ewe scheme.

Evolution of the farmer X's annual agricultural subsidies

23 576 euro 25281 euro ‘ 18 949 euro ‘ 25992 euro ‘ ‘ 12574 euro ‘

5%

7%

15%

%

2004 2005 2006 2007 2008 2009
M Decoupled premium (SPS) Agri-environment scheme (Pillar 1) W Less favourable areas measures (Pillar 1)
M Exceptional blue tongue financial aid M Basic sheep and goat premium i Supplementary sheep and goat premium
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ASSESSMENT OF THE SCHEMES’ IMPACTS BY THE COMMISSION IS
HINDERED BY SOME SHORTCOMINGS

THE COMMISSION’S CURRENT REFORM IS NOT SUPPORTED BY AN EVALUATION OF THE
2008 HEALTH CHECK

The Commission contracted several evaluation studies relevant to the
two sectors which also addressed the audited schemes and the effects of
various support measures to the two sectors. Evaluations, together with
the impact assessment exercise, are essential tools for the Commission to
study the impacts of a policy and to help prepare an informed opinion
when drafting relevant legislative proposals®.

However, evaluations in an environment of rapid reforms, as currently
being experienced (2003 CAP reform followed by the 2008 ‘Health Check
of the CAP'reform, followed by the CAP post 2013 reform), have to rely
on an analysis of the past which may no longer be fully relevant and/or
come too late to be on their own of adequate help to the Commission.

For example, concerning the two audited meat sectors and schemes,
the evaluations available®® when the Commission was developing the
post 2013 CAP proposals only covered the situation pertaining to the
decisions of the 2003 reform®' and not that post 2008. However, Mem-
ber States were already implementing provisions that resulted from the
‘Health Check of the CAP"which improved and introduced new tools for
the Member States®? to deal with potential disturbances in the audited
sectors due to decoupling. The same issues are relevant to an evaluation
of CAP measures for the sheep and goat sector which was published in
November 2011°3.

33

“ Legislative proposals on
the post 2013 CAP reform.

*0 Evaluation of direct aids
in the beef and veal sector,
October 2010 and Evaluation
of market effects of partial
decoupling, October 2010.

°! |.e. covering Article 69
measures of Regulation (EC)
No 1782/2003.

2 See e.g. new Article 68 of
Regulation (EC) No 73/2009
replacing old Article 69 of
Regulation (EC) No 1782/2003
and new possibilities offered
via Article 63 of the same
Regulation.

3 Evaluation of CAP
measures for the sheep and
goat sector — November
2011.
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53. As a result, the Council and the Parliament are currently called to take
decisions on a new reform without fully absorbing the impacts of the
2008 reforms of the CAP which introduced important changes concern-
ing the possibilities of providing specific support®.
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* For example, the 2010
report titled ‘Evaluation of
market effects of partial
decoupling’ (Evaluation of
CAP measures concerning
sectors subject to past or
present direct support —
Lot 1: Horizontal issues,

p. 2) stated that its aim

was to analyse the effects
of coupled or partially
coupled aids — as they are
established by Regulation
(EC) No 1782/2003 — on
the market, within a general
context of total decoupling.
Similarly, the report published
in 2010 titled ‘Evaluation of
direct aids in the beef and
veal sector’focuses on the
period 2005-07 and does
not cover the effects of legal
provisions introduced with
Regulation (EC) No 73/2009.
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CONCLUSIONS AND RECOMMENDATIONS

54, The Court did not find conclusive evidence to demonstrate that the suck-
ler cow and ewe and goat schemes, as under the partial implementation
option of SPS, are in general a more effective tool than decoupled aid,
allied with other EU and nationally funded measures, to maintain produc-
tion and thus sustain economic activity in regions with few economic
alternatives and generate environmental benefits.

55. A number of Member States have concluded that the intended effects
of the schemes would be better addressed by total decoupling of the
premiums along with a coordinated approach of using Pillar | and Pillar
[l funds to support the sectors in fragile areas or for specific purposes.
Accordingly, there is a growing trend to absorb the audited aid schemes
into SPS and to rely on alternative instruments to protect vulnerable
sectors.

56. The Commission has proposed that voluntary coupled aid should be
permitted beyond 2013 in certain sectors, including the audited sec-
tors. Neither the Council nor the European Parliament has yet reacted
formally to the Commission’s proposal. The recommendations below
suggest detailed changes that the legislator might wish to include in
any revised scheme if the Commission’s proposal is accepted.

ARE SUCKLER COW AND EWE AND GOAT SCHEMES TARGETED TO THE MOST RELEVANT
REGIONS IN MEMBER STATES?

57. Member States were allowed to maintain the suckler cow and ewe and
goat schemes because of production risks in certain sectors and regions.
The audit concluded that most of the funds under the audited schemes
are made available across Member States' territories. Thus, despite the
legislator's emphasis on fragile regions, the schemes, as designed, do
not focus on those regions and areas where local production is vital to
the economy and the environment and where no alternatives exist. The
effects of the schemes are therefore diluted by the lack of targeting
(paragraphs 15 to 17).

58. The only targeted measures foreseen in the aids for both sectors are the
additional premiums where these apply and which can only be paid to
farmers located in certain areas. However, these are of limited financial
significance and/or in the process of being decoupled (paragraphs 18
to 21).
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59.

60.

RECOMMENDATION 1

The Commission should add a targeting requirement for coupled direct
aid schemes. In particular, the Commission’s implementing rules should
require the Member States to identify and justify agricultural areas in
which coupled animal premiums could have a demonstrably beneficial
effect and where there is a lack of real viable alternatives.

ARE THE SUCKLER COW AND EWE AND GOAT SCHEMES EFFECTIVE IN MAINTAINING
SPECIFIC PRODUCTION AND THUS AVOIDING NEGATIVE SOCIAL, ECONOMIC AND
ENVIRONMENTAL CONSEQUENCES?

A comparison between Member States having completely decoupled
support and Member States having maintained the audited support
schemes does not provide any conclusive evidence in favour of the over-
all effectiveness of the latter in maintaining production (paragraphs 22
to 28).

The impact of exogenous and contextual factors influencing the sectors
is predominant, rather than the impact of the schemes as such (para-
graphs 29 and 30). However, there was evidence that, in fragile regions,
decoupling of the premiums has resulted in a reduction in livestock
production (paragraph 41).

RECOMMENDATION 2

The Commission, in coordination with the Member States, should clarify
the most relevant types of specific farming activities (e.g. extensive
grazing systems, shepherding, etc.) to maintain agricultural production
and sustain economic activity in regions with few economic alternatives
and generate environmental benefits.

To maximise the effectiveness of EU support to the audited sectors,
such support should be focused on farmers and specific farming ac-
tivities in disadvantaged regions facing environmental, social and eco-
nomic risks.
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61.

62.

63.

64.

Suckler cow and sheep and goat farmers’ production decisions are af-
fected by the panoply of different support measures available to them
coming from different sources. To the extent that coupled aid schemes
are deemed necessary, they are likely to have a greater impact if they are
focused and better orientated towards farm competitiveness (paragraphs
31 and 32).

There were no discernible differences between Member States using full
or partial implementation of SPS in trends concerning social, economic
and environmental aspects such as meat production, number of benefi-
ciaries and animals, and area under permanent pasture (paragraphs 24
to 28 and 33 to 40).

ARETHE SUCKLER COW AND EWE AND GOAT SCHEMES WELL MONITORED AND ASSESSED
BY THE COMMISSION AND THE MEMBER STATES?

In most Member States visited, monitoring of performance indicators
was weak due to the lack of an ad hoc performance monitoring system
for measuring the results and outcomes of the audited schemes, and
the different interpretations of the terms ‘production’and ‘supply to the
processing industry’ by each Member State (paragraphs 43 to 46). An
additional constraint in the monitoring by the Commission was the lack
of an appropriate tool providing a global view of the aids that are avail-
able from different sources (paragraphs 47 to 49).

The rapid pace of recent CAP reforms does not always enable precise
quantitative assessments to be made in a timely manner. Thus, the Com-
mission’s system for assessing the impacts of the audited schemes is
hindered by the unavailability of an evaluation of the 2008 'Health Check’
(paragraphs 42 and 50 to 53).
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RECOMMENDATION 3

The Commission should specify the monitoring requirements and ar-
rangements expected from Member States for the aid schemes concern-
ing the animal sectors and include these in a legal requirement, such
as an implementing act, requiring Member States to use appropriate
performance indicators and up-to-date data which are well linked to
the envisaged outcomes from the animal aid schemes.

The Commission should implement a permanent monitoring framework
that would indicate all the direct aids paid to support the animal sec-
tors in the Member States, including national aids and Pillar Il support,
by collecting and monitoring information in a comprehensive manner
across the EU. By doing so, the Commission would take into consid-
eration the overall effects of different types of schemes aimed at the
animal sectors and identify potential synergies amongst them, with
a view to avoiding double funding under support instruments which
have similar objectives.

RECOMMENDATION 4

The Commission in coordination with the Member States should under-
take a comprehensive evaluation of the impact of the different sup-
port schemes and, where appropriate, assess the impacts of alternative
measures to improve production quality and competitiveness, e.g. by
encouraging herd improvements.
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This report was adopted by Chamber I, headed by Mr loannis SARMAS,
Member of the Court of Auditors, in Luxembourg at its meeting of
20 June 2012.

For the Court of Auditors
l/uz-(u_-_

Vitor Manuel da SILVA CALDEIRA
President
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OVERVIEW OF SUCKLER COW AND SHEEP AND GOAT COUPLED DIRECT PAYMENTS IN THE
MEMBER STATES IMPLEMENTING SPS

EU ceiling 2005

Sh(;eopa:nd Starting year | Suckler cow | Starting year Sheep and goat Suckler cow
Supplementary Additional
Belgium Decoupled 2005 Coupled / N/A N/A 77 565000 19389000
Denmark 2012 / Decoupled 2005 855 000 N/A N/A N/A
Germany Decoupled 2005 Decoupled 2005 N/A N/A N/A N/A
Ireland Decoupled 2005 Decoupled 2005 N/A N/A N/A N/A
Greece Decoupled 2006 Decoupled 2006 180300 000 63 200 000 25700000 3100 000
Spain 2010 / Coupled / 366 997 000 111589 000 279 830 000 28937 000
25 % de-
France 2010 / coupled in / 133716 000 40208 000 734908 000 1137000
2010
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EU ceiling 2010
Budget

Sheep and goat au:’:ﬂ::%g" Description of the specific support under Article 68’

from 2010-13'

Supplemen-

tary Additional

o Forabetter quality (Article 68(1)(a)(ii))

0 Grassland premium-breeding (Article 68(1)(b))

o Specific support for green cover crops

o (Conservation of the Piétrain breed in the pig sector

N/A N/A 77 565 000 19389 000 29978 880

0 Agri-environment measures (Article 68(1)(a)(v))

o Perennial energy crops (Article 68(1)(a)(i))

855000 N/A N/A N/A 111 820 000 o Perennial ecological fruit tress and berry bushes (Article 68(1)(a)(i))
o Production perennial energy crops (Article 68(1)(a)(i))

o Specific support for production of meat (Article 68(1)(b))

N/A N/A N/A N/A 4000 000 0 (Grassland premium in dairy sectors (Article 68(1)(b))

0 Grassland sheep scheme (Article 68(1)(b))
o (Grassland dairy efficiency (Article 68(1)(b))

N/A N/A N/A N/A 143 800,000 o Conservation in the burren livestock (Article 68(1)(a)(i))
o EU suckler cow welfare scheme (Article 68(1)(a)(iv))
o Improvement of quality of olive oil, durum wheat (Article 68(1)(a)(ii))
N/A N/A N/A N/A 323 600 000 o LFA producers in meat sectors (heifers, suckler cows, sheep and goats)

(Article 68(1)(b))
0 Restructuring programmes in LFA mountainous areas (Article 68(1)(c))

o National programme quality leqgumes

o Quality programme tobacco

o Crop rotation not irrigated

o Aid to sheep and goat farmers on the quality schemes
o Aid for milk quality products

o Aid to sheep and goat producers

o Aid to milk producers in LFA

o Production of beef meat under official recognised quality
N/A N/A 261153 000 26 000 000 992 653 540 o Vulnerability suckler cow

o Support for increasing quality of sugar beet

o Support for increasing quality of cotton

o Nuts sector

o Support for increasing quality of milk and milk products
o Support to dairy sector in vulnerable/sensitive areas

0 Support to goat sector in LFA

0 Support to sheep sector in vulnerable areas

0 Ex-Article 69 measures (beef, cotton, sugar, milk)

o Additional aid for protein crops (Article 68(1)(a)(i))

o Aid for quality of durum wheat (Article 68(1)(a)(ii))

o To maintain organic farming (Article 68(1)(a)(v))

o Aid for conversion to organic farming (Article 68)

o Diversification of crop rotation (Article 68(1)(a)(v))

o Aid for calves from suckling cows and for organic labelled calves; aid for sheep
and goat producers; aid for milk producers in mountain areas (Article 68(1)(b))

o Crop harvest insurance (Article 68(1)(d))

N/A N/A 525622 000 N/A 1874 400 000
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EU ceiling 2005

Shegeopa:nd Starting year | Suckler cow | Starting year Sheep and goat Suckler cow

Supplemen-

tary Additional
Italy Decoupled 2005 Decoupled 2005 N/A N/A N/A N/A
Luxembourg Decoupled 2005 Decoupled 2005 N/A N/A N/A N/A
Malta Decoupled 2007 Decoupled 2007 53000 18 000 26 000 3000
Netherlands Decoupled 2006 Decoupled 2006 13 800 000 300 000 10900 000 N/A
Austria Decoupled 2005 Coupled / N/A N/A 70 578 000 99000
Portugal Coupled / Coupled / 21892 000 7184000 79 031000 9503 000
Slovenia 2010 / Decoupled 2007 520000 178 000 5183000 626 000
Finland Coupled / Decoupled 2006 1200 000 400 000 9300000 600 000
Sweden Decoupled 2005 Decoupled 2005 N/A N/A N/A N/A
United Decoupled 2005 Decoupled 2005 N/A N/A N/A N/A
Kingdom

TOTAL ‘ 719333 000 ‘ 223 077 000 ‘ 1293021000 ‘ 63394 000

' Source: European Commission Agriculture and Rural Development DG, Unit D1 Implementation of Specific Support (Article 68 of Regulation (EC)
No 73/2009). Provisional figures notified by Member States and still subject to modification. DS/2010/03 updated 5.9.2011.

Special Report No 11/2012 - Suckler cow and ewe and goat direct aids under partial implementation of SPS arrangements



43

EU ceiling 2010

Budget
allocated on
Article 68
from 2010-13’

Sheep and goat Description of the specific support under Article 68’

Supplemen-
tary

Additional

o Improvement of quality (beef and veal; sheep and goat meat; olive oil; dairy
products; tobacco; sugar; floricultural products) (Article 68(1)(a)(ii))

o (Crops rotation (Article 68(1)(a)(v))

o Insurance payments for harvests, animals and plants (Article 68(1)(d))

N/A N/A N/A N/A N/A o N/A

N/A N/A N/A N/A 1277100 000

N/A N/A N/A N/A N/A o N/A

o For transport over water (Article 68(1)(a)(i))
o Animal welfare (Article 68(1)(a)(iv))

o Electronic | &R for sheep (Article 68(1)(b))
0 Weather insurance (Article 68(1)(d))

N/A N/A N/A N/A 120 585 000

N/A N/A 70 578 000 99 000 51600000 | © Dairy cow premium (Article 68(T)(b)

o Extensive handling systems for autochthonous races (beef, sheep, goats)
(Article 68(1)(a)(i))

o Quality improvement of agricultural products (crops and animals)
(Article 68(1)(a)(ii))

0 Agri-environmental measures for protection of olive national patrimony and
support to extensive pasturing (Article 68(1)(a)(v))

o To economic vulnerable types of agriculture in milk and sheep sectors
(Article 68(1)(b))

o For extensive rearing of female bovine animals and dairy payment for farm-
ers in mountain areas and on steep hills (Article 68(1)(b))

o Preserving animal rearing on farms with permanent pastures
(Article 68(1)(c))

o Supporting beef and veal production and dairy cow premium
600000 200000 N/A N/A 194 804 200 (Article 68(1)(b))
0 Ex-Article 69 measures (arable crops) (Article 72(3))

21892 000 7184000 78 695000 9462000 133044 000

N/A N/A N/A N/A 49514200

o Improving quality (all sectors) (Article 68(1)(a)(ii))
N/A N/A N/A N/A 13 868 000 o Improving marketing (all sectors) (Article 68(1)(a)(iii))
o Ex-Article 69 measures (quality/marketing all sectors)

o Scottish beef scheme (Article 68(1)(b))
o Ex-Article 69 measures (beef sector in Scotland)

N/A N/A N/A N/A 119200 000

23 347 000 ‘ 7384000 ‘ 1013 613 000 ‘ 54 950 000 ‘ 5439967 820 ‘
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LIVESTOCK AND MEAT PRODUCTION IN EU (1995-2010)

EU - 27 Livestock numbers, 1995-2010 (1000 000 heads)
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EU - 27 Livestock numbers, 1995-2010 (1 000 000 heads)
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_II

AVERAGE NUMBER OF ANIMALS PER FARM

180
Suckler cows Sheep Goats
160
120
——EU-15
100
—8-EU-12
? / — —-
EU-27
60
40 /#
—a— —a—a
0 T T T T T T T T T

2000 2003 2005 2007 2000 2003 2005 2007 2000 2003 2005 2007

Source: Eurostat (FSS).

Special Report No 11/2012 - Suckler cow and ewe and goat direct aids under partial implementation of SPS arrangements



SUMMARY

V.

Despite the fact that payments are granted across the
whole territory of the Member State, they are actually con-
centrated in the regions where those types of farming are
predominant, and implicitly targeted to regions without
viable economic alternative.

V.

Several analyses or evaluations show the relevance of
coupled payments and the need to maintain them in the
suckler cow and sheep and goat sectors. In particular:

— Recent impact assessments' indicate the economic need to
maintain coupled support in certain sectors and for certain
regions of Europe. In particular, the analysis compare the mar-
gin over operating costs with and without coupled payments
and look at the particular Member States, types of production
systems and types of areas (LFA, mountain LFA, non-LFA) to
assess the impacts.

— Synthesis of the evaluations analysing environmental impacts
of CAP measures applied in different sectors? indicates a posi-
tive environmental effect of some of the coupled measures,
in particular the suckler cow premium which, among other
positive impacts, helped to maintain extensive farming and
to avoid intensification in some regions.

— The evaluation of direct aids in the beef and veal sector?
recommended maintaining of some type of coupled aid in
sensitive regions, in particular for suckler cows as it helps main-
taining the suckler cow’s herd and it could slow down em-
ployment decline in the breeding activity in sensitive regions.

— Similarly, the evaluation of CAP measures for the sheep and
goat sector* recommends specific production-linked support
to the sheep and goat production in order to maintain farming
in specific vulnerable regions.

! See Note 3 of Annex C of the health check impact assessment (SEC(2008)
1885 of 20 May 2008) and Annex 3E of the CAP post 2013 impact
assessment (SEC(2011) 1153 final/2 of 20 October 2011).

2 See http://ec.europa.eu/agriculture/eval/reports/environment-
summary/index_frhtm

® See http://ec.europa.eu/agriculture/eval/reports/directaidbeef/exec_
sum_en.pdf

4 See http://ec.europa.eu/agriculture/eval/reports/sheep-goat/executive_
summary_en.pdf
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REPLY OF THE
COMMISSION

VI.

The assessment of the impacts of CAP support in general
and the schemes for beef and sheep and goat sectors is
done on a regular basis by the Commission. In terms of
income and employment (social impact), the abovemen-
tioned evaluations and analyses give good indication on
the fact the income of those livestock sectors depend
strongly on the coupled aids and that environmentally,
the decoupling of coupled aid would certainly lead either
to intensification of herds or to abandonment of breed-
ing activities, which in sensitive regions will result in loss
of employment and even to abandonment of agricultural
production. While the abovementioned evaluations and
analyses are focused on examining the impacts of direct
aids, the other intervening measures (such as agri-environ-
mental payments or LFA payments) are also taken into
account in these evaluations.

In addition, relevant provisions in the applicable legislation
aim either at ensuring the compliance with the budgetary
ceilings fixed by the Commission for the audited schemes?,
following the implementation of the schemes by the Mem-
ber States®, or monitoring the controls carried out by the
Member States under the IACS rules’.

VII. (a)

Within the framework of the reform of the CAP towards
2020, the Commission has proposed?® that Member States
may grant coupled support to sectors or regions under
certain specific conditions. The Commission will specify
how the requirement shall be implemented.

° Article 64(2) of Regulation (EC) No 1782/2003.
6 See communications under Article 3 of Regulation (EC) No 795/2004.
" Notifications referred to in Article 76 of Regulation (EC) No 796/2004.

8 Article 38 of the proposal on direct payments (COM (2011) 625 final/2 of
19 October 2011).
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VII. (b)

The legislator has considered that these concepts could
be better defined at national level. The identification of
the types of farming to be targeted is left to the Member
States to take into account the real situation of the con-
cerned sector or region on their territory.

Nevertheless, within the framework of the reform of the
CAP towards 2020° the Commission will be empowered to
adopt delegated acts concerning the conditions for grant-
ing voluntary coupled support as well as the rules on con-
sistency with other Union measures and on the accumula-
tion of support.

VII. (c)

The Commission has an overall view of the situation across
the EU regarding the various coupled support measures
applied in the animal sectors. Member States are subject to
the obligation to periodically notify the Commission with
the number of animals and the amounts paid under both
coupled suckler cow and sheep and goat payments' and
coupled Article 68 payments'' as well as under comple-
mentary national direct payments (CNDP) implemented
in the Member States who joined in 2004 and 2007. As
far as social, economic and environmental impacts of the
schemes, the Commission considers that it is more a mat-
ter for evaluation than monitoring.

When it comes to the decision-making process for the
upcoming reform, the Commission bases its proposals on
an impact assessment which draws on a whole range of
information sources, quantitative analyses, qualitative and
quantitative information from the literature and public
consultations'. Evaluation reports are one of these infor-
mation sources.

As for the future, the Commission proposal for the CAP
towards 2020 foresees the establishment of a common
monitoring and evaluation framework with a view to meas-
uring the performance of the common agricultural policy,
including first and second pillar measures.

° Article 38 of the proposal on direct payments (COM(2011) 625 final/2 of
19 October 2011).

10 Commission Regulation 1121/2009, Article 4.
" Commission Regulation 1120/2009, Articles 51 (3) c.

12 See Section 1.3 of the impact assessment of the common agricultural
policy towards 2020, SEC (2011) 1153 final/2 of 20 October 2011.
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VII. (d)

The Commission regularly undertakes evaluations of all
support schemes applied under the CAP. This was also the
case for the direct payments applied to the beef and veal
sector and sheep and goat sectors. The elements studied
by the retrospective evaluations depend on the policy
objectives set by the legislator.

Also, the Commission proposal for the CAP towards 2020
foresees a framework for monitoring and evaluation, in
cooperation with Member States.

INTRODUCTION

4.

In the case of suckler cows, the ‘basic’ premium is 100 % EU
funded and the national additional premium is nationally
funded or co-financed by EAGF under certain conditions,
while both basic and supplementary sheep and goats pre-
miums are 100 % EU funded.

8 and Box 2 - Joint reply

The two measures referred to by the Court are different in
nature. Indeed, Article 63 of Regulation (EC) No 73/2009
is not a permanent direct support measure like Article
68 of the same regulation as it is a one-off decision to be
taken by the Member State when integrating the related
amounts into the single payment scheme in view of trans-
ferring certain amounts from a sector to another. Further-
more, under Article 68 of Regulation (EC) No 73/2009,
within the 10 % limit referred to in the Court’s observa-
tions, Member States are allowed to only use up to 3.5 %
of their national ceiling for financing coupled support, in
particular in the two sectors at stake.
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10.

Following a wide public consultation and a thorough
impact assessment, the Commission adopted proposals
for the CAP towards 2020'%, which in its Title IV, Chapter 1
foresees the possibility to grant voluntary coupled sup-
port. The ultimate decision to grant coupled support such
as the audited schemes depends on the decision of the
Member States, which are free to select one or several par-
ticular sectors among the eligible sectors/productions and
to design the schemes they want to implement. According
to the proposal', the Commission shall be empowered to
adopt delegated acts concerning the conditions for grant-
ing this voluntary coupled support as well as the rules on
consistency with other Union measures and on the accu-
mulation of support.

OBSERVATIONS

15 and 16. Joint reply

Suckler cow and sheep and goat breeding are in general
predominant in regions without viable agricultural eco-
nomic alternative. As a result some targeting, including
regional, is inherent to the type of coupled support.

Recital 34 of Regulation (EC) No 73/2009 indicates that
maintaining a minimum level of production may be neces-
sary for the agricultural economies in certain regions, and
in particular where there are not economic alternatives.

Therefore, despite the fact that payments are granted
across the whole territory of the Member State, they are
actually concentrated in the regions where those types of
farming are predominant.

13 COM(2011) 625 final/2 of 19 October 2011.

14 See Court footnote 30.
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16.
Commission agrees that targeting is implicit in the nature
of the schemes.

The main objective of the coupled aid to suckler cow and
sheep and goat premium is to maintain a minimum level
of production in those sectors and/or regions facing dif-
ficulties. The premiums are thus targeted to those types of
breeders and it is possible that a more intensive breeding
farm is supported with one of those coupled aids, support
which does not go against the objective of the premium.
However by nature, due to the traditional localisation of
such production, this risk is minimum.

17.

Despite the fact that payments are granted across the
whole territory of the Member State, they are actually con-
centrated in the regions where those types of farming are
predominant, and implicitly targeted to regions without
viable economic alternative.

18 to 21. Joint reply

Within a more general decoupling trend, partially coupled
support was deemed necessary in some specific cases
where a minimum level of agricultural production is
important to sustain the economic activity e.g. in regions
with few economic alternatives. However, maintain-
ing such coupled payments entails administrative costs
for Member States authorities. As a consequence some
Member States have chosen to integrate these coupled
schemes into the SPS as they considered that the level
of coupled payment allowed (50 %) was not sufficient to
justify keeping two management and control systems in
parallel.
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Box 3

The goat premium was integrated into the SPS as France,
Spain and Greece considered that the limited level of
coupled payment allowed (50 %) was not a sufficient
incentive for to keeping two administrative management
and control systems in parallel at Member State level.

The same reasoning applies to the ewe premium as the
maximum level of coupled support is the same in both
cases, i.e. up to 50 % according to Article 67 of Regulation
(EC) No 1782/2003.

24,
See joint reply to paragraphs 18 to 21.

The evaluation of direct aids in the beef and veal sector™
recommended maintaining some types of coupled aid in
sensitive regions, in particular for suckler cows as it helps
in maintaining the suckler cow’s herd and it could slow
down employment decline in the breeding activity in sen-
sitive regions.

25 to 27. Joint reply
Although there is a general tendency to decrease livestock
herds in the EU the situation is rather complex.

For sheep/goats the herd declined in most Member States
but not in Greece, Romania, Finland and Denmark. For
bovine production the picture is more balanced with
lower decline rates than in the dairy herd. As for the suck-
ler herd, it was rather stable in Spain, France and Portugal
during the revised period. In contrast, many of the small
producing Member States, especially in central and eastern
Europe, reported declines in net beef production.

28.

The evaluation of CAP measures for the sheep and goat
sector'® recommends specific production-linked support
for sheep and goat production in order to maintain farm-
ing in specific vulnerable regions.

15 See http://ec.europa.eu/agriculture/eval/reports/directaidbeef/exec_
sum_en.pdf

16 See http://ec.europa.eu/agriculture/eval/reports/sheep-goat/executive_
summary_en.pdf
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Furthermore, for the four Member States mentioned by
the Court, the sheep and goat premiums were integrated
into the SPS because they considered that the level (50 %)
of coupled payment allowed was not sufficient to justify
keeping two management and control systems in parallel.

Box 4
See reply to paragraph 28.

The Commission considers that the objectives of the
audited schemes have been achieved.

In relation to the example given, the fact that the herd
remained almost constant is in line with the objective to
maintain the production in this area.

29 and 30. Joint reply

The Commission acknowledges that exogenous and con-
textual factors do influence production. However, some
analyses'” have shown that those premiums have contrib-
uted to maintaining animal production in some fragile
regions and have mitigated the effects of those external
factors.

Although the dynamics of the beef sector are affected by
external factors, in the case of suckler cows the coupled
premium appears to have supported the sector'®. Concern-
ing the goat sector, the maintaining of coupled support
has slowed down the decline in the sector, influenced by
the fall in consumption and the drop in market prices.

The objective of partial decoupling is not to formulate
an exact level of production to be achieved, but rather
to maintain a minimum level of agricultural production
to sustain the economic activity in regions with few eco-
nomic alternatives.

17 See report on the evaluation of market effects of partial decoupling -
October 2010.

'8 See report on the evaluation of market effects of partial decoupling -
October 2010.
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31.

The Commission confirms that overall the orientation
toward decoupling has not suffered from the maintenance
of some coupled aids: the decoupled part of direct aids
represented 85.3 % of the total direct aids in calendar
year 2009, compared to an expected rate of decoupling at
around 93.6 % in calendar year 2013.

The Commission also wishes to underline that the
improvement of the competitiveness of those farmers
receiving the audited coupled aids was not a primary
objective of the audited schemes and is better ensured by
other CAP instruments (e.g. rural development investment
measures). Coupled aids aim at keeping a minimum pro-
duction activity in regions where decoupling could lead to
abandonment of production and to its consequences for
employment and the environment (minimum agricultural
activity is in sensitive areas essential for, for example, bio-
diversity and landscape).

See also reply to paragraph 17.

32.
See reply to paragraph 31.

The Commission notes that in the same paragraph quoted
by the Court, the CAP ‘Health check impact assessment’
also underlines that: ‘In some specific cases a minimum level
of agricultural production is important to sustain economic
activity in regions with few economic alternatives, to ensure
an adequate supply of raw materials to processing industries,
or to generate environmental benefits.’

Furthermore, the conclusions of the section dedicated
to ‘partially coupled support’ (page 44) clearly points out
that: ‘Evidence from analysis suggests that targeted selective
decoupling whereby coupled support is retained in sectors of
extensive livestock meat production (beef and sheep) would
maximise the benefits from full decoupling in the crop sector,
while at the same time maintaining the overall positive social
and environmental impacts of coupled support in fragile
regions of high environmental value.’
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34.
See also joint reply to paragraphs 29 and 30.

35.

The concentration trend noted by the Court is the effect
of the long-term structural adjustment of the agricultural
sector. Based on Eurostat data, the concentration trend in
terms of number of suckler cows, sheep and goats per pro-
ducer can be confirmed for most Member States and for
the EU-27 as a whole.

37.

The social impacts of partial implementation of the SPS,
e.g. on employment or the vitality of rural areas, will only
become apparent in the longer term.

However, whether or not this decrease is linked to the
choice of support system (coupled versus decoupled) is
difficult to assess.

The impact assessments of both the ‘Health check’ and the
CAP towards 2020 reforms have shown that the decrease
in the number of livestock farms will be high albeit to dif-
ferent extents depending on the Member State in case of
full decoupling.

39.

Because CAP objectives are multiple and CAP tools and
their combination contribute to those objectives in differ-
ent ways, it is indeed sometimes difficult to distinguish at
first glance the effect of one tool from another tool on one
objective. This is the role of analysis and evaluation of CAP
instruments done by the Commission.

For instance, the synthesis of the evaluations analysing
environmental impacts of CAP measures applied in differ-
ent sectors'® shows that some coupled measures clearly
have a positive environmental effect, in particular the suck-
ler cow premium which, among other positive impacts,
helped to maintain extensive farming.

All'in all, those different CAP tools referred to in the Court’s
observation are not necessarily used in the same regions
and Member States have flexibility to decide which tools
are the most appropriate to fulfil the assigned objectives.

1% See http://ec.europa.eu/agriculture/eval/reports/environment-
summary/index_frhtm
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41.
Several analyses and evaluations demonstrate the rele-
vance of these schemes. (See paragraph V.)

Box 6

The decision to continue implementing coupled support
for ruminants in the framework of the partial implementa-
tion of the SPS is a Member State decision.

The decision of the UK — Scotland to continue granting
a coupled support in the beef sector first, under Article 69
of Regulation (EC) No 1782/2003, then under Article 68 of
Regulation (EC) No 73/2009 is partially related to the con-
text referred to in the Court's observation.

42.
See reply to paragraph VIl (d).

43 and 44. Joint reply

The assessment of the impacts of CAP support schemes in
general and the schemes for beef and sheep and goat sec-
tors in particular is done on a regular basis by the Commis-
sion. (See reply to point V above for quoted analysis and
evaluations). In terms of income and employment (social
impact), the abovementioned evaluations and analyses
give a good indication of the fact that the income of those
livestock sectors depends strongly on the coupled aids and
that environmentally, the decoupling of coupled aid would
certainly lead to abandonment of breeding activities,
which in sensitive regions will result in loss of employ-
ment and even to abandonment of agricultural produc-
tion. While the abovementioned evaluations and analyses
are focused on examining the impacts of direct aids, the
other intervening measures (such as agri-environmental
payments or LFA payments) are also taken into account in
these evaluations.

In addition, the monitoring of the schemes is ensured by
relevant provisions in the applicable legislation aiming for
example at ensuring compliance with the budgetary ceil-
ings fixed by the Commission for the audited schemes®, at
following the implementation of the schemes by the Mem-
ber States?' and at monitoring the controls carried out by
the Member States under the IACS rules®.

20 Article 64(2) of Regulation (EC) No 1782/2003.
1 See communications under Article 3 of Regulation (EC) No 795/2004.

22 Notifications referred to in Article 76 of Regulation (EC) No 796/2004.
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45.
Please see reply to paragraph Vi(b).

46.
Please see reply to paragraph Vli(b).

Box 7
Please see reply to paragraph VII(b).

47.

The Commission proposal for the CAP towards 2020 fore-
sees the establishment of a common monitoring and
evaluation framework with a view to measuring the per-
formance of the common agricultural policy, including first
and second pillar measures.

49.

The Commission considers that the risk of double funding
is mitigated as Member States shall ensure that a farmer
may receive support for a given operation under only
one support measure (Article 38(2) of Regulation (EC)
No 1120/2009). Consequently, the Member State’s noti-
fication on specific support shall include in particular
a description of any existing measures applied under Com-
munity support schemes or under measures financed by
state aids in the same area or sector as the specific sup-
port measure and, where appropriate, the demarcation
between them (Part A(c) of Annex IV to Regulation (EC)
No 1120/2009). This information is scrutinised by the Com-
mission at the time of the assessment of the notification,
irrespective of a possible approval of the notified meas-
ures. However, this procedure to avoid double funding for
a single operation does not prevent the use of different
tools (i.e. support schemes) in order to achieve a similar
objective.

Box 9
See reply to paragraph 39.

Member States have a certain flexibility among volun-
tary schemes to decide which scheme or combination of
schemes will fit best with the challenges of specific sectors
or regions. Having different instruments which in combin-
ation contribute to achieving the multiple objectives of
the CAP is considered as positive by the Commission and
helps in obtaining better value for money.
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52.

The evaluation of the meat sector requires time for the
impact of the policy to become visible, as there is a time
lag (typically several years) between the production deci-
sions of farmers and their impact. The example referred to
by the Court provides a good illustration: the implementa-
tion in the Member States of Article 68 measures?® started
only in 2010. Consequently, an evaluation at this stage
would have been premature.

To address this inherent limitation, the evaluation of mar-
ket effects of partial decoupling?* (concluded in 2010)
included a simulation of a situation with full decoupling
of direct aid in both the beef and veal and sheep and goat
sectors, giving an indication of the possible effects of full
decoupling applied to those sectors.

In addition, the impact assessment for the CAP towards
2020 includes specific analysis supported by the latest
available data on the suppression of coupled support for
beef, sheep and goat sectors®.

53.

When it comes to the decision-making process for the
upcoming reform, the Commission bases its proposals on
an impact assessment which draws on a whole range of
information sources, quantitative analyses, qualitative and
quantitative information from the literature and public
consultations?. Evaluation reports are one of these infor-
mation sources.

2 Article 68 of Council Regulation (EC) No 73/2009 (which replaced
Article 69 of Council Regulation (EC) No 1782/2003).

4 Report on the evaluation of market effects of partial decoupling —
October 2010.

2 See Sub-annex 3E of the impact assessment report (SEC(2011) 1153
final/2 of 20 October 2011).

% See Section 1.3 of the impact assessment of the common agricultural
policy towards 2020, SEC(2011) 1153 final/2 of 20 October 2011.
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CONCLUSIONS AND RECOMMENDATIONS

54.

Several analyses or evaluations show the relevance of
coupled payments and the need to maintain them in the
suckler cow and sheep and goat sectors. In particular:

— recent impact assessments?’ indicate the economic need to
maintain coupled support in certain sectors and for certain
regions of Europe; in particular, the analyses compare the mar-
gin over operating costs with and without coupled payments
and look at the particular Member States, types of production
systems and types of areas (LFA, mountain LFA, non-LFA) to
assess the impacts.

— synthesis of the evaluations analysing environmental impacts
of CAP measures applied in different sectors? indicates a posi-
tive environmental effect of some of the coupled measures,
in particular the suckler cow premium which, among other
positive impacts, helped to maintain extensive farming and
to avoid intensification in some regions.

— the evaluation of direct aids in the beef and veal sector® rec-
ommended maintaining some type of coupled aid in sensitive
regions, in particular for suckler cows as it helps maintain the
suckler cow’s herd and could slow down employment decline
in the breeding activity in sensitive regions.

— similarly, the evaluation of CAP measures for the sheep and
goat sector®® recommends specific production linked support
to the sheep and goat production in order to maintain farming
in specific vulnerable regions.

7 See Note 3 of Annex C of the health check impact assessment and
Annex 3E of the CAP post 2013 impact assessment (SEC(2011) 1153
final/2 of 20 October 2011).

%8 See http://ec.europa.eu/agriculture/eval/reports/environment-
summary/index_frhtm

% See http://ec.europa.eu/agriculture/eval/reports/directaidbeef/exec_
sum_en.pdf

%0 See http://ec.europa.eu/agriculture/eval/reports/sheep-goat/executive_
summary_en.pdf
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55.

The decision to partially implement the single payment
scheme?’ was left to the Member States in order to allow
them to facilitate the transition between the payment
regimes in force in the previous period and the new sin-
gle payment scheme in sectors where such a transition
could affect certain types of farming. The decision to
grant coupled support was taken by the Member States
on the basis of an analysis at national level of the potential
negative effect of the immediate implementation of the
SPS in the identified sectors. The ‘growing trend’ referred
to by the Court is the result of the possibilities of ‘decou-
pling’ offered by the legislation, either at the beginning
of the SPS or later on the framework of the ‘Health check’
decisions.

There are several tools in the CAP that allow for support-
ing fragile sectors and/or regions, and Member States can
decide which tools fit best to the specific needs of the
sectors and/or regions. Pillar 1 coupled aids for sheep and
goat and for suckler cow are essential in some regions to
maintain the herds because the operating costs of those
sectors may not always be covered by output and thus,
in case of full decoupling, there is a high risk that farmers
stop producing.

56.

In the framework of the reform of the CAP towards 2020
and following a thorough assessment of the impacts
towards the CAP objectives, the Commission has pro-
posed* that Member States may grant coupled support to
farmers to a limited number of sectors or production and
to finance this support by using up to a certain percent-
age of their annual national ceiling. The coupled support
may be granted to sectors or regions where specific types
of farming or specific agricultural sectors undergo certain
difficulties and are particularly important for economic
and/or social and/or environmental reasons. The support
is granted to the extent necessary to create an incentive
to maintain current levels of production, within defined
quantitative limits.

31 Article 64 of Regulation (EC) No 1782/2003.

32 Article 38 of the legislative proposal on direct payments, COM(2011) 625/3
of 12/10/2011.
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57.

Despite the fact that payments are granted across the
whole territory of the Member State, they are actually con-
centrated in the regions where those types of farming are
predominant, and implicitly targeted to regions without a
viable economic alternative.

Several analyses and evaluations show the relevance of
these schemes. (See paragraphsV, 18 to 21 and 54.)

58.

As the additional premiums referred to by the Court were
paid on top of ‘basic’ premiums, the decision by the Mem-
ber States to integrate these supports into the SPS was
applicable to both ‘basic’ and additional premiums and
therefore taken irrespective of the related targeting.

Recommendation 1

Within the framework of the reform of the CAP towards
2020, the Commission has proposed?? that Member States
may grant coupled support to sectors or regions under
certain specific conditions. The Commission will specify
how the requirement shall be implemented.

60.

The Commission acknowledges that exogenous and con-
textual factors do influence production. However, some
analyses® have shown that those premiums have contrib-
uted to maintaining animal production in some fragile
regions and have mitigated the effects of those external
factors.

Although the dynamics of the beef sector are affected by
external factors, in the case of suckler cows, the coupled
premium appears to have supported the sector®. Concern-
ing the goat sector, the maintaining of coupled support
has slowed down the decline in the sector, influenced by
the fall in consumption and the drop in market prices.

The objective of partial decoupling is not to formulate
an exact level of production to be achieved, but rather
to maintain a minimum level of agricultural production
to sustain the economic activity in regions with few eco-
nomic alternatives.

3 Article 38 of the proposal on direct payments (COM(2011) 625 final/2 of
19 October 2011).

** See report on the evaluation of market effects of partial decoupling —
October 2010.

3 See report on the evaluation of market effects of partial decoupling —
October 2010.
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Recommendation 2

The legislator has considered that these concepts could
be better defined at national level. The identification of
the types of farming to be targeted is left to the Member
States to take into account the real situation of the con-
cerned sector or region on their territory.

Nevertheless, within the framework of the reform of the
CAP towards 2020%, the Commission will be empowered
to adopt delegated acts concerning the conditions for
granting voluntary coupled support as well as the rules on
consistency with other Union measures and on the accu-
mulation of support.

61.

As mentioned in the reply to paragraphs 29 and 30,
although farmers decisions are indeed affected by coupled
supports, other external factors are influential. The main
objective of coupled supports is to maintain a certain type
of production and no available EU schemes other than
coupled payment have this level of influence.

62.

There have been mixed trends between main beef pro-
ducer Member States. For instance, Ireland, the UK and
Portugal had reported more uneven trends on beef supply
compared to Belgium, Germany, France, Italy and Spain.

The general decrease of dairy herd numbers is more obvi-
ous in the countries with a higher proportion of dairy cows
like Germany, Italy, etc. Exceptions to this trend can be
found in Poland, the UK and Ireland.

Besides, in the case of suckler cows the coupled premium
appears to have supported the sector.

Concerning the goat sector, the maintaining of coupled
support has slowed down the decline in the sector, influ-
enced by the fall in consumption and the drop in market
prices (see ‘Evaluation of market effects of partial decou-
pling’, October 2010).

See also joint reply to paragraphs 29 and 30.

% Article 38 of the proposal on direct payments (COM(2011) 625 final/2 of
19 October 2011).
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63 and 64. Joint reply

The legislator has considered that these concepts could be
better defined at national level (see reply to recommenda-
tion 2).

The Commission has an overall view of the situation across
the EU regarding the various coupled support measures
applied in the animal sectors. Member States are subject
to the obligation to periodically notify the Commission on
the number of animals and the amounts paid under both
coupled suckler cow and sheep and goat payments and
coupled Article 68 payments, as well as under comple-
mentary national direct payments (CNDP) implemented
in the Member States that joined in 2004 and 2007. As
far as social, economic and environmental impacts of the
schemes are concerned, the Commission considers that it
is more a matter for evaluation than monitoring.

When it comes to the decision-making process for the
upcoming reform, the Commission bases its proposals on
an impact assessment which draws on a whole range of
information sources, quantitative analyses, qualitative and
quantitative information from the literature and public
consultations®. Evaluation reports are one of these infor-
mation sources.

As for the future, the Commission proposal for the CAP
towards 2020 foresees the establishment of a common
monitoring and evaluation framework with a view to meas-
uring the performance of the common agricultural policy,
including first and second pillar measures.

3 See Section 1.3 of the impact assessment of the common agricultural
policy towards 2020, SEC(2011) 1153 final/2 of 20 October 2011.
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Recommendation 3

The Commission proposal for the CAP towards 2020 fore-
sees the establishment of a common monitoring and
evaluation framework with a view to measuring the per-
formance of the common agricultural policy, including first
and second pillar measures.

The Commission considers that the risk of double funding
is mitigated as Member States shall ensure that a farmer
may receive support for a given operation under only
one support measure (Article 38(2) of Regulation (EC)
No 1120/2009). Consequently, the Member State’s noti-
fication on specific support shall include in particular
a description of any existing measures applied under Com-
munity support schemes or under measures financed by
state aids in the same area or sector as the specific sup-
port measure and, where appropriate, the demarcation
between them (Part A(c) of Annex IV to Regulation (EC)
No 1120/2009). This information is scrutinised by the Com-
mission at the time of the assessment of the notification,
irrespective of a possible approval of the notified meas-
ures. However this procedure to avoid double funding for
a single operation does not prevent the use of different
tools (i.e. support schemes) in order to achieve a similar
objective.

Recommendation 4

The Commission regularly undertakes evaluations of all
support schemes applied under the CAP. This was also the
case for the direct payments applied to the beef and veal
sector and sheep and goat sectors. The elements studied
by the retrospective evaluations depend on the policy
objectives set by the legislator.

Also, the Commission proposal for the CAP towards 2020

foresees a framework for monitoring and evaluation, in
cooperation with Member States.
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