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Our NineMajor Challenges (Slides 1 and 2)

Land managers are faced with a number of challetiggsare changing their industry quite
radically. Agriculture is becoming more and morg@raduction and service industry with

growing multiple goals. It must contribute to prdeifood, energy, water and environmental
security in a sustainable way, caring not justdovironmental, but also for economic and
social sustainability, and for the preservation andancement of Europe’s cultural heritage.
It has to face nine major challenges:

1. Population growth: 75 million people more per annum (210,000 a déay)bn people
by 2050 with 60% living in urban areas, 3bn witkd¢han $2/day

2. Growing demand for crop products (cereals, plant fat, proteins), and feggtuff as
meat consumption grows with living standards

3. Growing demand for energy, including bioenergy based on renewable raw material

4. Globalization and urbanization: production moves to the most competitive regions,
trade grows faster than production, trade tendsetmme more open, but also more
and more managed, becoming less predictable indoses

5. Climate change: agriculture contributes to emissions, but carhsatffer and benefit
from changing climates

6. Increasing market volatility due to yield fluctuations, food market segmentgtend
stock fluctuations, input and output price vol&filand €/$ exchange rate volatility as
food balances worsen in time, and consumer seigifor food safety, quality and
price increases

7. Growing public interest iragricultural public services such as food and feed, rural

landscapes maintenance, environmental protectromed welfare, value for money

Social problems such as aging of farmers, farm successions, catopefior land

Uncertainties with the timing and application ehnovations such as biotechnology

(GMOs, Nanotechnology), precision farming, carboeguestration, information

technology.
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Let me just comment today on “Global Future Agriatdl Market Trends and their Impacts
on European Union Agriculture”, the subject of aemet working paper by the Humboldt
University in Berlin.

World population growth is the biggest trend-makiagtor affecting all major challenges we
face. Slide 3 gives growth figures for 1950 to 2050. Although aalngrowth is pointing
down, we still are expected to be nearly 9 billmgople 17 years from novdide 4 shows
that only eight years from now Africa’s populatiaill grow by nearly a quarter and Asia’s



will rise by nearly a half billionSlide 5 indicates that world grain consumption will swejl b
over 40% from 1997 to 2025, practically all of timerement taking place in developing
countries Slide 6 shows that one quarter of the increase will bEhima alone.

Wheat, corn and rice prices have tumbled 40% to &@¥h all-time highs, but the world’s
food import bill has surged above one trillion Udldrs, 23% more than last year and 64%
more than in 2006, and developing countries witualty spend this year one third of the
world’s food import bill, or 35% more than last yedhe 2008 World Food Report of FAO
warned against a “false sense of security” as peets the current combination of low food
prices, high input costs, tightening export finaaoée conditions for bank letters of credit, that
farmers cut their plantings, that there will berigg@ surge in the 2009-2010 harvesting season,
“unleashing even more severe food crises than teggerienced recently”. (Financial Times,
31 October 2008).

A minority claims that the commodity boom of 200398, the biggest, widest and longest
this century, has come to an end, and that slowpulption expansion and income growth
will easy commodity demand in the next decades. IBsuispect that, despite recent price
reductions, the mega-trend of declining world agtioal market prices has ended since the
turn of the millennium, because global demand gnomitl soon tend to outstrip the growth in
global supply, and globally available agricultutahd is limited in scale. To meet world
demand the necessary production growth will torgela&xtent have to be met by a rise in the
productivity of the land already being farmed tod#iowever, this will be difficult to
accomplish as global agricultural productivity gtbwhas been in decline since the Green
Revolution of the 1960s and 197@&ide 7 shows how dramatic global crop yield increases
have been declining, down from 4% per annum instkiées to eighties to barely 1% in 2000
to 2030 (forecast). ASlide 8 shows, this is so despite substantial expected yiereases in
India the USA, Russia and the Ukraine.

The net trade position of the EU-27 can be expeactetteriorateSlide 9). Between 2003/05
and 2013/15 European Union demand for grains dngkeeds can be expected to increase by
15-20% and 50%, respectively as against supplgasas of corn below 10%, and of oilseeds
over 30%. Consequently, if net imports of corn wlilninish, net imports of oilseeds will go
up by 70% (mostly due to a shift to bio-fuel). Reheat, the EU will move from a net
exporter to a net importer position (because ofavth in bio-energy production). The EU
capacity to help fight world starvation will be texkd at a time in which food production will
decline predominantly in those countries who alyegetord increasing food import needs.
Nevertheless Europe will become a more secure ptaiulocation in comparison to other
world regions, while higher food prices will boakdforestation there. “Consequently, Europe
has to take responsibility to significantly contrib to world food security and also to combat
global warming by utilizing its production potentia

But Europe is only one player, however big. All ntriies will have to improve their food
security policies. In many of them, in particular Africa, one cannot expect to boost
agricultural production without land reform and cageous food price policies favouring the
farmer and costly to the urbanite. Where policyteratare not enough, consumption patterns
will have to change, notably reducing beef intaKieere is already a fight for food in many a
country. But we see also signs of an internatisaeamble for food, and beyond it a scramble
for land to produce it. According to FAO the racg gbme countries to secure farmland
overseas risks creating a “neo-colonial system'. iRstance, Daewo Logistics of South
Korea, the fourth largest maize importing countecldred it had leased 1.3m hectares of

! Humboldt Universitat zu Berlin, Working Paper 84/2008



Madagascar’'s farmland for 99 years, that is haltsofrable land and half again as large as
the whole of Belgium. It planned to thereby sataput half of its internal demand for maize
and part of that for palm oil using South Africabur. Although Madagascar has denied it,
or backtracked, Korea'’s intention is clear, andwghbow important food security has become
from now on. There are precedents starting witradawho bought land in the American
West to produce beef for Japanese consumers. Agooamitry such as Ethiopia, infamous for
more than one food crisis, has just openly offéviedidle Eastern countries to lease hundreds
of thousands of hectares of its farmland in ordeheélp them ensure food security in the
Middle East. (FT., 19/X1/08) One can well imaginénat/ sort of political problems may
eventually arise if a country hosting foreign invesnt in faming faced a serious food crisis
at a time in which rich foreigners exported all flo®d produced there for the exclusive
benefit of their richer and better fed people atiroa

CAP Reform post-2013

The most radical changes have already been matiethd@tMcSharry and Fischler reforms.
Agenda 2000 introduced a rural development polity wis own fund, and the 2003-2004
reforms added decoupling, cross-compliance andgatoiry modulation. Today, export
subsidies and market support take no more thandf0¥te CAP budget. The bulk of it goes
to decoupled direct payments with 57%. Most ofrébst goes to rural development with 20%,
leaving little more than 12% to fully or partialbpupled payments. Market management has
dwindled with only cereal intervention surviving lmpmpetitive tender when stocks rise
above 3m tones. Market management has becomegadhthe past being limited to safety
nets. The milk quotas will end in 2015. Modulatioas already increased and is unlikely to
increase much further. It now includes a “progresselement.

The next reform will have to respond to questionsud the objectives of the CAP in light of
the challenges it faces in the first half of thisntury and find new justifications for a
substantial share of future EU budgets to be devtieghe Single Farm Payment and Rural
Development.

What isthe True Objective of the Single Farm Payment (SFP)?

The overriding question, which is rarely spelled, sl about the true objective of SHB.it
social/income support, is it income stabilizatianit compensation for higher EU standards,
is it primarily an environmental payment, and ia iheans to provide food and environmental
security for Europe and/or the world? From the arsvdepends any adjustment of the SFP,
which incidentally raises critical problems of euilf the motivation is income support, is it
fair to provide the same farm payment in countwéh different income per capita levels? If
it is income stabilization, how can one acceptdiygayments regardless of production and
prices, and why should these be made by the Eldadsdf the Member States? If payments
concern quality standards, and food and environahesgcurity keeping the land in good
conditions, why not uniform, flat-rate payments hogctare? Can a flat payment be applied
equally for all sectors regardless of productiahd value added? And if not, does that permit
some recoupling? If cross-compliance rules arellebégations, is it justified to pay for
respecting them, or is this the only way to ensheerespect and control of such rules; and if
so, wouldn’t it betray the “polluter pays” prinogd

As the historical distribution based on productioakes no more sense since the payments
were decoupledrom production, there is no lack of EU members whish to discusshe
distribution of the SFP.




The differences irpayments per hectare (2012) are staggering with Latvia getting twenty-
six times more than Bulgaria or Romania. Equalizoiayments per hectare would benefit
above all Romania and Bulgaria, but also the Baltihe Visegrad countries, Portugal, the
UK and Spain to the detriment of Greece, Germ&ngnce and Italy, four of whom are net
contributors to the EU budget. A redistribution aliging payments per hectare to the EU
average of €222 would amount to €6.5 billion or 16%ttotal payments, involving large
transfers.

The difference opayments per recipient is even bigger with the Czech Republic at the top
getting forty times more than Malta and twenty-dimes more than Poland. Equalizing
payments per farmer to the average of €5684 womlduat to €14.2 billion or 35% of total
payments. The biggest beneficiaries would be Poltaty, Greece Lithuania and Portugal,
and the biggest losers would be France, GermaayJKj the Czech Republic and Denmark.

As the purpose of the CAP is being redefined awayfcommodity market management
towards rural development and the environment,ctiveent distribution of CAP resources

should logically change. However, payment unifoynait EU level in whatever form is out of

reach, because there will be no qualified majarifa that. The challenges faced by different
MS are different. None wants to be a loser fromstetdution. This has not impeded, and
must not impede a policy shift even if the shift iesources does not match it. But
redistributions per hectare within member statke Bome of them already did with the
regionalization of the SFP may well spread.

The tendency of the CAP tehift payments to non-market elements like landscape,
biodiversity and resource protection will continuegardless, notably because it helps
maintain public support for the CAP. The Health-Glhagreement has already made a step in
that direction with more compulsory modulatfoithe focus will soon shift to the definition
of public goods produced by farmers, notably ortdoedlefining them, in particular eco-
system services and how to pay for true environaldog¢nefits. This is no easy matter.
Without radical changes in the SFP system, regioeglpayments per hectare may become
more appropriate to reward agricultural manageragstems under clear conditions. Whether
these can be considered coupled payments or netra@edepend on whether they take place
under Pillar 1 or Pillar 2, and will be of relevana WTO negotiations.

One will perhaps also need to review the scopdiiber 1 actions (without co-financing) as
compared to Pillar 2 actions (with co-financing) addressing CAP financing more
thoroughly. There will no doubt be also those whshato recouple part of CAP support for
sustainability and other purposes.

to meet the “New Challenges” through the new compulsory modulation rates [+2% in 2009, +1% for 2010-
2012, plus 4% for amounts above €300 000 from 20@@anis]. For both the UK & Port, there will be no net
increase in RD funding from the EU budget because the new amounts triggered are lower than the amounts
already committed under the so-called Voluntary Modulation commitments. For the 10 New Member States
where the phasing in of the Single Farm Payment reaches 90% in 2012, the 4% rate of progressive
modulation will apply in 2012 — generating a shift of €16m in 5 of them, relative to the €19m likely to be
generated in Germany alone, & estimated €150m EU-wide. For these countries — where the SAPS system
means that there are no “unused funds” in the national envelope — this will be the only EU money available
for addressing the New Challenges.




An important lever for continuing public supportnststs in highlighting and enhancing the
public and private services - including carbon sstpation, the preservation of less favoured
areas and the protection of the cultural heritatat agriculture provides, which are not paid
for by the market. The¢ustification of payments for public goods provided by farmers,
notably those benefiting ecosystems, should hetpdaer limit significant CAP budget cuts.
The eco-system services are related to climategehafss farm prices rise, the opportunity
cost of reducing farming intensity and using langbtoduce biodiversity and habitats rises as
well. In order to encourage farmers to deliver éhesrvices one has to pay them more for
that. When crop and meat prices are on averagedwghtime, a greater shift from Pillar 1 to
Pillar 2 via additional modulation becomes possibking the money under Axis 2. But the
weight of agriculture and downstream productiorvises in Pillar 2 is currently too high.
More of Pillar 2 should go to the non agricultupalpulation (which includes members of
farmer families). One should not make too much difference between the'land the ¥
Pillar of the CAP. They are man-made and we showolidmake icons of these structures,
which are amenable to change. The purpose of pdicyore important than the instrument
used to reach it.

Farmers generally dislike Pillar 2 for siphonindg fafnds from them. Many administrations
consider Pillar 2 bureaucratic and rural funds hardjet. Both tend to prefer to green the
CAP via Pillar 1, which does not require co-finamg;ibut it is unlikely that implementation
would thereby become less complex. While Pillarppesars the best instrument to pay for
externalities due to its multi-annual characterydoel a certain limit, greater modulation of
support in that direction may depend on dropping rémucing) the requirement for co-
financing. If the money is to be where the mouthtisvould stand to reason that the EU pay
more for public services without asking the MemBéaites to co-finance them, the more so
that some of the most environmentally degraded neesplihose in eastern Europe would
otherwise lose out because of lack of funds, and forego the use of Pillar 2 altogether, as
has already happened. If this continues, Pillaril lase the support in Council that is
necessary to strengthen it after 2013.

The next reform of the CAP will have to take intccaunt that agriculture has become a
capital and know-how intensive sector, that modegrnculture requires more R&D and more
risk capital, more education and training, moreengion services, measures to reduce market
volatility, modernization and restructuring of fasmincome combinations on-and-off farm,
and start-up programmes for young farmers. Agncaltineeds to look at new materials for
industrial purposes and bioenergy provided it isngetitive without additional ad-hoc
subsidies and import protection beyond currentlteve

Food processing and the food chain require furihapvations, modernization, vertical

integration, promotion and marketing, protection arfgin. Anti-trust policies, producer

cooperatives, farmers’ markets, direct sales arerotmeasures should help farmers to
recapture a higher share of the final product price

The questions regarding the future of the CAP iyl to be more radical than with the just
agreed Health-Check, although the latter turned@be more than a status report. But don’t
expect radical answers departing from the curreatillar structure of the CAP.

Expected Changesin the CAP post-2013 (Slide 10)

Abolition (definite) of set aside.
Abolition of dairy quotas, and a new European dairgtegy.




Phasing out of export subsidies (even without DRband).

Abolition of classic intervention (as against aesgiet).

A new safety net against market volatility.

Total decoupling.

Strengthening ofross-compliance.

Regional and hybrid models of direct payments.

Closer link between level of payments and servioipions.

Some greater modulatidtrengthening of Axis 3 and Leader-Type programmes.
A stronger rural development policy with focus e provision of public goods.
Support of producer organizations and the foodrchai

Simplification.

Changes in biofuel policies.

Better R&D with availability of risk capital

As Demarty said in Oxford, there will always beicads urging fresh thinking “outside the
box”, as if there had been none so far. Some ohthdvocate the intra-sectoral transfer of
direct payments to the provision of public goodsféyners, however difficult and unlikely.
These payments have actually proven the best waypgport farmer incomes despite their
guestionable allocation. Any radical departure wlaugk a collapse in farm production and
food exports, aggravating world hunger and undeisbment and boosting food prices.

Others think that the distribution of direct payrmseeramong farmers will have to
fundamentally change, making it more justified émnts of one or the other criterion. The
problem is of course to choose a common criterBesides, since the Fischler reforms,
Member States already have enough leeway to sddteeent distribution in direct payments
via the so-called regionalization, and there ameitd beyond which excessive flexibility
would lead to “renationalization” of the CAP andbted unfair-competition problems.

As to the objectives of the"2 Pillar, they will remain the same and if anythibg
strengthened as a result of the rural challengesliofate change. The funding of rural
development may increase and its distribution maly kecome fairer provided there will still
be a rural development fund. If, in an attemptdduce CAP funding as much as possible,
CAP opponents succeed in integrating the ruraltiméoregional development fund (FEDER),
this would spell problems for rural diversificatiopecause the clout of cities to ensure the
bulk of the FEDER would dry up much of EU suppat fural areas. But in order to avoid
that happening, rural support would have to becomee diversified, away from being just
additional support farmers to help processing,iguahd marketing of their produce.

One may of course use Article B® find a way to do rural development within Rilth,
promoting marketing, processing, quality, and thgroanvironment, and helping
disadvantaged areas. Art. 68 can also be usedponlith crop insurance premiums, or with
compensation for animal and plant disease. This lmarustified by the increase in the
volatility of climate, food production and priceand animal disease (caused by increased
movements of goods and people). The Health Chaskaddressed this point. But, it is not
clear whether Article 68 financing is subject tdld?i 1 rules regarding modulation and
financial discipline. Moreover, Art. 68 cannot bsed without limits and involves a ceiling on
coupled payments (3.5% for most Member States)eTiseof course also a risk mcoupling
Pillar 1 payments in this way, and reducing th&ngicity by diverting more of it to five
other uses. The result of applying Article 68 cobkel more decoupling from agricultural

% This article replaces the original article 69té Fischler reform of 2003, which was in respowsa British
request, as the UK had already supported subdtami@ulation at home.



production, more coupling with the environment, antaller or greater simplicity. Article 68
may indeed confuse the public service issue bywallgp environmental payments in both
Pillar 1 and Pillar 2. This may reduce simplificatiand complicate further reform debates.
Before thinking any further on this, decision makevill wish to first watch how Art. 68
works in practice.

The speed of change is higher than the speed gitatdm; particularly in agriculture. We
notably depend much on research capacity and oillityato adapt our crop protection
systems to new climate conditions. Research needs Much depends on the developments
of biotechnology. A certain environmental risk with GMO crops rensi There is no zero
risk. Do we take that risk or not? It depends andhjective. If we do take the risk in order to
tackle climate change, then we should. In the ocdntéd accelerated climate change,
ultimately, the risk of not using GMOs is probalghgater than that of using them. Of course,
there is the question of liability. In German laproducers of GMO crops are liable for
damages. This is reasonable, but not common sdnfdturope there is zero tolerance (no
traces) for unauthorized varieties. Abroad it iedent. This can only lead to trade problems.
The more there are unauthorized varieties prodabedad, the less EU importers will take
the risk for bringing contaminated products inte BlJ. So, either we speed up authorizations
in Europe, or we introduce tolerance levels forutharized varieties. This is a hot potato.
But how come that we tolerate the importation obtéch animal feed produced with
unauthorized GMOs? We should stop being Jesuits.

| doubt there will be much of relevance capping payments. Economically speaking,
degressivity of payments according to farm siza lsetter approach. It means that 1ha of a
big farm gets less support than one hectare of @l $arm. But that system is difficult to
administer and should have been introduced befweelast enlargement in order to avoid
excessively supporting the big collective farm&astern Europe.

Summing up, we face a future of food scarcity, with high,etbvery volatile prices both for
inputs and outputs. Agricultural policies will hate be adapted accordingly. The French
Presidency tried to box in the status quo askihgdl members to confirm the treaty based
principles of the CAP: financial solidarity, unifiemarket and Community preference. It
failed to get general support. Although the Trezgnot be changed, the status quo is not an
option. Nor can we expect radical departures frorNon distorting farm subsidies will have
to stay if food scarcity is not to worsen. Southleemisphere countries will have to introduce
land reforms allowing the poor to accede to thel Jamd adopt more appropriate food pricing
policies. But this will not suffice. If there is g to be enough food for everybody, we shall
also have to change our food habits, not to sayifedstyles.

Our leaders in Europe will have to recognize thedamental role Europe is called to play in
feeding the world in a context of food scarcityadree with Scottish Farm Minister Richard
Lochhead when he opposed DEFRA’s vision of a futhA® without a T Pillar, stressing
that there was no reason to apologise for usingatgers’ money to support agriculture. Our
challenge is to update the CAP so that it allowgdaupreserve our capacity to sustainably
produce the food we need, and satisfy a growingdvemand as well. Our farmers have a
key role to play and have the right to ask how ttay contribute to meet world food demand,
save energy and water, conserve the environmdrdf #ie same time while attacks against
the CAP continue to grow as if there was no coiiguneed for it, and no ongoing,
remarkable reform process.




We will have to take a stand when the time comesnsfter the appointment of the new
Commission for the period 2010-2014. It will presably be an internal affair, because
current conditions are unfavorable to a substaatabement within the WTO in Geneva, and
even if there were such an agreement in due caunspast reforms already go far enough to
allow the EU to sign up such an agreement. CAPrmefimdeed allows the EU to accept a
major reduction in ceilings on trade-distorting sidiies, a significant reduction in border
protection, and of course the elimination of albert subsidies.

The global economic crisis may well be the longesl increase investment and even trade
protection instead of reducing it. While some cdefice in the financial system will return in
due course, a new financial architecture will bgureed to strengthen the global economy and
increase economic and financial fairness. In tlusnection, it is of the essence that the
demands of global food and environmental securigytaken into account, and that ways are
found to finance the services that farmers protadsociety. These issues will be dealt with in
the It is to this issue that the ELO and the RF&indation, with the support of Syngenta,
will turn with the 29 Forum on the Future of Agriculture, organized hy ELO and the RISE
Foundation with financial support from Syngenta &b, that will take place on March 18,
2009.




