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2. An assessment of the regional impacts of post-2020 CAP
budgetary cuts on production structures
and agricultural incomes in the EU

PhD Norbert Potori, PhD Janos Savoly, PhD Szabolcs Biro
Research Institute of Agricultural Economics, Budapest, Hungary
potori.norbert@aki.gov.hu, savoly.janos@aki.gov.hu,
biro.szabolcs@aki.gov.hu

DOI: 10.30858/pw/9788376587431.2

Abstract

The European Commission (EC) will publish its post-2020 Multi-Annual Finan-
cial Framework (MFF) for the European Union (EU) before summer 2018. The
EC sees the status quo as no option for the EU. In designing the new MFF, co-
herence and complementarity between the different programmes and instru-
ments will be strengthened, and flexibility would be factored in to respond to the
new challenges and unexpected developments. In consequence, the funding of
the Common Agricultural Policy (CAP) is expected to decrease and have a low-
er share in the overall EU spending after 2020.

This paper assesses the regional impacts of a hypothetical 30% and 15% cut in
the EU CAP budget, supplemented by a BREXIT scenario (the United Kingdom
(UK) being a net budgetary contributor), on both agricultural production struc-
tures and incomes in the EU. To this end, projections by the Common Agricul-
tural Policy Regional Impact Analysis (CAPRI) simulation model were pre-
pared, and shifts in agricultural production and changes in income distribution
were briefly evaluated.

Keywords: Common Agricultural Policy, post-2020 Multi-Annual Financial
Framework, direct payments, CAPRI model

JEL codes: C53, Q11, Q18

2.1. Introduction

Any restructuring of the CAP is dependent on the finalisation of the next
(2021-2027) EU budget framework. The MFF provides the basis for the EU to
implement common policies with European value added. The White Paper on
the Future of Europe [European Commission, 2017a] set out several possible
scenarios for Europe’s future. The Reflection Paper on the Future of the EU
Finances [European Commission, 2017b] looked at what each of these scenarios
could mean for the EU budget, from ‘step back to only the Single Market’ to the
‘lot more together’ option, accompanied by a reliable budget that allows the
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efficient delivery of priorities. The leaders of the EU and its Member States
agreed on a positive agenda for the Europe of 27 in Bratislava on 16 September
2016 and in the Rome Declaration of 25 March 2017.

The withdrawal of the UK from the EU will mean the loss of a significant
contributor to the financing of the EU’s policies and programmes. Haas and Ru-
bio [2017] calculated the UK annual net contribution to the CAP at around EUR
3 billion above the allocated expenditures. There is no easy way of adjusting
CAP spending to fill in the ‘Brexit’ gap. They also estimated that higher contri-
butions would affect the biggest net contributors the most, while reducing CAP
spending puts a higher burden of adjustment on CAP net recipients. This means
that a critical look must be taken at where savings can be made and priorities
delivered more efficiently. This is an essential part of the preparation of any
budget proposal and the EC is fully committed to modernising and streamlining
wherever possible. In the ‘Brexit’ negotiations, disadvantages for the future
MFF have to be minimised. In the MFF negotiations, the increase of the re-
sources and the cutbacks should not be limited to any particular spending area
due to mitigating adverse effects on the different policies.

In the view of the EC [European Commission, 2017c], the CAP has suc-
cessfully integrated the related horizontal and sectoral policies and, at the same
time, serves to realise commercial, environmental, climate, and research and in-
novation goals. The CAP has also strengthened the EU’s leadership role in the
world market for agricultural and food products; adjusted prices to the world
market and ensured income stability in the volatile market environment. Most
EU citizens agree that the CAP generates significant EU added value and func-
tions as a public good [ECORYS, 2017]. According to the public opinion, the
CAP guarantees the high quality and safety of food, and there is an expectation
that the EU will raise farmers’ living standards and strengthen their role in the
food chain. In the EC’s vision, besides the results, more emphasis should be
placed on both the environmental and economic sustainability of the CAP. In ad-
dition to covering the cost of ‘Brexit’ and the new challenges (common defence,
migration and counter-terrorism), resources from traditional policies (i.e. the
CAP and Cohesion Policy) may also be necessary in the context of the negotia-
tion of the 2021-2027 MFF.

After the adoption of the EC’s Communication [European Commission,
2017c¢] on the future CAP in November 2017, the Committee on Agriculture and
Rural Development of the European Parliament was convened on 4 December
2017. In its opinion, the Committee urged the EC to increase, or at the very least
to maintain at its current level, the EU CAP budget post-2020 [Ribiero, 2018].
In the Agriculture Council meeting of 11-12 December 2017, Ministers had their
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first opportunity to react to the Communication and highlight the strategic issues
for the future CAP. Many Ministers stressed the need for an adequate future
budget to match the high expectations placed on the agri-food sector. The
Committee also stressed the need for the EC to keep direct payments intact, as
they help to avoid distortions of competition between Member States, and to
maintain the external competitiveness of the EU agricultural products. Impact
assessment on the implementation of the current Common Monitoring and Eval-
uation Framework of the CAP, including the first results on the performance,
will be presented to the European Parliament and the European Council in April
2018. Discussions on the MFF beyond 2020 could start at the earliest in May
2018. The negotiations on the legislative proposal are planned to begin in the
second half of 2018.

The EU Budget Commissioner Giinther Oettinger highlighted the need for
proportionate budgetary cuts to ‘plug the gap’ as a result of ‘Brexit’, and for ex-
tra financial contributions from Member States to add to the challenges of the
refugee crisis, the protection and monitoring of borders and security concerns
[Agra Facts, 2017].

In this paper, the regional impacts of hypothetical cuts in the CAP budget
due to ‘Brexit’ and to the restructuring of the EU budget after 2020 are assessed.
To this end, three different scenarios were developed for which projections by
the CAPRI simulation model were prepared. The estimated shifts in both agri-
cultural production structures and agricultural incomes in the EU are briefly
evaluated in the paper.

2.2. Methodology

For estimating the regional impacts of cuts in the post-2020 CAP budget
on both production structures and agricultural incomes in the EU, the CAPRI
simulation model was used. CAPRI is a global, comparative static, partial equi-
librium model for primary and secondary agricultural commodities designed for
the ex ante assessment of impacts caused by changes in the EU’s CAP instruments
with a focus on the EU Member States and NUTS 2 level [Leip et al., 2011].

The main assumptions of the CAPRI baseline (‘CAP 2014-2020° as of
2016) used for this assessment were that the CAP 2014-2020 remains un-
changed, except for its financing; agricultural trade policy measures of the EU
are governed by the Uruguay Round Agreement on Agriculture without consid-
ering any bilateral trade agreements still under negotiation in 2016; and the EU
Renewable Energy Directive [2009] continues in effect.
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The following three different scenarios were developed and assessed:

o BREXIT: The assumption was that the UK formally departs the EU in
2019 and its financial contribution to the EU CAP budget, estimated at
around EUR 4.44 billion, will be not compensated. Therefore, the UK’s
net contribution of around EUR 3 billion [Haas and Rubio, 2017] missing
from the CAP for the remaining 27 Member States was distributed be-
tween Pillar 1 and Pillar 2 as per the weights of the EU direct payments
and the EU rural development support, resulting in, respectively, 5.94%
and 6.39% decrease in the two EU CAP financial envelopes for 2020. The
financial ceilings for the EU direct payments and the EU rural develop-
ment support of the 27 Member States were reduced evenly by the same
percentages. The share of each not fully exploited EU direct support
scheme (i.e. redistributive payments, voluntary coupled support schemes,
payments for young farmers, etc.) was allowed to increase up to the limits
in each Member State as laid down in Regulation (EU) No. 1307/2013.

o CAP -15%: Based on Agence Europe [2017], an overall cut of 15% in the
EU CAP budget was assumed, including BREXIT. Above the commit-
ments allocated to the UK, the EU CAP spending for the remaining 27
Member States was reduced by EUR 3.41 billion, resulting in a further
6.77% and 7.28% decrease in the funding of Pillar 1 and Pillar 2, respec-
tively, for 2020. The financial ceilings for the EU direct payments and the
EU rural development support of the 27 Member States were reduced
evenly by the same percentages. The share of each not fully exploited EU
direct support scheme was allowed to increase up to the limits in each
Member State as laid down in Regulation (EU) No. 1307/2013.

o CAP -30%: an overall cut of 30% in the EU CAP budget was assumed,
including BREXIT. Above the commitments allocated to the UK, EU
CAP spending for the remaining 27 Member States was reduced by EUR
11.58 billion, resulting in a further 22.93% and 24.66% decrease in the
funding of Pillar 1 and Pillar 2, respectively, for 2020. The financial ceil-
ings for the EU direct payments and the EU rural development support of
the remaining 27 Member States were reduced evenly by the same per-
centages. Again, the share of each not fully exploited direct support
scheme was allowed to increase up to the limits in each Member State as
laid down in Regulation (EU) No. 1307/2013.

In each scenario, the financial transfers between the EU direct payments
and the EU rural development support for each Member State were considered

as laid down in Article 14 of Regulation (EU) No. 1307/2013.
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2.3. Results

Table 1 summarizes the model results for those arable crops which are of
significant importance from the perspective of Hungary. In each of the above sce-
narios, relatively small adjustments in the sowing areas for these crops are pro-
jected versus the CAPRI baseline, except for soybeans. The area under soybeans
is expected to shrink by over 9% (CAP -30%) in the EU-13 (Member States join-
ing the EU since 2004). Soybean production has been encouraged by voluntary
coupled support, often exceeding the basic or single area payment, in various
Member States (e.g. including Hungary and Romania) since 2015, but its compet-
itiveness still lags behind rapeseed and sunflower seed production. As for soft
wheat and grain maize production, the EU-14 (‘old” Member States less the UK)
could gain some comparative advantage by cuts in CAP spending, while for rape-
seed and especially for sunflower seed production, the opposite would be true. At
the level of the EU-27, the area under cereals and oilseed are expected to decrease
by up to 1.7% and slightly over 1%, respectively (CAP -30%). As for changes in
producer incomes, a decline in the EU financial support could have aworse impact
on arable farmers in the EU-13, especially in the case of soft wheat production.

Table 1. CAPRI model results for crop production: changes versus the baseline

BREXIT | CAP -15% | CAP -30%
Changes in cropping area (%)

EU-27 | EU-13 | EU-14 | EU-27 | EU-13 | EU-14 | EU-27 | EU-13 | EU-14
Cereals -0.91 -0.79 -0.99 -0.93 -0.81 -1.03 -1.54 -1.34 -1.69
Soft wheat 0.32 -0.09 0.62 0.31 -0.10 0.60 -0.03 -0.41 0.24
Grain maize 0.14 0.05 0.26 0.14 0.06 0.26 0.09 -0.04 0.26
Oilseeds -0.55 -0.45 -0.63 -0.56 -0.46 | -0.65 -0.95 -0.82 -1.04
Rapeseed -0.49 -0.39 -0.55 -0.50 -0.39 -0.57 -0.64 -0.41 -0.78
Sunflower -0.43 -0.14 -0.77 -0.44 -0.12 -0.80 -0.59 -0.05 -1.34
Soybeans -1.88 -2.82 -0.78 -2.10 -3.14 -0.89 -6.34 -9.25 -2.98

Changes in producer incomes (%)

Cereals -5.12 -6.47 -4.39 -5.48 -6.88 -4.72 | -14.06 | -14.75 | -13.65
Soft wheat -3.50 -6.49 -2.09 -3.84 -6.91 -2.38 | -12.67 | -15.07 | -11.55
Grain maize -3.38 -3.54 -3.28 -3.65 -3.86 -3.50 | -10.04 -9.97 | -10.17
Oilseeds -5.50 -6.72 -4.90 -5.77 -7.17 -5.09 | -13.88 | -15.71 | -13.00
Rapeseed -5.06 -6.96 -4.30 -5.27 -7.35 -4.45 | -12.84 | -14.71 | -12.07
Sunflower -6.18 -6.48 -5.84 -6.58 -7.03 -6.14 | -15.95| -17.38 | -14.80
Soybeans -6.64 -5.93 -7.55 -6.93 -6.40 -7.78 | -1449 | -15.26 | -15.46

Source: own calculations.

Table 2 summarizes the model results for the major livestock sectors, ex-
cluding sheep and goats. In the CAPRI baseline, incomes for beef farmers are pro-
jected to be negative, this explains the decline in the beef herd in each of the sce-
narios. Beef production is strongly subsidized in most Member States by the means
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of coupled support. The apparent gain in incomes for beef farmers in the EU-14
hints at their relative competitiveness improving when CAP spending is reduced,
although beef farming is still expected to yield, on average, no profit for them.

An anticipated increase in milk producer prices in the CAPRI baseline
compensates for the cuts in the EU direct payments received by dairy farmers,
including voluntary coupled support applied extensively by many Member
States. Therefore, both milk production and incomes of dairy farming are ex-
pected to grow in each of the scenarios.

Pig fattening is indirectly impacted by the cuts in the EU area-based pay-
ments. A slight increase in feed costs due to the decline in cereals and oilseeds
area would substantially affect this sector, which is to be explained by the very
low absolute value of unit income generated as per the CAPRI baseline. Pig fat-
tening would, on average, continue making losses.

The exposure of the laying-hens sector to changes in the EU direct sup-
port seems to be limited compared to the production of broilers. In the CAPRI
baseline, incomes for broiler producers in the EU are, on average, projected as
negative, although the absolute values in unit terms are, just as in the case of pig
fattening, rather low. Hence the high changes in percentage terms. Negative
changes in the number of broilers mean that cuts in the EU direct payments
would put a brake on the increase in the production of broilers as projected in
the CAPRI baseline, driven by only a few Member States (e.g. Poland or Spain)
where production yields profit.

Table 2. CAPRI model results for livestock farming: changes versus the baseline

BREXIT | CAP -15% | CAP -30%
Changes in livestock numbers (%)
EU-27 | EU-13 | EU-14 | EU-27 | EU-13 | EU-14 | EU-27 | EU-13 | EU-14

Beef" -1.06 | -1.12 -1.05 -1.09 -1.14 | -1.08| -1.59] -l.61 -1.59

Milk"™ 0.57 0.37 0.62 0.57 0.37 0.62 0.55 0.23 0.62

Pig fattening -1.50 | -0.63 -1.65 -1.50 | -0.63 -1.66 -1.54 | -0.68 -1.69

Laying hens -029 | -0.12| -038] -030| -0.12| -039| -034] -0.15 -0.44

Broilers 493 | -329| -555| -493| -329| -555| -498| -334| -559
Changes in producer incomes (%)

Beef" 392 -297| 596| 3.78| -3.06| 580| 082| -489| 2.0

Dairy" 334 | 948 2.93 334 940| 294| 322 750 292

Pig fattening | -23.12 | -29.64 | -22.97 | -23.13 | -29.67 | -22.97 | -23.42 | -31.05 | -23.21

Laying hens -1.59 | -0.54 | -231 -1.59 | -0.55 -2.31 -1.73 -0.66 -2.47

Broilers -17.31| -21.38 | -17.11 | -17.31 | -21.39 | -17.11 | -17.44 | -21.67 | -17.22

* Other cows, heifers for fattening low/high weight, male adult cattle low/high weight.
** Milk production.

*#* Dairy cows low/high yield, heifers breeding, raising male/female calves, fattening
male/female calves.

Source: own calculations.
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2.4. Summary and conclusions

In the three scenarios developed for assessing the impacts of cuts in the
CAP budget due to ‘Brexit’ and to the restructuring of the EU budget after 2020
on both agricultural production structures and incomes in the EU, there were rela-
tively small adjustments in the sowing areas of the major cereals and oilseeds,
except for soybeans. Our modelling results showed a much wider diversity for the
possible structural changes in the livestock sectors. In general, a larger decline in
incomes for all agricultural sectors, except for milk production, might be expected
in the EU-13 due to a shrinking CAP budget, which hints at the EU agricultural
subsidies playing a more pronounced role in ensuring a stable source of income
for farmers in the ‘new’ Member States. However, the CAPRI baseline market
assumptions were found to have a strong influence on the estimated impacts of
changes in the EU CAP budget, therefore, especially in the case of the livestock
sectors, the modelling results should be interpreted with much caution.
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