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Staying on the recent reform path

In past decades, the CAP has undergone 
reforms which mostly abolished trade and 
production distorting subsidies in order 
to reduce potentially negative impacts on 
developing countries. Nevertheless, the 

European agriculture sector still remains 
heavily dependent on various types of 
transfer payments and protected by high 
tariffs. By the end of 2017, the Euro-
pean Commission will have to present 
its post-2020 Multi-Annual Financial 
Framework.  

 SUMMARY
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From a development cooperation perspective, what is important for the upcoming 
reform of the Common Agricultural Policy (CAP)?

1. A continued reduction of trade-distorting subsidies, especially of coupled direct 
payments.

2. Prioritizing the provision of public goods and assistance to implementing environ-
ment and climate related measures in the European agriculture. 

3. Conducting policy impact assessments with a particular focus on the impact they 
have on developing countries   

Staying on the recent 
reform course: Towards  more  

support for public goods

• Further decoupling of direct  
payments into support linked to  
environmental and climate goals

• Further reduction of production and 
trade distorting subsidies

 Reverting the recent 
reform course:

More market intervention 

• Increasing coupled direct payments
• Introducing counter-cyclical  

payments
• Increased subsidies for risk  

management measures

The present CAP reform debate in the 
EU features two different directions  

CAP-Reform
2020
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 BACKGROUND

Reform proposals 

In February 2017, the EU Commission 
presented five scenarios on how the CAP 
could evolve after 2020. They are the 
basis of the current debate.

 

Five scenarios for the future development of the CAP post 20201

Scenario 1: Maintaining the current CAP and simplifying it.

Scenario 2: No policy, full liberalization.

Scenario 3: Programming with a shift from area-based payments towards rural  
development, innovation and risk management tools.

Scenario 4: Building on area-based payments and risk management support to 
further leverage economic and environmental benefits in a simplified way.

Scenario 5: Focus on smallholders, environmentally friendly farms and local food.

1 This is the summarized interpretation of professor Alan Matthews based on the EC’s Inception Impact Assessment 
for a communication on modernizing and simplifying the CAP. See http://ec.europa.eu/smart-regulation/roadmaps/
docs/2017_agri_001_cap_modernisation_en.pdf

Factors influencing the reform debate: 

• Issues such as security and migration as well as the ongoing employment crisis in 
many southern European countries require more attention and therefore additional 
funds from the EU coffers. 

• The UK’s intended withdrawal from the EU could shift the EU‘s distribution of 
votes towards more market intervention.

• The Brexit will diminish the EU budget and thus the overall resources available for 
the CAP in the long term. 
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Which direction for the next CAP reform? 

The CAP has seen a long period of 
reforms, which reduced many of its 
trade-distorting features - among them 
a reduction of intervention prices and 

the abolition of agricultural export 
subsidies. Furthermore, the least devel-
oped countries (LDCs) benefit from the 
“Everything but Arms” agreement, which 
stipulates all imports to the common 
market duty and quota free2. 

Reverting the  
previous reforms:  

Stronger production-related support. 
This direction reverts back to increasing 
trade distorting subsidies, e.g. when a 
higher proportion of direct payments is 
linked to certain types of production. An 
increase in EU production and exports of 
agricultural products could lead to dwin-
dling world market prices, consequently 
affecting farmers’ incomes in developing 

countries.

Staying on reform course: 
Towards more support for  

public goods.
This entails for agricultural subsidies  

to be transformed so that public funds are 
better utilised to promote public goods 

(such as environmental protection, climate 
protection and biodiversity). This transfor-
mation most likely leads to an additional 
reduction of the remaining production and 

trade distorting subsidies. No negative 
impact on developing countries is  

to be expected.

CAP-Reform 
1992-2008

Gradual reduction of  
intervention prices and 
introduction of direct 

payments

CAP-Reform 2013
Introduction of  

greening, decision to  
abolish production  

quotas

2 The “Everything but Arms” agreement is applicable to LDCs only, not to all developing countries.

CAP-Reform
2020

There are two opposite directions with 
different implications for developing 
countries
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 ANALYIS

The CAP instruments and their impact on 
developing countries

The Common Agricultural Policy rests on 
two pillars. The first pillar is comprised of 
market intervention measures and direct 
payments to farmers. The second covers 
support directly targeted at implementing 
sustainable agriculture and rural develop-
ment. World Trade Organization (WTO) 
rules apply3.

Measures of Pillar 1

Decoupled direct payments
On average direct payments account for 
28% of agricultural factor income of 
European farmers.
 
>>> Decoupled direct payments can indi-
rectly influence farmers’ production-relat-
ed decision-making— by maintaining or 
improving farm income it leads to higher 
investments and changed risk attitudes or 
by improving access to loans. Moreover, 
they can raise expectations on future pro-
gramme eligibility affecting current pro-
duction decisions. In addition, the fulfil-
ment of cross compliances4 is mandatory 

to receive direct payments. Therefore they 
principally have the capacity to influence 
production decisions. Though overall, de-
coupled direct payments have negligible 
impact on production decisions.

Coupled direct payments             
These are bound to the production of a 
specific crop or to a certain number of 
farm animals and can amount to 8 to 
13% of all direct payments to farmers. 

>>> They provide a direct incentive to 
maintain or even increase production. 
To minimize their production and trade 
distorting impact, support has to be fixed 
to an area or yield. WTO classifies cou-
pled payments as trade distorting, which 
relates to potentially negative effects on 
agricultural producers in developing 
countries.

Market intervention measures  
The CAP uses various instruments to 
support domestic prices of agricultural 
products.   

3 The WTO classifies the measures into three categories called „boxes“: The Amber Box includes support measures that 
distort production and trade and are therefore strictly limited. The Blue Box includes coupled, production and trade dis-
torting subsidies, which are linked to production limiting measures. The Green Box includes measures that do not distort 
trade or production
4 Several transfer payments to farmers in the EU are linked to the commitment to comply with certain standards 
regarding environmental protection, the health of humans, animals and plants as well as animal welfare, which is called 
“cross-compliance.”

The CAP rarely causes trade  
distortions nowadays 
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>>> Domestic policies to stabilise local 
agricultural markets possibly prevent 
adjusting the output to de-facto levels 
of demand and thus lead to expanded 
production. Those measures are there-
fore classified as trade distorting and 
potentially have a negative impact on 
developing countries. However, related 
expenditures have been low in recent 
years. In addition, intervention prices 
are at a relatively low price level and the 
impact on global agricultural markets is 
considered weak currently. 

Measures to restrict production       
For some commodities production is 
limited by a quota, such as in the past for 
milk and sugar.

>>> The abolition of the milk quota in 
2015 and high prices in the previous year 
led to a substantial production increase, 
followed by decreasing prices. A similar 
development is expected after the aboli-
tion of the sugar quota, which took place 
end of September 2017. In addition, im-
ports of sugar into the EU will presuma-
bly fall. This may have negative impacts 
on sugar exporting ACP-countries.

>>> Since 2003 the EU supports the 
cultivation of energy crops. Simultane-
ously world food prices went up due to 
an increased demand for food globally. 
To address the concern about rising food 
prices, the EU decided to introduce 
limits. On one side, food producers from 

developing countries can benefit from 
rising food prices since it can increase 
their export value. However, this is not 
the case with most smallholder farmers 
who depend on buying additional food-
stuffs on local markets. At the same time, 
the extensive cultivation of energy crops 
often causes deforestation of rainforests in 
developing countries, with critically neg-
ative ecological consequences. However, 
the cultivation of energy crops can also 
help to improve income in rural areas. 

Export promotion
The CAP provides funding to support the 
promotion of agri-food exports, which 
focuses on the export of high-quality and 
high-value food products. These include, 
amongst others, the promotion of trade 
fairs and professional training. 

>>> LDCs and countries of sub-Saha-
ran Africa have not been targeted by 
such support. Therefore no impact can 
be assumed in this area at this point. 
Agricultural export subsidies are being 
phased out since 2008. At the latest 
WTO Ministerial Conference in 2015, 
they have also been eliminated from the 
multilateral framework.

From a perspective of a developing 
country, the past policy reforms are 
appreciated—though each measure 
needs to be assessed on its own.



Measures of Pillar 2

General measures                                
These measures include support for 
knowledge transfer, agri-environment 
measures, investment aids, regional 
assistance programmes, environmental 
programmes, forestry, risk management 
support and local initiatives to create 
jobs in rural areas. Most of the funding is 
spent on environment and climate related 
measures. 

>>> WTO does not classify general meas-
ures as trade distorting. Nevertheless, 
they can have an impact on production 
and thus on trade. For example, agri-en-
vironmental measures often cause for 
decreased output whereas measures that 
support investment can lead to increase 
production. In the long term, model 
estimates suggest a decreasing volume 
of production, particularly because of 
agri-environmental measures occupying 
a more important role than any other 
measure of Pillar 2.

Risk management measures
These tools can support farmers with 
mitigating risks related to production and 
prices. So far, these measures are seldom 
used within the CAP.  

>>> Risk management tools potentially 
distort production and trade. When risk 
is reduced, farmers tend to increase risk-
ier production activities while lowering 
diversification and other measures to mit-
igate normal risks such as weather varia-
tions, pests and diseases or price volatility. 
The potential to distort production and 
trade is presumed to be limited.

8

Measures of Pillar 2 are generally 
positive, but attention should be  
paid to the effects they can have  
on future trade.
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The current debate on the future of the 
CAP post 2020

Direct payments  
On the one hand, there is a proposal to 
gradually phase out direct payments and 
redirect funds to support a more sustaina-
ble soil management. On the other hand, 
particularly farm groups are in favour of 

direct payments, either as a premium per 
hectare of land under cultivation or as 
payments linked to the production of a 
specific product.

Risk management     
Today’s price volatility for agricultural 
produce is higher than in the past. This is 
the reason for risk management measures 

European Farmers EU Members

Developing Countries Social Movements

• Stronger support  
 of smallscale farms
• Greening of the CAP 
• Support of nutrition  
 and health related  
 issues 

• Increased  
 support for environ-
 mental and climate  
 related measures
• Further greening of  
 the CAP 
• Climate-friendly  
 agriculture

• Reduced risks  
 and costs
• More convergence  
 between states
• Less complex  
 supervision 

• Continued direct  
 payments
• Support of counter- 
 cyclical payments
• Increased market  
 intervention measures

• Minimizing trade  
 distorting measures 
• Assessment of policy  
 impacts of development  
 related CAP measures

Environmental 

Organisations

Interests



to start playing a greater role in the near 
future. Financial support for insurance 
schemes is likely to increase. Some of the 
farm groups advocate counter-cyclical 
payments, which farmers would receive 
when prices drop below a certain mark. 

More focus on the ecology   
This could become part of the cross-com-
pliance requirements (see footnote 5), 
which are a precondition for receiving 
direct payments. Another suggestion is to 
replace greening payments with commit-
ments to conduct certain environmental 
or climate related measures. Other pro-
posals rather aim for a voluntary imple-
mentation of ecological measures related 
to greening.

Supporting rural development
An important question is how to maintain 
and create jobs in agriculture while struc-
tural change is ongoing. Some approach-
es demand regular and lasting transfer 
payments to protect small-scale farms in 
particular and to attract new generations 
of farmers. However, other actors call for 
specific measures to reduce the weaknesses 
of the agricultural market and aim for more 
value addition within agriculture.

Public hearing in Brussels 

In July 2017, the results of a survey of 
different interest groups on the subject 
of the CAP reform were presented at a 
public hearing in Brussels. Many interest 
groups advocated a modernisation and 
simplification of the CAP. They stressed 
that environmental issues and a strength-
ening of the farmers’ position within the 
value chain should be treated with more 
priority. However, there was no detailed 
deliberation on the impact of CAP 
policies on developing countries and 
representatives of developing countries 
did not actively join the debate. 
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5 For more detailed assessment of on the survey, see: https://ec.europa.eu/agriculture/sites/agriculture/files/
consultations/cap-modernising/summary-public-consul.pdf; for a summary of the survey results: https://ec.europa.eu/
agriculture/sites/agriculture/files/events/2017/cap-have-your-say/170701-chartier-cronin.pdf. 

CAP reforms focusing on oil crops, 
wheat, maize, sugar, cotton, poultry 
meat and dairy products are vitally  
important to the world‘s least  
developed countries as they have  
a direct impact on their main agri- 
cultural products, markets and prices.
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 ASSESSMENT

Potential Impacts of the post-2020 CAP on Developing Countries - Reform proposals 
indicate risks and opportunities for developing countries                                                                                                    

WITH MORE  
MARKET INTERVENTIONS

Some proposals call for a change 
of the current reform course.  As 
a result, trade distorting subsidies 
such as coupled payments, subsi-

dized insurance and counter- 
cyclical payments could  

increase.

 Recommendations for the CAP reform from a development cooperation perspective 

• The CAP should maintain the current reform path and become more market  
orientated. 

• Further reduction of the remaining production and trade distorting measures.  
A return to coupled direct payments and an introduction of counter-cyclical  
payments is not in the interest of farmers in developing countries. 

• Agricultural subsidies should be transformed into support that aims to provide  
public goods.  

• Moreover, it should be cross-checked how direct payments can be linked to  
sustainability issues.

• Introduce comprehensive policy impact assessments at European level to examine 
more thoroughly the impact of the CAP reform on developing countries.

WHEN REVERSING THE  
CURRENT REFORM COURSE

Changing the CAP’s current reform direction 
is not in the interest of farmers in developing 
countries, even if the impacts of the above 
mentioned measures are minimal. Especially 
the LDCs need support to enhance their food 
production systems. They depend on a reliable 
international trading system, where fluctuations 

in production can be compensated. Here,  
the CAP can help by reducing interventions  

in the agricultural market. 

WHILE STAYING ON THE  
CURRENT REFORM COURSE

On the other side, some proposals approve of the  
current direction of the CAP reform while calling for   

greater market orientation. The remaining trade distorting  
CAP measures should be reduced further and decoupled  

direct payments transformed into support for the implementa-
tion of climate and environment friendly activities. In addition, 

innovative investments should be subsidized for a creation of 
sustainable jobs in the agricultural sector. This could 

either lead to a diminished European agricultural 
output or to an increase of the total production 

caused by the support to investments. 
Overall, each of these political measures 
would reflect the interests of farmers in 

developing countries because they are less 
distorting to production and trade. 

Introducing comprehensive policy impact 
assessments at European level will be 

proposed in order to further examine the 
impact of the CAP reform on developing 

countries.

WITH MORE  
COUPLED DIRECT PAYMENTS 

Enhancing coupled direct pay- 
ments can lead to an increase in 
agricultural production and to a  
rise of European agricultural  
exports. This would cause for 

decreasing world market prices, 
threatening the livelihoods of  

farmers in developing  
countries. 
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