
R&SD Executive Group Item 3.2
EU Rural Affairs Update
Purpose

1. To provide members with an update on the latest information regarding EU rural issues, particularly the European Commission’s Review of the Less Favoured Areas which stems as a branch of the CAP Health Check as well as the ongoing discussions on the future of EU Rural Development Policy within the EU Budget Review (also discussed later in the agenda).
Recommendations
2. The Executive Group is invited to:
i. Note the latest state of play regarding CAP and the Review of Less Favoured Areas; and

ii. Agree on the proposed short statement on future of EU Rural Development Funding.
Background
3. As reported previously, the EU Common Agricultural Policy (CAP) is undergoing significant change over the next few years. A key development has been the CAP “Health Check” which took place last year. The Health Check is aimed at introducing simplified direct farm payments, not related to actual production in most sectors (a process described as ‘decoupling’) as well as further decreases in support prices; a strengthened Rural Development pillar; and ways of cutting red-tape. The Health Check process, which was finalised in November 2008 aimed to set the groundwork for the future of this policy after 2013. Most observers agree that the present debates are likely to lead to the most significant changes of this policy in fifty years’ history, perhaps even to be a substantial reduction in the funds allocated to it.
4. As part of this process, in April 2009 the European Commission published a Communication on reforming Less Favoured Areas (LFA) which outlines proposals for new classifications of agricultural areas with natural handicaps. The paper outlined eight soil and climate criteria which could be used to assess and set limits for agricultural areas which are suffering from natural handicaps. 
5. However this reform process suddenly became complicated when news started to emerge after the summer regarding internal discussions within the Commission.  It was suggested quite openly that steps could be taken to significantly dismantle the whole policy post 2013. A short statement will be provided at the end of the report.

Less Favoured Areas 
6. A branch of the Common Agricultural Policy (CAP), aid to farmers in Less Favoured Areas (LFA) provides a mechanism for maintaining the countryside in areas where agricultural production or activity is more difficult because of natural disadvantages. 
7. Currently there are over 100 diverging national criteria for judging whether an area can receive a less favoured payment which was highlighted by the EU Court of Auditors as a possible source of ‘unequal treatment’.  Therefore the Commission’s views aimed to  improve the transparency, robustness and coherence of the LFA system throughout the EU in the long-term. It also aims to improve targeting of aid in order to preserve landscapes, natural habitats and biodiversity, prevent forest fires and improve water and soil management as sustainable farming systems must be maintained in areas where climate and soil make this difficult. 
8. The goal therefore is for EU subsidies to be directed to farms in those areas where natural handicaps are severe and affect farming. Farms that are most at risk of facing land abandonment will especially be targeted for aid.  
9. Currently, there is not sufficient data available to the Commission from across the 27 EU Member States to carry out a detailed scale modelling of the proposed policy changes. Consequently the Commission in its Communication is asking that Member States simulate ‘the application, on their territory, of the biophysical criteria listen in the Communication and produce maps of the areas that would result under such simulations.’  Member States are asked to provide simulations using national data to show how these criteria might work before a legislative proposal is put forward. 
10. The Scottish Government believes that the proposed criteria could have significant implications for Scotland particularly for the classification of LFAs and on the basis of future payments post 2014. 
11. Currently all LFAs in Scotland are designated for EU purposes under the LFASS (Less Favoured Area Support Scheme) as "intermediate areas", affected by significant handicaps. However, if the EU Review leads to significant changes in the classification of "intermediate areas", it could be advantageous for Scotland to also make use of "mountain area" designation and "specific handicap" designation for islands. The LFASS which is part of the wider Scottish Rural Development Programme (SRDP) delivers £61 million per annum to farmers and crofters. 
12. Councils have been making representations about whether to stay with the current classification or argue for a classification of “mountain area” and “specific handicap” which would obviously have a different impact depending on each local authority.

13. Mapping work is currently being carried out by the Scottish Government based on the eight bio-physical criteria proposed by the Commission which will be finalised before the Commission’s deadline for submission in January 2010. 
Future of CAP and Rural Development Funding:
14. The current Swedish Presidency of the EU has been undertaking a number of discussions regarding the future of agriculture post 2013, building on the above mentioned Health Check but also closely linked with the review of the whole European budget now being discussed. The Ministers of Agriculture will discuss this issue on 20 November, particularly with respect to the increase of rural development (economic regeneration for rural communities) funding vis-à-vis aid to farms as well as the role of agriculture on climate change. In addition, Ministers will look at how to simplify and reallocate responsibilities between the EU, national and local levels.

15. It is worth remembering that the EU contribution on rural development funding to Scotland amounts to €676.3 million allocated over the period 2007-13. The EU-wide Budget has is earmarked as €88 billion for Rural Development for the period 2007-2013 which amounts to 21% of total CAP funding by 2013.
16. Against this background, and as discussed elsewhere in this agenda, strong signals started emerging from within the Commission that are suggesting that the CAP, which with Cohesion funding amounts to two thirds of the EU Budget, would be significantly cut down with its resources transferred elsewhere within the Budget. The remaining funds would be not used to subsidise food production as is still mainly the case but to allocate it for non-farming activities such as sustainable environmental practices. Crucially most CAP spending could be directly managed by Member States which could co-finance it.  Consequently Rural Development (i.e. the part of CAP aimed at addressing the socio-economic problems of rural communities) could benefit from this. In addition the environmental dimension of rural development would become more clear in the future. It remains, however so far unclear if Scottish rural communities would benefit from it or aid would be concentrated in the most disadvantaged Member States.
17. These ideas, for the moment only emerging in some parts of the Commission have been widely criticised and the outgoing Commissioner for Agriculture, Mariann Fischer-Boel indicated in a meeting that COSLA attended, that these ideas do not reflect the views of the Commission Directorate and that they have not been discussed at senior political level. Most observers however agree that the above mentioned ideas will come back in force once the new Commission is in place before the end of the year.  

The Way Forward
18. In preparation for this issue, COSLA has already alerted Councils and within the context of meetings with MEPs on 14 October and 6 November representations have been made to the Scottish MEPs. It is worth noting that the recently approved Lisbon Treaty gives the European Parliament equal powers vis a vis Member States in Council on EU agriculture policy.  

19. In preparation for the next steps of the discussion, members are asked to consider, and eventually agree the following points:

i. EU support for rural communities should remain available to all local areas of the EU where it can provide added value vis-à-vis national funding. 

ii. EU Rural Development policy should address mainly socio-economic regeneration aspects; however an environmental dimension could be added, particularly as regards to adaptation to local climate impacts.

iii. Consistent with the previous COSLA position, there should be more, not less, synergies between EU Rural Development Funding and EU Cohesion funding as to simplify access to funding to eligible rural communities.

iv. EU Rural Development funding should be directly targeted to local areas and where possible managed by them. If further devolution of CAP funding takes place, strong local partnership structures should be involved.
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