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Abstract

Regulations and standards are introduced in agmieulto control agricultural
practices and by that assure food safety, imprbeg sustainability and reduce its
potentially harmful effects on biodiversity, soilater and air. Other measures are
implemented to improve land management practicdsig&iory cross-compliance
was introduced in the European Union with its 2@#&P-reform, the main objective
of the instrument being to improve compliance vatandards that were previously
insufficiently adhered to. In addition, rules foo@l Agricultural and Environmental
Conditions (GAECSs) need to be respected.

In this paper the EU’s policy framework is analysidm the perspective of
responsive and economic regulation theories as fwet its impact on compliance
and competitiveness. Best-estimates of degreesrapliance at regulation specific
and member state specific levels are provided. Mae costs of compliance are
examined and the order of magnitude of competiggsnimpacts is assessed. Finally,
the EU’s approach is contrasted with approachdswel in other countries, notably
the US, Canada and New Zealand.

As such the paper aims to provide further insights the relative impacts of various
pieces of regulation on EU agriculture, providerade assessment about impacts on
costs and the competitiveness of EU agricultureawigs its main competitors.
Moreover, further insight is gained in how differ@ountries might approach similar
problems with different regulatory strategies.

Paper prepared for the Conference on the Scienck Education of Land Use: A
transatlantic, multidisciplinary and comparative payach, September 24-26, 2007
Washington DC (organised by the Interuniversity €otium for Agricultural and Related
Sciences in Europe and the National AssociationStdte Universities and Land-Grant
Colleges). This paper is an outflowtbie Cross-compliancé"@ramework Project.



1 Introduction ?

Farmers are facing a regulatory environment inclgdnore an more fields, such as
environment, biodiversity, food safety, animal aedf, etc. Agriculture is less and
less seen as an isolated business, but as anrnddsth by its nature has a complex
interaction with ecology, nature and landscape isesv(multifunctionality), which
even more than for any other sector emphasizemdleel for sustainability. It is
increasingly recognized that the still wide puldigoport given to agriculture should
enhance rather than hinder sustainability. In thg the latest CAP reform
(Luxembourg Agreement, 2003) introduced obligatocyoss-compliance, an
enforcement mechanism emphasizing the importanaehed to farmers’ compliance
with regulations. Farmers eligible for direct payrseof the CAP that are detected to
be non-compliant are, depending on the degreeotdtion, punished with a partial or
complete reduction of these payments. Where theré&lds on the stick, other
countries are more reliant on the carrot, i.e. gisioluntary approaches which might
be combined with positive financial incentives.

Farmers not only face regulatory constraints, kiuha same time are increasingly
involved in voluntary certification schemes or stards in order to provide assurance
about the quality and the safety of their prodaetd the environmental sustainability
of their production techniques. These voluntantiftestion schemes might interact
with the obligatory regulatory requirements, whialso specify certain minimum
standards on often related fields. Under some tiondivoluntary schemes driven by
the private sector (self-regulation), or as faaibd and encouraged by the public
authorities, might even be though to be an alteraatrategy to achieve the same
policy goals.

This paper focuses on regulatory standard rathan tholuntary standards and
certification regimes. The first aim of the papeta describe and analyse the impacts
of the main regulations as included in the EU’sgdibry cross-compliance package,
introduced with the 2003 CAP reform (Luxembourg égment). A second aim is to
provide a comparative analysis with respect toBbés key-competitors, notably the
US, Canada and New Zealand. There the questiomised to which extent and in
which way they regulate the same issues as thedeld with the regulations covered
in its cross-compliance package. As far as possitfeerences in approaches and
impacts will be compared.

As regards the impact of regulations and standtrésanalysis is still difficult for
various reasons. Data on degree of compliance astls cof compliance with
regulations are in most cases only scarcely availdioreover there exist intricate
relationships between various regulations and stalsd For example, where a
regulation imposes a cost, at the same complying telated voluntary standard
might bring in an associated cost-offset (e.g.ittteraction between the Birds and
Habitat Directive and Agri-Environmental Scheme&3. another example, the costs
associated to a combined set of regulations ordatals might differ from the
aggregate sum of costs associated with the singledards. Synergies between

! The author gratefully acknowledges the contribigtionade by various partners of the Cross-
Compliance 8 Framework Project (see the reference list forsipecific country reports (Deliverable
5) produced within this project, from which a Iétroaterial is synthesized.
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standards may in a relative sense reduce the adatiomuof costs. This lack of
information and abundance of complexities is thesoa that analyses often have a
qualitative or case specific character. This papes to combine both qualitative and
guantitative analyses of a broad set of regulateors standards, where the emphasis
iIs on the general overview, orders of magnitudéherathan on the tiny detail. As
regards the impacts the main focus will be on tbenemic impacts, and less on
achieved the benefits (such as increased susthiyabarticular attention is paid to
impacts on the EU’s (external) competitiveness wiBpect to three key trade-
partners, notably the US, Canada and New Zealand.

The paper is organized as follows. Section 2 dsesiseveral issues of regulation,
notably the theory of enforcement based on theorespe regulation approach, a
summary of results form the economic theory of cliampge and the potential impact
of regulation on competitiveness. Section 3 disesidsest estimates of compliance
and costs of compliance for five EU-15 member stalé also includes some

information on the estimated order of magnitudeiropacts on competitiveness.

Section 4 provides further details about the EWEy kompetitors, notably the US,

Canada and New Zealand respectively. Section 5igesva comparative and

synthetic overview. The paper closes with a nuntferoncluding remarks (Section

6)

2 Issues of regulation

2.1 Regulatory strategies and styles of enforcement: the
pyramids

Several issues can be raised with respect to reguland standards, such as the
reasons why to regulate, the selection of a cer&gunlatory strategy, explanations for
the chosen type of regulation, the setting of stathsl regulatory enforcement, risk
issues, etc. (see Baldwin and Cave (1999) for argéoverview). In this case our
aim is more limited and mainly focusing on issuksrdorcement and compliance.
Regulation generally comprises three stages: €iettactment and enabling of
legislation, (ii) the creation of regulatory adnsitnations and rules, and (iii) the
bringing to bear of those rules on the personssiitutions sought to be influenced
or controlled (Hutter, 1997). The third stage dioecement stage is far from trivial
and as vital to the success of the regulation ettt twd. 1l enforcement can
undermined the most sophisticated designs of régalarailures to identify and deal
with breaches of rules may reduce regulatory statinenere paperwork.

2 From a theory of regulation perspective attackimgitive financial incentives as ‘wrong’ (read:
redundant) because it is not done to pay peopletfeying the law is beyond reality. It is as doasgif
people generally behave selfish and opportunifticxample as profit maximizers), except when the
government puts a requirement on them by law. A&swhole regulation literature underscores, full
compliance cannot be taken for granted and samegoand enforcement systems usually ‘fail’ in
achieving full compliance.



Regulatory officials may seek compliance by lavst@andards not merely by resort to
formal enforcement and prosecution (which is oftery time consuming and costly),
but also by using a host of informal techniquesluding persuasion, education,
advice, technical assistance, negotiation and thas With respect to the latter one
classical voluntary cross-compliance and the EBigyatory cross-compliance
mechanism come into the picture. Within the themfrgegulation in that respect the
so-called pyramid of enforcement and pyramid ottan are relevant frameworks.
The pyramids are originally developed by Ayres Braithwaite (1992), as part of
their responsive regulation approach. As such yharpid of sanctions and the
pyramid of enforcement strategies, as developdidertheory of regulation, are
discussed first, in order to create a general fraonie for analysing and
understanding different approaches.

The pyramid of enforcement strategies distinguidiedseen styles of enforcement,
with at the base a light touch style of enforcdéirggulation and the degree of
enforcement increasing when moving upward, endiitly strict command and
control at the pinnacle. The pyramid of sanctidlusirates that regulators may seek
gains in compliance to law not merely by formalanément and (time consuming
and expensive) prosecution, but by using a hosthar informal techniques, such as
education, advice, persuasion and negotiationisindspect sometimes the
distinction is made between compliance and deteerapproaches to enforcement. In
order to seek compliance with regulations the caanpk approach emphasises the
use of measures falling short of prosecution. Téterdence approach emphasize
penalties and prosecution as mechanisms to deteefinfractions (Baldwin and
Cave, 1999, 97). Within the compliance strategytéttL988) has added two sub
strategies, labelled respectively as the persuasidansistent strategies (see Figure
1). Both aim to secure compliance, but the firsh@@e accommodating than the

second.

Command
regulation

Insistent strategy

Persuasive strategy

Enforced self-regulation

Source: Baldwin and Cave (1999, 100)



Figure 1 Pyramid of enforcement strategies

Criminal Added sanction cross
/ fimina’ \ compliance: reduction in
prosecution direct payments of CAP
Notices: improvemen when detected non-
and prohibition \ compliance
Warnings: infractions, written
warnings, verbal warnings
\

Persuasion: shaming, deadlines, photographic
evidence, dramatic techniques, education and ad\Q:e

Source: adapted from Baldwin and Cave (1999, 100)

Figure 2 The sanctions pyramid

The pyramids are associated with the so-callecbrespe regulation approach, as
developed by Ayres and Braithwaite (1992), whicbssenforcement as involving a
progression through different compliance seekingtatjies and sanctions. In the
model of ‘responsive regulation’ those regulatezlsaarbjected to increasingly
interventionist regularly responses as they costiiaunfringe and to less
interventionist actions as they come to comply @@ah and Cave, 1999, 99). They
further comment that rejecting punitive regulatismaive, but to be totally
committed to it is ‘to lead a charge of the lighigade. The trick of successful
regulation is to create a balance and synergy eetywenishment and persuasion

How can the EU’s cross-compliance regime be pamtiowithin this theoretical
framework about the enforcement of regulation? $triat sense all SMRs and
GAECs can be characterized as command measure&Ihentroduction of cross-
compliance (beyond the already legal sanctionirsgiesy) can be located as part of an
insistent strategy of compliance (see Figure 1)uBing the direct payments
associated with the CAP to create leverage, therillesion increases the
enforcement pressure and signals its insisten@@mpliance with the concerned
regulations. The threat of a reduction of diregtrpants in case of non-compliance
could be added as an additional type of sanctiea ksgure 2). Although not

explicitly mentioned, the requirements regardinggiing (based on risk assessment,

% The theory of regulation further shows the linkabesween enforcement strategies and regulatory
policy design (i.e. the relationships between themids), an issue that will be not further diseuss
here since the focus is not primarily on the specibntent and specification of individual regubsis.
However, for a more elaborate analysis of compkathis issue deserves additional attention (e.g.
OECD, 2004b). Regulations need not only to be epfiyrbut also need to be enforceable.
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inspecting each year at least 1 per cent of farme@esiving direct payments) and on
additional reporting and record keeping by farntensld be added as additional
instruments enforcing compliance and/or provingfétener’s state of compliance
(see also the remarks based on the economic apptmaompliance discussed in the
next subsectiof)

With introducing the cross-compliance instrumert @ommission not only gave
farmers eligible for direct payments a further imoee for compliance, also
compliance (i.e. the proper implementation of Egidkation at member state level) at
macro level was encouraged (alongside openingfangement procedure, the EU
can now withdraw payments if a member state iscampliantf. Moreover, it could
be argued that the Commission by cross-compliamceduces a harmonized EU
wide incentive system, which makes it less dependathe legal sanctioning
systems, which vary over member states. Finally ctioss-compliance instruments
can be argued to have an attractive proportionplityerty: big farms, receiving
relatively large amounts of direct payments, babdlaving large shares in
production are in absolute terms facing the thoéatrelatively large reduction in
payments received. By following a so-called whalenf approach, indirectly at least
some pressure is generated on branches of prodwetich are not in itself eligible
for direct payments, but are now linked to otharsase of mixed operations.

The paper briefly describes which requirements wgetected to be part of the cross-
compliance package, without trying to explain wieytain measures were selected
and others not. It also abstains from providingoea for the reliance on regulatory
measures. These issues will be largely taken fmtgd here. The main aim is to
make an evaluation how the EU’s cross-compliandieys likely to affect its
agriculture, in particular the compliance with rigions, costs of production and
competitive position. Moreover, a comparative oi@mwis made with respect to three
of the EU’s key trading partners in which it is exaed what kind of regulatory
strategies they follow and the impacts they havaight have in the future if current
practices are judged to be non-satisfactory.

The regulatory standards taken into account are $t@tutory Management
Requirements (SMRs) and conditions for Good Agtimal and Environmental
Practices (GAECS) as they are part of the crosptiante package. The EU’s cross-

* Note that it is not tried to explain the introdoat of the cross-compliance measure based on the
theory of regulation, but rather to position it kit a broader context of possibilities. Later onewh
the approaches of the EU'’s key competitors areudgsad we will again refer to this framework. The
responsive regulation theory also discusses thadi@s between the pyramids, i.e. between the tiype o
rules applied and the related appropriate or maisiisle enforcement mechanism. No effort is done
here to check whether the choices the EU has madeelt-matching with the recommendations of
this theory. Finally, as regards the explanatiothefintroduction of cross-compliance it is recagai

that also political motives such as legitimizing tintroduced de-coupled direct payments (payments
for ‘for nothing”) by linking them to ‘proper’ andesponsible farmer behaviour, as well as avoiding
land abandonment played a role (e.g. IEEP, 2006).

® Formally there is a distinction between regulafioliowing from an EU Regulation, which is directly
applicable in all member states and therefore me@dmplementation in national law, whereas
regulation following from EU Directives is reliaoh implementation in national law. See Annex A for
more detail about the character of various reguiati However, also in case of EU Regulations the
Commission is ‘dependent’ on member states forapei enforcement. EU Directives leave more
space for member state influence and adaptatispeoific situations, since they are generally bigdi
with respect to the end to be achieved but notgards the means how to achieve this.
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compliance includes (SMRs) with respect to biodsitgr (Birds and Habitat
Directives), Environment (Sewage Sludge DirectiNdrate Directive, Groundwater
Protection Directive), Public, animal and plant Itiedincluding regulations of food
safety, identification and registration of animatestrictions on the use of plant
protection products and growth promoters in thenahisector, etc.), animal welfare,
notification of (contagious) diseases (foot and thoBSE, Blue tongue) and good
agricultural and environmental practice-conditio(®il erosion standards, soll
organic matter content, maintenance, preservatiggeomanent pasture). See Annex
A for further detail

Rather than relying on obligatory regulation, gowveents might also try to improve
environmental quality, etc. by offering voluntarghemes with or without technical
assistance and financial incentives to farmersthim latter case these voluntary
schemes might operate as a direct substitute éooltfigatory regulation approach as
chosen by the EU and strengthened by the recerdtjeda cross-compliance
mechanism. It is even possible that the governmeses the voluntary standard
approach as a first step, transforming such scheneslater stage into regulatory
constraints, therewith imposing obligatory comptianof all participants. Indeed
some non-EU countries seem to just follow this wtduny approach. On the other
hand, voluntary standards or certification may asginate from the private sector
or have a hybrid public-private character. In tlease they will usually have a
complementary character, specifying performanceeléewhich go beyond the
minimum requirements as imposed by the regulatanyhaaities and address
particular commercial and marketing interests.

2.2 Understanding participation and degree of compliance

Regulations and standards are aimed at adjustiagfatmer’s or supply chain’s
behaviour in such a way that an increased perfocmadevel is achieved. Whether
this will be actually realized depends on the camity to standards. As compliance
to standards might impose costs and benefits tiévidual actor's degree of
compliance is likely to be a function of these soshd benefit, where in case non-
compliance is considered also the costs of punishmplay a role. In general these
costs of punishment depend on the magnitude ofitleeassociated with (various
degrees) of non-compliance as well as on the pilityabf detection to be non-
compliant. The latter in turn depends on the intgrd the monitoring and inspection
regime associated with the standards.

In case of voluntary standards participation isumtdry and there will be no direct
punishment in case of non-participation, but rathelusion from the benefits related
to participation. The decision to participate wiillus depend on the net benefits (e.g.
price premium less additional costs of productissogiated with voluntary standard)

® Although we describe which requirements were $eteto be part of the cross-compliance package
no effort is made to explain why certain measuresvgelected and others not. This selection process
is best understood as a complex political comprenhistween DG-Agri and other DGs within the
Commission. As will be remarked later argumentsiadtde made for including more regulations as
well as for including less regulations.



which can be realized from participating as comgdecethose of not participating. If
a farmer participates, however, he is obliged tlhofo the requirements of the
standard and will be punished in case of non-camnpg. In extreme cases he might
be even excluded from the voluntary scheme anceltiwes net benefits it generate. In
case of regulatory constraints participation isigaibry, and the choice not to
participate is illegal.

From the economic theory of regulation (see fomgxa Sutinen and Kuperan (1999)
for a general discussion this theory, which is alpen to account for certain non-
economic factors, and see OECD (2004b) for a ds&onsabout environmental
compliance) it can be summarised that the degresowipliance will be higher or
increase (relative to an initial situation and/alative to other standards and
regulations):
- the higher are the net benefits of participation;
- the lower are the costs of compliance;
- the less restrictive are the requirements followfirggnm regulations
or standards;
- if the probability of detection increases (for exdendue to a more
intensive inspection and monitoring regime);
- if the penalty is increased, for example by incregashe marginal
penalty, or by increasing the fixed penalty;
- when farm support payments received are made ¢onditon the
degree of compliance (additional enforcement meishan

The introduction of obligatory cross-compliancedtiger with a system of partially
decoupled payments and intervention price declifes certain products
(Luxembourg Agreement, 2003) implied a strengthgrohthe enforcement system
of the regulations included in the cross-compliapaekage. So already before the
arrival of CC farmers faced unconditional bindirgigations (the pre-existing SMR
legislation). However, CC added to this the sinfdem payment to be made
conditional on compliance with these regulatiomgréwith adding to the leverage
exerted on farmefs When violating the regulations, alongside thenmair legal
punishment, farmers could lose (part) of their Enrm payments. Moreover, a
more strict monitoring and inspection regime wapased (1% of the farms should
be inspected each year, with sample selection b@segk profiles of farmers).

As compared to the initial situation, with crossygiance, the EU’s effective
sanctioning system is increased, and relative @adrthial situation the probability of
being detected increased. Moreover, some furthecwdiral product price declines
were pursued, which were partly compensated by me#n(increased) direct
payments. Because the latter became part of thetisaimg mechanism, they

" In their study on environmental cross-compliartee ®ECD (forthcoming) argues that making legal
requirements the subject of cross-compliance cseatedundancy. However, this presupposes that the
legal sanction system is adequate and proper mcind a full compliance with the regulations and
that the monitoring and inspection intensity rersathe same. With cross-compliance usually a
systematic inspection regime is imposed, whereagmunormal legal requirement this is not always
present. Moreover, in practice the legal sanctigstesns are often not sufficient to ban out all non-
compliance behaviour. So CC can be relevant alsalfeady existing binding statutory management
requirements.



increased the leverage and thereby its effectigdnEsom the theoretical framework
developed so far this should clearly provide fasnan incentive to improve their
degree of compliance to the regulations. The irsgdacompliance might induce
further costs for the EU’s agricultural sector, @hiin turn might affect
competitiveness, which is the next issue to comside

2.3 Assessing competitiveness

Surprisingly the notion of competitiveness—althougften used in business and
policy-maker language—has no single definition améarly established link to

economic theory. In itself, competition is a comperonomic phenomenon, which
alongside the notion of classical price competitionoludes a multitude of other

dimensions. The competitiveness concept has beshins broad set of contexts and
levels of aggregation (country, industry, firm I§vend is often defined relative to its
use.

From a producers perspective competitiveness cbeldiescribed as the ability to
supply goods and services in the location, form plade sought by buyers, at prices
that are as good or better than those of othenpatesuppliers, while earning at least
the opportunity costs of the return on resourcepleyed. Alternatively, national
sector level competitiveness refers to the abditya country to produce goods and
services hat meets the test of foreign or world ketarcompetition, while
simultaneously maintaining and expanding domestit income.

Regulations and standards might affect competiégenin various ways. As
regulations will often have a cost-increasing intpas production, it is likely to
weaken the competitive position relative to those faced with these regulations or
those faced with less strict regulations. As regauntary standards, they are likely
to be only viable if they in one way or another e the competitive position of a
product or production process. One could thinkuadlily assurance schemes creating
a price premium in the market, which more than cemgates for the additional costs
that have to be made. Another possibility couldtie a quality assurance game
preserves or restores consumer trust in the coedgproduct, and as such creates
market access. Although not creating a premiumhéerharket, consumer trust and
access can also be seen as benefits. Where irotastuntary standards the market
‘cares’ that the impacts on competitiveness ararzad with costs, in the regulatory
case this will be not the case. Since regulation®ise obligatory standards and their
main aim is usually not to achieve a market premibuat rather aimed at other policy
goals, they are more likely to negatively affeatnpetitiveness.

Although one should be careful to draw conclusiab®ut competitiveness from
simple cost of production comparisons, knowledgehef components of costs are
useful for a better understanding of competitiven&soreover, cost components may
be used to approximate shifts in supply curves r8es, 1990). For example,
suppose we are interested to evaluate the impaat sdy 25%, increase in pesticide

8 This underscores the need when assessing the snpfactgulatory policies to put them in a proper
context and not in isolation. Market and price surppolicies, modulation of direct payments, cross-
compliance and regulations interact.



costs in cereals production (resulting from ondhaf SMRs associated with cross-
compliance) in the EU on its competitiveness. Bgwimg the ratio of pesticide costs
to total variable costs and fixed cost of productend marketing of cereals, and
assuming that there would be no significant chandke input mix, one can make an
approximation on how much the EU’s supply curve Ma&hift up (see Jongeneel et
al 2006 for further details).

In this paper an attempt is made to assess thet@itenpact of the EU’s cross-
compliance regime on competitiveness. It is vergonant to realize that since most
of the standards concerned (all SMRs and often p#sts of the GAECs) were
already pre-existing EU (or national) legislationprinciple cross-compliance cannot
be said to introduce additional costs. The costs mimarily related to standards
rather than to the enforcement mechanism. Howdgehe extent cross-compliance
improves the degree of compliance with standatds; thay lead to increased costs,
at least as far as these standards were previmpmslyed. From this perspective, more
information about both the initial degree of coraplie as well as the (additional)
costs of compliance becomes crucial for a competigss impact assessment. An
attempt to recover this information is providedhe next section. In a later stage this
information will be used to do some preliminary ntitative analysis.

3 Compliance, costs and impact in the EU

3.1 Best estimates of compliance for 5 selected
Member States

Table 1 summarizes the estimated degree of congglifor all SMRs as well as for
the GAECs for six selected member statdhe Table summarizes the information
gathered in detailed country reports about crosspti@ance. Because of the
uncertainties and problems with exact measurememergl classifications are made
rather than reporting specific numbers. The folluyviegend was used. Compliance
is considered very high if the degree of compliaiscgreater than 95% (95% of the
farers or more are fully compliant). Compliancéaiseled as ‘high’ in case the degree
of compliance is in the interval 90%-95%. Complians labeled as ‘not high’ if
compliance rates were in interval 80%-90%. Compgkawas labeled ‘low’ when the
degree of compliance was in the interval 70%-80%als labeled as ‘very low’ when
the degree of compliance was in the interval 40%.7Binally, it was labeled to be
‘extremely low’ in case of compliance rates belo@?# For a detailed comments
about usually country specific measurement pro@ldollowed (sample, experts,
etc.) one should consult the underlying reports.

°® The new member states which got accession to thesiEte 2004 are not explicitly taken into
account here. Although they had to adopt the Acqiasnmunautaire (i.e. all EU regulations) as
regards cross-compliance they got a temporary ettemgnitially for them only incompliance with
the GAEC requirements could lead to payment sargtiwhereas from 2009 and onwards also non-
compliance with the SMRs can lead to a reductiodiriect payments received. As regards Spain cross-
compliance measures tied to single farm paymemns haen introduced not before January 2006.
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The general impression from Table 1 is that comgkais rather high for the
groundwater protection and sewage sludge requiresm#evith respect to the Nitrate
Directive and the identification and registratioh lmvine and ovine and caprine
animals compliance rates are significantly belogvl#vel of full-compliance.

In a number of cases the rates of compliance wéfieult to establish. A first
example are the Birds and Habitat Directives, wHerenost countries the (relevant
Natura 2000) areas are now properly selected, thdravin most cases still the
management plans have to be defined and implemeitedsuch this prohibits
detection of non-compliance. A second exampleasréguirement to notify diseases
like Foot and Mouth, BSE, swine vesicular diseasel &8luetongue. Whether
notification is properly done can be only obseriredase of outbreaks. Although this
complicated the empirical measurement of complianteas still estimated that
compliance will be very high.

As regards animal welfare, these requirements bageeme part of cross-compliance
in 2007. This might explain why no systematic imf@tion about compliance was yet
available, although in principle this does not jpude the measurement of
compliance, since the legislation is already thimm@ependent from cross-compliance.

When a lack of compliance is observed this remtrise further qualified. Lacking
compliance could reflect different situations. Arfeer who by far not meets the
requirements does not comply, as does a farmerhwbity lacks compliance in a
minor respect. With the current information avaialit turned out to be infeasible to
obtain a refined understanding on the qualificatmin compliance with all the
standard¥. For two important cases, notably the Nitrate ddentification and
Registration Directives some further details akegibelow.

Together with the SMR on Identification and Registm of Animals, the Nitrate

Directive is one with significant levels of non-cphance. The compliance estimate
for France was based on studies carried out byihestry of Agriculture according

to which in 2003 one quarter to one third of themim keeping animals was
oversupplying manure. However, some difficultiegavexperienced in decomposing
the total fertilization in terms of organic manued chemical fertilizers. 90 percent
of crop land and 50 percent of grassland complidd the requirement to register
manure applications. The estimate for Germany wased on on-the-spot checks
done in 2005 in three German Lénder, notably Lo8aetony, Mecklenburg-Western
Pomerania, and Thuringia. From the on-the-spot lcldame in Lower Saxony it

appeared that about half of the total number ofcmmpliants faced difficulties due
to insufficient reporting to be available. Justelikvith Germany, currently an
infringement procedure is pending for Italy for pooperly implementing the Nitrate
Directive in national legislation (lacking macrorgpliance). By now most of the

9 More detailed information is available within gowment circles but was not (yet) accessible fa thi
research. From a survey done among Dutch farmersrpression was got that in most cases the non-
compliance has not a serious character. This mbansvhen there is no full compliance often it are
only a limited number of issues at which the farnsenon-complying (see remark about eartag loss
below).
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twenty one regions in Italy have designated vulbleraareas (Nitrate Vulnerable
Zones, NVZ), but the large majority has not yet gptany action plan. Emilia-
Romagna is the only region which can boost compmletepliance with the Directive.
Taking into account the lacking implementation tlegree of compliance at national
level is provisionally estimated to be about 10%a(s of Emilia-Romagna NVZ in
the country’s total NVZ-area). The Netherlands veex its manure policy in January
2006 and switch from a system focused on so-cdied norms to a more strict
system focusing on surplus-norms. This is likelyh&tve decreased the farmer’s rate
of compliance (ceteris paribus). For the UK them@ause of breaches of the Nitrate
Directive was the failure to keep adequate recanatining N application on land
within the NVZs. The second most common breach exagss amounts of manure
used by intensive livestock farms that are basedMZs. Very few breaches were
recorded relating to storage requirements.

As regards the identification and registration ofnzals Table 1 shows there is a
significant degree of non-compliance, with 30% mompliance not being an
exception. A large part of the lack of compliane=rmes to be due to the loss of
eartags, which are inherent to the EU’s currentesys. Loss rates of 4% are quite
normal, but also sometimes peak rates of about 2@¥e recorded. Loss rates
depend on farming practice and systems. As becésae tom a Dutch survey and
German on-the-spot checks, identification and teggisn of animals is one of the
most frustrating requirements to the farmers. Inegal non-compliance with the
ovine and caprine animals identification and regtgin requirements is much higher
than for ovine animals (based on information fromari€e, Germany, and The
Netherlands).

' The Identification and Registration Directive regsian animal to have a double eartag. When only
one eartag is lost the animal is still identifigb#dthough a farmer having such an animal is non-
compliant with (all the aspects of) the regulation.
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Table 1 Estimated degree of compliance in selected Elhémber states (observations mainly based on 20@5ske main text for used Legend)

Environment France Germany Italy Netherlands United Kingdom Spain
management management
Environment Birds and Habitat Directives n-a.; probably very plans pot yetin plans pot yetin very high very high very high
high place in most place in most
areas areas
. not very high for . . . . .
Protection of groundwater exhaustible oils very high very high high very high very high
Sewage Sludge Directive very high very high very high very high very high very high
extremely low;
dairy farmers low national low, (mainly due to
Nitrate Directive and beef farmers not high implementation recent change in  very high high
extremely low tool place only the regulations)
recently
Identification and Identification and Registration of high, but _no_t n.a.; _datal_oank . .
R . . . R always within 7 very low working since very high low very high
Registration of Animals bovine animals
days 2005
Identification and Registration of extremely IO.W; n.a.; _datapank . . .
ovine and caprine animals new regulation very low working since high very high very high
P since 2005 2005
Public, Animal and Plant . high, no precise .
Health Plant protection products estimate available ™2 n.a. high n.a n.a.
Food Traceability and Food Safety |n.a. n.a. n.a. high n.a. n.a.
Hormones and beta-antagonists n.a. n.a. n.a. n.a. very high n.a.
high, no precise n.a. since 1
Notification of diseases an preci n.a n.a. high January 2006 n.a.
estimate available :
imposed
. . expected to be expected to be expected to be expected to be expected to be
Animal Welfare Housing of calves high high high high high n.a.
Housing of pigs expected to be expected to be expected to be expected to be expected to be n.a
g orplg high high high high high a-
Good Agricultural and . . . . . .
Environmental Gondition Soil erosion control n.a. very high n.a. not high very high very high
Maintain Soil Organic Matter n.a. very high n.a. not high very high very high
Soil Structure n.a. very high n.a. not high very high very high
Minimum Level of Maintenance n.a. very high n.a. not high very high very high




Rather than identifying the level of complianceainertain year (like is estimated
here for the year 2005), one would like to assdsstiver the introduction of cross-
compliance is likely to lead to an improved rateompliance. In principle this
would require a comparison of the rate of improvenie compliance without cross-
compliance introduced (reference rate of improvdrmeieterioration in compliance)
with the rate of improvement in compliance as obsgrunder cross-compliariéeln
general it was not possible to make such an asaiiich would require a time
series analysis of rates of compliaticélowever, even without such an analysis, it is
possible to combine rates of compliance with exgeanprovements in compliance.
If the current rate of compliance is already veighhthe rate of improvement due to
cross-compliance is likely to be limited. On thbethand, where current rates of
compliance are low, potentially cross-compliance cantribute to improvement in
compliance.

3.2 Best estimates of costs of compliance and
competitiveness

As regards the costs a clear distinction has tmaéede between costs associated with
cross-compliance, which mainly operates as an iaddit enforcement mechanism,
and the costs associated with the underlying SMRisereas the SMRs were all
already pre-existing legislation, cross-compliaratethis domain not led to new
requirements on farmers. As far as the inducedawgments in compliance will
lead to additional costs, these costs are relatédose standards (and its ignorance)
rather than to cross-compliance. With respect @ SMRs cross-compliance might
only lead to a marginal increase in costs due toestadded’ administrative and
record keeping procedures.

The field where cross-compliance could be linkechéav requirements is the newly
imposed GAEC-conditions. Although this is newlyrottuced legislation, it appears
on closer inspection to include a lot of pre-erigthational legislation. Decomposing
the GAEC ten sub requirements and considering rfinaamber states generates 50

2 One might consider that without the introductioh avoss-compliance being the degree of
compliance would still improve over time. One factchy the degree of compliance might improve
over time is because satisfying requirements il\iko be at least partly linked with (replacement)
investments, i.e. the ongoing upgrading of farnmtetogy and equipment.

3 In case of the Netherlands, where a detailed yumas done, it was found that for Dutch dairy
farmers degrees of compliance have been improwggiticular with respect to the Identification and
Registration of animals. Also from Germany therangcdotal evidence degrees of compliance have
been improved. Interviewed farmers in Germany dtdbat due to the uncertainty and the higher
financial risk, they tend to do “more than necegsar try to be “even better that required” in orde
make sure that their direct payments are not tenegt Triggered by cross-compliance farmers
expressed increased interest in management taisoay systems and checklists in order to improve
their farm practice.



entries. Out of these 50 nearly 20 (40 percent)sisbrof pre-existing national
legislation. So, also in this respect the costsdha be attributed to cross-compliance
are likely to be low since the introduced new lkgisn is also in this field limited. .

As regards the potential impacts increased comgiamay have on costs of
production and competitiveness, two pieces of mfation are crucial. One is the
change in the degree of compliance. This infornmai® not available form the
previous section (see Table 1 which report levdlssampliance, no changes in
compliance). However, it might be possible analgpene scenario’s, assuming a
certain improvement in compliance and that analyatential impacts in a rather
hypothetical way. Table 1 might help to introduoeng realism, in the sense that one
will not expect big improvement in compliance tgpan when compliance is already
very high. In contrast in cases where the degremwipliance in 2005 is estimated to
be rather low and adding to this information abthe costliness of improving
compliance (see next paragraph), an informed hes$sycould be made assuming a
more or less significant increase in compliance.

The second piece of information is the alreadyrretketo costs of compliance with
standards. Table 2 provides a rough and indicativerview of the costs of
compliance with standards as they were estimateddoan specific country analysis
using a variety of sources and approaches. Thenasts have a somewhat
fragmentized character, irrespective the effortd there undertaken to create some
kind of standardized procedure. In a number of £ase information was simply
availablé®.

Irrespective of the weaknesses in the data someralgmatterns can be distinguished
from Table 2. As regards the ordinary costs of danpe the Nitrate Directive and
Animal Welfare requirements could impose significemsts on farmers (not yet
satisfying these standardsz. being non-compliant). To mention a few exampies,
France the ordinary costs associated with compdiafiche Nitrate Directive amount
about €6300 for an average intensive dairy farthénBretagne area, and up to
€30.000 per average intensive beef farm locatedrRrench NVZ. In contrast, the
costs of arable farms (specialized cereals or lgayémeral field cropping systems)
are estimated to be zero.

% This is even more so because member states ambliged to come up with a regulatory measure
for each possible entry, but have a certain freenfotime exact specification of measures.

!> See Deliverable 7 (De Roest , 2006a) for moreildehout the standardized procedures to perform
costs of compliance calculations.
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Table 2 Some indicative best-estimates of costs of canpk with standards for selected EU member states.

is free source of

nutrients
providing net
gain:
approximate
€33/ha as

fertilization value

applying sewage
sludge

record keeping

Environment France Germany Italy Netherlands United Kingdom Spain
€190/ha; . . €160/ha;
n.a. ; depends n.a.; depends
depends on depends on o .
on management on management low; Directive €33/ha,
management . . management :
lan: farmers plan; farmers plan; farmers lan: farmers does not compel excluding any
Environment Birds and Habitat Directives Ewa ’be may be may be Ewa ’be farmers to carry AES
Y compensated compensated Y out positive compensation
compensated compensated
(Rural (Rural management payment
(Rural Development)  Development) (Rural
Development) P P Development)
Sfettal:(Lnaigézn;ils Delivery charge Costs of
Low, as for . - for exhausted Delivery charge . €1000-€8000
is free of charge; - requesting
. management of . oils and of exhausted oils R costs for flow
Protection of groundwater . considerable . . authorization
exhausted oils; . pesticide (low); costs for measurement
costs might be ; . and correct
€30/farm . . containers is storage system
incurred with storage
zero
storage
All costs of soil
testin .
9 . All costs of soil
transportation :
o testing,
and application .
transportation
are met by o
. and application
sewage No costs; -
. No significant are met by
producers; farmers are : .
L . costs; main sewage
Sewage Sludge Directive Sewage sludge usually paid for n.a. . n.a.
costs come from producers;

Sewage sludge
is free source of
nutrients
providing net
gain.




Table 2 (continued)

France Germany Italy Netherlands United Kingdom Spain
2,2-2,5 €/animal
€4.20 per animal (depending on
. €2.75 per animal (replacement); the Syste_m .
. . €1.80/an|nj1al, €2.65-€3.19 per +0.15h/animal*€ passports are for usedjtaking into
Identification and . . €109/farm; : - ) - N account
. - . | & R of bovine animals S animal (including n.a. 7.00=€4.50 free; . .
Registration of Animals €0.004/kg milk; . amortisation,
services) (excl.loss), €5.00 replacement
€0.003/kg meat h h movements,
including loss costs passport
€70 labour 12,2-
15,70€/animal
and year
1,63 €-
| & R of ovine and caprine €1.35 per animal :;’lsd4€/ez\r;lmal
' P n.a. n.a n.a +0.15h*€7.00=€ n.a year
animals (depending on
3.10 (exl.loss)
the system
used)
Public, Animal and Plant Plant protection products zero cupboard costs n.a n.a.; but non- n.a.; no zero
Health P P €200-€2000 o zero additional costs
construction n.a.: record
Food Traceability and Food costs of new R . no additional
zero . n.a. keeping time zero
Safety silo's (cereals costs
costs
storage)
Hormones and beta-
- n.a. n.a. n.a. n.a. n.a. n.a.
antagonists
Notification of diseases zero n.a. zero zero zero zero
. . extra costs
Animal Welfare Housing of calves €10/calf n.a. n.a. n.a. n.a. n.a.
Housing of pigs n.a. n.a. n.a. n.a. n.a. n.a.

Good Agricultural and
Environmental Condition

Soil erosion control

Maintain Soil Organic Matter

Soil Structure

Minimum Level of Maintenance

no costs for
animal farms;
average total
cost €222/arable
farm

Nno Mmajor costs;
there are costs
of soil cover, but
this is
compensated by
expected
additional
returns

creation of water
gullies €66/ha

extra ploughing
costs €20/ha;
cleaning
channels
€17/ha;
expenses for
shredding and
planting €2/ha

costs for surface
levelling and
water drainage
€36/ha; cleaning
ditches €6/ha

varying from
€20/ha to
€1740/ha

operational costs
low; annual
investment costs
varying from €0-
€100/ha, with a
medium value of
€5/ha

no detailed
estimates

available, but no

major costs
identified

No cost for
animal farms;
about
200 €/arable
farm
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For the Netherlands, which recently had to adjisshational laws in order to satisfy
the Nitrate Directive criteria, there are studiedi¢ating that the costs of compliance
in 2006 due to the ‘new’ regulation could amouni@R2 for an average dairy farm,
and €5700 for average intensive livestock produc(jpigs and poultry) farms. In

contrast, arable farmers could realize a €3000 @rage farm benefit of the

regulation. In the period 2006-2009 both costs aedefit show a tendency to
significantly increase.

For the Lombardy-region in Italy, which is the mgiwith the highest animal load, it

was found that the difference in costs for slurgnagement between ordinary zones
and vulnerable zones amounted €0.12 per kg of eigt produced. Total costs in the
vulnerable zone were estimated to be €0.238 pef pgg meat.

As regards the animal welfare requirements for saasa from Italy show that the
additional housing costs associated with switchirmgn the old standard practice
system to a new system which satisfies the welfageirements, could amount to
about €700 per sow place.

For the UK the total or ordinary compliance costsomiated with the Nitrate
Directive were estimated to be €4950 per dairy fa€dB80 per beef farm, zero for
sheep farms, about €1500 per average pig farm.ded dgata were available for the
poultry sector, but significant costs are expethede also.

As regards the GAECs where there are costs, liksethnvolved in reducing soll
erosion for example by green manure cover cropsseticould amount €500 per
hectare. However, at the same time there are aigrected benefits from these
actions, which in terms of higher returns, wouldhe end (partly) offset the costs.
This also explains why a lot of farmers have alyeaaiuntarily included such actions
to be part of their good farming practice. The ces$ts due to cross-compliance are
therefore estimated and expected to be low.

Given that the requirements following from the GAE@&re tailor-made taking into
account the specifics of the local area (slope emdion, olive groves, intensive or
extensive arable production, etc.) it is not easgrovide general costs estimates. The
variation in requirements and conditions is reéeldn differences in costs.

Because one of the regulations expected to credtgively most impact on

agriculture was the Nitrate Directive for the damgctor, this case was further
developed as an example for assessing the potemects on competitiveness.
Combining the estimates of estimated degrees opliante with the costs estimates
(where the latter ones were further checked with literature), at sectoral level a
maximum a cost increase of less than 1 percentestimated. A first assessment of
the impact of the estimated impact on competitiganeexploiting the GTAP

modeling tool, resulted in a loss of EU dairy expoof about 2% and an import
increase of a similar magnitude. This is a limibegbact, even although volume the
EU traded with other countries shrinked with ab@&0 million tons. Since most

other measures will involve lower percentage castgeases, the impacts on
competitiveness and trade are expected to be waitgd®.

'8 Note this is a very preliminary and indicativeimsite, which really represents work in progress and
requires cautious interpretation. Further detailstve reported later in the project. The computial



4 The EU’s key competitors

4.1 The US

The major U.S. federal policies related to agrimdtand the issues of environmental
quality, animal identification, food system healdmd animal welfare that were
reviewed differ significantly from the standardgbgd in the EU. They are usually

less restrictive and more relying on voluntary ijogoation rather than being

obligatory. The inventory of federal policies didtrgenerally provide information on

the specific constraints at the farm-level imposgdhe regulations.

The specific regulations that apply to U.S. farnfsvarious types are highly
dependent on the products and states in whichattmeirig and marketing operations
occur. Unfortunately, this level of specificity iWbe examined in the second part of
the project.. As such, this project will proceedunveil the specific regulations and
their associated impacts on selected types of fayraperations in the leading states
for production of the respective products.

One of the main results from the federal policyentory, is that, in the U.S., across
the policy areas there is a large variation of l&gons and implementation levels.

For example, with respect to environmental quatitere are several comprehensive
laws that have been in existence for decades. kenwé& has only been in recent

years that some of the environmental laws are benmpemented and enforced at
farm level. The CAFO regulations enacted in 200&jer the Clean Water Act or

1972, is a good example of this.

With respect to biodiversity the Endangered Spe&isis relevant. With respect to
agriculture pesticides are a common source of spedlieration. The Environmental
Policy Agency (EPA) has programs, which address deé&rimental effects of
pesticides, including scientific risk assessmernpesticides with respect to the listed
species, and attempts to find means to avoid coader the listed species. States
maintain or develop conservation programs to ptateeatened and/or endangered
species. Federal financial assistance and incentive available to facilitate state
action.

As regards environmental issues the approach towemgaging the environmental
impact from farming has been largely voluntary, with compliance being a
condition for cost-sharing assistance with best agament practices. The Clean
Water Act (CWA), which was originally focused oniposources of pollution, has
been expanded to non-point pollution, with agrietdtidentified as one of the key
sectors. However, it was not until 2002 that théefal government issued specific
rules governing Concentrated Animal Feeding Opemnati( CAFQ’s), requiring the
design and implementation of a comprehensive mitnenagement plan. Since only

work done on this by Matty Demont and Koen Dillemni University of Leuven is greatfully
acknowledged.
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2 percent of all confined livestock operations @AFQO'’s, this policy currently only
affects a minor number of farms. The implementa#ind enforcement of the CWA is
delegated to the states. Many states are anticgpéditure federal rule changes and
already creating regulations similar to the CAF@-¢or smaller farm operations.

The CWA also contains provisions with respect twage sludge and stipulates
concentration limits for arsenic, cadmium, coppegd, mercury, molybdenium,
nickel, selenium and zinc as well as proper apgioapractices. In addition to the
CWA there is the Clean Air Act, which is aimed agulating air emissions from
area, stationary, and mobile sources (includingpgén gasses, methane form dairy
cows, ammonia, odour, nitrogen oxides from feridizfields, etc.). The potential
costs of monitoring non-point pollution are the sea that agriculture has been
largely exempt from environmental regulations. Tot@ct drinking water quality the
Safe Drinking Water Act provides further regulagorfresidues of pesticides,
fungicides, fertilizers and their metabolites). Dioethe way in which ‘public water
systems’ are defined only a very small proportibthe farms will be directly subject
to these regulations. Moreover, unless prohibitgédditional state laws, in general
farms can dispose of solid, non-hazardous agri@lltuastes (including manure and
crop residues returned to the sol as fertilizerssai conditioners, and solid or
dissolved materials in irrigation return flows) their own property.

With respect to animal identification and registat a formerly voluntary program,
the Animal Identification Plan, is being transfoanato a mandatory regulation,
called the National Animal Identification Systerithere is a suite of laws related to
food system health, however their impact at thenflvel is not readily available, as
many of these laws apply at post-harvest stagedlingFthe void of mandatory
federal animal welfare regulations are a seriegdistry-led standards that are only
mandatory for producers wishing to sell to certaarket segments.

The US has established a comprehensive web of righato govern food safety
issues, among which the Food and Drug Administnatitne Food Safety and
Inspection Service and the Animal and Plant InspeciService. In particular
attention is given to health based standards fatipdes. Hormones and beta-
antagonists may be used in certain livestock ctasSince 1989 a program is
effective which certifies meat to come from nonshone treated cattle (in order to
address exports interests to the EU).

Animal welfare issues are currently weakly addréssethe US. No federal legal
protection exists for animals raised on a farm.r&his some law in relation to
transporting farm animals across state lines, atthothis law is considered to be
rather weak. Moreover, the most well-known law regeg animal cruelty, the
Animal Welfare Act, entirely excludes animals raider food production. Beyond
this there are a number of existing federal reguiatthat related to the treatment of
animals, but also these are rarely applied to om-faituations. There are some
private initiatives aimed at increasing transpayeaioout animal welfare to consumer
groups in the pigs and eggs sector.

Regarding the land management requirements, theorityajof government
interventions in the US in agriculture takes thenfmf voluntary programs that use
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technical assistance and cost-sharing to estabésh management practices. There
are a host of such programs, mainly administeredhgy USDA. The five most
important ones are the Conservation Reserve ProgitamEnvironmental Quality
Incentives Program, the Wetland Reserve Programa, Gonservation Security
Program and the Grassland Reserve Program. In @b66t 3.5 billion dollar was
spent on these programs.

Given the foregoing it was difficult to obtain amgliable compliance and costs
figures associated with up-keeping standards. Aemgit was made to provide cost
estimates for a number of state and federal regukathat have a direct impact on
U.S. agriculture, with a particular focus on thégland swine sectors, but results are
not yet available.

4.2 Canada

Canadian farmers do have to comply with numerousertd and provincial
environmental regulations that govern agricultyralduction practices. Additionally,
there are many programs that do require environmhestindards be applied in
primary agriculture in Canada. Farmers also padig in voluntary, industry-led
standards that aim to mitigate the negative impaxftsagricultural production
practices on the environment. These voluntary, strgtied standards are embodied
in voluntary programs, often in partnership wittvgoxments, which may be certified
by a government agency or otherwise.

These Codes of Practice are usually initially dégck as voluntary, but are used as
the basis for payments in government agri-envirarntaleprograms. This is the way
in which environmental cross-compliance is applieab Canada. Farmers can, if
they so desire, receive a payment under a governpmegram, if they comply with
an environmental standard that is often embodiedhvialuntary Code of Practice.

Environmental regulations include a broad rangeissties and instruments that
include air, water, and soil quality; biodiversagpd wildlife and habitat preservation;
and human, animal and plant health. It was notiplesso address these issues in
depth, and therefore the focus was on describirsglected set of environmental
regulations programs and policies related to afiticel in Canada at the federal,
provincial and municipal levels; regulations, pams and policies in place for the
identification and registration of animals; for piabanimal and plant health and for
animal welfare.

From the research it appeared that the agri-enwiestial landscape in Canada cannot
be easily described in terms of statutory managénreguirements or good
agricultural and environmental conditions as in¢hee of the EU. In Canada, there is
a division of authority between the federal, praw@h and municipal levels of
government. Agriculture is a shared jurisdictioriween the federal and provincial
levels of government but the primary responsibiliigs with the provincial
governments. Environmental concerns in Canadiarcdgre have been addressed
through a combination of policy measures at sevexals of government in Canada:
federal and provincial legislation and regulatianunicipal and zoning permit
processes; common law litigation and liability withspect to nuisance, public

20



nuisance and riparian rights; national and proaheoluntary stewardship initiatives
such as Codes of Practices, Environmental FarmsP&m Best Management
Practices and economic instruments such as payments

The federal government is for a nationwide systémvaier and air quality standards,
pesticide registration, and financial assistanceadgional agricultural environmental
projects. Most provinces have their own legislatiorprotect water and air quality,
public health and other environmental values thaghinbe impaired by agriculture.
They also have passed a “Right to Farm” legislattonclarify the standards under
which farmers can be held liable for nuisances. Test critical environmental
issues, ranked according to importance, are theofisgesticides, air and water
quality. Water contamination by nitrogen has becameéncreasingly important issue
in all provinces. The same holds for biodiversityldlife habitat provision on farm
land), which has been under pressure in partictdathe intensified agricultural
production. The policies pursued have been effectivthe sense that air and soil
quality have generally improved during the last2ars.

As regards wildlife and biodiversity there are sav®iodiversity initiatives aimed at
addressing key issues such as agricultural pracfoenservation tillage, rotational
and delayed grazing, buffer zones around pasturkeahitat conversion and
fragmentation, wild species at risk, diversity ohtesticated species, living modified
organisms and atmospheric changes. Often thesmties include economic
incentives.

As concerns the protection of groundwater and sevggdge applications, or more
generally water quality, all provinces have adopegislation, strategies, policies or
guidelines that affect siting and managing of lteek production. Where
intensification of production is most pronouncee thise of nutrient management
plans is most common. A main driver behind thengitiestrictions (farm building and
manure storage facilities) is odour (Minimum DistarSeparation legislation). Right
to farm-legislation protects farming activities fornuisance actions (odour, dust,
noise) provided that the farm operations conforminimmally accepted agricultural
practices”. The legislation usually contains regmients with respect to sufficient
manure storage capacity (prescriptions varying fi& to 250 days were found).
Land application standards for manure deal primanith setbacks from wells and
surface water, and application times and methods. éxample, the Nutrient
Management Act of the Ontario province stipulatest no person shall apply liquid
manure to land, within 150 meters from the toph& bank of surface water in case
the maximum sustained slope of the land is 25%eatgr, or to land closer than 100
meters to a municipal well. If liquid agricultureburce materials are applied at any
time when the soil of the land is snow coveredrozédn, application must be done by
injection or by spreading and incorporation inte 8oil within 6 hours. The Ontario
legislation also contains some conditions for daliing the maximum application
rates for manure, which are based on crop productquirements plus a surplus-
margin.

However, by examining environmental concerns indcigam agriculture, it has been
shown that there are numerous regulations conaggpoiiutants such as nitrates and
sludge that farmers must obey. Given this diffeeena agri-environmental

landscapes, we present our findings by describimegg regulations, programs and
policies that govern the livestock and crop prosunctsectors and the conservation
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and protection of wildlife and biodiversity. We lawimilarly described the
regulations, programs and policies governing thentification and registration of
animals; public, animal and plant health; and ahwelfare. We have not used the
suggested methodology to evaluate costs of crasgitance. As we have indicated,
the concept of environmental cross-compliance tsused the same way in Canadian
agriculture as it is used in the EU context. Howewe have reviewed the literature
to determine the abatement costs that are assbondth implementing standards
within agri-environmental regulations. The applicat of non-agricultural source
material (sewage sludge; pulp and paper biosakds)ibject to various standards and
in general not allowed without having obtained appi from the authorities.
Restrictions include stipulations for metal concatbns, requirements to minimize
runoff potential, and maximum application rates.

As regards Nitrate there is no Nitrate Directivenparable to that of the EU. The
water quality guideline for nitrate-nitrogen contration is 10 milligrams per litre. A
survey study showed that in several provinces thegea significant amount of wells
(10% or more) where the concentration is highee pblicies described above have
to contribute to reducing the nitrate problems.elykmore restrictive application
requirements will follow in the future.

As respect with issues included in the EU's GAEQuieements (soil health,
erosion), overall soil quality in Canada (and pnoés) is increasing (with Quebec as
an exception). These improvements were largelytdwhanges in land management
and land use, including things like decreases éa ander summer fallow, increases
in cropland area under reduced tillage or no tidl ancrease in areas under forage
crops). As such these policies counteract the @eoldrom small, low-mechanized
mixed farms to larger, highly mechanized farms dngw monocultures, a
development which increased soil degradation (empsproductivity loss, soil
crusting and compaction, acidification, etc.).

Each province has its own separate soil conservatiograms and regulations. In the
east these programs mainly deal with drainage,fsedility and reforestation; in the
western provinces the focus is more on land reitatiiln, erosion control, drainage,
irrigation and tillage. Many of these programs wu® provisions for technical and
financial assistance to farmers for implementingrapriate management practices as
well as to purchase equipment or build erosionctiines. Not only at the level of the
provinces, but also at federal level soil healthsgattention (e.g. National Soil
Conservation Program, 1989). Participation intohspiograms is usually voluntary,
but made attractive by financial incentives. As example of the degree of
participation, in Ontario about 20% of the landtiggpated in the Land Stewardship
Program. In the programs a lot of attention goesaimmunicate best management
practices (including buffer strips, erosion contsbituctures like grass waterways,
stabilization of stream banks, livestock fencing anossing, fragile or marginal land
retirement, residue management, adjusted cropangtstrip cropping, etc.).

As regards the identification and registration oih@als, Canada has its own national
identification program (introduced in 2001) for ttatand bison, managed by the
Canadian Cattle Identification Agency, which is amdustry-led non-profit

organization. The background of this program waswvish to eliminate any sources
of disease and food safety problems, which couléatien public health, animal
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health, or consumer confidence. An electronic deathas been developed to track
the herd from origin from tags. Every bovine anirhal to be identified with an
official eartag before leaving the herd of origin ap-mingling with cattle of other
owners (rule includes some exemptions). Barcods &sgwell as electronic tags are
used. Relative to the Canadian system, the EU®Bys& more comprehensive since
it not only regulates identification, but also gation at birth and movements. In the
Canadian system there are no mandatory rules fyistration at birth, although
recently a (voluntary) age verification program vetarted. Moreover, producers are
not required to maintain their own management @sdor bovine animals (for ovine
animals they have to keep record), and replacecksags within a limited time. The
use of double eartags is not required; a singlesufices.

Only pesticides that are registered for use urftePest Control Products Act may be
imported, sold or used in Canada. Provinces andamees may further regulate the
sale, use (can even locally prohibit nationallyowatd pesticides), storage,
transportation and disposal.

The core of the Canadian food safety system isfederal Food and Drugs Act

(FDA) and the federal Department of Health. Theéelasets standards and policies,
caries out food-borne disease surveillance adwithat provide a system of early
protection. The various levels of governments tatfate with non-governmental

organizations, consumers and industry to ensuréntbgrity and comprehensiveness
of the food-safety system.

The use of hormonal and thyrostatic action substwsrand beta-antagonists is also
regulated under the FDA. There are six approvedboal growth promoters, which
have been approved for use in beef cattle only.

Notification of diseases is regulated under thedrple Disease Regulation, which
requires all suspect cases of Bluetongue, swineuwes disease, foot and mouth
disease, and Bovine Spongiforum Encephalopathy B&Be immediately reported

to the authorities. This regulation seems rathesilar to the relevant EU SMRs on

disease notification. Canada has been free of &odt mouth disease since 1952.
Since 2003 three cases of BSE have been found.

As regards animal welfare voluntary farm animaldglines are stipulated in National
Codes of Practice in the Care and Handling of FAmmals. There also is federal
and provincial legislation. The codes are oftenorporated in the bylaws of
municipalities, and hence they play an importaitg i ensuring that animal welfare
standards are met. Stakeholders in the animal foddstry also promote animal
welfare issues by connecting animal care with guabroduct. Included in the
standards are minimum housing requirements foresabnd pigs. In general the
minimum space requirements for pigs are somewhatlenthan those specified in
the EU regulation.

4.3 New Zealand

New Zealand’'s situation is special in that farmings played and still plays an
influential role and is still part of the ‘backbdonaf New Zealand’'s economy. The
country has a specialized natural advantage facwture, in particular for pastoral
farming, horticulture, forestry, seafood. About 8%%New Zealand's production is
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currently exported, with agricultural, horticultliend forestry products earning over
60% of its total export income. The large agricdtisector is operating with almost
no government support.

Although farming is in general less intensive tharthe EU, in some areas New
Zealand faces significant soil erosion problemsulteng from the removal of natural

forest cover for pastoral farming. The resultindisent along with nutrient run-off

and discharge of agricultural wastes has also iboatéd to an increasing concern
about water quality. With respect to the managenwménissues of eutrophication,

nitrate, and reduced clearness, New Zealand’s musgestem, which mainly relies on
consents and voluntary approaches and non-regylati®s, seems not satisfactory to
reach full compliance of all dairy farmers with tle@vironmental management
requirements.

The main tool for managing natural resources aridgsarding the life carrying
capacity of air, water, soil and eco-systems isRbBeource Management Act (RMA,
1991). This RMA involves several key concepts, aghaich the development of
comprehensive effects-based legislation, the daBtyaof intervening only where
required and clearly justified, the requirementcldarly focused outcomes (targets)
where intervention is justified, and the need te appropriate policy instruments in
order to achieve cost-effective solutions. The daads set by the RMA authorities
can differ from region to region depending on difeces in environmental issues and
situations.

The restrictions imposed by the RMA are often dpattin district plans, made up by
territorial authorities. Requirements include eféeof land use and subdivision,
controlling noise, protection the surface of lakes rivers, pollution and discharges,
and hazardous substances. Consent is requiredfaigh plan’s explicitly require
this. Discharges to water and the management arvgaiality is usually delegated to
Regional Councils, whereas the RMA empowers loa#aities to control land use
in order to achieve a number of sustainable managerobjectives (restricting
expansion of potentially damaging activities tonarbble land and amenity concerns
like dust and odour). Moreover, alongside the wiovi of advice to landowners,
these local authorities may also impose regulatienabling improvement of the
sustainability of the farmer’s land management ficas. Central government has as
yet not specified any national policy statementspecific resources.

Regional and district councils have developed pediand rules to address the effects
of sustainable land use. Each rule outlines whetreractivity is permitted (no
resource consent required), controlled (subjecbttsent, which has to be granted as
long as the applicant can demonstrate that thevigctwill comply with any
concerned standards, or has only minor or acceptabyative effects), restricted
discretionary (subject to consent where the couoai decide not to grant the
allowance, or can impose additional conditions)caditionary (must apply for
consent and regional council can exercise broattetien), non-complying (usually
no resource consent will be granted), or prohibftexiconsent can be granted).

Changes in New Zealand’s landscape have been dcarmpproximately 63% of its
area has been converted from native forest, wetanadtussock land to farm, exotic
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forests, settlements and roads. As a consequeaa»timtry experienced a decline in
indigenous biodiversity, which since the 1980s 4880s has induced a response
from the government to ‘turn the tide’ by amongesththe adoption of a national
biodiversity strategy. Changes in legislation addhmistration have brought about
significant improvements; still some mechanismsalvhivere developed during the
last decade are still not fully effective. As armmwple, freshwater systems continue to
degrade, a process exacerbated by land use in¢atisih. Similarly, halting the
biodiversity loss remains a huge challenge.

Whereas New Zealand has nothing comparable to tHie Bird Directive, it pays
attention to natural habitat preservation. At pnésine majority of policies and
objectives encourage the voluntary protection oid]aidentified as recommended
areas of protection (RAPS) or significant naturaba (SNAS).

With regard to the issues covered by the EU’s Gdawater Directive, the disposal of
transmission oils on land is not allowed and thexists a voluntary take-back system
for used oils. However, most farmers keep them ws® them for burning or oiling

dirt roads. Pesticide containers can be buried afigle rinsing them and cutting

them up. Several programs provide free of chardieatmn of unwanted chemicals.

Direct discharges of heavy metals, organohalogamganophosphorous and
organotin compounds is regulated and also the egimhn of pesticides and

insecticides is a strictly controlled activity.

Sewage sludge disposal on land is considered eetlmtary activity. Thus, consent
is required, which specifies a list of requiremerggarding location, ingredients,
treatment type, etc. In general sewage sludge dhmoti be used in production of
crops where it can enter into the food cycle.

Regarding the EU’s Nitrate Directive in New Zealaftluent from the farm is to be
disposed on the land (after ponding) and fertilagplications should follow a Code
of Good Practice. The latter states manure disehtardpe a controlled activity, where
the rate of application may not exceed 150kg Nhzerannually (and no more than
50kg.ha within a period of 24 hours), buffer zoskeuld be respected and runoff and
ponding of effluent should be avoided. Becauseigbee of nutrients derived from
intensive farming has become a big concern a ripablic partnership tries to come
up with self-regulation (partnership includes natide dairy cooperative Fonterra as
well as regional councils).

With respect to the identification and registratioihanimals a multiple of private
registration systems currently exist. There is mique nationwide public system,
although efforts are made to come to a more coateihsystem (see also Box). The
use of hormonal growth promotants is strictly regedl and can be only used in beef
production. Implanted animals are all registered oational database.

With respect to food safety (tracking and tracildgw Zealand lacks a system
comparable to the EU’s. The Directives regardingnah diseases (foot and mouth,
swine vesicular disease and bluetongue) regul@&iorelevant in New Zealand since
these diseases are at current not present.
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Animal welfare is regulated by a code which progidainimum standards for
different holding systems. The current industrnyestimated to largely comply with
these minimum standards, which are in place foremivan 10 years already,
allowing most farmers to anticipate the standarderwmaking new investments
(buildings).

As regards the GAECs in the EU there is also nopawable system in New Zealand.
As already mentioned before, Regional Councils hagulative power and have
specified different rules which vary with regionaifcumstances. Many of them
operate extension services on resource managessaisiand may provide financial
assistance for farm erosion schemes. Most of theagement of erosion prone land
is through control on vegetation clearance and dturbance. In some region
(Eastern Region) rather strict requirements arenéibmted, which are expected to
raise the cost of farming.

Given the difference of the regulations (less iate, and more relying on voluntary
action rather than obligatory actions, as compaoethe EU) issues of compliance
and costs are also different. Generally speakiognfiance’ is estimated to be often
high and costs are expected to be rather low.

5 Comparison and synthesis

In this section a comparative assessment of theegulatorycum cross-compliance
regime with similar regulations in the US, Canadd Blew Zealand is made. As was
already argued in the previous sections the regaktin the US, Canada and New
Zealand differ substantially from those in the Elthough at the same time in most
cases there exist regulations addressing the ssues. But it is not only differences
in regulations which complicates a comparative ysigal Also the local contexts are
rather different. This regards in particular intéas in production, which can be very
different, both at national and local scales. Ailsimremark could be made with
respect to the institutional structure. Whereasthe EU there is tendency to
unification in legislation in particular where iegards minimum requirements, in
other countries the structure of legislative restafities allows for more
differentiation over the national territory. Althglu this reduces general transparency,
it has the potential advantage to better addresd issues.

The difference in contexts is reflected in the m@iablems that are addressed with
the standards similar or corresponding to thoskidledl in the EU’s cross-compliance
package. Table 3 provides an indicative overview thain problems that are
addressed. For reasons of comparison the EU’'steflge added at the most right
columrn’. As can be seen from Table 3 the main issue ofli@osity is the

preservation or prevention from degradation of tabi As regards the environment
the preservation of water quality is central. Wiasren the EU nitrate contamination

" See the underlying country reports for more detilout the selected specific which were taken into
account.
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of ground water is a key issue, also in Canada M@ Zealand this issue is of

growing importance. With respect to health guaraintg food safety is a primary

goal. Included under this heading are more or $&1$st regulations about the use of
hormone growth promoters. This is in particularissue in the EU, but it indirectly

also affects the EU’s trading partners. Another kesue is the monitoring and

surveillance of contagious animal diseases, whese Kealand has a special position
since it is still free from some main animal dismsagpartly related to its relatively

isolated location). For the EU’s competitors aninvedlfare issues are mainly

consumer and/or market driven, whereas in the W§-thstance transportation gets
specific attention. The main theme covered by @&guis on good farming practices
is erosion, although the scope in the EU is soméimuader.

As already became clear in the previous sectidres| XS, Canada and New Zealand
don’'t have a cross-compliance policy similar to #88’s one. However, all the
themes addressed under the EU’s cross-compliareealso the subject of policy
attention in the other countries. Table 3 providesummary of the main differences
in the policy approaches followed in the variousrdoies.

As will be clear from Table 4 the type of regulgtgolicy instruments used have
consequences for the interpretation of a concdget ‘llegree of compliance’. For
voluntary schemes, for example, the degree of camg does not make sense in a
direct way, or it should an expression indicatiag tvhich extent one adheres to the
rules when one participates in such a scheme. Henvéw reasons of comparison it
would be interesting to know too what extent farsnaarticipate in such schemes and
what share of the total land area is covered witths voluntary schertfe

Referring back to the theoretical framework abomtorcement of regulations, as
discussed in Section 2 before, it is clear thatiBe Canada and New Zealand follow
different approaches from the EU. In general theyrmaore lying on the lower layers
of the pyramids of sanctions and enforcement gji@ée Elements like incentives
(e.g. voluntary cross-compliance in Canada), edwmtatadvice and technical

assistance (e.g. erosion combating schemes in @aradtl New Zealand) as well as
persuasion play a relatively important role. Imsrof the pyramid of enforcement
strategies, the EU’s competitors can be arguedetwerglly follow a persuasive

regulatory approach, strongly appealing to voluntactions. In particular New

Zealand's Resource Management Act seems a goodpéxarh responsive, well-

targeted and proportional regulation contributiogdst-effective solutions.

'8 The underlying country reports provide some anécdnformation on this, but generally for the
non-EU countries this information remains limited.
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Table 3 Main problem areas addressed with regulation

Theme us Canada New Zealand EU

Biodiversity No specifics Protection of habitats diee in indigenous Protection and preservation of
biodiversity; habitat habitats
preservation

Environment Water guality; Pesticide use, water (sav®egrading watef Nitrate, heavy metals, water

environmental  pressuredrinking  wells, increasing quality; increasing quality
from Concentrated importance of nitrate¢ importance of nitrate
Animal Feeding contamination, and air qualitycontamination

Operations (odour)

Health Food safety Food safety; hormone growflood safety; hormongFood safety; hormone growth
promoter products use; animagrowth promoter promoter products use;
disease surveillance products use; registration and traceability of

animals; contagious animal
diseases;
use of plant protection
products;

Animal welfare Long-distance Minimum housing| Minimum requirements, Minimum space, and

transportation requirements; intensivedry sow stall minimum requirements
livestock farming practices; regarding other animal ‘needs’
humane transportation and
slaughter

Good agricultural Mainly erosion Erosion, and soil quality (haErosion and sustainableerosion, organic matter

and environmental improved already) land use (vegetationcontent, soil structure

practice clearance ad soll

disturbance)




Table 4 Regulatory policy approaches chosen

Policy us Canada New Zealand EU
instrument
Direct In particular applied forIn particular applied forIn particular applied for Dominant kind or regulation applied
regulation regulation food safety,regulation food safety,regulation food safety,
plant protection products plant protection products | plant protection products
Cross- Compliance only requiredFarmers  can  receiveinstrument not used Obligatory cross-compliance cesin
compliance | for cost-sharing payments if they comply Luxembourg  agreement  (200B)
assistance  with  bestwith standards embodied covering biodiversity, environment,
management practices |in a voluntary codes af health and animal welfare
practice
Taxes and Financial incentives Financial incentives linkedSome financial assistanc&electively used to encourage
subsidies linked to  voluntary to specific ‘good’| for farm erosion schemes collection of used transmission ail,
conservation programs | agricultural practices a.0.; implicit subsidisation of farm
assistance (see below)
Technical Plays an important role,Plays an important role, inPlays an important role,Farm advisory service complementary
assistance in particular regarding particular regarding in  particular regardingto cross-compliance, will be in place
environment and googdenvironment and goodenvironment and googdin 2007
farming practices farming practices farming practices
Contracts and Play an important role inPlay an important role inPlay an important role inNo use of voluntary schemes for
voluntary particular regarding particular regarding particular regarding achieving minimum standards as |in
schemes environment, animal environment, animal environment, animalthe CC package, instrument only used
welfare, registration of welfare, registration ofwelfare, registration of for achieving ‘services’ going beyond
animals animals animals minimum standards
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Also in case of Canada responsiveness in the regylapproach is not absent.
Regulating starting by facilitating and stimulatingluntary participation to standards
might end by transforming private standards ingdibry regulations, required to be
complied to by all. As it was noted, for examplecase of the Nitrate regulation, that
the current approaches are considered to be ndicisnf in coping with the
problems, further increases in enforcement stragegind sanctioning instruments (i.e.
climbing the pyramids) might be expected for theufe. This in the end also regards
the issue of appropriately setting standards. $dhia element was not discussed.
The setting of standard needs an good evaluatitimeciimed benefits and the degree
to which these are realized. Such an assessm#rugh very relevant, is beyond the
scope of this paper, and generally not easy torméie (e.g. Baldwin and Cave,
1999, 118-124).

Table 5 summarizes some main results and puts timeeran EU perspective.
Alongside the contextual information already preésdnn Tables 3 and 4 additionally
some information is given about production intaasit It should be noted that
intensity here only provides an (per country) agerandication. Production
intensities not only vary over countries, but aisay strongly vary within countries.
Whereas intensity of production helps to put thedh®r regulation into perspective,
it needs careful interpretation. Whereas, for eXamphe average production
intensities in Canada and New Zealand are lowar itnghe EU, also these countries
are now faced with growing problems regarding th#ate contamination of
groundwater. In general, however, relatively higlduction intensity is likely to
create a high pressure on environment, animaltheall welfare issues, which create
an increased need for regulation in order to ensuseinability®.

Table 5 is based on a comparison of the regula@sndescribed in the underlying
country reports (see Winsten, 2006; Fox and RargD6; and Meister, 2006). A
provisional draft was discussed within the consonti which leads to several
revisions and where necessary additional expedrnmdtion was used to further
increase precision. The table compares the regulaéfforts from the key
competitors with that of the EU (reference levd@ljhree aspects are considered:
intensity of regulation, degree of compliance aostg of compliance. The estimates
have (necessarily) a qualitative charaCter

With respect to the intensity of regulation, the EMel (as included in the SMRs and
GAECS) is taken as a reference or benchmark. So,tlie cell of Biodiversity for
Canada there is 1 minus sign, this should be redthat the intensity of regulation
(the restrictiveness of the requirements) is esétha bit less than the level of
biodiversity regulation prevailing in the EU duette Birds and Habitat directives.
More minus signs would indicate less restrictivgutation, whereas a plus sign
indicates a more restrictive regulation than inréference case.

19 within the scope of the project it was not possitd calculate detailed location and regulation
specific production intensity estimates.

20 The author realizes quite well the tricky naturehi$ kind of aggregation and summarizing efforts
of situations that can be very different from eather and thereby are not easy to compare. Table 5
should therefore be interpreted with due caution.



Table 5 Comparative overview of regulations:

the EU, @8nada and New Zealand

EU Canada New Zealand United States
Theme Field degree of costs of intensity of  degree of costs of intensity of  degree of costs of intensity of  degree of Eg;tls I(i);nc
compliance compliance regulation  compliance compliance regulation  compliance compliance regulation  compliance P

Production intensity o . , . .
average production intensity high low to medium medium medium

(average)

SMRs SMRs

Environment [B)llfgglizt)y (Birds & Habitat moderate low [+ not relevant negligible not relevant negligable unkown low
Protection of groundwater high low -+ unknown low moderate low high low
Sewage sludge high negligible -+ high low -+ high low high low
Nitrate moderate significant-high moderate unknown low un knpwn- high low

significant

l(ﬂ?;:‘:;;gon and registration I&R of bovine animals moderate-high  low-significant [+ high low moderate-high  low high low
I&R of ovine and caprine animals |moderate-high  low-significant high low moderate-high  low high low

E:::tlr: animal and plant Plant protection products high low I+ high low unknown low unknown low
Food traceability and safety unknown unknown unknown unknown unknown unkown unkown unkown
Hormones and beta-antagonists ~ |high low - high low - high low unknown low
Notification of diseases high low [+ high-not relevant  negligable not relevant  not relevant not relevant -1+ high negligable

Animal welfare Housing of calves unknown significant unkown unknown high low not relevant  not relevant P:I[evam
Housing of Pigs unknown significant unkown unknown high low not relevant  high Pe?ltevam
GAECs

GAECs Sail erosion control unknown unknown not relevant low unkown low-significant --- high low
Maintain soil organic matter unknown unknown not relevant negligable not relevant negligable not relevant  not relevant negligable
Soil structure unknown unknown not relevant negligable not relevant negligable not relevant  not relevant negligable
Minimum level of maintenance  Junknown unknown not relevant negligable not relevant negligable not relevant  not relevant negligable

Source: Based on factual information as can bedon the country reports underlying this docuneamd complementary expert judgments.

Cost of compliance are additional costs of compgkam case of previous non-compliance. See main fax marking rules used.




The level of compliance for the EU is an averageedeon the results obtained for the
selected member states. Compliance in this casadsrstood as compliance to the
local national regulations. If a certain field istrregulated, or left completely to

voluntary action, then in the degree of compliaced the ‘not relevant’ code is

provided. The legend used is very indicative antl duectly comparable with that

used before in Table 1.

The costs of compliance also need to be relatedcmuntry’s own regulations. Costs
are categorized as ‘negligible’, ‘low’, ‘moderatésignificant’, and ‘high’. It is worth
emphasizing that costs here need to be underswatl aosts involved in satisfying
the regulation and is not limited to the ‘additibnasts’ raised by cross-compliance.
Where there is financial assistance or a costsfpamechanism, attempts are made to
adjust the cost of compliance. If schemes are vatynit is assumed that these side
payments will exactly match the additional costkisTimplies that the net costs of
compliance will then be zero or ‘negligible’.

There are some relationships expected betweenratiaug columns. A low degree of
compliance is likely to be correlated with a lonwb$erved) cost of compliance. A
similar relationship is expected regarding thensity of regulation: a low intensity of
regulation implies requirements that are likelypeosatisfied at relatively low costs.

Where no information is available the Table 5 shaigs the gaps in the knowledge.

6 Concluding remarks

From this research several concluding remarks @amrbwn, partly from a more
theoretical perspective and partly based on engpiresults.

As regards the responsive theory of regulation reefoent and the economic theory
of compliance, it can be argued that the EU follavselatively heavy regulatory
regime, whereas its main competitors are relyingenan a light-touch approaches,
with strong reliance on persuasion, advice, edapatvoluntary participation and
positive incentives (voluntary cross-compliancechtecal assistance). With the
introduction of cross-compliance the EU introduced additional enforcement
mechanism, signalling its insistence on farmingcpicas and land use that preserves
the environment, takes care of biodiversity, sawes‘physical capital’ of the saill,
ensures food safety, deals in a proper way withtih@spects of animals and plants,
and takes care that commercial interests are bedaneith animal welfare
considerations.

Cross-compliance introduced a harmonized addedniivee aimed at improving

compliance both at member state and farm levelsdh it goes beyond the legal
sanctioning system, which is still kept in placehe$e legal sanctioning and
enforcement (sanctions and inspection) regimesciwhkend to differ over member
states, in principle might lead to differences ghiaved level of compliance over
member states. The infringement cases the Commissie with some member states
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(amongst others about the proper national impleatiemt of the Nitrate Directive)
already underscore that this is not only theorktidhe added enforcement
mechanism might reduce this variation and as soclribute to a more equal level
playing field. From the perspective of the EU auities (DG Environment) cross-
compliance introduces and additional enforcemergmeht, making achieved
compliance levels less dependent on national disarand variations in monitoring
and inspection systems over member states (ingudmariation in macro-
compliance). According to the economic theory ofmptance this additional
incentive structure (thread to lose direct paymantsase of non-compliance and the
increased probability of being detected) shouldrowp the sector’'s compliance with
regulations. Anecdotal empirical information confed this, although it appeared
with the currently accessible and available datapossible to make a quantitative
assessment of the increases in compliance.

Compliance with regulations was found to be geheragh. This holds for the SMRs
as well as for the GAECs, with as two main exceithe Nitrate Directive and the
Identification and Registration requirements. Welgard to the non-compliance rates
found for the Nitrate Directive, this could be pantelated to the problems some
member states have with compliance at macro-lersl. a response national
legislation is further adjusted to EU standardsictvisubsequently further tightens the
restrictions to be satisfied at farm level, whiclaynnegatively affect, at least
temporarily, the degree of compliance at farm levE€lompliance with the
Identification and Registration requirements wampeared by a significant loss of
eartags, which need in time replacement. The espeei with electronic systems
outside the EU (e.g. New Zealand) suggests thatapsgte and more robust
identification systems might be possible.

Where compliance is already high (groundwater ptaie, sewage sludge,
notification of diseases) cross-compliance hastdéichipotential to create increased
compliance ‘benefits’. From a responsive regulaperspective this could be a reason
to in the future remove these Directives from thess-compliance package, or when
keeping them in, reduce the severity of the sansti@here there is substantial non-
compliance, cross-compliance is expected to be neffdctive in increasing
compliance. From a responsive regulation-perspedticould be argued that in case
compliance does not sufficiently improve, furthemghasis (increased inspection and
monitoring and payment reduction threats) on tlegelations is welcome. With the
current information, from this paper no such a mg®ndation can made. However,
the theory of regulation as well as obtained fegperiences suggest that further
adjustments, improving the efficiency as well as #ffectiveness might be possible
and need to et attention.

Except for the marginal costs associated with &mftht record keeping and

administrative procedures associated with the SkiRthe additional costs resulting
from newly introduced GAECs, cross-compliance hascosts. Since the SMRs
which are part of cross-compliance are all pretadslegislation, the (additional)

costs associated with compliance should be prignatttibuted to this legislation and
not to cross-compliance. As such the benefits afssicompliance (improved

compliance) are likely to easily outweigh its cogtscounter argument to this could
be that for making a balanced statement the ineteasnitoring and inspection costs
have to be taken into consideration. However, tloitaring and inspection costs,
necessary to assure an acceptable level of coropliaould be argued to be firstly
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standard related and as such not attributable dssezompliance. This still leaves
open that cross-compliance has its own monitorimggpection and public
administrative costs, which were however not pathe analysis of this study.

The (additional) costs of cross-compliance assediatith the GAECs is found to be
rather low. A lot of farms (animal holdings) wilfgbably face no costs at all, where
others (arable farms) might face some costs, iricodar costs associated with
maintenance activities (soil cover, erosion coftrohese will be generally low, and
often wholly or partly offset by additional returns

Ordinary costs of compliance with the SMRs canigeificant. In particular the costs
associated with the Nitrate Directive and Animal lisle requirements could have
serious impacts. Farms previously non-complyingy nkee faced with costs
amounting several thousand euros per farm.

Using the impact of the Nitrate Directive on the Huiry sector as an illustrative
example, it was found that improved compliance wiily lead to a marginal increase
of costs at the sectoral level. Although increasaahpliance with regulations will in

principle negatively affect the EU’s competitivesesa preliminary assessment
suggests these effects to be very limited. In omfeimportance, other factors and
shocks affecting competitiveness might easily averrand dominate cross-
compliance induced effects.

As regards the EU’s key competitors, the compagatwmalysis covering all the
themes addressed in the SMRs and GAECs showedntlgggneral the intensity of
regulation is less in these countries as compavethé EU. Also the production
intensity in these countries is lower than the &tich might partly explain the lower
need for regulation. Lower regulation intensity lewer, does not necessarily imply a
higher level of environmental degradation, biodsi#gr loss, or harm to animal
welfare. All three non-EU countries have a ratherilar approach on measures to
control the environment, which relies relativelyechwon voluntary action. This action
is facilitated and encouraged by financial incemtand assistance schemes. The
financial incentives include cross-compliance medras (e.g. Canada, where
participating in voluntary schemes is sometimesda sondition for receiving of
specific direct payments).

In a comparative sense, the regulatory intengiti€sanada and New Zealand seem to
be rather comparable. The US presents the loweroémdgulation spectrum. The
legislation there is usually less restrictive antew existent often not applied to the
farm level. This could be because either agricaltis exempted or because the
monitoring costs of non-point pollution are feltle too high to take monitoring and
inspection serious. As compared to the US, Canauh New Zealand rely to a
relatively high degree on exports of sensitive piatgl. This has likely caused a great
focus on issues which relate to market risks, sischood safety, surveillance systems
on animal diseases).

This paper mainly focused on enforcement and canpé with standards, with a
particular emphasis on the EU’s recently introducgdss-compliance regime.
Moreover it provided a comparative overview on vhaeety of regulatory approaches
followed by some of the EU’s key competitors (thg,Canada and New Zealand).
As such its emphasis was more on impacts on costs@mpetitiveness rather than
on the achieved benefits of regulation. A benefgsessment was clearly beyond the
scope of this paper. However, for a proper andgmaleevaluation of regulatory
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systems and regulatory requirements an integrdliatran of the achieved benefits is
required. This will then also bring in issues abdiie (appropriate) setting of
standards (i.e. in such a way that the policy dhjes aimed at with the various
regulations can feasibly realized). There are saigeals both from outside and
inside the EU that improvements can and need tmdde here (e.g. OECD, 2004a).
Further research in this direction is needed.
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Annex A Additional details about EU cross-
compliance standards

The Statutory Management Requirements require danmgad with a number of

articles from 19 EC Directives / Regulations whimthdress environmental, public,

animal and plant health and animal welfare. 9 eséhwill apply for cross-compliance

purposes in 2005, a further 7 from 2006, with temaining 3 being applied from

2007.

- Applicable from 1.1.2005: Environment; Public amdnaal health; Identification
and registration of animals

- Applicable from 1.1.2006: Public, animal and plaaalth; notification of diseases
- Applicable from 1.1.2007: Animal welfare

Issues on environment, public and animal healtbntification and registration of
animals, public, animal and plant health; notificatof diseases and animal welfare
are provided in the following table.
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Table Al: Statutory Management Requirements referred frticle 3 and 4 of Regulation

1782/2003 (amended by Reg 21/2004)

Directives/Regulations |

Articles

Environment

Council Directive 79/404/EEC of 2 April 1979 on tbenservation of
wild birds (OJ L 103, 25.4.1979, p. 1

Articles 3, 4 (1), (2),
(4),5,7and 8

Council Directive 80/68/EEC of 17 December 1973w protection

of groundwater against pollution by certain dangsrsubstances (O}

L 20, 26.1.1980, p. 43.)

Articles 4 and 5

Council Directive 86/278/EEC of 12 June 1968 onplatection of
the environment, and in particular of the soil, wisewage sludge is
used in agriculture (OJ L 181, 4.7.1986, p. 6)

Article 3

Council Directive 91/676/EEC of 12 December 199daayning the
protection of waters against pollution caused lsateés from
agricultural sources (OJ L 375, 31.12.1991, p. 1)

Articles 4 and 5

Council Directive 92/43/EEC of 21 May 1992 on tlomservation of
natural habitats and of wild flora and fauna (G206, 22.7.1992, p.
7

Articles 6, 13, 15,
and 22(b)

Public and animal health; Identification and reggion of animals

Council Directive 92/102/EEC of 27 November 1992 damtification
and registration of animals (OJ L 355, 5.12.19932)

Articles 3, 4 and 5

Commission Regulation (EC) No 2629/97 of 29 Decanil9®7
laying down detailed rules for the implementatidCouncil
Regulation (EC) No 820/97 as regards ear tagsjrwlegisters and
passports in the framework of the system for tleatification and
registration of bovine animals (OJ L354, 30.12.199719)

Articles 6 and 8

Regulation (EC) No 1760/2000 of the European Rasdiat and of the
Council of 17 July 2000 establishing a system e itlentification
and registration of bovine animals and regardimglébelling of beef
and beef products and repealing Council Reguldf@?) No 820(97)
(OJ L 204, 11.8.2000, p. 1)

Articles 4 and 7

Council Regulation (EC) No 21/ 2004 of 17 Deceni@d3
establishing a system for the identification arglgeation of ovine
and caprine animals and amending Regulation (EC)182/2003
and Directives 92/102/EEC and 64/432/EEC (OJ L5.2904, p. 8).

Articles 3,4 and 5

Public, animal and plant health

Council Directive 91/414/EEC of 15 July 1991 comieg the placing
of plant protection products on the market (OJ 0,219.8.1991, p. 1

Article 3

Council Directive 96/22/EC of 29 April 1996 conce the
prohibition on the use in stockfarming of certaibstances having a
hormonal or thyrostatic action and of beta-agonestsl repealing
Directives 81/602/EEC, 88/146/EEC and 88/299/EEC I(Q 25,
23.5.1996, p. 3)

Articles 3, 4,5 and 7

Regulation (EC) No 178/2002 of the European Pasiatnand of the
Council of 28 January 2002 laying down the generaiciples and
requirements of food law, establishing the Europfeaod Safety
Authority and laying down procedures in mattersooid safety (OJ L
31,1.2.2002, p. 1)

Articles 14, 15, 17(1
18, 19 and 20

Regulation (EC) No 999/2001 of the European Pa#diatnand of the

Articles 7, 11, 12, 1
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Council of 22 May 2001 laying down rules for theyention, control
and eradication of certain transmissible spongifenoephalopathies
(OJ L 147, 31.5.2001, p. 1)

and 15

Notification of diseases

Council Directive 85/511/EEC of 18 November 198%aducing

Community measures for the control of foot-and-rhalisease (OJ L

315, 26.11.1985, p. 11)

Article 3

Council Directive 92/119/EEC of 17 December 19%Paiducing
general Community measures for the control of aedaimal

diseases and specific measures relating to swiieular disease (O
L 62, 15.3.1993, p. 69)

Article 3

Council Directive 2000/75/EC of 20 November 200firg down

specific provisions for the control and eradicatudiluetongue (OJ L

327, 22.12.2000, p. 74)

Article 3

Animal welfare

Council Directive 91/629/EEC of 19 November 199%ling down
minimum standards for the protection of calves (G330,
11.12.1991, p. 28)

Articles 3 and 4

Council Directive 91/630/EEC of 19 November 199jing down
minimum standards for the protection of pigs (G340, 11.12.1991,
p. 33)

Articles 3 and 4(1)

Council Directive 98/58/EC of 20 July 1998 concamthe protectior

of animals kept for farming purposes (OJ L 221,1088, p. 23)

Article 4

As regards the GAECs, Article 5 of Regulation 12823 states that
shall ensure that all agricultural land, especikdhd which is no long

Member States
er used for

production purposes is maintained in good agricaltand environmental condition.
Member States shall define at national or regiteadl minimum requirements for
good agricultural and environmental condition takinto account the specific
characteristics of the areas concerned. As a spetifigation for all Member States
article 5 of the Regulation asks for the mainteeamicpermanent pasture, for all other
measures of Annex IV Member States may act indesrgfydand lay down proper

rules of good agricultural and environmental caodit
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