


The EU budget

— including the CAP -
should be used to finance
the Union’s priorities

Annika Hedberg - Head of the Sustainable Prosperity for Europe Programme, European Policy Centre

MAIN RECOMMENDATION = As the EU is debating the next budget for 2021-27,it is
still possible to ensure that each euro will be invested to provide added value for the
EU and its citizens. The next EU budget should reflect the EU’s priorities and goals, and

help to address - rather than exacerbate - its challenges.

WHAT TO DO:

= |dentify why and where EU investments are needed the most to address the

challenges of today and tomorrow.

= Put an end to subsidies that are evidently harmful to people’s well-being, health,
the environment and the climate, and thus costly for the economy and society.

= Finance measures that will help to achieve long-term prosperity and provide
added value to the EU and its citizens, in line with the Sustainable Development

Goals and the Paris Climate Agreement.

The EU’s challenges today are manifold: low productivity,
problems with competitiveness, rising inequality, lagging
behind in the global digital race, environmental challenges,
climate change, migration, security, demographic trends.

These are all examples where cooperation between member
states could help to deliver stronger, more effective responses
at the national and European level. Politicians are quick to
recognize these common challenges as priorities for action
in their speeches. However, a closer look at one of the main
EU tools that could be used to address these challenges and
provide added value for the EU and its citizens, the Multiannual
Financial Framework (MFF), shows how far words are separated
from action.
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Unfortunately, time after time, the EU budget
falls far behind its potential. The European
Commission’s proposed budget of €1,135
billion for 2021-27 - about 1% of the bloc’s
gross domestic product — obviously cannot
solve all the EU’s problems. However, where
the EU decides to put its money sets out a
direction and shows what its priorities are.

In its current form, the MFF proposal
suggests that the EU’s priorities lie in
the past rather than in the future. While
supporting the structures of the past, such

as the Common Agricultural Policy (CAP), it
underperforms when it comes to addressing
the challenges listed in the beginning. It fails
to devote sufficient resources to people’s
top concerns today, which according to the
latest Eurobarometers include terrorism,
unemployment and the protection of the
environment. As the Commission’s proposal
for the new MFF is currently under discussion
with the European Parliament and the
member states, it is still possible for the EU
to ensure that this time around it will put its
money where its mouth is.!

Why a new approach is needed

First, the EU’s internal developments
require a complete rethink of its finances
and spending. The UK’s departure from the
EU leaves a budget gap of about €10 billion
per year. Simultaneously, the economic,
social, environmental, climate change and
security challenges are creating significant
uncertainties. European leaders can no
longer ignore that Europe and Europeans’
needs have changed.

Second, the global context has transformed
dramatically. In 2015, EU and other global
leaders committed to the 2030 Sustainable
Development agenda and the Paris Climate
Agreement. Together they set a clear
direction, with clear goals to be achieved for
sustainable development and climate action.
For the sake of its credibility and moral
leadership on the international stage, the
EU’s budget must reflect these commitments.

Climate change is ultimately the biggest
life-threatening challenge Europe and the
world is facing. The impacts can already be
seen in the form of record-breaking storms,
forest fires, droughts, heat waves and floods,
and the economic, societal, environmental
and security implications are only expected
to worsen if global warming continues.

In this context, the Commission’s long-
term vision for a prosperous, modern,
competitive and climate neutral economy
by 2050, published in November 2018, and
the reflection paper towards a sustainable
Europe by 2030, published in January
2019, provide important starting points for
dialogue and action. They suggest where
the EU needs to go. And if the EU is serious
about achieving a new economic, industrial
and social model while becoming climate
neutral by 2050, the investments in this
transition must start now.

EU money should be spent on preparing
member states, different sectors
and citizens in this transition. The
Commission’s suggestion to raise the climate
mainstreaming target from 20% to 25% in
the new budget is an important signal. At
the same time, funds should not be spent on
activities that undermine these objectives,
for example, in the fields of digitalisation,
regions’ smart specialisation, agriculture
and energy developments. For instance,
under the ongoing MFF, more resources
have been allocated to natural gas than to
electricity interconnection projects under
the Connecting Europe Facility programme.
While these investments may bring about
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some positive benefits, such as progress towards a coal phase-
out or energy security, at the same time, they undermine the
efforts to decarbonise and electrify the European economy. The
investments in the infrastructures of tomorrow are done today
and we should get them right.

The Commission’s proposal contains some progressive
elements on which the member states and the Parliament
should build on. It suggests increased funding for migration
and security. It proposes more support for research and
innovation as well as digitalisation, which, if used well, can
help to enhance Europe’s competitiveness. Credit goes to the
Commission for simplifying the revenue side by removing all
rebates. Politically, it has also shown some backbone by asking
to link the budget with the observance of the rule of law.

However, the proposal still falls short by a margin. This is well
exemplified by the CAP, which constitutes one third of the
spending package.? By only moderately reducing the budget for
the CAP, which seems to be almost untouchable within the MFF,
the Commission has proposed preserving a traditional spending
area at the cost of other priorities. While there have been efforts
to modernise the budget, the figures speak for themselves: for
instance, only €9.1 billion is allocated for the digital agenda,
compared to €365 billion for the agricultural sector.

More worrying than the figures themselves is what will be done
with the money, and what has (or has not) been learnt from
past mistakes.> The CAP has been widely criticised for failing
to limit its adverse effects on the environment and the climate,
and for the absence of health considerations. There is no clear
indication to what extent these inefficiencies and inherent
contradictions may be addressed.

If the EU is serious about using taxpayers’ money to improve
the lives of Europeans, the CAP should help to increase people’s
welfare and protect the planet. As with other parts of the MFF,
every euro that is spent under the CAP should be justifiable and
provide added value for the EU and its citizens.

First, the economic cost alone should raise concern. Taxpayers’
money is used to support farming practices that are not
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competitive or economically viable for
producers or for society. According to
Commission statistics, up to 90% of cattle
farmers’ income comes from subsidies.*
While the dependency on EU money is
lower for dairy farmers and many field crops
(mainly used for animal feed), they are also
on permanent life support.’

Livestock and dairy farming, especially, play
a central role in European agriculture.® 65%
of the EU’s agricultural land is dedicated to
livestock,” and two thirds of cereal production
is fed to animals.® European livestock farming
depends on subsidies, directly and indirectly
(as is the case when EU money is spent on
producing feed for animals).

While the CAP is often portrayed as an
instrument for supporting small European
farmers, the biggest benefiters are the
big players in the farm sector, including
wealthy landowners.’ In the ongoing
negotiations, there is still strong support
for granting direct payments simply based
on land acreage. At the same time, many
of the most innovate, small farms and new
food sector businesses are booming without
EU support.

The potential with producing nutritious,
sustainable and economically viable food
for humans is greater than often realised.
Vegetable and fruit farmers already
compete on the market with little to no
income support from the EU.!° The market
for meat and dairy alternatives is seeing
double-digit growth and there is untapped
potential in cultivating plant proteins for
humans.!! Europe already has competitive
agricultural production that could provide
a livelihood for farmers while delivering
on environmental and societal benefits as
well — these are the practices the EU should
build on. If the EU is serious about using
tax payers’ money to increase Europe’s and
the agricultural sector’s competitiveness, it
is hard to find justification for supporting
livestock farming, whether it is directly
or indirectly.
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Second, the impact on the climate is alarming.
So far, political efforts and investments have
zeroed in on reducing energy and transport
emissions, which hopefully will produce
tangible results in some decades. However,
if the EU is serious about climate action, it
also needs to tackle the emissions from food
production and consumption.

According to the Food and Agriculture
Organisation (FAO), the livestock sector
accounts for 14.5% of global emissions.!? As
a major producer and consumer of livestock
products, Europe has a huge responsibility in
addressing related emissions.'* Delivering on
the Paris Climate Agreement and achieving
climate neutrality by 2050 requires reducing
livestock-related emissions and promoting
plant-based diets as well as healthy soils
to capture carbon.!* In fact, this would be
an efficient way to cut emissions in the EU,
as well as globally: while transforming the
energy and transport systems as a whole
and seeing the related benefits will take
decades because of the needed infrastructure
investments, making even small changes to
diets and farming practices now would bring
immediate benefits.

Thirdly, agriculture has a significant
environmental footprint, impacting soil,
water, air and biodiversity. The nutrients
and pesticides used in the sector pollute
land and water. Ammonia emissions from
livestock waste are a significant source of
air pollution.'s Agriculture also contributes
to growing water scarcity: it uses more than
40% of the available fresh water in the EU,
with a significant share used for livestock
production.’®

Lastly, by sponsoring the Europeans’
unhealthy diets, the CAP is damaging
people’s health and burdening healthcare
systems with unnecessary costs. The World
Health Organization (WHO) guidelines
for a healthy diet are built on a plant-
based diet.!” The WHO classifies processed
meat as a carcinogen, known to cause
cancer and red meat as a possible cause of
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cancer.!® Scientific research also links the
consumption of animal (meat and/or dairy)
products to an elevated risk of numerous
other diseases.! Preventable chronic
diseases, mostly due to unhealthy diets,
account for 86% of deaths in Europe.?
What does the EU do? It subsidises not only
livestock production but also consumption.
For example, the EU has been encouraging
school kids to consume dairy products
since 1977, amounting to €100 million this
school year.?!

For anyone who suggests that the EU should
not tell people what to eat and drink: this is
exactly what it has done by supporting the
production and consumption of livestock
products. The farming lobby often argues
that it is better to subsidise animal farming
in the EU than to import from countries with
lower standards, that livestock is needed for
food security, or that European lands are
more adequate for growing food for animals
than for people. However, the current
approach is failing Europeans and the planet,
in a big way. Science is clear on what makes
a food system sustainable and what makes a

diet good for human health, the climate and
the environment.?? It is time to ensure that
EU money is used for — not against - these
objectives.

During the EU budget negotiations, no
sector should be off limits. One can certainly
question spending one third of the EU budget
on agriculture. However, as it is politically
difficult to even imagine a radical cut to the
CAP, at least a frank debate is needed about
how the money is spent. If the EU insists on
financially supporting the agricultural sector,
the investments must be tied to performance
and the aim should be to encourage
sustainable and economically viable farming
— or even better: creating a sustainable food
system - that is good for the environment and
contributes to people’s well-being. Actively
participating in this transition is in the
farmers’ best interest, too: it will help them
to secure their livelihoods for the future.
Changing consumers’ habits will have a major
impact as well, but it is still up to the EU and
national policymakers to create a framework
that can provide the right financial incentives
for a change.

What should happen now?

As the budget negotiations are ongoing,
it is up to the European Parliament and
the member states to step up their game.
There are three pressing issues.

First, member states must reflect on the
EU’s principles and values, and identify
why and where EU collaboration and
financing is needed. They should recognise
that achieving the shared benefits requires
going beyond the pursuit of narrow
national interests. The world and people’s
needs have changed, and the EU budget
should reflect that. This should also apply
to the CAP.

Second, smart spending requires putting
an end to subsidies that are evidently
harmful for people’s well-being, their
health, the environment and climate
— and thus costly for the economy and
society. The EU’s support for livestock
farming but also, for example, for fossil
fuel infrastructures are a case in point.
Justifications for continuing to finance
either of these today are hard to find.
Ending harmful subsidies could help to
reduce the EU budget, as advocated by net
contributors like the Netherlands, and/or
provide additional financial support for
implementing today’s priorities.
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Science is clear on
what makes a food
system sustainable
and what makes a
diet good for human
health, the climate
and the environment.
It is time to ensure
that EU money is used
for - not against -
these objectives.

Smart spending
requires putting an
end to subsidies that
are evidently harmful
for people’s well-
being, their health,
the environment

and climate - and
thus costly for the
economy and society.

Smart spending
calls for financing
measures that will
provide added value
to the EU and its
citizens, in line with
the Sustainable
Development Goals
(SDGs) and the Paris
Climate Agreement.

Third, smart spending calls for financing measures that will
provide added value to the EU and its citizens, in line with the
Sustainable Development Goals (SDGs) and the Paris Climate
Agreement. Payments must be tied to meeting the core objectives
of the EU and achieving long-term prosperity. In the case of
the CAP, it should be used to develop a competitive European
agricultural sector that produces nutritious, sustainable food
that contributes to people’s well-being.

If the EU is serious about achieving a new climate neutral
economic model by 2050, this requires huge investments. The
member states must agree to use the EU budget to address the
most pressing challenges and priorities of today and tomorrow
in alignment with this vision. The EU could condition the
payment of funds to the development of National Energy
and Climate Plans (NECPs).? In addition, the money could
be used to attract additional public and private investments
for climate-friendly projects. No money should be spent on
activities that go against these set goals, and how climate funds
are spent must be properly controlled.

Member states’ current disagreement on the size of the overall
EU budget and the sectoral appropriations misses the point:
the debate should be about the justification and leverage of
proposed expenditures. Beneficiaries should demonstrate the EU
payments’ added value for Europe and how they help to address
the Union’s challenges. If this is not the case, funding must be
phased out.

The EU budget is not a magic wand that can solve all the
EU’s problems. But in terms of setting a direction, it matters
enormously. Where the EU decides to put its money shows
European citizens and the rest of the world what its priorities
are. The outcome of the discussions must be an EU budget that
is in line with the EU’s principles and goals. It must deliver on
the objectives the Union has committed to under the SDGs and
the Paris Climate Agreement. In the new budget, each euro
invested should provide added value for the EU and its citizens
in the face of new internal and international pressures and help
to address rather than exacerbate the EU’s challenges.
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