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ESKIE 2805 Project

ANALYSIS OF AGRO-ENVIRONMENTAL SCHEMES

Diouadia Bougherara
INRA ESR - 4 allée Adolphe Bobierre. €S 61103, 35011 Rennes cedex.
devadia.bougherara/@rennes.inra. t

Research programme

The research is part of the ITAES programme which involves 9 European research teams, ITAES is the
acronym of "Integrated Tools to design and implement Agro-Environmental Schemes”. it is a Specific
Targeted Research Project of the sixth Framework Programme launched by the European Commission in
2003. Tt has twao main ohjectives:

-The construction of an integrated too} to analy se the inferaction between the institutional process and the
environmental outcome.

- The construction of an integrated tool 1o analyse and simulate farmers' environmental supply depending
on a range of different governance mechanisms,

Context and questiony

Environmentat protection has traditionally been carried out through "command and control” and
economic policy tools aiming at mitigating market failures to provide environmental goods. Besides the
State. other kinds of actors. firms and consumers. are more and mere involved in envirenmental
protection through hybrid policies. These policies involve public authorities at several degrees and private
actors from the market and civil society. Those more participatory and co-opesative policy tools differ
from constraining approaches by promoting the veluntariness and environmental responsibility of
uptakers. They rely on market forces and especially on the produciion of information enabling actors to
take actions in favour of the environment.

The agricultural sector has experienced this evolution with the development of contractual approaches
based on the free choice of farmers to undertake environmental-friendly measures. Fyven i national
schemes have developed. given the share of expenditure devoted o this sector in Europe. eny tronmental
contracting in agriculture has especially been administered at the Ewopean level. Several Furopean
regulations have instituted environmental contracting {(Regulation B8 797/87 (article 19). Regulation
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2078/92, Regulation 1257/99),

Given this confext. two guestions arise:
1) What organisational and institutional factors help increase economic elficiency and environmental
etfectiveness of sgro-environmentat schemes?
2y How do they compare to other environmental policy 1onts?

Sanie facts

Proviovs studics repart tvo important faas 1o be tahen into aceount in analysing agro-enyirenmoental
schomes. the high devel of transaction costs and thie high organisationa! and insttotonal divorsin of
CUISENE dgto-em o nmental schemics aoooss Biopc and across the world,
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Uncertainty

Uncertainty is pervasive i agro-cnviropmental contracts. 1t potentially concerns parties” behaviour and
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the environmental context of the transaction.

(i} kRach party in the contract benefits frem @ power lo influence the output of the contract. the
environmenial effectiveness,

On the one hand, there is an mformational asymmetry between farmers and the State about micasures
effectively undertaken and the value of the land thev contract on. Farmcers may benetit from an
informational rent since their efforts are costly to monitor and information costly to collect for the State.
For example. non-point pollution prevents the State from determining which farmer has not lived up to
his contract.

On the other hand, the State also benetits from an “institutional rent”. Indeed, the State has the power to
influence the rules of the game. Farmers then face a risk of contract breaching from the State afier having
mvested according 1o the former contract. This happened to seme French farmers. In 2002, CADs replace
CTEs as a new ool for agro-environmental contracts, Only the CTEs that were already in the pipeline
were signed at that time. while the ones that were about to be submitted were cancelled. although farmers
had already spend some maoney on it. In front of some uncertainty on the stability of rules for applying for
agro-environmental schemes. farmers may lack motivations to commit,

(i) Uncertairty arises also because unequivocal causality between farming practices and environmental
impact is infrequent.

Natural processes suffer from threshold efiects for example. Farmers mav live up (o their commitment but
may not be numerous enough to reach a threshold enabling the environmental improvement to happen.

Uncertainty also comes from natural processes like the weather. The Dutch case study reveals that
breaching of contracts happened semetimes because bad weather conditions provided incentives for
cutting the grass earlier.

Other sources of uncerlainty cover the delay between the application of 2 measure and its cffect. the
difficulty of assessing the specific effect of agro-environmental schemes independenth of other measures,
the uncertainty about the future value of envirommental benetits (option value).

I'reauency of transactions and duration of asreement

Frequency of transactions beaween two partners is important since i enables costs incwrred in establishing
the contract to be distributed over many transactions, Fhe higher the frequency of transactions. the easier
it1s to invest i specific assets. For example. investments in machines for hedgerows miaintenance may be
recovered if transactions are repeated over a certain period of time. Thos, another parameter o be
considered is the duration of the contract,

Case studies show that egro-envivonmental schemes are usually five-vear contracts without re-negotiation
of the contract. Some contracts however are fong-termi like the long-term set aside which fasts 20 years,
Axonoted in the French case studies. the uptahe lor this kind of contract remained ow since it was
impossible for municipalivies (main actors of this scheme) to set up a 20-yem budget.

Hovesers 1nas often stated that Hive-yvear contracts are oo short to observe any environmenial
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o1 eontract re-nepotintion which cenerally inoory high coste Forintance. in Logland, the LSA scheme
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