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A key task for agricultural policy is to enhance the competitiveness of European farms that deliver
public goods, such as climate and biodiversity protection. Certain environmental services are best
provided at the farm level, while others require coordination across farms within the agricultural
landscape. Tailoring policies, including the Common Agricultural Policy (CAP), to these two levels can
improve the efficient use of public funds.

Farm-level benchmarking and landscape-level environmental measures are two complementary
approaches to cost-efficiently integrate sustainability into farm business models. By emphasising
performance, both methods give farmers greater flexibility to implement site-adapted measures.
When well-designed, these approaches can replace some existing policy instruments, helping to
reduce bureaucracy.

Farm-level benchmarking can become a promising method for assessing and improving the environ-
mental performance of individual farms. Performance is measured using predefined indicators and
benchmarks, such as for nitrogen use efficiency and reduced pesticide risks. When combined with an
incentive model that rewards or sanctions performance levels, this approach encourages continuous
improvement. Within legal limits, farmers can select their preferred methods to improve performance.

Landscape-scale measures to protect biodiversity can provide high environmental benefits at low cost
by making an efficient use of land. Structurally diverse agricultural landscapes are vital for enhancing
biodiversity. Designing and implementing landscape diversification measures across multiple farms can
improve cost-efficiency and increase farmers’ engagement. A “biodiversity index” that evaluates the
link between landscape structure and biodiversity can support the planning of these measures.
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Introduction

The European Commission's Vision for Agriculture and Food seeks to build a positive agenda for agriculture
by creating opportunities through nature and climate protection. It calls for an incentive-based approach to
advancing sustainability objectives while reducing administrative burdens.

In this context, and while negotiations on the next Common Agricultural Policy (CAP) and European Union's
(EU) long-term budget are ongoing, Agora Agriculture suggests two complementary concepts for rewarding
farmers for providing public goods. These include reducing greenhouse gas and other pollutant emissions,
storing carbon, protecting biodiversity, adapting to climate change and improving animal welfare.

Based on considerations of cost efficiency and resource efficiency, we distinguish between environmental
services that can be addressed more effectively at the individual farm level and those that require coordination
across farms at landscape level.

1. For the first approach, we see potential in a benchmarking and performance-based remuneration system for
environmental services provided by individual farms.

2. For the second approach, we focus on cross-farm coordination for the planning and implementation of mea-
sures to preserve and promote biodiversity in agricultural landscapes.

Both approaches are based on setting targets and identifying indicators to measure and monitor progress. Far-
mers would remain free to choose the specific measures used to achieve these targets, either individually or in
coordination with other farms.

If agri-environmental policy instruments were linked to these two approaches, they could help embed sus-
tainability into farm business models, promote a more targeted and efficient use of public funds, and reduce
bureaucracy by focusing on performance while increasing flexibility in implementation.

1 Individual farm benchmarking of environmental
performance

With reference to recommendations from the Strategic Dialogue on the Future of EU Agriculture, the European
Commission has proposed to develop a system for on-farm sustainability assessments. The process of desig-
ning an “on-farm sustainability compass” has only just begun.

A farm-level sustainability benchmarking system could become an important tool for assessing and improving
the environmental performance of farms.
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To fulfil this role, it needs to:

— be based on robust and practical indicators measured against predefined baselines;

— be capable of evolving into an incentive system for the provision of public goods, while remaining compatible
with both public and private schemes in order to reduce overlapping data collection and reporting require-
ments;

— be designed and implemented gradually and iteratively, including pilot projects, participatory approaches and
demonstration projects, as well as verification of results and sufficient transition periods between different
stages.

The following section briefly outlines the main steps involved in developing a benchmarking system, discusses
its potential and presents several examples of how such a system could be applied in practice.

11 Three main steps in developing a benchmarking system

The first step in developing a benchmarking system is to establish a set of indicators for assessing farm per-
formance. We propose starting with key environmental performance dimensions for which robust indicators
already exist and which can be monitored annually at individual farm level:

— nitrogen balance;

— phosphorus balance;

— humus balance;

— greenhouse gas balance;
— pesticide risk.

Over time, these indicators could be supplemented by additional sustainability dimensions, such as animal
welfare and water-use efficiency. Social and economic performance indicators could also eventually be
included.

The second step is to establish baselines or benchmarks for each indicator. Farms would then assess their
performance against these benchmarks.

Benchmark levels can be derived from objective environmental thresholds, for example in the case of humus
balance. Where such thresholds cannot be clearly defined, the environmental performance of comparable farms
could instead serve as a benchmark.

Setting benchmarks requires a strong evidence base. It must also rely on an ongoing process of societal nego-
tiation to determine expectations regarding the environmental performance of farms. In this way, the bench-
marking process can provide a framework for constructively addressing trade-offs between different societal
objectives.

Benchmarks may differ across regions and production systems, for example between arable, livestock and
vegetable farming, as well as specialty crops.

The third step is to link benchmarks to an incentive system. To prevent benchmarks from becoming de facto
standards, it is important that the system incentivises continuous improvement.
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This requires performance levels to be rewarded or, where necessary, sanctioned or restricted. Depending on
the context, different incentive mechanisms may be appropriate, including regulatory requirements, subsidies,
taxes or allowance systems.

The introduction of a benchmarking system for assessing and rewarding the environmental performance of
individual farms will need to be gradual. Farmers should be given sufficient time both to adapt to the system
and for the system itself to be tested and refined. It would therefore make sense to begin with performance
indicators that are relatively easy to monitor and to gradually incorporate indicators that require additional
tarm-level data.

Benchmarking the environmental performance of an individual farm - Fig. 1
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1.2 The potential of a benchmarking system

If well designed and effectively implemented, a benchmarking system could achieve substantial impact
through economic incentives while reducing bureaucratic burdens.

Such a system would make it possible to link different policy instruments to individual performance dimen-
sions. This could help shift agricultural policy away from a measure-based, command-and-control approach
towards one centred on incentives and performance. Within the limits set by law, farmers could then decide
for themselves whether, to what extent, and through which measures they respond to financial incentives for
improved environmental and climate performance.

At the same time, a system based on economic incentives cannot and should not replace all regulatory require-
ments. However, if environmental performance in agriculture can be assessed in a technically sound manner
and linked to effective pricing mechanisms, some regulatory instruments and administrative procedures could
potentially be simplified or replaced. Such decisions would need to be based on a careful assessment of the
expected impacts.
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1.3 Two use cases

1.3.1 Reducing pesticide risks

There is broad scientific consensus that the risks associated with pesticide use in agriculture must be reduced
in order to protect both public health and biodiversity. At the same time, it is virtually impossible to define an
optimal target level. This complexity makes plant protection policy a particularly suitable use case for a bench-
marking system.

Regulatory instruments remain necessary in plant protection policies, for example to prohibit highly toxic

or persistent substances or to restrict the use of plant protection products in sensitive ecosystems. However,
regulation alone is not well suited to reducing pesticide risks in line with the principles of Integrated Pest
Management. Farmers need flexibility to choose the most appropriate crop protection strategies in response
to current pest pressures and market conditions, including, where necessary, the use of synthetic chemical
pesticides.

From the perspective of farmers, synthetic chemical pesticides are often more cost-effective than preventive
or non-chemical alternatives. Market-based incentive instruments that assign a price to the risks pesticides
pose to human health and ecosystems can help internalise these external effects in the cost-benefit analysis of
agricultural businesses.

Such pricing mechanisms could be applied through taxation or allowance trading systems, both of which have
been shown to be conceptually, economically, legally and practically feasible. These instruments can be linked
to a benchmarking system and designed in ways that do not undermine the international competitiveness of
the agricultural sector. For innovative and transition-oriented farms, they could even generate net financial
benefits.

1.3.2 Promoting nutrient-use efficiency

Fertilisation is necessary to achieve high yields per unit of land. However, reactive nitrogen compounds relea-
sed through the fertilisation of agricultural land negatively affect the climate, air and water quality, and biodi-
versity. The objective is therefore to improve the efficiency of agricultural nutrient management and to reduce
nutrient surpluses.

A polluter-pays approach to fertiliser policy requires that polluters can be identified. Farm-gate nutrient
balances for nitrogen and phosphorus are relatively easy to calculate and monitor. A pricing system linked

to benchmarks for farm-level nutrient-use efficiency could provide continuous incentives for low-emission
fertilisation practices, while also laying the foundation for appropriately remunerating highly efficient farms
appropriately.

A benchmarking system for farm-level nutrient-use efficiency would need to be accompanied by continuous
impact monitoring to account as accurately as possible for site- and context-specific nutrient loss pathways.
If high nutrient efficiency were rewarded and excessive nutrient surpluses subject to pricing, some detailed
fertilisation regulations could potentially be simplified or phased out over time.
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1.4 Benchmarking and the Common Agricultural Policy (CAP)

Linking a benchmarking system to the Common Agricultural Policy (CAP) could create important synergies
between the two instruments. Within the CAP, such a system could be applied in two main ways:

1. CAP payments could become a central instrument for rewarding farmers whose sustainability performance
exceeds benchmark levels.

2. Benchmarks could help define minimum requirements for access to CAP support. In the proposal for the next
CAP, Member States are expected to receive significant flexibility in defining so-called "protective practices”
that farmers must implement as a condition for receiving CAP funding. A common benchmarking methodo-
logy could simplify the definition of these practices and help reduce divergences between countries.

2 Cross-farm coordination for landscape-scale measures
to protect biodiversity

Currently, agricultural measures to protect biodiversity are implemented and remunerated mainly at the level of
individual farms. However, if the objective is to achieve high environmental benefits at low cost while impro-
ving land-use efficiency, biodiversity protection would need to be increasingly organised at landscape level
through cross-farm coordination.

The structural diversity of agricultural landscapes is essential for conserving biodiversity. As illustrated in
Figure 2, structural diversity can be enhanced through a range of on-field and off-field measures. Depending
on the landscape and agricultural structure, these measures differ considerably in both their ecological benefits
and their economic opportunity costs.

Cross-farm coordination of environmental measures in an agricultural landscape - Fig. 2
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An index for measuring structural diversity at the agricultural landscape level could provide a basis for defi-
ning targets for biodiversity-enhancing structural diversity. The measures needed to achieve these targets
could then be coordinated across farms. This approach differs fundamentally from the current practice of set-
ting uniform, measure-based targets at the farm level, such as previous CAP conditionality requirements and
current eco-schemes that require each farm to set aside a fixed share of land.

Pathways to diversified agricultural landscapes - Fig. 3
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21 A biodiversity index as a planning support tool

The successful implementation of environmental measures in agricultural landscapes requires planning and
coordination. Planning aids and decision-support tools can facilitate such coordination, help define landscape-
level targets, and support authorities in monitoring and evaluating performance.

One promising approach could be the introduction of a "biodiversity index" focused on the structural diversity
of agricultural landscapes. Such an index could substantially reduce the complexity of biodiversity assessment
while building on existing scientific evidence regarding the relationship between landscape structure and
species-based biodiversity indicators.

The index would need to incorporate the key dimensions of structural landscape diversity, all of which can be
remotely sensed and verified:

share of semi-natural habitats;
— connectivity of semi-natural habitats;

size of cropping units;

crop diversity.

A biodiversity index could transparently assess the expected biodiversity impacts of changes in land use
and land management. The index could be normalised on a scale from O to 100, with the four sub-indicators
incorporated as weighted factors. Different landscapes could assign different priorities to measures aimed at
achieving a defined landscape diversity target (for example, an index value of 50). As illustrated in Figure 4,
landscapes with different structures could nevertheless achieve the same target value.

A ,biodiversity index” for agricultural landscape diversity -> Fig. 4
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A biodiversity index significantly simplifies the complex interactions between land use and biodiversity. Such
simplification is needed in order to establish actionable and verifiable targets. At the same time, the index
would need to be continuously refined and adapted to new scientific findings and site-specific conditions.

It is therefore important that the weighting of the sub-indicators remains flexible enough to reflect regional
characteristics and needs. The introduction of a biodiversity index needs to be accompanied by on-site bio-
diversity surveys to improve the reliability and calibration of the index over time.

2.2 The potential of landscape-scale coordination supported by a “biodiversity index”

When environmental measures are planned and coordinated on a cross-farm basis, they can be implemented
where they make the most agronomic sense while generating the greatest possible environmental benefits,
for example by contributing to habitat connectivity.

Coordination at landscape scale can take different forms. Two examples illustrate this approach:

1. Advisory services coordinate the planning process, while individual farms receive payments for implemen-
ting measures that contribute to environmental objectives at landscape level.

2. Groups of farmers jointly plan, propose and implement agri-environmental measures within a region or
agricultural landscape. Instead of applying for subsidies individually, farmers submit a joint application.

A cooperative model such as the latter would free farmers from having to select measures individually from
predefined catalogues and assess whether they are both operationally feasible at farm level and financially
attractive. Instead, farmers would work together with neighbouring farms, nature conservation actors and
public administrations to develop a joint proposal for a location-specific package of measures at landscape
level, together with the corresponding price.

Such cooperative models could offer several advantages:

— they can increase motivation and ownership by allowing farmers to develop their own biodiversity
strategies;

— they can foster mutual understanding and trust between farmers, nature conservation actors and public
administrations through closer cooperation;

— they can help diversify risks and reduce bureaucracy;

— premium levels can be regionalised and linked to the achievement of environmental objectives, thereby
better reflecting the differences in the opportunity cost of land-use in different regions rather than applying
a unified premium across larger territories.

If cross-farm cooperation proves unsuitable for certain biodiversity dimensions, regions or farm types, these
dimensions could instead be incorporated into the individual farm-level benchmarking system.

As with farm-level benchmarking, introducing a system based on landscape-scale coordination will need to be
gradual and include pilot phases. Among other things, developing a clearer concept of the functional unit of an

"agricultural landscape” will be important. Likewise, the concept of the "biodiversity index" will require further
elaboration and testing, for example, as part of a Horizon Europe research action.

m
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Although examples of landscape-scale coordination already exist, including in the Netherlands and Germany,
additional support is needed for pilot projects, covering the overhead costs of such initiatives and for scaling up

advisory services. Support for cross-farm coordination and landscape-level cooperatives is already possible
under the CAP and should receive greater emphasis in the future.
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