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Foreword

2013 was another important breaking point for the European Union in his-
toric and economic terms. The questions asked at that time (for which we do not
always have a clear answer) related to the new economic, social and environ-
mental challenges. At the same time, the majority of Member States was still
struggling with the effects of the global economic crisis. Their governments
were trying to address the effects of the crisis with the use of various methods,
while pursuing many objectives. Consequently, the policies were not only com-
petitive, but often contrary to each other.

In the attempt to address the modern challenges, everyone is seeking an
answer to the questions: "What will be the condition of the European Union ag-
riculture in a medium and long term and will it be up to par in the context of
global competition? What is and what will be in the future the impact of agricul-
tural policy instruments on the improvement of market mechanisms which as
such are far from perfect?" Deep changes in the global food economy mean e.g.
that the new economic powers emerge and Europe is losing distance to them.
Therefore, will the new CAP for years 2014-2020, with the new budget and new
priorities, be stable enough to address them? And if yes, should the policy objec-
tive rather involve the improvement of effectiveness of agriculture and food in-
dustry, or the environmental protection and sustainable rural development, and
what the relationships between the social, economic and political objectives
should be? Or perhaps, should the new policy focus rather on the situation of
farmers and their living conditions, in particular in small farms, which means
a shift from supporting producers to the producers themselves? Can agriculture
be exclusively focused on the market and improvement of competitiveness?

The new EU CAP for years 2014-2020 suggests that the introduced
changes are no revolution and the possible movement of funds from the first to
the second pillar is even a step back. In the last 20 years, CAP was more focused
on the market than on production growth. However, despite all those changes,
we do not have effective competitiveness improvement mechanisms. The ad-
justments introduced to the new CAP pose a threat to active agricultural hold-
ings which should be the main beneficiaries of agricultural policy. Support for
the small, unprofitable farms permits them to stay on the market, which implies
indirect taxation of the most effective producers. As a result, farmers sometimes
boast more about their use of various sources of financial support than about the
achieved economic and production effects.



The changes adopted in the EU agricultural policy for years 2014-2020
are certainly the result of a political compromise. However, the EU and national
funds also attempt to address new challenges and needs, such as innovative
management and the transfer of knowledge, preservation of natural environment
and solving social problems in rural areas, including employment matters. EU
Member States may flexibly formulate their own priorities, including the pro-
portions of the financing from the first and the second pillar and the amount of
support for different types of agricultural holdings. However, those choices are
not easy and they certainly are, to a great extent, political. Therefore, it is more
difficult to solve those dilemmas at the national level than at the EU level, e.g.
in the case of a fragmented agriculture. Thus EU solutions must provide for
such a degree of flexibility that respective Member States could choose the
best solutions.

The abovementioned problems were the subject of the international con-
ference entitled "New EU agricultural policy — continuation or revolution?", or-
ganised by the Institute of Agricultural and Food Economic — National Research
Institute from 9 to 11 December 2013 in Jachranka under the Multiannual Pro-
gramme 2011-2014 "Competitiveness of the Polish food economy in the condi-
tions of globalization and European integration". At the conference, during the
six plenary sessions, discussion panel and workshops, the total of 24 papers
were presented. The debates related not only to the changes in CAP, but also to
the adjustment of agriculture and food industry producers to the future require-
ments of the market. The new challenges for the European agriculture imply that
changes must cover not only the management of agricultural holdings, through
the introduction of new technologies, but also the components of business man-
agement, considering an agricultural holding is a business, and broadly under-
stood risk management. Farmers should act as managers and react to the chang-
es in the market situation. This would hopefully change the approach to agricul-
tural education and guidance.

The present volume is composed of 14 chapters divided into three themat-
ic areas: I. The new Common Agricultural Policy — economic perspective;
II. The new Common Agricultural Policy — sustainability and social and envi-
ronmental objectives; and III. The new Common Agricultural Policy — third
country perspective. The studies have been developed by experts from various
scientific centres, both Polish and foreign.

The economic dimension of the new Common Agricultural Policy has
been discussed in seven studies. In the first chapter of this monograph, dr Piotr
Chechelski assesses the potential of Polish agriculture and the importance of the
new Common Agricultural Policy (CAP) programmes 2014-2020 for the im-
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provement of its competitiveness in the European Union (EU) and worldwide. In
his study, the author claims that, without an improved effectiveness and produc-
tivity, neither the competitiveness of Polish agriculture would improve, nor
would the income of agricultural producers increase. He also states that imple-
mentation of too many objectives provided for in the 2014-2020 programme
may affect the competitiveness of Polish agriculture and that modification of
certain CAP instruments related to environmental protection (greening) may
lead to the deterioration of competitiveness of certain agricultural producers.
CAP reform does not contribute to the development of the largest competitive
agricultural holdings or to their specialisation. According to the author, the most
effective measures are the programmes in support of active, young, well-
educated agricultural producers, transfer of knowledge, innovation and infor-
mation, as well as projects aimed at diversification of production at agricultural
holdings. In the author's opinion, financial reinforcement of the first pillar of CAP
at the expense of the second pillar would foster the development and competitive-
ness of Polish agriculture. Polish experiences to date proved that Polish agricul-
ture was most stimulated by the Rural Development Programme (RDP).

In the second chapter, Werner Kleinhanss presents the effects of direct
payments in terms of their distribution and income in the context of the new
CAP, using the example of Germany. The author emphasises that the payments
to date were much diversified depending on the orientation of production and on
the region. Consequently to the introduction of the new CAP, this system will be
simplified. The net budget for direct payments will be lower than in the case of
the previous programming period. Lower payments will be allocated to large ag-
ricultural holdings with intensive production, while greater support has been pro-
vided for young farmers and agricultural holdings situated on less favoured areas.
The characteristic feature of CAP is its regionalisation. According to the author,
despite the modifications, the essential objectives of CAP have not changed.

The forecasted effects of the new CAP in one of the agricultural regions
of Germany are discussed by dr Peter Sanftleben in chapter 3. In the author's
opinion, food industry in Mecklenburg is driven by the proximity of three mar-
kets: Hamburg, Berlin and Szczecin, whose demand for food products has con-
tributed to the development and modernisation of agricultural holdings in that
region. Agriculture in Mecklenburg is intensive and production is based on mod-
ern technologies which ensure high economic viability and competitiveness, which
translates into an increase in land prices. The author emphasises that although the
farmers' unions will not be satisfied with the changes in CAP, since such changes
lead to lower subsidies for the region, from the political and scientific point of
view, the directions of the modifications are both justified and acceptable.
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In the next chapter, dr Pierre-Yves Lelong, dr inz. Joanna Tyszko and Se-
bastian Filipek-Kazmierczak focus on the impact of the new CAP on the com-
petitiveness of agricultural enterprises and food industry in France. Agriculture
and food industry are crucial sectors in France, both in terms of jobs creation
and the balance of trade and in terms of GDP. Agri-food processing is the larg-
est sector of the French industry. According to the authors, despite the position of
the agri-food sector, changes in CAP are necessary that would be further reflected
in the government reform programmes. This results from the historical incon-
sistency in the developed structure of support. Due to the great diversification in
the level of payments, the French government has decided to apply a different
breakdown of support, including the identification of priorities for agricultural
holdings specialising in animal production, young farmers or modernisation of
agricultural holdings and infrastructure. This should lead to improved competi-
tiveness of the currently the weakest groups of farmers.

Structural changes in the animal production sector as a challenge for the
new CAP on the basis of the example of Lithuania is discussed by Artiom
Volkov in the next chapter. The author emphasises that the sector of farm ani-
mals is critical for the resilience of rural areas, since it ensures diversification of
the farmers' income and boosts employment in rural areas. However, in the last
five years the share of agricultural holdings breeding animals in the total number
of agricultural holdings has decreased significantly in the EU Member States.
Changes in the structure of agricultural production on farms in Lithuania based
on the reduction of livestock and crop growth results from the following factors:
the policy promoting direct support and decoupling and the decrease in national
support. In his study, the author assesses the ratio of payments for plant cultiva-
tion and for animal breeding which reflect the optimisation of net income of
Lithuanian farmers.

The impact of the current and the new agricultural policy on the develop-
ment of main crops in Bulgaria is discussed in the next chapter by dr Bozydar
Iwanow. The author claims that allocation of subsidies is uneven and that they
have great impact on the structure of production despite being decoupled. In the
opinion of the author, the new CAP will maintain the differences between direct
payments in respective Member States, thus the convergence will be still gradu-
ally proceeding. To sum up, the structure of crops in Bulgaria will remain un-
changed because the role of subsidies as a factor that boosts the development of
agriculture will be only slightly reduced.

In the next chapter, dr Dan-Marius Voicilas and dr Camelia Gavrilescu
present the results of the analysis of global trade in agri-food products and the
role of the EU in this respect, including Romania. According to the authors,
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CAP has contributed to the development of production and exports. Although
the share of the EU in global trade has slightly decreased, the EU maintains its
position as one of the largest actors on the global market of agri-food products.
After 2007, the post-accession deficit in foreign trade in agricultural products in
Romania has been gradually decreasing. The accession has placed Romania in
the group of significant exporters, such as France, Germany, Italy, the United
Kingdom or Poland. According to the authors, the effects of enlargement are
positive, mainly through the opportunities offered by the free market.

The new CAP will define the conditions of operation for agricultural produc-
ers and food industry enterprises in the EU Member States. It will have a specific
economic impact reflected in the profit and loss accounts of respective entities.
Nevertheless, apart from the agri-food industry, the implications of the discussed
policy are much broader, for instance, the ones relating to its mutual and diverse
relationships with entities from the business, social and environmental areas.

Prof. J. Kulawik, dr M. Soliwoda and dr J. Pawtowska-Tyszko discuss the
matter of sustainability of agriculture. Due to the growing pollution of natural
environment and the increasing role of agriculture in evoking external effects
there is a need to analyse the correlations between this economic sector and fi-
nance. The authors claim that the impact of subsidies and taxes on sustainability
is limited and the correlations between those instruments and agriculture may be
loosened. Therefore they point out to other market and non-market tools of rec-
onciling environmental and economic objectives (optimisation of agricultural
production or the environmental agent). The discussion is theoretical and may
form the basis for further research.

Long-term priorities of the EU are also related to sustainable social devel-
opment. In the context of ageing of rural population, depopulation of rural areas
and decreasing economic role of agriculture, this objective is a considerable
challenge. Changes in labour and economic activity of rural population on the
basis of Poland are analysed in the next chapter by dr P. Chmielinski and
dr B. Karwat-Wozniak. The authors claim that, regardless of negative demo-
graphic trends, the age structure of rural population remains relatively good.
Another positive factor is the systematically improving level of education of this
population. Experts from the Institute of Agricultural and Food Economics —
National Research Institute also discuss the decreasing labour inputs in farmers'
families as one of the symptoms of deruralisation of Polish rural areas.

The prospects for the competitiveness of European agriculture are marked
by climate changes, whose impact is diverse. Extended vegetative period or in-
creased average temperature will provide the opportunity to introduce new
crops. On the other hand, shortage of water resources, increasing risk of erosion
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or vehement weather events will form barriers for agricultural management. In
this context, as dr K. Prandecki points out, it is necessary to take appropriate ad-
justment measures. The author of the study entitled "Agriculture and climate
changes" points out that adaptive projects should be comprehensive and include
a cautious and long-term planning process. In the opinion of the expert from the
Institute of Agricultural and Food Economics — National Research Institute, in-
forming persons related to agriculture about the effects of climate changes is
crucial in this respect.

Apart from the appropriate management of natural resources, the new
CAP should support the income of farmers. Such aid may serve as a means to
achieve not only consumption-related objectives. In the next chapter, prof.
W. Rembisz and mgr A. Sielska analyse the impact of the benefits generated by
agricultural producers through CAP instruments on the investment processes in
this sector. The authors refer to the benefits obtained from EU funds as a "politi-
cal pension" and prove their catalytic nature. The results showed inter alia that in
a significant group of farms an investment growth rate was higher than the in-
come growth rate from political rent.

For years, the EU has been striving to keep good political and economic
relations with the neighbouring countries. Such cooperation covers various do-
mains, among which trade in agricultural products is particularly important. The
future CAP is essential for the development of economic relations between the
EU and third countries and it is differently perceived by those countries.

In the case of Serbia, trade with the EU is particularly important due to
the considerable scale of trading in agricultural products. In this context, much
emphasis is put on competitiveness and rural development. This is analysed in
detail in the chapter by prof. D. Cvijanovic, dr V. Parausi¢ and mgr P. Vukovic.
The main barrier for positive economic trends in rural areas in Serbia is poverty
and regional economic imbalances. According to Serbian experts, this barrier
may be reduced through creation of an environment that would be friendly for
businesses, NGOs and family farms.

Dr O. Zhemoyda discusses the problem of agricultural production
management in the context of global shortage of food and energy on the ba-
sis of Ukraine. The author claims that current research proves that the impact
of renewable energy on agricultural production is very low. However, this is
expected to change in the future, which in a longer perspective may be an
opportunity for the development of Ukrainian agriculture. The sector is un-
dergoing intensive restructuring and specialisation, which may improve its
competitive position on the European and global markets. However, agricul-
tural transformation is accompanied by acute social adjustments in rural are-
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as, which, according to the Ukrainian economist, should be mitigated with
appropriate measures taken by public authorities.

CAP is commonly criticised for its negative impact on the development of
agriculture in many developing countries. In the last chapter of this study, dr
Noureddin Driouech, dr Hamid El Bilali, dr Roberto Capone, Mgr Luigi Sisto,
mgr Sinisa Berjan and dr Izabela Lipinski analyse the correlation between the
current and future CAP and food safety in the Mediterranean countries, in par-
ticular in the countries located in the south and east of that region. According to
the author, food safety in the EU is not at risk in the short term perspective, alt-
hough in the longer perspective this might probably change. Limited access to
food would affect the poor and the owners of small agricultural holdings, in par-
ticular from the Mediterranean region. Dr Driouech stipulates that the EU agri-
cultural policy should seek a solution to this problem e.g. through providing
support for a free and stable trade in agricultural products. Food safety would
also improve if the EU lifted customs tariffs for agricultural products, limited
subsidies and supported agriculture in the developing countries.

Editorial Committee
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I. The new Common Agricultural Policy
- economic perspective

Dr hab. Piotr Chechelski
Institute of Agricultural and Food Economics — National Research Institute,
Warsaw, Poland

1. Evaluation of the potential of Polish agriculture and the
impact of the new CAP programmes in 2014-2020 on increasing
its competitiveness in the European Union and in the world

1.1. Introduction

Under the influence of global processes, in particular the growing liberali-
sation of the global food economy and changes taking place in the Community
itself, the common agricultural policy of the European Union should evolve
in the direction of greater market orientation. A priority for EU and Polish agri-
culture should therefore be measures to strengthen competitiveness and innova-
tion in agri-food on world markets.

In most of the major legislation relating to agriculture and rural develop-
ment strategies in the European Union, attention is drawn to the considerations
of how to enhance competitiveness. The Lisbon Treaty of 2007 already empha-
sized the relationship between the objectives of the CAP in raising the produc-
tivity of EU agriculture. Also, in the strategy for sustainable rural development,
agriculture and fisheries for the period 2012-2020 in Poland, one of five specific
objectives concerns “growth in productivity and competitiveness of the agri-
food sector". The strategy Europe 2020 also contains guidelines related to
an increase in the competitiveness of European agriculture.

The European Commission in its proposals [COM(2003) 627, 2011] also
identified improving the competitiveness of all types of farming and increasing
the profitability of agricultural holdings as one of six major priorities. As can be
concluded from the above, one of the most important tasks for both the EU and
Poland is to increase international competitiveness in agriculture.

Under the European Model of Agriculture [Wigier 2013], which sets out
guidelines for the long term development of Polish agriculture the two strategies
are included. The first is on social competitiveness where we must take into ac-
count environmental factors and in the second economic competitiveness but to
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a lesser extent. The latter is the primary objective of the Lisbon strategy, the
former is the message of the sustainable development strategy [Zegar 2011].
Therefore, currently under the redevelopment strategy for Polish agriculture
there is an assumption of a dual model of its development, based on modern
family farms, capable of development and competitive on the international mar-
ket. Other farms should base their development on methods which are more en-
vironmentally friendly methods for the ecosystem, enabling the use of existing
environmental and socio-cultural strengths.

In this study, the subject of the analysis is to assess the imbalance in the
current pace and condition of changes in the competitive potential of Polish ag-
riculture compared to other EU countries by 2010, as well as the analysis of the
impact of new programmes of the common agricultural policy in the years 2014-
-2020 to improve the competitiveness of Polish agriculture, from economic
point of view of the countries of the European Union and in the world.

1.2. Changes in the development of Polish agriculture compared to other
countries of the European Union in the first decade of the 21st century

Because of its earlier historical and economic conditions of entry to the
European Union, Polish agriculture was hardly competitive in comparison with
the countries of the former EU-15. It is important, therefore, to determine
changes by comparing the Polish agriculture to agriculture of the EU countries in
the sphere of production potential (land resources, labour, capital) and changes in
the area structure of farms that happened in the first decade of the 21st century.

Land resources in the years 2000-2009 in the countries of the European
Union there were significant changes in the agricultural area. At that time, their
surface decreased by more than 5% from the 198,9 million ha to 188,4 million
ha. A large decrease in the agricultural area in the EU was primarily the result of
the changes that took place among the new members of the EU and the Mediter-
ranean countries (table 1). The largest share of agricultural land in the European
Union in 2009 were seen in: France 29.3 million ha (15.6%), Spain 27.7 million
hectares (14.7%), the United Kingdom 17.3 million hectares (9.2%), Germany
16.9 million hectares (9.0%), and Poland 15.6 million hectares (8.3%). It is
worth pointing out that Poland is currently ranked fifth in terms of utilized agri-
cultural area, while in the year 2000 was ranked third (including the current
members of the EU).

In Poland in the years 2000-2009 2.2 million ha of agricultural land
dropped out of agricultural production and most among all the EU countries.
A large reduction of the utilized agricultural area also took place in Spain (2.1
million ha), Italy (1.7 million hectares), Romania (1.4 million hectares), Lithua-
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nia (0.7 million hectares) and Slovakia (0.5 million ha). In these countries, the
loss of the utilized agricultural area was associated mainly with economic loss,
weakest lands (e.g. as encouragement grants received from the EU on afforesta-
tion were used) and their seizure for non-agricultural purposes (for example,
construction of infrastructure).

Against the background of European countries, the average quality of
Polish soil is relatively low, because as many as 40% of our soils are character-
ized by poor quality, and thus low agricultural suitability [Nosecka 2012]. This
is one of the reasons why measures aimed at enhancing the competitiveness of
Polish agriculture, and for land resources face a number of barriers. Some of
them are objective, for example natural conditions and difficult to change. How-
ever, some restrictions in the agro-technical domain can be mitigated or elimi-
nated by the observance of the principles of rational management in agriculture.
In Poland, it is necessary to introduce technical and technological progress caus-
ing moderate intensification of production. However, these activities require
higher qualifications among those managing farms.

Labour resource. In 2010 in the EU was more than 21.7 million farming
population, which represented 4.3% of the total population. In Poland this was at
5.7 million, which represented approximately 15.0% of the general population.
Therefore, the Polish agricultural population accounted for about 26.7% of the
farming population of the EU. Other countries with the highest number of the
farming population were: Spain (2038 thousand), Italy (1968 thousand) and
Romania (1802 thousand). However, its share in the total number of the popula-
tion of these countries amounted to, respectively: 4.4%, 3.3% and 8.4%, so was
definitely lower than in Poland (Table 1). The countries with the lowest percent-
age number of the farming population were: Slovenia (0.6%), Malta (1.0%),
Belgium (1.3%), Luxembourg (1.4%) and United Kingdom (1.5%).

The rate of decline of the farming population in Poland in the years 2000-
-2010 was among slowest in the EU-27 — 22.2%, while the average in the Euro-
pean Union was — 29.8%. In 2000, the Polish agricultural population accounted
for 23.5% of the farming population of the community, and in 2010 increased
to close to 27.0%. In the Polish agriculture about 3 million people work, with
11 million in the Community as a whole. Our farmers represented 27.4% of all
farmers in the EU in 2010. They are the largest labour resources among all the
countries of the Union. Active working population in our agriculture in 2010
accounted for 7.7% of the total Polish population. Over the years 2000-2010 this
number decreased by 803 thousand people, which also meant a very low rate of
change compared with the majority of the community.
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In the case of active population working in agriculture for the period
2000-2010, its number in the EU decreased by 28.4% and in Poland by 21.3%.
Share of Poles employed in the European agriculture at that time increased from
25.2% to 27.6%. It can therefore be concluded that the changes in labour re-
sources in agriculture were slower than in the European Union. Poland is still
the country with the highest labour force resources in the Community in terms
of agriculture and the highest share of those living off agriculture and working
in this sector of the national economy in the general population.

In the current market conditions, economic success is also the ability to
adapt to changing conditions. This applies to agriculture in which knowledge
plays a huge role. W. Poczta i P. Sieminski [2010] note that the status of the
Polish farmers ' education is one of the factors inhibiting progress and transfor-
mation in agriculture and it has a negative impact on the quality competitiveness
of human resources. This explains the slow pace of decline in employment in
agriculture and slow changes in the agrarian structure.

In terms of level of education, especially higher education, Polish farmers
have a significant gap that divides them from farmers in most countries of West-
ern Europe [Nosecka 2012]. However, lowering the age and the increase in the
level of education of farmers show increasing possibilities and opportunities
for their use of innovative solutions in production and its organization. Without
a doubt, these chances are the biggest in large area farms, whose owners and
users hold the highest level of education and widely use information and com-
munication networks. This is confirmed by the results of the research firm Mar-
tin&Jacob', where more than a half of the surveyed owners of farms with the
area of more than 15 ha intends to increase the area of farms and almost 50% are
planning to invest in modern agricultural equipment. Therefore, one of the main
problems existing in agriculture is the proper use of resources, it is in fact criti-
cal to the competitiveness of our agriculture.

Capital resources As noted by W. Poczta [2012] in Poland, the “renewal
of fixed assets is only in the case of machinery and equipment, and decapitalisa-
tion occurs in relation to buildings and structures and means of transport". In-
vestment processes occur only in a limited number of farms, usually the largest,
while stagnation, and frequently loss of net assets for the majority of farms.

The effect of changes in EU agriculture is a change in the structure of
productive forces and production system evolves from a labour-intensive to cap-
ital-intensive one. In the case of Polish agriculture, labour force was replaced by
technical progress only to a small extent. This is evidenced by one of the lowest
productivities among the EU countries of Polish agriculture , which in 2010 was

! www.portalspozywczy.pl — 2012 (Accessed: 15.06.2012).
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at 6.5 thousand euro/employee, while the average for 27 countries is 16.4 eu-
ro/employee, and, in the case of Denmark even 121.3 thousand euro/employee.

Area structure of farms is one of the main problems requiring a solution

in the process of adaptation of Polish agriculture to the requirements of competi-
tiveness posed by the European Union. Changes in it require a reduction in agri-
culture, enlargement in areas of farms and thus lowering manufacturing costs,
which results in an increase in agricultural income. These problems also have
a direct impact on the living conditions in the countryside.

By analyzing differences in the changes in the area structures of farms in the

EU-27 and Poland in the years 2005-2009, it can be concluded that:

The number of farms in the EU-27 countries decreased by 5.4%, the fastest
in the group of up to 5 ha (-6.8%), but also in the group 5-20 ha (-2.4%) and
20-50 ha (-2.7%). In Poland at that time the number of farms decreased by-
3.4%, and only in the group up to 5 ha by 6.5%. Polish farms in 2005 ac-
counted for 17.1% of the total number of farms in the EU, and 17.5% in
2009. Agrarian changes are slower in our agriculture. This results in deepen-
ing of negative differences in the structure of Polish farms, compared to other
countries of the Union;
Farms of 5-20 ha represented 18,6% in the EU in 2009 (in 2005 — 18%) of
all farms, their number decreased by 62 thousand, but their share in the
structure of the EU increased by 0.6%. The highest share in the structure of
farms in this group was seen for: Latvia 44.3%, 39.9% Estonia, Austria
39.6%, Denmark 38.5%, Sweden 37.6% and the lowest: Malta 2.7%, 3.1%
Bulgaria, Hungary 6.6% and 6.7% Slovakia. In this area Poland had 26.5%
of the farms and was one of the few EU countries (Romania, Bulgaria,
Greece), where their number increased. The farms in this group (not includ-
ing specialist farms) do not achieve the ability to recover production, be-
cause their income is low. Therefore, their number in most EU countries is
declining. In Poland the opposite is the case. Over 4 years it increased by 21
thousand farms;
Farms of more than 20 ha (and therefore farms which may attempt to com-
pete on the world market) accounted for 10% in the European Union area in
2009; in Germany they represented 45.2%, 56.5% in France, Denmark
56.8%, 38,2% in the Czech Republic, while in Poland only 4.7%. The aver-
age size of a farm in the EU (in 2010) is 23.9 hectares, in Germany, 57.2 ha
and 57.6 in France, Czech Republic — 183.4 ha, while in Poland it is only
10.3 ha.

An analysis of the changes that were made in the last period in the struc-

ture of the Polish farms shows that their direction was consistent with the objec-
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tives of the CAP. However, the pace of these transformations is too slow and
requires acceleration. The distance between our agriculture and the average for
the EU-27 increases, not to mention developed countries. On this basis, it can be
concluded that the Polish agriculture as a whole in terms of both the number and
the structure of farms until 2010 belonged to the group of countries with a rela-
tively low level of competitiveness among Member States of the European Union.

On the other hand, there is a group of economically strong farms, able to
compete on the European market which official statistics on the structure of
farms in Poland do not give justice to. J. Rowinski [2013] estimates that the
number of vital farms exceeding the threshold of economic size, calculated with
the measure of standard production (SP) 12 000 euros (52 000 PLN) — was in
2010 at 290 000, i.e. only 10% of the Polish farms. Representatives of the Min-
istry of Agriculture and Rural Development estimate this group at 300 thousand
farms [Bujoczek 2013]. In addition, as noted by Chroscikowski [2013], “official
structure of farms is somewhat fictional "in view of the growing importance of
agriculture in land lease. According to estimates [Strelecek, Zdenek 2011], the
share of land leased in 2007 in our country was 27.5% and in the following
years it quickly increased. It can therefore be concluded that out of the total
number of Polish farms in 2010 at 1507 thousand (according to the Census), on-
ly every fifth obtaining income from agriculture can be potentially competitive
on the EU market.
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1.3. Impact of new programs under CAP in 2014-2020 resulting in an
increase in competitiveness of the Polish agriculture in the European Union
and in the world

Integration with the EU has not caused a reduction in differences in the
level of competitiveness between Polish farms and farms in developed countries
in the EU, nor has it significantly increased agricultural production size in Po-
land. By contrast, it has contributed to over a double increase in the income of
farmers. However, they do not encourage the farmers to a sufficient extent to
increase production efficiency as well, in particular in small farms. On this ba-
sis, it can be concluded that, in the current shape, CAP has become out-of-date
to some degree because it does not solve all occurring problems that affect the
Polish agriculture. Therefore, new solutions are required here both on the part of
the European Commission, but also on the part of the state and its bodies.

A question thus arises whether new development trends of programmes
and the amount of funds contained in the new financial perspective for 2014-
-2020 for Poland will be able to cause that the Polish agriculture will be able to
address the challenges faced by it in the context of international competitive-
ness. Especially since — given the discrepancies that took place in the course of
determining the CAP tasks and the last budget between the Member States of
the Community — one can expect this is the last such a big project, and state aid
for the Polish and the European agriculture as a result of liberalisation of the
world economy will probably play a smaller role after 2020 than today. There-
fore, the new CAP programme for 2014-2020 is so important.

On the basis of literature research, most important issues have been pre-
sented that may have impact on increasing competitiveness (from the economic
point of view) of the Polish agriculture on the international market and an at-
tempt to divide in this aspect the instruments and activities from the 1st and 2nd
pillar proposed by the Commission for 2014-2020 (Table 3 and 4).

Small agricultural holdings The new financial perspective of CAP for
2014-2020 has particularly exposed the role that is to be performed by small ag-
ricultural holdings in the European model of agriculture. It was reflected in the
instruments and measures aimed at strengthening the market position of these
farms both in the 1st and 2nd pillar, for example by: a lump-sum direct payment
for small farms, reduction of support for large farms, diversification of income
in the 2nd pillar, development of thematic subprogrammes under RDP for small
farms, etc.

One of the most important issues for increasing the competitiveness of the
Polish agriculture is to find a proper solution of the problem of small farms. As
it is noted by B. Wieliczko [2012], farms from this category ,,in most cases do
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not guarantee the income at the level making it possible to provide maintenance
of the family of a farmer and not have appropriate development potential, in-
cluding the investment capital. At the same time, all resources involved in these
entities, in particular labour and land, are not optimally utilised". Reduction in
the number in this group of farms should proceed evolutionarily, but rather
quickly. It should be also connected with access to public funds (support), selec-
tion of relevant instruments and information and consulting.

The scale of the problem (the number and importance) of small agricul-
tural holdings in Poland is definitely different than in most developed countries
of Europe and some countries of the world. An average farm in 2010 in Poland
had only 10.3 ha and was one of smallest among the European Union Member
States. While farms in Australia, USA or in South America have often several,
and sometimes over one hundred thousand hectares. For comparison, the aver-
age the size of a farm in Brazil amounted to 64 ha, in USA 170 ha, in Canada
315 ha, and in Australia 3000 ha, and an average farm in the European Union
has 24 ha. Differences in size of agricultural holdings should be the basis for
further discussion on the criteria for support of agricultural holdings in the EU,
in particular in Poland. Differences in the economic situation of small agricul-
tural holdings are also significant.

Direct payments The impact of individual instruments of the European
Union's Common Agricultural Policy is diverse, but direct payments were and
still are the primary instrument of support for the Polish agriculture, also in the
new perspective. They have also been the topic of many debates and diverse
views on them for years.

Changes in the hitherto Common Agricultural Policy were postulated by
so well-known economists as: S. Tangermann and M. Hofreither [Walkowski
2012] — first of all the maximum reduction of any interventions and subsidies
from the first pillar of CAP in terms of price and income and gradual abolition
of direct subsidies. According to their philosophy, the fight against poverty in
the rural areas (also in social farms that are not connected with the market)
should be addressed by social policy, and not by the agricultural policy of the
state. Also other authors involved in this field veer towards the opinion that
direct payments are to a significant extent earmarked for consumption, and to
a significant extent for development of agricultural holdings. Such opinions are
represented, among others, by W. Meyers and J. Zidtkowska [2013], who write
that: "payments will slow down structural changes and growth in productivity in
comparison with a situation when there are no payments. Marginal producers,
i.e. those who withdraw from production if income drops, will be in the produc-
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tion sector longer, which will lead to inefficient use of resources. Latent ineffi-
ciency in the use of resources in the sector of agriculture will continue to exist".

M. Zagérski [Iwanski 2013] also believes that "the system of direct area
payments has a major defect consisting in the fact that it encourages the farmers
who do not want to be in agriculture and do not want to make a living from it to
keep the land. They receive easy money practically for nothing." Therefore, un-
der the pressure of criticism, the European Commission suggested modifications
in the programme for 2014-2020 in the allocation of the 1st pillar Of CAP. Cur-
rently, there are two components for direct subsidies: the basic payment (70% of
the envelope) and pro-ecological payment (30% of the envelope). Under basic
payments, the following have been identified: payment for young farmers (up to
2%), coupled support (up to 15%), support for areas with natural handicaps (to
5%), simplified system for small farms (up to 10%).

J. Kulawik [2012] believes that such solutions for the functioning of direct
payments do not change of philosophy of application of this instrument, but in-
troduce considerable alterations that will result in significant costs on the part of
payment agencies. Also farmers can bear the costs of adjustment to the changes
and later transaction costs of using subsidies. However, it should be pointed out
that the scale and cost of adaptation will be very diverse, depending on the pre-
sent degree of compliance with the requirements that will be mandatory. Also
M. Wigier [2013] believes that direct support results in numerous, often mutual-
ly contradictory effects in agricultural holdings and their environment.

Different beliefs, on the other hand, are presented by W. Czubak, K. Paw-
lak [2008], who argue that 93% of the amount of area payments received by ag-
ricultural holdings in 2004-2008 was intended for production. Direct payments
can also be treated as relatively constant and certain element of the household
budget, which is of importance not only for possible investment to be imple-
mented using own resources of farms, but also for the opportunities to make in-
vestments financed by external sources. In the latter situation, a positive effect
of receiving payments would be demonstrated by the use of the future stream of
income from the payments as a collateral of the loan. Therefore, basic payments
not entirely can be considered to have only a negative impact on competitive-
ness of the Polish agriculture because they provide individual farmers with an
opportunity to choose the amount and intended purpose of the funds for goals:
either for consumption or investment.
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Table 3. Instruments that have a potential impact on growth in competitiveness
of the Polish agriculture in 2014-2020 (the 1st pillar)

The implementation measures Assessment

Basic payment —/+

Pro-ecological payment -

Simplified system for small farms -

Coupled support +
LFA payment —/+
Payment for young farmers +

Impact: + directly related to competitiveness
— indirectly related to competitiveness
+/— difficult to specify, dependent on project implementation

Source: own study on the basis of Regulation of the European Parliament and of the Council
on support for rural development by the European Agricultural Fund for Rural Development
(EAFRD) COM(2011) 627 final, Brussels, 12.10.2011, p. 8-9.

A disadvantageous solution for the improvement in competitiveness of the
Polish agriculture, at least in a short term, is represented by pro-ecological
payment referred to as "greening" since to a certain extent it limits the speciali-
sation of farms forcing them to grow at least 3 crops. In addition, it will be re-
quired to allocate 5% of arable land for organic areas. It should be pointed out
that there are the areas where such measures may substantially reduce agricul-
tural production, e.g. in Greater Poland, Zutawy, etc. In the case of some farms,
in particular the large ones, "greening" may thus mean increase in the costs of
functioning and a decrease in their competitiveness. Also a representative of the
Ministry of Agriculture and Rural Development Z. Szalczyk states that "green-
ing" to the greatest extent affects farms above 30 ha of arable land. They will
have to comply with diversification of crops in the full range and allocate a part
of land for environmentally friendly crops.

However, most people arguing that greening will result in a loss, in par-
ticular for large farms, and at the same time, they agree that it is necessary to
introduce its, recognising the arguments of the Commission as the need make
the whole CAP more environmentally friendly or, as explained by Z. Szalczyk
[Bujoczek 2013], "it is the price that agricultural environments pay for the
agreement of the public in the EU that agriculture receives the largest part of
funds from the budget. Environmental protection makes it possible to explain to
the inhabitants of big cities where this money goes".

In CAP in 2014-2020, financial support entitled simplified system pay-
ment for small farms has been planned for small farms in the Ist pillar. As
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stated by M. Zagorski [2011], this system is "definitely of social and passive
nature for minor producers, limiting the requirements and exempting from per-
forming any development activities in a farm. This system will definitely per-
petuate the existing structure of farms. At the same time, one should doubt the
opportunity to increase the competitiveness of farms by means of it™”.

Support for agricultural holdings with a low level of efficiency may have
negative long-term consequences not only because of production decrease, but
also as a result of strengthening of claim groups. As stated by J. Wilkin [Smigiel
2009] "removal of subsidies from the smallest agricultural holdings, referred to
as subsistence farms (the ones that produce mainly for own needs) would accel-
erate changes in rural areas. Owners of small farms would have to choose
whether they prefer to search for work beyond agriculture or invest and develop
the farm. This is, however, a politically sensitive issue."

LFA payments. Now, only biophysical criteria for designation of LFAs
(which exclude the use of the social criterion that accounted for a substantial part
of areas currently determined as LFAs in Poland), which may result in a limita-
tion of this area and a territorial shift. Therefore, it will not significantly affect
production growth and increase in competitiveness of the Polish agriculture.
The benefit may be advantageous in particular for large farms because in such
a payment there are no criteria to restrict their size. In the case of small farms,
this payment will not significantly change their development situation.

Support to young farmers. Most opinions on this payment confirm its
usefulness, especially in the context of increased competitiveness of the Polish
agriculture, among other things because of the necessary demographic changes
that should be made in our agriculture. In Poland there are about 100 thousand
young farmers, that is approximately 7% of all who receive subsidies.

Young farmers usually have no funds that would enable business start-up
and its development. Without them, investments or purchase of land, which fa-
cilitate achieving profits, is out of question. For this reason, a few of them have
so far decided to take this type of risk. It seems that support provided for in the
new CAP programme may induce many small farmers to act in an active, which
may translate in the future into an increase in competitiveness of our agriculture.

Coupled support. In the case of Poland, up to 15% of the entire envelope
intended for direct payments will be to be allocated for this goal, including 2%
that have to be earmarked for support for production of protein crops. In com-
parison with the 2007-2013 reform the opportunities to support production in
new sectors and types of production have been increased. This support is intend-

* According to the National Statistical Office (GUS), the number of farms with the area of 1-5
ha in 2010 amounted to 831,000.
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ed exclusively for the maintenance of the previous production levels. Its purpose
is to prevent decrease in production in the sectors that have some difficulties and
that are of particular importance for economic, social or environmental reasons.
In the case of Poland, this will apply first of all to increasing the sector of animal
production, sugar beets, fruit and vegetables. It should significantly improve the
competitiveness of these production sectors on the international market.

As regards RDP instruments, the number of activities decreased, but it is
hard to conceive actually significant reduction in activities since this effect has
been reached mostly through combination of several instruments separate so far
into one measure. Currently (November 2013) follow-up public consultations
and discussions on the adoption of the final version of the Polish RDP are still
underway. The ultimate findings of the government with EU bodies about the
amount of funds allocated for various measures are also is unknown. Therefore,
it is difficult to determine their ultimate impact. One may only indicate which
actions will be able to contribute to the improvement in competitiveness of the
Polish agriculture on the international market (Table 4). It applies, first for all, to
"Investments in fixed assets". This measure is aimed at increasing the competi-
tiveness of the Polish agriculture and it is addressed to larger farms. However, it
is a very complex measure, therefore it should be clearly specified which types
of projects should be granted support or should be prioritised.

The measure "Farm and business development" is also complex and co-
vers a wide range of support. However, it arouses a lot of controversies.
M. Zagorski [Iwanski 2013], for example, stated that "it will mean giving away
even more money in comparison with the present support to semi-subsistence
farms™. By contrast, annual payments to farmers involved in trade system for
minor to agricultural producers who ultimately have transferred their farm to
another farmer are supposed to be a substitute of "structural pensions".
B. Wieliczko [2012] believes that "this category of support should not be im-
plemented in Poland at all. These payments are not sufficiently high so as to be
an equally attractive support as benefits received under the "structural pensions",
and which also did not prove useful.

* He argues that a small farm that produces for the market for an amount of EUR 2-15,000
annually will be able to receive PLN 60,000, provided that it presents a business plan, and
they will be paid 80% of this amount in the form of advance payments. Besides, is not
planned to use any sanctions, at least at this stage, for failure to execute this business plan.
The only the sanction is failure to pay the remaining 20%. It means that it will do to write any
business plan, get PLN 48,000 and do nothing. It is necessary to realise that the number of
people willing to participate in such an action will be enormous and it will cost a lot of money.
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Table 4. Instruments that have a potential impact on the growth of
competitiveness of the Polish agriculture in 2014-2020 (pillar 2)

Article of the Regulation on

Implementation means — measures EAFRD Assessment
Knowledge transfer and information actions Article 15 +
Advisory services, farm management services Article 16 +
Quality schemes for agricultural products and foodstuffs Article 17 +
Fixed asset investment Article 18 +
Restoring agricultural production potential damaged by nat- Article 19 +
ural disasters and catastrophic events and introduction of

appropriate prevention actions

Farm and business development Article 20 —/+
Basic services and village renewal in rural areas Article 21 —/+
Investments in forest area development and improvement of Article 22 -
the viability of forests

Afforestation and creation of woodland Article 23 -
Establishment of agro-forestry systems Article 24 -
Prevention and restoration of damage to forests from forest Article 25 -
fires and natural disasters and catastrophic events

Investments improving the resilience and environmental Article 26 -
value of forest ecosystems

Investments in new forestry technologies and in processing Article 27 -
and marketing of forest products

Setting up of producer groups Article 28 +
Agri-environment-climate Article 29 —
Organic farming Article 30 +
Natura 2000 and Water framework directive payments Article 31 -
Payments to areas facing natural or other specific constraints Articles 32-33 -
Animal welfare Article 34 +
Forest-environmental and climate services and forest con- Article 35 -
servation

Co-operation Article 36 +
Risk management Article 37 +
Crop, animal and plant insurance Article 38 +
Mutual funds for animal and plant diseases and environmen- Article 39 +
tal incidents

Income stabilisation tool Article 40 +
LEADER Articles 42-45 +

Impact: +directly related to competitiveness
— indirectly related to competitiveness

+/— difficult to specify, dependent on project implementation

Source: Own study on the basis of Regulation of the European Parliament and of the Council
on support for rural development by the European Agricultural Fund for Rural Development
(EAFRD) COM(2011) 627 final, Brussels, 12.10.2011, p. 8-9.
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In the case of the concept of CAP, the measure "Creation of producer
groups' may be if major importance in the support for small agricultural hold-
ings. It will make it possible to create larger entities on the market that will be
able to compete more effectively on it.

The measure under the name organic farming is to be connected not only
with the size of area, as it has been so far, but also with organic production,
which seems to be the right solution, yet it is an disadvantageous support from
the point of view of competitiveness if it is limited only to 20 ha of area in those
farms. Usually the effectiveness of agricultural holdings grows with their size,
the environmental ones as well.

On the other hand, the measure '"Quality schemes for agricultural
products and foodstuffs', which so far has not enjoyed particular popularity
among the farmers [Wieliczko 2012], may gain importance in the new financial
perspective. It is because with the growth in export of Polish agri-food products,
quality requirements for raw materials for delivered from the farmers will in-
crease, both for foreign trade and processing companies of the food industry.

The positive impacts of CAP resulting in increased competitive operations
also include new instruments for risk management. They can become an im-
portant element for creating a safety network® in the agriculture. In the case of
Poland, it will require, however, intensive informational and promotional activi-
ties in order to disseminate knowledge about the functioning of the funds for
mutual investment and popularisation of this instrument [Kulawik 2013]. They
are very important not only at the moment, but will be also in the future. Proba-
bly after 2020, along with liberalisation of trade in the world, the EU will have
to reduce support in the form of direct payments for instruments related to pro-
duction risk or environmental protection. This will be the future measures to sup-
port competitiveness of the European and the Polish agriculture. As regards the
safety network, insurance funds, apart from protection cover of yields against natu-
ral disasters and losses as a result of animal diseases will include options for stabi-
lising the income in case of a decrease in prices based on funds mutual’.

The European Commission also announced that it will introduce a number
of new solutions concerning the creation and functioning of the trade associa-
tions, international organisations and principles of their dissemination. The solu-
tions in this respect are to make it easier for agricultural producers to co-

* The "safety network" includes the following measures: risk management; insurance of
crops, animals and plants; funds for joint investments involving diseases of animals and
plants and environmental incidents, a tool for stabilization of income.

®In the case of over a 30% decrease in the income, the fund of mutual insurances will cover
up to 70% of the loss. For every EUR 1 paid to the fund by a farmer, EUR 0.65 will come
from RDP funds.
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operate, and, at the same time, to provide equal competition conditions for all
European farmers. Development of special instruments (financial and legal
ones) is supposed to serve this objective. This action is valuable when it comes
to building the competitiveness of the whole agri-food and sector. The measures
"Knowledge transfer and information actions" and "Advisory services,
farm management and farm relief services' should play a crucial role in hu-
man resource development.

There will be even more opportunities to implement innovations after 2013
than before, and measures to support knowledge transfers, advisory services, in-
vestments in tangible assets or co-operation will be particularly important’.

Innovation progress in the Polish agriculture will be dependent on the
largest possible and effective use EU funds for support, the scale of available
funds, the support from the domestic budget and "willingness" of farmers to or-
ganise themselves and give up conservative attitudes towards the introduction of
new solutions, which, in turn, depends to a great extent on the quality of work-
force in the Polish agriculture (education). The results of this action should be
expected in a longer perspective.

The measure "Advisory services, farm management services" makes it
possible to support the farmers, but also the non-agricultural sectors of the rural
economy, which is a very important task in the process of conversion of the
Polish rural areas. The sector of small enterprises often faces numerous devel-
opment barriers in access not only to capital, but as a result of absence of profes-
sional services of advisory companies, therefore, support of the sector in this
respect should be considered a valuable initiative that makes it possible to de-
crease the number of people employed in agriculture.

Apart from these opportunities available under various measures as a re-
sult of using the LEADER methodology, the policy on the development of rural
areas alone will be a tool helping to disseminate the results of creative thinking
in new ways. Among other things through the inclusion of residents in the local
matters, contribution to creation of new jobs within rural areas and promotion of
the region. What is important, the approach under LEADER is relatively flexible
and allows for activation of all the inhabitants of rural areas.

® Innovative measures will be implemented by operational groups consisting of the farmers,
scientists, advisors, non-governmental organizations, but also entrepreneurs. The operational
groups are to operate through cluster initiatives, innovation centres and pilot and
demonstration projects.
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1.4. Summary

The above-mentioned considerations imply that the issue of priorities
of the future Common Agricultural Policy is extremely important, but it is
also a complex matter and disputable in many aspects and even controversial. In
the new financial perspective, through Common Agricultural Policy, the Euro-
pean Union wants to pursue several objectives at the same time, which are often
competitive towards each other. On the one hand, for example, it wants to have
cheap food while, on the other, stable income or support for small agricultural
holdings and be a competitive food producer on the global market.

Production potential of the Polish agriculture (to a certain degree) deter-
mines the share in the area of arable land in the European Union and in the
world, which is higher than the share of our agriculture in the value of produc-
tion of the EU agriculture, which suggests that it is still not fully used. Just like
the fact that over ten percent of agricultural holdings in Poland own less than
half of arable land that produce nearly 2/3 of the national value of production of
agricultural origin on the market.

In the first decade the 21st century, transformations in the Polish agricul-
ture proceeded too slowly for us to make up the delay in comparison with the
EU-15. There are concerns that, with the current pace of changes, also the agri-
cultural economies of many EU-12 countries outdistance us. The characteristics
of the Polish agriculture still include: a relatively (in relation to the countries of
Western Europe) high level of employment, low work and land efficiency, unfa-
vourable agricultural structure and low income from agricultural activities.

A lot of funds received from the EU and addressed to agriculture in 2002-
2013 accelerated its modernization, but it is still not competitive in comparison
with the EU agriculture. The subsidies, higher in the new financial perspective,
for the Polish agriculture can once again weaken the pressure to improve the ef-
fectiveness of farming, to intensify agricultural production or to convert agricul-
tural structures.

Opportunities to reduce and the pace of reduction of development distance
of the Polish agriculture in relation to high-developed countries to a large degree
depend on changes in the structure of agricultural holdings. The improvement in
competitiveness of agriculture requires concentration of land by streamlining the
flow of arable land from farms that are inefficient or not used at all for agricul-
tural purposes to efficient farms. Technical modernisation of farms is also nec-
essary, both in the case of ones with industrial and sustainable technologies.
Slow pace of changes of the agricultural structure in the agriculture slows down
the processes of modernization that determine the improvement in the efficiency
of the use of agricultural production factors.
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The new CAP reform is not conducive to development of the largest, the
most effective and competitive agricultural holdings and their specialization
(e.g. greening, reduction of subsidies). On the other hand, introduction of mod-
ern solutions to farms of small area, with a lower level education of farmers and
of course for economic reasons is hardly effective and rather does not guarantee
a significant increase in the competitiveness of our agriculture. That is why, in
the case of Poland, measures under CAP should be primarily oriented towards
medium and larger agricultural holdings. However, the threshold to limit the
support to farms in Poland is too low (EUR 100,000). The European Commis-
sion should submit its proposals.

The subsidies received from the EU perpetuate the existing agricultural
structures rather than changing them. In 2007-2013, they include such instru-
ments as: support to semi-subsistence farms, structural pension and direct pay-
ments. By contrast, in the new financial perspective, such activities appear to be
the following: simplified system for small farms, support to small agricultural
holdings and annual payments to farmers who ultimately want to transfer their
farm to another farmer, will still not gravitate significantly towards trade in agri-
cultural land and inhibit outflow of workforce from farming. Therefore, the larg-
est defect the new financial perspective of CAP for 2014-2020 is its limited scope
of proposals aimed at adjusting the instruments to the challenges related to growth
in competitiveness of the Polish agriculture on the European and global market.

Increase in competitiveness of the Polish agriculture in the new financial
perspective will be dependent to a large extent on the will of the farmers them-
selves (in particular on investing in technical and organizational progress in their
farms, as well as on self-organisation and departure from conservative attitudes
towards the introduction of new solutions), but also on the development of the
whole economy national in particular in the context of capacity to create new
jobs outside agriculture and within rural areas.

The introduction of reforms in 2014-2020 in the Polish agriculture should
not, however, significantly cause a decrease in the volume of agricultural pro-
duction. By contrast, they may result in changes in production costs. The factors
that increase production costs include: actions associated with the growth of en-
vironmental friendliness of CAP, with the introduction of new technologies, the
growth of prices of land, utilities, taxes, labour, etc. On the other hand, factors
that reduce production costs will include: a larger scale of production in the
largest agricultural holdings, subsidies for production and financial support re-
ceived from the EU for various actions, e.g. investment in fixed assets, young
and active farmers, coupled support, etc. It should be expected that the speciali-
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zation of farms will further increase, which will promote both growth in agricul-
tural production and reduced production costs.

A significant positive impact on the changes in the structure of agricultur-
al holdings in Poland will be exerted by the dynamically developing food indus-
try, whose needs for inexpensive raw materials of good quality and in large
quantities will be growing rapidly. And such raw materials can be guaranteed
only by large, effective agricultural holdings. In the case of the food industry
and agriculture, greater and greater importance will be attached also to the issues
related to vertical integration, consolidation, investment projects in agriculture,
elimination of food losses or added value of products.

To sum it up, it can be assumed that the impact of measures and pro-
grammes under the CAP in 2014-2020 has no chances for elimination of the exist-
ing differences in the level of the competitiveness between the Polish agriculture
and the agriculture of the developed countries of the EU and even smaller odds in
comparison with the global agriculture.
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2. Distributional and income rffects of direct payments
under the new CAP — the case of Germany

2.1. Introduction

After two and a half year of intensive policy negotiations, the CAP post
2013 was finally decided upon at the end of 2013. Under the objective of main-
taining the global agriculture budget it’s a consensus of proposals by many poli-
cy interest groups with steps forward wrt (with regard to) new societal aims
(greening) but also steps backwards wrt decoupling and a re-nationalisation due
to manifold implementation options at the Member State level.

In Germany, the national implementation of Pillar-1 measures was finally
decided upon in November 2013. In the following proposals and final decisions
wrt direct payments are described and distributional and income effects analysed
based on FADN data based simulations. One main element of the New CAP is
the transformation of historical levels towards regionalized entitlement levels.
This measure has been implemented in Germany under the Mid-term Review
and health Check of CAP. The German scheme will be taken as an example to
show the distributional effects of the measure.

2.2. Model, data and scenarios

The analysis of the New CAP is not an easy task, as the links between the
two Pillars change, too. In the past two reforms compulsory Modulation was
used to transfer budget form Pillar-I to Pillar-II. This measure will now be can-
celled and therefore the former gross Pillar-I budget will be redefined as a net-
budget. In the New CAP, Member States can optionally convert up to 20% of
Pillar-I budget to Pillar-II, with the advantage that national co-financing is not
required. On the other hand, it is also possible to convert part of the Pillar-1I to
the Pillar-I budget, which has been negotiated in Poland, for example.

For the quantitative analysis a simulation tool using the statistical soft-
ware package SAS has been developed. It is based on data of the German Farm
Accounting Data Network (BMEL-Testbetriebe). A balanced farm sample over
the economic years 2009/10 to 2011/12 has been selected. The full implementa-
tion of the regional model in 2013, the gross budget of Pillar-I and the amount of
Modulation has been projected for 2013 and further periods. Policy measures of
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the New CAP affecting the level and distribution of direct payments were included
in the model. All calculations were done at the individual farm level; weighted re-
sults were aggregated at the regional and farm type levels using the weighting fac-
tors and typology of 2011/12. The model is comparatively static, meaning that farm
adjustments wrt changing economic conditions are not considered.

In the reference situation (2013 and following years (post-reform)) the
gross Pillar-I budget for Germany was 5.85 billion €, thereof 0.48 billion €
transferred to Pillar-11 via Modulation (Table 1). Payments were fully decoupled
and implemented via regional flat rates with unified premium levels at the Lin-
der level. In the New CAP only the net budget is determined; beside Modulation
and a transfer of 0.34 billion € towards EU Member with area payments below
the EU average, the net budget will be 5.02 billion €. Referring to a decision of
the national court of justice regional flat rates will be converted into national
unified flat rates in 2019. The 30% of the Greening budget will be implemented
beginning in 2015 based on national flat rates. The base premium of 70-x% will
be implemented in 2015 with a transformation of regional into national flat rates
in 3 steps from 2015 to 2019. The x-schemes — meaning former Pillar-1I
measures, deduced from budget ex-greening — differ between the proposal and
final agreement of the Committee of Agricultural Ministers (AMK).

Table 1. Reference and Implementation of CAP 2013 in Germany (Pillar-1)

Reference (2013) New CAP
AMK proposal AMK agreement
Budget Gross: 5.852 bn € Transfer to MS below DP average -0.342 bn €
Modulation -0.48 bn € Budget net (2019): 5.018 bn € -
Direct Payments
Decoupling full — -
SFP regional FlatRates national FlatRates (2019) -
Modulation 10 (+ 4%) =
Greening 30 %, nat FlatRate (>= 20e5) *) —
Base premia (70 - x)%, approaching net FlatRate =

in 3 steps 2015 to 2019
(x) Schemes

Additional payments 0-15 ha * 50 €/ha 0-30 ha * 50 €/ha

First hectares 15-30 ha * 30 €/ha 30-46 ha * 30 €/ha

Young farmers <90 ha *50 €/ha [< 40 years old] =

Grassland LFA ha permanent grassland * 40 €/ha 4.5 % of P-I budget — P-II

implementation of measures

Grazing LU * 80 € by Lander

*) Allowing production of food, non-food and feed (grazing livestock) on ecological focus areas.

Source: Own elaboration.

In the AMK proposal, additional payments for the first hectares were 50
€/ha up to 15 hectares and 30 €/ha for areas between 15 and 30 hectares. The
young farmers’ scheme will give a premium of 50 €/ha up to 90 hectares for
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farmers less than 40 years old. A premium of 40 €/ha will be paid for Grassland
on less favoured, mountain areas and islands; eligible regions are determined
based on existing LFA categories. Grazing livestock on mountain areas will get
a premium of 80 € / grazing LU (livestock units).

In the AMK agreement of November 2013, premia for the first hectares
will be enlarged as 50 €/ha for the first hectares and 30 €/ha for 30-46 hectares.
The young farmers’ proposal is maintained. Due to significant regional redistri-
bution effects, the grassland and grazing livestock measures are skipped. In-
stead, 4.5% of the budget will be transferred to Pillar-II; the referring measures
will be determined at Lander level.

In the following, partial effects of these measures on payment levels as
well as income effects are analysed referring to the reference situation.

2.3. Excursus: Effects of regional implementation of the Single Farm Pay-
ment Scheme (SPS) in Germany since 2005’

In Germany the SPS was implemented as a dynamic hybrid model com-
bining area-based entitlements and farm individual top ups, being stepwise har-
monized at the Lander level until 2013. Also, a regional equilibration of premi-
um volume is carried out between the Lénder, changing the former Lander
budget by -5 to +14%.

Figure 1. Regional entitlements levels in 2005

Average of communes €/ha

Source: Salhofer et al (2009).

7 This chapter is based on the paper ‘Impacts of SPS implementation options on the distribu-
tion of support’, presented at the OECD Workshop on the Disaggregated Impacts of CAP
Reforms Paris, 10-11 March 2010.
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The development of entitlements at the municipal levels in 2005 is shown
in Figure 1 (Salhofer et al., 2009). Premium levels of less than 150 €/ha are to be
ascertained in the low mountainous areas in the west and the south as well as in
the pre-alpine area of Bavaria, which goes back to high shares of grassland and
low livestock densities. Wide areas with high shares of arable land show a level
of payment claims of 250 to 350 €/ha. The highest level of the payment claims
of 450 €/ha and more are in areas with high concentration the bull fattening and
milk production (the north, north-west and to southeast). Red spots in Eastern
Germany point to the fact that specialised beef and milk production is often con-
centrated in large farms whose surface area can reach the area of a municipality.

Figure 2 shows the changes of payment claims due to the full transfor-
mation into the regional model in 2013. Premium increases of more than
100 €/ha are to be expected in mountainous regions. This can be traced back to
the upgrading of the level of the payment claims for grassland. On the other
hand, premium losses of more than 100 €/ha appear in areas with a high concen-
tration of bull fattening and milk production (northwest and south). In wide are-
as no significant premium changes are to be expected. Nevertheless, it was
found that the direct payments are redistributed above all to the disadvantage of
farms with intensive beef and or milk production. Extensive cattle farms and
farms located in less favoured areas are gaining.

Figure 2. Change of entitlement levels until 2013

Change
Il > 100 € /ha [ J-25t0+25€/ha
25-100 € /ha -100 to - 25 €/ ha

I Reduction> 100 € / ha

Source: Salhofer et al (2009).
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Partial effects of New CAP on Pillar-I payments

The development of Pillar-I payments relative to the total in the reference
is shown in Figure 3. In the existing CAP about 8% of gross budget is trans-
ferred to Pillar-II. Within the New CAP a further 4% is transferred to other
Member States aiming at a better harmonisation of premium levels. The remain-
ing net budget is about 85% of the former gross budget; this will be split into
30% for greening payment, about 7% for Pillar-II measures and the remaining as
base premium.

Figure 3. From gross budget (MTR) towards net budget (New CAP) — Ist Pillar
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Kleinhanss (2013), BMELV-Testbetriebe.

Payments for the first hectares should compensate for advantages of
small farms in the former modulation scheme. Application is optional against
a degression scheme of 5% premium reduction for farms with more than
150,000 € of direct payments. Although labour costs can be deducted from the
underlying direct payments, each measure of degression or capping is opposite
to agricultural policy objectives especially in Eastern Germany. In Figure 4 the
past and new schemes are compared for three size classes and three regions®.

With Modulation under existing CAP, the gross payment level of farms
with up to 15 hectares is not affected, those of farms with 15 to 30 hectares is
reduced by roughly 4%, while those of the larger farms is reduced by 8% in the
West and 11% in the East, the latter due to additional Modulation of 4% for
DP’s > 300,000 €. The switch from gross budget to a net budget would induce
a reduction of payments received by 9% for all farms, meaning that large farms
would be in a better position compared to present CAP. Premiums for the 1%
hectares referring to the AMK proposal would induce a rather moderate higher
premium of 2% for small farms, with no effects on farms with 15-30 hectares,

¥ CenSouth: HE, RP, SRL, BW, BY; North:(SH, HH, NI, NRW; East: BB, MV, SN, ST, TH.
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but a reduction of premiums similar to Modulation in the West and 1% more
(12%) in larger farms in the East.

Figure 4. Balance DP Gross (-Modulation) to Net Budget and compensation
via Payments for 1st hectares
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Kleinhanss (2013), BMELV-Testbetriebe.

The balance of budget over the former and new scheme in Figure 5 in-
cludes the withdrawal of budget in favour of this measure at the Lander’ level; it
considers the net effects of the Modulation and the new scheme. In the western
part of the country, Schleswig-Holstein and Saarland will be negatively affected,
Hamburg, Baden-Wiirttemberg and Bayern will have an upgrade of 2 and 1%, re-
spectively, and of about 0.5% upgrade in the other Lander. All Lander in the East
will be negatively affected by -0.5% in Sachsen and up to -1.5% in Brandenburg.

Figure 5. Balance gross vs. net budget incl. payments 1st hectares, by size/Lander

} Il Balance modulation vs. payment 1st hectares }7

T |

% direct payments
-

T T T T T T T T T T T T T
<15 15 30 >30 HH NI NRW HE RP  BW BY SRL BB MV SN ST TH
ha ha ha

West East

Kleinhanss (2013), BMELV-Testbetriebe.

° SH: Schleswig-Holstein; HH: Hamburg; NI: Niedersachsen; NRW: Nordrhein-Westfalen;
HE: Hessen; RP: Rheinland-Pfalz; BW: Baden-Wiirttemberg; BY: Bayern; SRL: Saarland,
BB: Brandenburg; MV: Mecklenburg-Vorpommern; SN: Sachsen; ST: Sachsen-Anhalt; TH:
Thiiringen.
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Partial effects of the 3 other measures are summarized by Lander in Fig-
ure 6. The young farmers’ scheme is more important in the Western due to the
dominance of small and medium sized farms. The average premiums increase by
roughly 0.5%, while in the eastern part effects are insignificant. Top up premi-
ums for Grassland on LFA will induce an increase on premiums by 4% in Hes-
sen, Rheinland-Pfalz, Baden-Wiirttemberg and Bayern, but of only 1% in the
North and Saarland; in the East premiums increase by 0.5 to 2.5%.

Grazing Livestock premiums on mountain areas would increase premi-
ums by 5% in Bavaria, by 2.5% in Baden-Wiirttemberg and 1% in Nordrhein-
Westfalen; it has no effects in the Lander in the East. It can be summarized, that
the 3 measures would have rather significant redistribution effects between the
Léander. As the Lander objectives were to avoid further regional redistribution
effects, they decided a global budget transfer of 4.5% to Pillar-II and the use of
this budget entirely by Lénder specific measures.

Figure 6. Partial effects of measures (young farmers, grassland LFA,
grazing animals in mountain areas)
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Kleinhanss (2013), BMELV-Testbetriebe.

In the final AMK agreement the 1** hectare scheme has been extended
in favour of small farms. Figure 7 shows the effects by tree size classes and by
Léander, comparing the proposal and final agreement; size classes are determined
wrt the latter. The balance would be +2 % and 3.5% for size classes < 30 and
30-46 hectares for the proposal, but 3.3 and 5.3% for the final agreement. For
larger farms it will be negative of -0.4% under proposal and -0.8% by the
agreement. Differences to Figure 5 are mainly determined by the effects of
Modulation of the respective size classes. In the West only Saarland will have
insignificant premium reductions, while they increased by about 2% in Nord-
rhein-Westfalen, Baden-Wiirttemberg and Bayern and of about 1% in the others
but Hamburg. In the case of Hamburg the premium increase of 1.5% is 0.7%-
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points lower than under the AMK proposal, indicating that there is no clear
correlation of premium changes with farm size. In the East premiums will be
reduced by 1.8 to 3% where Brandenburg, with rather unfavourable soil con-
ditions, would be affected most. Effects of the young farmers’ scheme have
been shown in Figure 6 and will not be repeated here. Also the global budget
transfer to Pillar-II by 4.5 will not be shown.

Figure 7. Balance payments 1st hectares - AMK agreement vs. proposal
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Kleinhanss (2013), BMELV-Testbetriebe.

Finally the partial effects of national flat rates in 2019 against the former
regional ones are shown in Figure 8. Compared to the previous effects, they are
significant. In the North premium levels will decrease by 4 to 5.5% and also at
the same level in Bavaria. In Baden-Wiirttemberg premiums increase by 12%
and of 15-17% in Hessen, Rheinland-Pfalz and Saarland. In the East premiums
in Brandenburg will increase by 13%, while in the other Lander with much bet-
ter soil conditions premiums will either increase less (4% in Mecklenburg-
Vorpommern) or decrease by 1% in Thiiringen and 3.5% in Sachsen and Sach-
sen-Anhalt.

Figure 8. Redistribution national vs. regional flat rates
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Income effects of these measures are only indicative by the underlying
approach; instead of predicting incomes until 2019, we take average incomes in
the reference as a proxy. In Figure 9 the direct payments and different income
indicators are shown for the reference situation by farm types and regions. On
average, farms receive about 23,000 € of direct payments. For the average of
arable cropping farms it is about 40,000 €, and 15,000 to 20,000 € in Dairy, Beef
and Pig farms and about 25,000 € in other farm types. It’s about 15,000 € in the
aggregate of Centre and South (HE, RP, SRL, BW, BY), 20,000 € in the North
(SH, HH, NI, NRW), but 140,000 € in the East (BB, MV, SN, ST, TH), due to
the dominance of large sized farms organised as Partnerships and Legal Enti-
ties. It has to be mentioned that income, expressed by the profit (Farm Net In-
come) is higher than direct payments on average of farm types and regions in the
West. In contrast, it is only half in the East. This indicates that farms in the East-
ern part are heavily dependent on direct payments and would be heavily affected
by capping or significant degression schemes. However, Farm Net Income is not
the appropriate income indicator for comparisons over different legal organisa-
tional forms. For that we use profit plus labour cost of salaried workers, divided
by the number of agricultural working units. This indicator is shown as a red
line and refers to the axis on the right. It is highest of 40,000 € AWU in Arable
cropping, only 25,000 €/AWU in Beef farms and about 30,000 € in dairy and
other farms. By regions, income is about 35,000 € in the North and East, and
about 27,000 €/AWU in the Centre / South.

Figure 9. Direct payments and income indicators by farm type and regions
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Kleinhanss (2013), BMELV-Testbetriebe.
Relative changes of these indicators are shown in Figure 10. Direct pay-

ments will be reduced by 5.5% on average, varying by 2% for Pigs and 7% for
Arable cropping and other farms. Payment levels will be 1% lower in the North,
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5% in the centre and South and 9% in the East. Effects on profit are closely cor-
related to direct payments for farm types but of about 2%-points less; with 15%
they are significantly negative in the East. Reductions referring to profit plus
labour costs / AWU are -2% on average, varying by -1.5 and -3% by farms types
and by -0.5% in the North, -1.5% in Centre and South and -4.5% in the East.
Finally it can be concluded that income effects are rather moderate.

Figure 10. Effects of measures on direct payments and income
(AMK agreement) by farm type and regions
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2.4, Summary and conclusions

The CAP post 2013 was a success in terms of maintaining the budget of
public transfers in favour of farmers, but is without clear orientation wrt a more
efficient use of public funding and future societal goals, as well as not regarding
the changing conditions of agricultural markets. The two years of negotiation
ended in a consensus of a bundle of measures going forwards or backwards
compared former CAP’s and with manifold options of national implementation.
Administrative burdens will become more important as previously.

Germany is an example of in-time implementation of the CAP reform
measures, and also a leader in implementing principles of decoupling. The move
from historical towards regional entitlement levels has been implemented in the
previous two reforms, whilst other Member States are obliged to do that under
the New CAP, although significant redistribution effects occur.

Although the first hectare premiums are critically discussed by German
Economists (top agrar, 2014) there are good reasons to balance the effects be-
tween the former and the New CAP between size classes (Kleinhanss, 2012).
The Young Framers’ scheme has some regional distribution effects, but much
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less than would be with the implementation of Grassland and Grazing Livestock
premiums on disadvantaged regions. To avoid this, AMK finally decided upon
a global Pillar-I budget transfer to Pillar-II and determination on measures en-
tirely under the authority of the Lander.

Finally, the New CAP will have rather moderate negative income effects.
Unresolved are the effects of CAP on land rental prices. There are clear indica-
tors that the significant rise of rental prices is influenced by decoupling, espe-
cially the transparency coming-in by the regional entitlements. Other factors are
the rise of agricultural commodity prices especially for crops, but also the heavy
subsidization of bio-energies as biogas and bio-fuels based on national policies.
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3. Effects of the new agricultural policy on the specialised
agricultural region of Mecklenburg-Western Pomerania
(Germany)

3.1. Introduction

Mecklenburg-Western Pomerania is situated in the North Eastern part of
Germany, bordering the Baltic Sea, Poland, Brandenburg and Schleswig-
-Holstein. The state is influenced by three big regions: Berlin, Hamburg and
Szczecin. The State Research Centre for Agriculture and Fishery Mecklenburg-
-Western Pomerania (LFA) focuses on specific issues and topics of regional
interest considering sustainability. The research is generally applied and aims
to provide supporting knowledge to agricultural, horticultural and fisheries
producers, their associations as well as to political decision makers. They are
networked with practitioners, agricultural consultants as well as with other
researchers within Mecklenburg-Western Pomerania and abroad. Teaching ac-
tivities at local universities (Rostock, Berlin) and professional training courses
promote additional knowledge transfer and collaboration between institutions.
There are four institutes in an organisational structure: Arable farming and eco-
nomics; Animal production; Fisheries and Horticultural production.

3.2. Aspects of agriculture — long tradition

Agriculture is done with 5,000 farms on 1,078,400 hectares. This leads to
286 hectares per farm. There are mainly grown grain (50.3%), oil seeds (24.5%)
and corn (13.1%). It can be found 1.3 workers per 100 hectares utilizable agri-
cultural area. Whereas in Bavaria 4% of farms are bigger than 100 hectares, in
Mecklenburg-Western Pomerania (MWP) this amounts to 48%. Considering
animal production, dairy farming is the main factor of agricultural income. Milk
production is done with 177,000 dairy cows (mainly German Holstein). Average
herd size is 270 cows. 50% of cows can be found in herds with 200 to 500 cows.
25% of cows belong to herds with more than 500 cows. There is a tendency of
further increasing herds. This is also because higher milk yield could be reached
in bigger herds by implementing actual management tools. Successful develop-
ment of dairy farming in MWP can be seen in figure 1. Between 1991 (4,632 kg
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per cow) and 2013 (9,043 kg per cow) an average increase of milk yield per cow
and year of 200 kg milk was detected.

Figure 1. Development of milk yield per cow and year in MWP
between 1991 and 2013
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Source: Own elaboration.

The importance of beef breeding results from bonding of work forces in
rural areas by effective utilization of natural grassland. 200 members are belong-
ing to the breeding association RMV. They work with an average herd size of
300 beef cows. Suckler cow herds are bred with following breeds: Simmental,
Charolais, Angus, crosses of Simmental x Charolais. Daily life weight gains of
1,500 g per calf and excellent meat quality are reached. High feed quality in cat-
tle production is secured with silages from grass, corn, alfalfa and clover. Inten-
sive grassland management is necessary to reach good qualities. Corn thereby is
of high importance for feeding of cattle as for “feeding” of biogas fermenters.
There is even potential for pig production. It belongs on top in Germany. With
846,000 pigs 24 to 25 piglets are weaned per sow and year. Each sow is farrow-
ing 2.4 times per year. On average 12,000 pigs are sold per year and fattening
farm. Modern processing capacities (dairies, slaughterhouses, sugar plants, la-
boratories) are supporting successful development of production. In arable farm-
ing there is an efficient development, too (figure 2).
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Figure 2. Increase in yields of grain and rape in MWP
between 1934 and 2008 (dt per ha)
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There could be seen an enormous increase in yields for sugar beets and
potatoes especially since the early nineties (figure 3).

Figure 3. Increase in yields of sugar beets (blue) and potatoes (yellow) in MWP
between 1940 and 2010 (dt per ha)
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51



3.3. The Common Agricultural Policy — legal proposals

It took a long way to define new proposals and get into constructive dis-
cussions. But is there already found the right way into future? There are three
big challenges for agriculture: on economic, on environmental and on territorial
area. Economic challenges include food security, price variability and threats of
economic crisis. Environmental challenges can be found by considering Green
House Gas emissions, soil depletion, water and air quality and by exploring hab-
itats and biodiversity. Territorial challenges are touching vitality of rural areas
and diversity of EU agriculture. To face challenges legal proposals should aim at
considering reform objectives as enhanced competitiveness, improved sustaina-
bility and greater effectiveness. Looking at assessing new decisions different
assessments in dependence on affected group can be stated. Whereas policy
forces mean, decisions are positive and bearable, research institutions in MWP
think positive about the continued system of decoupled payments. The farmers
union is discussing a loss of 40,000,000 € per year for MWP. This results espe-
cially by supporting first hectares (21,000,000 €) and shifting of direct payments
from the first to the second pillar.

3.4. Discussion of consequences for the agricultural region of MWP

Looking at a loss of 40,000,000 € per year for the agriculture in Mecklen-
burg-Western Pomerania it should be answered whether an indirect effect of
payments from the second pillar ca be reached. It seems as it could be reached
by intelligent programmes including research and development, consultation,
innovation and stimulation of investments. 40,000,000 € mean if there are
20,000 people dealing with agriculture (4 per farm) that each person is losing
2,000 €. This seems to be quite a lot if one is recognising that the average pay-
ment per agricultural worker in MWP is about 25,000 € per year.

Redistribution of direct payments leads to an average payment of 283.25 €
per hectare in Germany in the year 2019. For the region of MWP it is calculated
to get a 265.13 € per hectare in 2019. Looking at farm size shows that it de-
pends. So farms bigger than 1,000 hectares would get 255 € per hectare whereas
farms smaller than 50 hectare would get 295 € per hectare.

Support of young farmers is of high importance because there is already
now a lack of engaged well educated and motivated young people willing to
work in different fields of agriculture. Because of a small availability of land to
ensure an efficient farm size and because of high prices to buy and lease land
(figures 4, 5 and 6) it is not to assume that a big number of new enterprises will
develop. As to see in figure 4 in MWP there was an increase of land prices of
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500 € per hectare per year. If a farmer paid 2,194 € per hectare in 1991 he had to
pay 12,675 € per hectare in 2012. This should be seen in connection with the
increased number of installed biogas fermenters requiring a big amount of raw
material (corn silage) and by that way because of high subsidies for renewable
energies in Germany. There was a larger possibility of bigger added value by
producing biogas than by producing milk, pork or poultry. On the other hand it
should be recognised that in the last two years there was a positive tendency of
increasing producer prices (grain, rape seed, even milk) leading to an increase of
demand for land.

Figure 4. Development of prices to purchase arable land in Mecklenburg-
-Western Pomerania (€ per hectare) between 1991 and 2012
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Additionally, prices to lease arable land or natural grassland increased
enormously looking at the last years. To lease one hectare of arable land caused
costs of 63 € per hectare in 1991 and it caused costs of 196 € per hectare in
2010. For natural grassland prices to lease one hectare more than doubled in be-
tween 20 years (1991: 42 €; 2010: 92 €).
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Figure 5. Development of prices to lease arable land (€ per hectare)
in Mecklenburg-Western Pomerania between 1991 and 2010
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Figure 6. Development of prices to lease natural grassland (€ per hectare)
in Mecklenburg-Western Pomerania between 1991 and 2010
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3.5. Consequences

It was shown that new proposals of CAP could influence the development
of agricultural regions in different parts of Europe in different ways. The spe-
cialised region of Mecklenburg-Western Pomerania is losing 40,000,000 € per
year resulting to a loss of 2,000 € per person dealing with agriculture. Intelligent
programs including research, consultation and innovation could help to over-
come a loss of direct payments. Discussions about CAP should start again right
now. Especially an open debate about future of direct payments after 2019 is to
be initiated. It should be stated that much more administration for less areas
could lead into a dead-end-street. Direct payments have to be directed to farmers
and not to land owners. Answers should be found for asking which payments
and supports do farms in future really need to enhance international competi-
tiveness without accelerating structural changes.
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4. The new CAP and competitiveness of agricultural
enterprises and the food industry

4.1. Introduction

In order to discuss the effect of the new CRP on the global food economy,
and thus on the competitiveness of agricultural enterprises and the food industry,
it should be pointed out that negotiations on the reform of CAP have come to an
end. From the perspective of the future new CAP, the following picture emerges:

the policy of public authorities has significantly changed. For 10 years, the
state has been gradually withdrawing from interference in the markets;
increase in the demand for agricultural products exceeding the supply
on the global scale causes tension on the markets in all sectors of pro-
duction. Globalisation of the economy makes the markets more and
more connected and dependent on each other. One can note some in-
stability of agricultural markets;

a direct consequence of these phenomena is the start of the period —
certainly a long one — of the stability of prices of raw materials. Such
uncertainty results both from high variability of exchange rates, but al-
so from increased unpredictability of the markets. Of course, this trans-
lates into the volatility of income;

the problem involving the risks connected with weather anomalies or
climate change is on the increase, which will be particularly severe for
the agri-food economy;

it should also be kept in mind that this reform defines three most im-
portant goals;

the use of the competitiveness of all European agricultural holdings to
ensure food safety;

development of underpinnings of a new long-term competitiveness,
both economic and ecological one;

ensuring the functioning of agriculture in all regions in the EU.
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It means that three priorities emerge for agriculture: competitiveness, in-
crease in and sustainability in the long-term perspective. However, it should be
pointed out that, at the same time, the European budget for 2014-2020 has allo-
cated an amount smaller by 11% for the implementation of the above mentioned
goals in the agriculture, as compared to the previous budget, with a fixed ex-
change rate for Euro, and direct payments decreased by 17% (Table 1).

Table 1. Changes in the EU budget after the introduction of CAP 2014-2020

Changes in the EU budget after the introduction of new CAP

Current situation | Ultimate budget | The difference in the

Specification in 2007-2013 in 2014-2020 | current/ultimate budget
(EUR million) (EUR million) (EUR million)

Competitiveness, increase, 91 940 125 614 +38%
employment
Agriculture 420 682 373179 -11%
including Direct subsidies 336 685 277 851 -17%
1ncl.ud1ng Development of 24916
agricultural areas
including Emergency re- 2800

SCrve

Source: Prepared by the author on the basis of data of the European Commission,
ec.europ.eu.

The European agreement of 26 June 2013 on the reform of CAP allocates
support for cohesion between Member States and between farmers in individual
countries. It also makes it possible to grant special support for "sensitive" pro-
ductions and promotion of exchange of generations.

4.2. Implementation of CAP 2014-2020 in France

Agriculture and food industry in France are the strategic sectors in terms
of creating wealth, jobs and trade. Agriculture covers 750,000 Annual Work
Units (AWU: the owners of farms, family members, permanent and temporary
employees). The agri-food sector occupies the first place among the French in-
dustrial sectors, generating over 450,000 jobs and over 12,000 enterprises,
which produce a surplus in trade amounting to EUR 12 billion in trade. In this
context, the implementation of the reform of CAP in France involves the tasks
and challenges of great importance, which are to lead to reaching greater justice
and make it possible to maintain the highest possible number of jobs and to sup-
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port the diversity of agricultural holdings, not only those that were the largest
beneficiaries.

The new CAP can be compared to a box for tools that are used depending
on the situation. It features the following:

e internal consolidation (convergence), which means departure from previ-
ous subsidies. It provides an opportunity to implement a partial standardi-
sation specified by State Member under some minimum conditions;

e payments for agricultural practice beneficial for climate and the environ-
ment ("greening") they include 30% of the budget of direct subsidies; in
order to receive them, three criteria should be met: diversification of
crops, maintenance of permanent grasslands, maintenance of environmen-
tally friendly areas;

e redistribution payment, which consists in allocation of up to 30% of the
national envelope for additional payment for the same number of the first
hectares;

e partial payments, which are coupled again; there is a possibility of grant-
ing coupled payment to some selected industries. One may to allocate up
to 13% of national envelopes to direct payments + 2% for protein crops
(legumes);

e payment to young farmers; it is a mandatory measure, for which up to 2%
of the national envelope will be able to be allocated. They are added to the
payments from the second pillar;

e the support to areas facing natural constraints, whose introduction is not
mandatory.

The present situation in the French agriculture requires some changes un-
der the CAP. The current subsidies are based on the historical data that date
back to the first great reform of 1992 which, on the other hand, were prepared
on the basis of the previous profitability levels. These payments were compen-
sating premiums against decreases in official prices. The reforms of 1999 and
2003 made it possible to maintain this historical nature of payments and such
a choice was made by France. This results in a deep disharmony and incon-
sistency with regard to payments received by the farmers in various regions sec-
tors of production and farms. Situated in the north and in the south of France, in
flatlands and in the mountains or between large-area farms and breeding farms.
Farms with a lower potential in terms of their profitability receive lower assis-
tance, which results in double punishing.

Recent reforms, which have been introduced since 2000, on top of decou-
pling the payments introduced in 2006, as well as gradual departure from control
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of market tools, have confronted the farmers directly with the market. They par-
ticipate in the transition from public risk management to private management.

The abolition of milk quotas, announced for March 2015 and sugar quo-
tas, in October 2017, along with the related rights under the delivery of beets,
only emphasise this trend. They should be replaced by conclusion of contracts
between a farm and an agri-food enterprise.

In addition, the economic context of the recent years, stimulating plant
production, has increased the disproportion of income to the incurred workload
in the family agriculture with a ratio of 1 to 3 between plant production and an-
imal production, whereas the working time in the case of animal production is
two times higher.

This results in an increased orientation towards plant production in the farms
at the expense of animal production even in the regions that are perfect for animal
breeding, where co-operation with the agri-food industry has been developed over
the past thirty years. Meanwhile, the breeding sector with processing enterprises
contributes to maintenance, and even creation of new jobs and added value.

Unfortunately, the current changes (abolition of payments of production
refunds, competitiveness of tools) make some agri-food companies face finan-
cial difficulties despite the taken restructuring activities.

It should be pointed out that one of the first challenges in this area will be
the exchange of generations since the average age of the people running breed-
ing farms is 48.4. Furthermore, high prices of cereals make animal breeding
hardly attractive. Throughout the entire territory, many breeders sell the animals
when they have sufficient acreage in order to focus on plant production only.
The agricultural census that took place in 2010 showed that in 2000-2010 (the
period when one fourth of the farms ceased to exist), the sector of animal hus-
bandry and multi-area production with breeding has been affected to the highest
degree. At that time, the number of producers of cereals almost did not change.
In the subsequent years, it has been noticed that the tendency to retrain for culti-
vation of cereals intensified even more.

4.3. Development trends for CAP 2014-2020 in France

In the macroeconomic context, characterized by a substantial difference
between animal production and plant production, many people think that the
future reform of the Common Agricultural Policy must be an opportunity to
conduct budget support shifts from huge-area farms to breeding farms. Such
an attitude is strengthened by the fact that high volatility of agricultural prices in
the last five years has weakened the presently applicable tool for direct coupled
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support. Actually, they are granted to farmers regardless of the achieved prices
and are always determined on the basis of historical reference prices.

Decisions referring to CAP after 2015 and taken in June 2013 offer each
Member State of the European Union (EU) some action lines in order to go pre-
cisely in that particular direction.

Support granted directly to farmers who under the impact of subsequent
reforms and gradual reduction in the official prices compensated by direct cou-
pled subsidies (established in 2006), currently represents almost two-thirds of
the total public support for agriculture.

Given the significant restructuring of that sector (reduction in the number
of workers), the average amount of direct support per farm and per workplace
grows constantly. Such an upwards trend may continue until 2020 as the restruc-
turing rate of the farms exceeds the budgetary income reduction rate.

In connection with the political agreement of 26 June 2013, France opted
for the possibility of making choices (still undefined), which were assumed to
balance the sector of animal husbandry in relation to plant production. On 2 Oc-
tober 2013, the president has presented the main priorities by means of which
France will implement the CAP reform:

e Support for animal husbandry,

e Support for the breeders within sensitive areas,

e Support for modernization of farms and infrastructure,

e Reporting on the ecological transformations,

e Better distribution of support.

This means standardisation of support, but also a sort of operational phi-
losophy: "enhancing the competitiveness of the weakest without exposing the
operation continuity of the strongest": New CAP is to lead to:

e Gradual standardisation, starting from 2015 in order to achieve 70% in
2019; Standardisation at the national level because operations at the re-
gional level are not sufficiently redistributive.

e Payment for agricultural practices beneficial for climate and the environ-
ment will be used not on the lump sum basis, but individually and in pro-
portion to basic support.

e In order to protect the system, a mechanism limiting losses will be used
for a single farm incurred in relation to harmonisation of the law with
basic payments in relation to the initial value. The maximum level of
losses is defined at 30%.

e The redistribution payment to support activities and employment in farms.
This mechanism involves an additional payment to the first 52 hectares,
which is to increase gradually from 2015 on to reach 20% of assistance in
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2018 with an assessment made in the middle of this period. The payment
will be particularly valuable for breeders of animals because it is an eco-
nomic approach rather than a social one. The goal is not to support the
farms that do not have an appropriate size. This support for certain types
of farms that are particularly useful for the country and the ones that can
achieve a high level of economic competitiveness. This is an economic
choice. The assumed increase will make it possible to alleviate the effects
of standardization for some farms, in particular the ones specialized in
milk production and fattening.

e Inclusion of shareholders when using transparency only to agricultural
groups for common operation of agricultural business (GAEC).

4.4. Priorities of the new CAP

The EU has prioritised the following under CAP:
1. Support for animal husbandry

For the first time since 2003 a possibility has appeared to increase the
share of coupled payments. The achieved freedom will be fully used for 13% of
the national envelope of direct payments.

The current/budget for coupled support of breeding will be maintained
both as a premium for a suckler cow, a premium for beef, a premium for goat
meat, assistance for mountain milk or veal under a brand. On the other hand,
allocation conditions will be changed for so as to break free from the logic of
historical references in favour of actually produced quantities. This is exactly the
concept of coupled support.

The plans also include a premium for milk cows and an extra payment for
fattening, which are to encourage production of added value. These premiums
will be introduced in order to encourage indexation of products within territo-
ries, to strengthen abattoirs, co-operatives and industries.

2. Support for sensitive sectors of plant production (durum wheat, some pre-
served vegetables

In order to reduce the dependencies of French farms on import of plant
protein, the government decided to allocate 2% of national envelope of direct
payments to encourage domestic production of leguminous plants and hence to
increase independent deliveries of feed to farms.

3. Assistance to "sensitive" areas

Support to farmers, in particular the breeders, in the less-favoured areas.
Compensatory allowance for permanent natural constraints (ICHN) will undergo
the first revitalisation in 2014 up to 15% in all areas (mountains, foothills or
less-favoured areas).
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The agri-environmental grassland premium (PHAE) will be simplified un-
der ICHN). Shifts will take place during the resumption of contracts in connection
with the new programming of the Rural Development Fund, i.e. in 2015. In addi-
tion, the ceiling for the ICHN allowance will be raised to 75%. The profits will be
transferred to milk producers within the less favoured areas and forelands.

Breeding on pastures that can be found in other regions will be able to use
IEA funds (agri-environmental measures of assistance) appropriate for their pro-
duction systems. Altogether, even 85,000 farmers will benefit from the reform.

ICHM allowance will be re-adjusted with EUR 300 million to reach the
annual budget at the end of the period in the amount of EUR 1.1 billion. It
should be pointed out that 40 years after establishing the special mountain sub-
sidies, the largest so far implemented increase takes place at the moment.

4. Support for modernization of farms by means of various kinds of financial
support

The future of agriculture is formed first of all by young farmers. The goal
is to provide support to at least 6,000 farms where young farmers begin their
business. As a result, a new tool is planned to support young farmers in an
amount of 2% of the national envelope of direct payments, which gives EUR
100 million each year from the first and the second pillar.

The future is also formed by the measures protecting against the effects of
climate, sanitary, environmental and economic risk. Therefore, the tools for pre-
vention of hazards and risk management will be revised.

The new plan of competitiveness and adjustment of farms applies in the
first instance to breeding buildings. This plan will have at its disposal a modern-
ization fund amounting to EUR 200 million for animal breeding, involving in
particular the state and the European Union.

5. Support for environmental changes

The measures in the field of environmental protection will be increased,
and the loans provided for in the next programming period will be doubled
(doubling the loans for the funds in the agri-environmental field). The pro-
gramme "ambition bio" of the ministry of agriculture is to double the financial
support for doubling the areas.

4.5. Conclusions

All the changes, including CAP changes, lead to the emergence of groups
that will benefit from them and the groups that will lose. Small agricultural hold-
ings will be among the farmers who will benefit from increased assistance. The
goal of support to these farms will be to restore the equilibrium with a view to
strengthening their competitiveness, and otherwise they would have to be liqui-
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dated. Losers will include the farms involved in large-area and versatile farming
and intensive breeding. In those farms, within five years, the reduction of assis-
tance will amount to 20-50% (in individual cases). Thus, there is an urgent need
to make it possible for these holdings to adapt to new conditions because they
took into consideration the level of support in pilot activities and plans of their
farms. Now they must treat this assistance in a different way: as support of in-
come, but also as assistance in the future adaptation to the amended context.

There are the tools encouraging the transfer of budget support in favour of
cattle breeding, for example by more intensive implementation of the principle
of subsidiarity. It will be very difficult to reach a political arrangement due to
contradictory interests of individual regions (flatlands versus mountains) and
agricultural industries.

The complexity of the matter is additionally emphasised by the domi-
nance of one system of animal husbandry over another. (France is a country that
produces 360 types of cheese!). Extensive cattle breeding farms are able to cope
with it, but the situation is worse for more intensive breeding farms.

After a long period when decoupled payments were preferred, the future
CAP admits for the first time an increase in coupled subsidies (from ca. 10% to
15% in the case of France) first for all in favour of the sector of cattle breeding.
Such a change of the direction is of great symbolic importance even if system of
decoupled payments will still occupy an important place in the entire system.
Decoupled direct subsidies do not contribute to stabilization of breeding activity
exposed to the threat of instability in flatlands; in addition, they are not an ap-
propriate instrument to support the less favoured areas, even if direct subsidies
from agricultural development (e.g. ICHN) have a positive impact on the supply;

Maintenance or development of production of cattle will not depend only
on the method of allocation of support. Efforts must be taken at many levels:
instruments for regulation of markets in the context of increasing price volatility,
industrial and commercial organizations in the sectors and industries, position
on the markets.

Support for activities in agriculture throughout the entire territory of the
state as a carrier of support for other types of operations: the agri-food industry,
tourism in diverse French regions. Actually, the effects will detectable at work-
places in the whole country. This is to some extent a policy of spatial planning
and regional development.
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5. Structural change in livestock sector as challenge for the new
CAP: Lithuanian case

Presently, the EU agriculture faces new challenges conditioned by grow-
ing consumption of livestock products, animal welfare restrictions, climate
change and resource constraints. The livestock sector is critical for rural vitality
as it ensures farmers’ income diversification and contributes to rural employ-
ment. However, the ratio of holdings with livestock to the total number of holdings
has decreased in more than 80 percent of the EU members during the previous five
years. These changes were presupposed by the directions of the current Common
Agricultural Policy (hereinafter referred to as the CAP). The legal proposals for
the CAP reform provide new measures for managing the structural changes in
agriculture. The present paper analyzes the relevance of the tools of the pro-
posed new model for the CAP direct payments focusing on the peculiarities of
the strategy adopted by the Lithuanian livestock sector. The research estimates
the amount of financial support required to improve the existing situation in
the Lithuanian livestock sector. The diversity of the relevant CAP tools and dis-
tribution solutions are presented in the paper.

5.1. Introduction

The consumption of animal protein is on the rise all over the world. The
consumption of meat has increased from 44 million tons in 1950 to 284 million
tons in 2009, more than doubling the annual consumption per capita and reach-
ing over 40 kilograms. The rise in the consumption of milk and eggs is equally
dramatic. Wherever incomes rise, so does meat consumption [Earth... 2011].
Experts predict that the worldwide consumption of pork, beef, poultry and other
livestock will have doubled by 2020 due to the increased per capita global con-
sumption of meat and the growth of population. Most of this increase in produc-
tion will come through industrialized animal production systems [Brooks 2007].

Livestock farming has a significant effect on rural communities and their
vitality. Animal production systems need to fit within the values of the rural
communities if they are to be accepted. Economically, livestock contributes to
the economic growth and vitality of the community. By further developing this
sector, farming could still be preserved even in the less favored areas which re-
sult in a lower added value of crop cultivation. Livestock production systems
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create jobs on the farm, at local businesses, and in the community, as well as
helping to keep the population stable, which supports local social institutions
such as churches and schools [Hogberg ez a/ 2005, Melnikiené 2011].

Enforced as of 2004, the CAP became a significant challenge to the EU
members in terms of keeping up the vitality of the livestock sector. The goal of
the applied policy was opposite to the worldwide increase of livestock product
demand: the EU implemented a production extensification policy in the livestock
sector with the aim to compel the farmers to take the market signals into higher
regard than the allocation of financial support. The said goal was difficult to reach;
however, it had a huge impact on the contraction of the livestock sector within the
entire EU and especially in such countries as Lithuania, Romania and Malta.

The goal of the article is to determine the need of financing from the CAP
direct payment scheme during 2014-2020 when solving the problems of the con-
traction of the Lithuanian livestock sector.

The following methods are employed in the article: comparative analysis,
statistical data analysis and optimization methods.

5.2. Impact of CAP direct payments on livestock farming in the EU members

In 2003, the European Commission approved a further major reform of
the CAP based on the decoupling of direct payments (European..., 2003). The
decoupling broke the link between the production of a specific agricultural
commodity and the receipt of direct payments. As of January 1, 2005, eligible
farmers have started receiving one payment rather than several separate produc-
tion-based payments, which denoted the commencement of transferring to the
system of decoupled direct payments [Gay et al 2005] (Figure 1).

The decoupling of direct payments is expected to increase the flexibility
of farmers’ decision making, as they are no longer forced to cultivate a specific
crop to receive a specific payment, contribute to environmental protection and
biodiversity conservation [Viaggi et al, 2010]. However, according to Gay et al.
(2005), for biodiversity objectives decoupling not only opened the chance of
greater extensification of land use, but also contributed to the possible disap-
pearance of livestock and thus the threat of land abandonment and a decrease in
the area of extensive pasture. A decreasing number of livestock in marginal are-
as due to decoupling led to the need to support livestock more actively through
other measures in order to maintain those farming systems.
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Figure 1. The path of CAP expenditure 2004-2010,
billions of EUR (current prices)
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Source: Modified from the European Commission (2012), 2013.

The process of decoupling of direct payments results influenced the con-
traction of the livestock sector in the EU members and the occurrence of more
pronounced structural changes in the direction of crop cultivation. In the period
from 2005 to 2010, the change in the ratio of holdings with livestock to total num-
ber of holdings has decreased in more than 80 percent of the EU members (Fig. 2).

Figure 2. The change in the ratio of the total number of holdings to the number
of holdings with livestock in 2010 compared to 2005
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Source: Calculated by the author based on the data of Eurostat, 2013.
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The change in the ratio'® of the holdings raising livestock in the EU-27 in
2010 in terms of all holdings decreased by approximately 10.4% in comparison
with the data of 2005. A more significant decrease of the change, around 12.1%,
was noticed in the older members of the EU, whereas in the new members it was
around 7.6%. This means that the number of all the holdings in the Community
was decreasing at a slower pace compared to the number of the holdings raising
livestock. The said ratio decreased most notably in Lithuania during 2005-2010
and hit the low mark of 27.1%.

Despite the fact that the number of holdings raising livestock underwent
rapid decline in the entire Community, the Eurostat data revealed that the stock-
ing density remained stable with a slight increase in the EU-15 in 2010 com-
pared to 2005 (the utilized agricultural area (hereinafter referred to as the UAA)
per head of cattle had an average decrease of 0.2% during the said period).
Meanwhile, the stocking density diminished considerably in the new EU mem-
bers: the UAA per head had an average increase of 13.7% during the said period
(Figure 3).

Figure 3. The change in the UAA per cattle in 2010 compared to 2005
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Source: Formatted by LIAE according to Eurostat, 2013.

1 In this case ratio is employed because the general tendency of the number of holdings to
decrease in the EU members is obvious. However, it is important to focus on the contraction
of the livestock sector by assessing the entire agricultural structure both in the EU-27 and
Lithuania during the period of 2005-2010.
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The stocking density decreased the most'' in Lithuania during 2005-2010.
The UAA per head of cattle escalated to as many as 87.3% in 2010 in compari-
son with 2005 or by 107% in 2012 in comparison with 2005. Even though the
new members of the EU had a six times larger decrease of stocking density
compared to the older members, the decline of head of cattle was not noticed in
all countries of the EU-12. The most significant increase of the number of cattle
during 2005-2010 (among the new EU members) occurred in Latvia (approxi-
mately 7%), Poland (approximately 5%) and Slovenia (approximately 2%).

In addition to the cattle production, sheep farming is also rather popular in
the Community. However, the results of Lithuania in this agricultural sector are
also of notable nature. According to the Eurostat data, the speed of sheep rearing
in Lithuania was among the highest ones in the entire Europe during the period
of 2005-2010, yet, the ratio of sheep per 1 ha of UAA is the lowest, i.e. 0.02
head/ha, and equal to the ratio in Poland (the average of the EU-27 is 0.55 head
per 1 ha of UAA).

Based on the performed review it was concluded that all the EU members
were faced with the contraction of the livestock sector and expansion of the crop
cultivation sector after the year 2005. However, the largest impact of the con-
traction of the said sector was noticed in Lithuania, Romania and Malta.

5.3. Impact of direct payments on the livestock sector during 2000-2012:
Lithuanian case

To determine the relation between the tendencies of the direct payment
(hereinafter referred to as the DP) policy and the development of the livestock
sector in Lithuania financed by direct payments, the number of farm animals in
the livestock sector was recalculated in livestock units (hereinafter referred to as
the LU) for the period of 2000-2012. This calculation was aimed at defining the
divide between the holdings to be financed in the crop cultivation (per UAA ha)
and livestock (per LU) sectors.

Similarly to the many of the other new EU members, the contraction of the
livestock sector in Lithuania was conditioned by the following factors of the
CAP reform in 2003 (Figure 4):

e Direct payments (flat-rate) policy promotion (impact appeared from

2005);

i According to the EUROSTAT data, the number of bovine males diminished the most, i.e.
by approximately 34%, the number of diary cows decreased by about 29% and that of heifers
— by around 11%.
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e Rapid promotion of decoupling direct payments (impact appeared from
2007);

e Decline in national direct support (most of it was focused on supporting
the livestock sector) as the ratio of EU direct payments increased (impact
appeared from 2008).

Figure 4. Livestock units of livestock sectors financed by direct payments
and ratio between DP/LU and DP/UAA ha in Lithuania, 2000-2012
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Until 2004, the ratio of allocating direct payments to the livestock and
crop cultivation sectors in Lithuania was strongly fluctuating. In terms of overall
numbers, an average of EUR 8.4 million per year was allocated as direct pay-
ments for funding the livestock sector during the period of 2000-2003, i.e.
132.5% more compared to EUR 3.6 million allocated for the support of the crop
cultivation sector. An increase in the livestock units in Lithuania is noticed dur-
ing this period.

"2 MA - the Ministry of Agriculture of the Republic of Lithuania.
¥ AIRBC — Agricultural Information and Rural Business Centre.
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When Lithuania entered the EU in 2004 and started implementing the
CAP, the ratio of the sector support was stabilized, yet, it was also promoting
the single area payment scheme. In 2006 the LU was equal to the one in 2000,
i.e. one of the lowest indicators since 1991 (restoration of Lithuania’s independ-
ence). As the implementation of the CAP continued in Lithuania, the largest por-
tion of the direct payments, especially the ones for livestock breeders, was de-
coupled from production. This resulted in a rapid decline of LU which was fur-
ther impacted by the decreasing portion of national support to the livestock sec-
tor conditioned by the growth of the EU support.

The signs of contraction of the livestock sector in Lithuania had an impact
on the urgent actions taken to correct the direction of direct payment policy.
Since 2011 the provisions of Article 68 (1) of Council Regulation (EC) No.
73/2009 have been applied, i.e. the coupling of direct payments with production
scopes has been reestablished to support meat breeding livestock production in
Lithuania. The contraction of the livestock sector was halted; however, the criti-
cal level of LU, i.e. the lowest since 1991, was reached.

According to the results of the data analysis, the direct payments allocated
for support of the livestock sector within the period of 2004-2012 amounted to
the average of EUR 68.8 million per year which was less than the amount (EUR
96.2 million) allocated to support the crop cultivation sector by 28.5%. When
comparing the period of 2004-2012 with the period of 2000-2003, it could be
seen that the allocation of direct payments to the Lithuanian crop cultivation sec-
tor was 3.5 times swifter than that to the livestock sector. This resulted in the
change of focus of the Lithuanian farmers who decided to transfer to the crop
cultivation industry. Even though such structural changes were largely influ-
enced by the trends of the direct payment policy, other economical factors, e.g.
the difference of consumption increase in distinct fields of agriculture, fluctua-
tions of the differences of the market prices for crop cultures and livestock pro-
duction, etc., also had a significant role. Due to all the listed reasons crop culti-
vation became a much more appealing choice compared to animal husbandry.
According to the data of 2011 available at the Farm Accountancy Data Net-
work (hereinafter referred to as the FADN), the lowest values of ratio of re-
turn of assets and ratio of net profit with subsidies per annual work unit
(hereinafter referred to as the AWU) or per 1 ha of UAA were noticed in the
livestock holdings (Table 1).
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Table 1. Net profit with subsidies and return on assets according
to FADN types of farming, 2011

. Net profit with subsidies,
Farm net Family .
. R . in EUR Return on
Types of farming income, remuneration, per Lha | per1 | assets, %

in EUR in EUR Total of UAA | AWU
Specialist cereals, protein, 25481 5335 20146 | 204 | 11992 | 1127
oilseeds
General field cropping 16759 5294 11465 241 7034 10.18
gzg;culture’ permanent 17381 5458 11923 917 | 5651 16.91
Specialist dairying 12149 6154 5995 197 3445 7.24
Grazing livestock 5067 6029 -962 -52 -605 -1.84
Specialist granivores 9407 5846 3561 326 2012 4.45
Field crops-grazing live- 14163 6319 7844 | 182 4560 8.68
stock
Various crops and livestock | 495 5654 |-1159| 76 | 773 | 222
combined

Source: Prepared by the author according to the FADN (2012).

According to the data of 2011 available at the FADN, the holdings which
raised livestock were among the least profitable businesses. The net profit with
subsidies'* for grazing livestock holdings was negative. The annual losses con-
stituted from EUR 850 to EUR 1000 in average in 2011. The amounts were cal-
culated after deducting the family farm work from the farm net income with
subsidies. In accordance with the data of 2011 available at the FADN, the value
of the family remuneration was not varied according to the farming types and
reached up to 10% when using the average size of all holding types in the calcu-
lations. The largest impact to the ratio of net profit with subsidies was held by
the subsidy portion of the ratio of gross profit with subsidies. Also, the return on
assets'~ of holdings with grazing livestock was one of the lowest and most often
in the negative, i.e. from -1.8% to -2.2% in average. The ratios of return on as-
sets of farms cultivating specialist cereals, protein, oilseeds, general field crop-
ping and horticulture holdings exceeded the ratios of livestock holdings by more
than 40%.

' All direct support payments and VAT deductions, including support for investments.
!> Return on assets is the ratio of the net profit and the total revenue according to the farming

types.
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Determining the direct payment need for the livestock sector in Lithuania as
of 2014

To ensure positive return on assets and net profit of livestock holdings, the
below described calculations were carried out with the aim to determine the size
of the direct payments for the livestock sector in Lithuania as of 2014. Based on
the initial data of 2010-2011 available at the FADN (sample: 1300 of returning
holdings), the net profits of farmers were optimized by setting the optimal ra-
tio between DP per ha of UAA and per LU, i.e., finding the minimum and maxi-
mum of function at any range of function: f(x*) = min,cyx f(x). Here X is a set
of possible outputs from the set R”, x* € X — the point of the global minimum of
function f{x) in the X area, f(x*) < f(x),Vx € X [Kopues et al, 2008].

In consideration of the consumption and revenue in the crop cultivation
and livestock sectors (according to the data of 2010-2011 of the FADN), certain
sizes of direct payments were determined to balance the support for various
types of farming and ensure that the farmers were financially interested in agri-
cultural activities in the livestock field, i.e. the objective to optimize the net
profit of farmers was completed. The results of this objective showed that in
case of similar economic conditions to those of 2010-2011, the ratio between the
size of payments in the crop cultivation (direct payments per ha) and livestock
(direct payments for unit (head or ton)) sectors should be as follows: 1:1.44 for
support to breeders of bulls, 1:1.5 for support to breeders of suckler cows, 1:1.6
for support to breeders of other beef cattle, 1:0.11 for support to breeders of
sheep/ goats, 1:0.11 for support allocated for cattle for slaughter, and 1:0.22 for
support allocated for one ton of produced and sold milk. The payments allocated
to support the livestock sector must be strictly coupled with the production.

Under the above listed conditions, the return on assets and the net profit
with subsidies would have positive values and promote slight structural changes
towards livestock farming in Lithuania.

5.4. Application of the direct payment scheme of the CAP for 2014-2020
in Lithuania

During the upcoming period of the CAP application the member states
can voluntarily provide the farmers with support coupled to production. The
member states which employed the Single Area Payment Scheme till 2013, can
decide to use up to 13% of the national ceiling for financing of direct payments
set forth in Annex II of the Direct Payments Regulation for 2014-2020 [Europe-
an... 2013]. The decision must be made till August 1 of the year prior to the first
year of using such support. In consideration of the application of the transitional
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regulation in 2014, the provisions concerning the said coupled support would be
in effect only as of 2015.

Based on the analysis of the optimization of farmers’ net profits in the
fields of crop cultivation and livestock farming and in consideration of the na-
tional ceiling, the need for funds necessary for the support of the Lithuanian
livestock sector in 2015-2020 was calculated (Table 2).

Table 2. The need for support funds by direct payments in the livestock sector
in Lithuania in 2015-2020

Support 2015 | 2016 | 2017 | 2018 | 2019 | 2020
For bulls, in million EUR 9.3 9.5 9.7 9.9 10.1 10.3
For suckler cows, in million EUR 5.3 5.4 5.5 5.7 5.8 5.9
For beef cattle, in million EUR 10.8 11.0 11.3 11.5 11.7 12.0
For slaughtered cattle, in million EUR 4.2 4.3 4.4 4.4 4.5 4.6
For quota milk, in million EUR 29.1 | 29.7 | 303 | 309 | 31.5 [ 32.1
For sheep/ goats, in million EUR 1.4 1.4 1.5 1.5 1.5 1.6
Total, in million EUR 602 | 614 | 62.6 | 63.8 | 65.1 | 664

Source: Prepared by the author according to the European Commission data (2013), 2013.

Starting from 2015, no less than EUR 60 million should be allocated to
support the livestock sector in Lithuania. The total financing need during 2015-
-2020 would amount to EUR 379.5 million.

The said support opportunities of the scheme for 2015-2017 would be in-
sufficient to promote the growth of the livestock sector in Lithuania, considering
the application of the maximum permissible amounts of voluntary coupled sup-
port scheme. The maximum financing limitations for the support of livestock
sector would be able to provide full input towards the restoration of the livestock
sector only from the year 2018 (Table 3).

Table 3. The differences between financing possibilities of the coupled support
scheme for 2015-2020 and the need of financial support in Lithuania

Specification 2015 2016 2017 2018 2019 2020
Maximum financing limits accord-
ing to the scheme in Lithuania, 543 57.5 60.7 64.0 67.2 67.2
in million EUR

Required support for the livestock | /5 1 614 | 626 | 638 | 651 | 664
sector, in million EUR

Lack of funds, in million EUR -5.8 -3.8 -1.9 0.1 2.1 0.8

Financing need for livestock sector
from national ceiling, in %

14.4 13.9 13.4 13.0 12.6 12.8

Source: Estimated by the Lithuanian Institute of Agrarian Economics, 2013.
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These signs of financing insufficiency are not significant and range from
1.4% in 2015 to 0.4% of national ceiling in 2017. However, even such a small
difference in numbers could be crucial to the development of the livestock sector
in Lithuania. According to the financial opportunities set forth in the coupled
support scheme, a total of up to 96.9% of the required support in form of direct
payments for the livestock sector in Lithuania would be provided.

It is important for Lithuania and other EU member states which are faced
with similar problems of agricultural structural changes to pay attention to and
take advantage of the complementary support of the livestock sector from na-
tional sources, i.e. by using the support of the transitional national aid according
to the provisions set forth in the draft Regulation for Direct Payments. In the
case of Lithuania, this support is related to the Complementary National Direct
Payments, the majority of which is decoupled from the production output. Thus,
the application of such support must be fragmented and based on the estimate of
the real impact on the restoration of the livestock sector.

5.5. Conclusions

When implementing the CAP reforms and decoupling direct payments
from production, both the relative number of livestock holdings and the number
of cattle in the member states decreased. The most significant contraction of the
livestock sector was noticed in Lithuania, Romania and Malta.

It was determined that the contraction of the livestock sector and the
changes of focus of the Lithuanian farmers towards crop cultivation which be-
came more appealing economically compared to animal husbandry were preor-
dained by the following factors: direct support (flat-rate) promotion policy (as of
2004), rapid promotion of decoupling direct payments from production (as of
2006), and the decline in national support (most of which was focused on sup-
porting the livestock sector) as the ratio of the EU direct payments increased (as
of 2008). When comparing the period of 2004-2012 with the period of 2000-
2004, it could be seen that the allocation of direct payments to the Lithuanian
crop cultivation sector was 3.5 times swifter.

Optimization of the net profits of the holdings of the Lithuanian farmers
showed that to stop the change of focus of the farmers towards crop cultivation,
the ratio between the amounts of payments in the crop cultivation (direct pay-
ments per ha) and livestock (direct payments for unit (head or ton)) sectors
should be as follows: 1:1.44 for support to breeders of bulls, 1:1.5 for support to
breeders of suckler cows, 1:1.6 for support to breeders of other beef cattle,
1:0.11 for support to breeders of sheep/ goats, 1:0.11 for support allocated to
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cattle for slaughter, and 1:0.22 for support allocated per one ton of produced and
sold milk.

According to the results of the optimization calculations and the outlook
of financing opportunities by direct payments of the CAP in Lithuania during
2015-2020, the need for funds necessary for the support of the livestock sector
was calculated. The use of the coupled support scheme of the CAP for 2015-2020
according to the maximum financing limitations, i.e. 13% from the national ceil-
ing, would cover the majority (96.9%) of the needs for financing in the livestock
sector by applying direct payments. However, during the period of 2015-2017, it
would be necessary to receive a portion (3.1%) of financial resources from the
national budget by employing the transitional national aid scheme.
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6. The impact of the current and new agricultural policy
on the development of the major crops in Bulgaria

The study aims to scrutinize the impact from introduction of the new agri-
cultural policy after 2013 on five main crops in Bulgaria: wheat, barley, maize,
sunflower and rapeseed. These five crops make up for 55% of the utilized agri-
cultural land in Bulgaria and over 90% of the arable land. The basic methodolo-
gy used in the analysis is the scenario approach, where based on the modeling is
evaluated and compared the impact of the current and new policy on the area,
production, the subsidy level, gross return, etc implications. The projection of
the baseline indicators is stretched by 2017 and illustrates the state of these sectors
under both policy scenarios. It is found out that the changes in the CAP will drive
to more favorable effects on the productions apart from the analyzed five main
ones and probably will contribute to a bigger diversification and shrug of the
abandoned land along with minimal decrease in the five crops’ area.

6.1. Introduction

The agricultural sector is the sole sector in the Bulgarian economic indus-
try, which in the last years manage to form up a positive trade balance, where
the export exceeds the import in value terms. Abreast with that, Bulgaria is
a very open economy strongly depending on the import of the resources and
energy sources and other technological and household goods, thereof the pro-
ductions providing the inflow of foreign capital and currency are considered as
important and crucial.

The study aims to scrutinize the impact from introduction of the new agri-
cultural policy after 2013 on five main crops in Bulgaria: wheat, barley, maize,
sunflower and rapeseed. These crops are considered as major productions be-
cause they comprise for around 55% from utilized land and more than 90% from
arable land in Bulgaria in recent years. Along with that, these 5 crops make around
75% from GO (Gross Output) and around 43% from GAO (Gross Agricultural
Output) in 2011. About 63 thousand farms are specialized in growing these
5 crops during 2010. Their export volumes reaches up to significant share in the
agricultural trade worth, which positions Bulgaria to 12 place in the wheat world
trade and 2 place for the sunflower worldwide trade (after Hungary) in 2011.
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According to [Ivanov et a/ 2013] the cereal (wheat, barley and maize) and oil
crops (sunflower and rapeseed) have historical and immense strategic im-
portance for sufficing the consumption needs of the population, for the national
economic growth and for the trade balance of the country. In the last years, the
importance of these crops enhances, which is attributed to some shrink of other
agricultural sectors, mainly fruit and vegetable growing rather than to a tremen-
dous expansion and domination of the five crops itself.

It is argued that the cereal and oilseed crops are ones of the underlying
commodities in terms of production security [Mitova 2012]. They provide
a consistent demand in the domestic market, relatively autonomous from the
economic situation and valorises on the propitious conditions for export bound
to the Turkish and European markets. During 2011, the gross value of all cereal
and industrial crops is estimated up to 1,18 billion EUR for cereal and 0,92 bil-
lion EUR for latter one.

Atanasova [2011] claims that the production, especially of the wheat rep-
resents the backbone of the Bulgarian agriculture and to a great extent of the
Bulgarian trade, where the wheat makes up the greatest role and value share. It
is reported that mainly for the cereal and at less extent to the oil crops, their de-
velopment is mainly driven by extensive factors rather than intensive. [At-
anasova 2011] argues that gross wheat output in Bulgaria increases slower com-
pared with the areas, whereas it exceeds the wheat metric production due to the
price spikes observed in the last years. Thus, it is pointed out that the develop-
ment of the main cereal crop — wheat is mainly based on the area widespread,
while the yield fluctuates at approximately same levels and the gross wheat out-
put scores a raise due to global cereal price increase.

On the other hand, the sunflower and rapeseed, the major oilseed crops
show an incessant growth through the years. Since the accession of the country
in EU, the areas covered by sunflower increase moderately, while those with
rapeseed elevate considerably explicated by the role of subsidies distributed on
area basis [Mitova 2012]. The direct payments are distributed decoupled from
the production but they propel the expansion of the arable land, as sunflower and
rapeseed very well knitted to the production cycle, providing a crop rotation of
sown with planted crops.

The prosperous conditions for the development of the sunflower are stated
by [Atanasova 2011], who evaluates the competitiveness of the sunflower as
very high but this competitiveness does not correspond with the potential possi-
bilities of the country to derive more sunflower output by less area, to increase
the yield and to improve the quality of the production through agro-technical
modernization.
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Having in mind the importance of the production of these 5 crops and
their substantial role in the gross agricultural output and agricultural trade bal-
ance is raised the question for the future impact of the agricultural policy on the
development of these productions. The objectives of the paper are to make com-
parative analysis of the basic indicators, representing these production impacted
by the current (status quo policy) and the new policy.

The impact of new policy is examined through the implementation of the
basic payment scheme (BPS) and application of the redistributive payment. The
goal and objectives related to the impact analysis of the current and new policy
are bound to identify the changes that will occur in the baseline indicators —
gross margins, subsidy payments, areas, productions and cross-redistribution of
basic payments between these 5 crops and other sectors. The projection of the
baseline indicators is stretched over 5 years period and illustrates the changes in
these indicators under different scenarios and scenarios variants, which procre-
ates conditions to see different effects from the policy implementation and to de-
vise decisions, which to drive the results from the policy in the desired edge.

6.2. Methodology

The basic methodology used in the analysis is the scenario approach,
where based on the modeling is evaluated and compared the impact of the cur-
rent and new policy on the area, production, the subsidy level, gross return, etc
implications. The econometric modeling is used to trace up the development of
the selected 5 crops under the current and new policy, assessed through alterna-
tions of the areas, gross return and production outputs. The applied model is
elaborated by CAPA project'®. The CAPA crop model is deterministic, present-
ing partial equilibrium and linked with the GOLD (grains, oilseed, livestock and
dairy) model for EU elaborated by FAPRI for the price factoring. Abreast with
that the CAPA model for cereal baseline projection is not an adapted GOLD
model used by FAPRI; it is rather a new model linked with the GOLD model
and incorporating the Bulgarian needs and conditions in terms of data availabil-
ity and market-industrial specificities.

' The CAPA project — “Establishment of the Centre for Agri-Policy Analysis™ is financed by
the America for Bulgaria Foundation goals to elaborate a system for analysis of the agri-
policy using the econometric methods. The covered by the project sectors belong are cereal,
dairy, meat and horticulture. The research is implemented by a team from the IAE and the
Food and Agriculture Policy Research Institute (FAPRI) of Missouri University in the USA.
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Figure 1. Diagram of the major crops model system
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The basic GOLD model incorporates the major policy instruments associ-
ated with Common Agricultural Policy market organisations, as well as external
trade commitments made by the EU in the context of the World Trade Organiza-
tion [Hanrahan 2001]. At the level of the individual country commodity models,
most prices are linked to French market prices, which are generally the EU mar-
ket clearing prices. Assuming a given French price, price linkage equations
(specified in each non-France sheet) determine domestic prices as a function of
the French price [Hanrahan 2001]. Along with that, the FAPRI modelling sys-
tem albeit it evolves through the time it is always subjected to real situation and
market conditions. For example, regarding the supply side of the crop model are
incorporated the influence of commodity programs by including the support
scheme and the expected market return, posting the voluntary nature of the
commodity programs [Devadoss 1989].
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The CAPA Cereal model'’ gives insights and illustrates results on the 5
major crops in Bulgaria, outlining the entire supply and demand pattern and
transmitted by the feed balance with the livestock model. The Cereal model is
underlain as an econometric modelling, where:

V=1(Xy; Xy X5)

V=a+ef X +ef, Xy +efs X5 +&...... , where
a — intercept, while ¢ - elasticity

B —regression coefficient with X, ;3 - variables

& — factor error

The area of major crops, their yields and productions are derived as
above-shown equation, while the gross margins, subsidies, expected market re-
turns, the redistribution of the payments among the different crop sectors are
estimated using the recapitulation method. The production equation stands as an
identity, representing the multiplication of the harvested area per each crop and
its yield. The area equation is divided into total area covered by 5 crops and the
reallocation of this area among them and is composed of the gross return and
expected return variables. The gross margins and the expected market returns
are aggregated variables, including the detailed recapitulation of the market rev-
enues, production costs, all subsidy components and aids. The area depending
variable is equated as an exclusively economics function, assuming that the farm-
ers decision what to grow and how much of the land to be utilized is determined
by the economic rationality and modulated by the production adherences, as crop
rotation practices for example implied by the elasticity coefficient.

The recapitulation method is used as well to aggregate the values for the
gross and expected market returns so to sum up the subsidy levels during the
thorough data series range. The projections of the baseline indicators is done
over 5 years, as historical data is collected since 1998, which is considered as
the watershed year with reliable numbers and commensurate indicators. The re-
capitulation method is applied to see the divergences from the implementation
of the redistributive element of the direct payments and what will be the effects
on different crop productions. Along with the cereal and oilseed major crops are
analyzed the industrial with potatoes, fruit, vegetables, etheric crops and grass-
lands, where the major crops subsidizing through the new program period is
compared with the likewise aiding of the latter productions. It is done, assuming
that the direct payments in countries as Bulgaria are a significant factor driving

"7 The CAPA Cereal model is the first of the group of models planned to be done by CAPA
and includes not only the cereal crops (wheat, barley and maize) but also oil ones (sunflower
and rapeseed) and although, it deals with both groups for shortening and better discernment of
those crops with other crop groups is coined as Cereal model.
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farmers’ decisions to bind either to one or another crop. The data sources used
are mainly national, from the National Statistics Institute and the Ministry of
Agriculture and Food and Payment Agency. The national sources are employed
to generate data concerning the production, yield, area and other natural indica-
tors, while the figures on the direct support is combined from national reports
and EU issues. External sources are also used, EUROSTAT, FAO, private re-
search firms'®, etc. Whenever a lack of data is met, the experts’ judgment was
applied, facilitated by the establishment of the particular network from experts
and practitioners, reviewing the raw data and evaluating the exodus outcomes.

6.3. The impact of the public support in the period 2007-2013

According to [Ivanov et al 2012] the determination of the direct payment
at the base of the utilized area or the subsidies received for a previous period
leads not only to structure disproportions at a sector’s level, but to a strong ir-
regularity of the distribution of the aids among the individual beneficiaries. The
irregular distribution among the beneficiaries raises a lot of questions, although
it flows out from the principle of the support’s determination (historical ap-
proach) and the farms’ structure. In the EU on the whole, 20% of the companies
receive 80 % of the support, while in Bulgaria about 10% of beneficiaries re-
ceive 82% of the direct aids (figure 2). It is well known that frequently farms
which have considerable incomes from subsidies redirect these means toward
consumption and investments out of agriculture, which in no way corresponds to
the declared aim of agricultural support.

At the same time, the disparity in the distribution of the direct payments
among farmers raises the question upon big, agro-industrial farms, which fulfills
economies of scale and which are more lucrative and due to that their level of
support should be not the same and proportional of the produced in the past or
based on the obtained historically aid [Popov 2011]. Regarding the role of the
direct payments for the CAP 2007 — 2013, [Mitova 2012] points out that cereal
and oilseed crops are privileged compared to vegetables, fruits and grape pro-
duction because the amount of received payments represents about 33% of the
costs per ha. In addition, the farms specialized in the major crops’ production
are predominantly relatively big farms, which manage to accumulate immense
amount of direct support, to synergize due to high market prices in the last years
and to gain comparative advantages to other crops.

'® The publications “Strategie Grains” of Tallage research firm specialized in agro-economic
European markets of grain are taken into account http://www.tallage.fr/vitrine/.
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Figure 2. Distribution of the subsidies and beneficiaries in 2010

100,0
90,0
80,0
70,0
——
60,0 distribution
50,0 ofthe
chrect
40,0 payments
among
30,0 benefician
20,0 -
10,0

L ]
L

L 4

- &
& .

0,0 L 4 &

0 10 20 30 40 50 60 70 80 90 100
Beneficiaries

Source: IAE based on the EC data"’.

As it was pointed out although the subsidies are decoupled from the pro-
duction, in case of Bulgaria they are underlying factor driving allocation of the
land resources. The subsidies for the years after 2007 substantially exceed the
level of support before the accession, which boosts up the interest to the land
and leads to an apparent increase of the agricultural profitability mostly felt by
the producers from cereal sector. Since 2013, farmers engaged in the cereal and
oilseed sectors have been subject to a complementary support scheme proposed
by II Pillar and Measure 214 for agro-environmental activities and average in-
crease per ha for the major crops is estimated up to about 38 EUR/ha and the
total accumulated aids may tally up to 185 EUR/ha (figure 3).

Regarding the new CAP period, the decomposition of direct support is
thought to impact on the production pattern, which is attributed to the strong re-
duction of the flat support and adoption of higher coupled support percentage
and target support to small, young farmers and ecological practices. The green-
ing is deemed to have the strongest effect on the major crops’ structure in
Bulgaria, as mostly it is implied to shrink the total area covered by these pro-
ductions due to 5-7% requirement for set-aside. It is expected that producers
growing 5 crops will continue their interest to get the green component pay-
ment and will follow the requirements, which will eventuate in a slight fall of
their areas superseded by other, pulse crops particularly.

' European Commission. http://ec.europa.eu/agriculture/cap-funding/beneficiaries/direct-
aid/index_en.htm.
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Figure 3. Public support distribution in the major sectors, BGN/hectare
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6.4. Changes in area and production

Following up the model logical framework charted in Fig. 1, the supply of
the major crops is constituted of area and yield, as area is determined the profit-
ability and substitution among crops. In Figure 4 is shown the projected changes
in the gross margins under different scenarios. The change in the policy is ex-
pected to scant the gross profit generated by major crops compared to the status
quo policy. This is imputed chiefly to the alternations in subsidizing, as diver-
gence in the margins varies around 10%. The biggest amount of gross profit
would have been obtained with the extension of the CAP 2007-2013, explicated
by the unconditional and undifferentiated distribution of aids regardless the size,
production and type of farmers.

However, the new policy will push the subsidy support down concerning
the major crops as the highest reduction of the payments might be reported by
the introduction of the distributive element. Regarding the distributive scenario
split into variants of 10%, 30% and 60% increase to the basic payment for the
first 30 ha, the gross margins will be plumbed. The strongly distorted structure of
the farmers receiving direct payments, where 84% are holdings applying with up
to 30 ha land for support will be able to pull up between 10-15% of the national
financial package for redistributive payment. Thus, it will lessen the subsidies re-
ceived by producers of major crops and their gross revenues will be slumped.
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Figure 4. Average gross margins under different scenarios, euro/ha
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Regarding the percentage of the redistribution — 10%, 30% or 60%, the
divergence in the gross margin is reported to be very little within 1-2%, as most
closely to the gross margin under continuation of the CAP 2007-2013 will be the
new CAP without redistribution. The biggest decrease in the gross margin per ha
will be accumulated by redistribution of 60% over the average BPS for the first
30 ha and it will gradually heighten with minimizing of the redistribution. As it
was stated the gross margin is considered as hefty factor determining the major
crops’ area coverage. In Fig. 5 is illustrated the difference in the total area of
major crops under both scenario — continuation of the current and introduction
of new CAP.

The projected area for major 5 crops under both scenarios is expected to
differ, as the divergence is estimated to less than 5%. Although, the difference in
the gross profit per ha between both scenarios is evaluated up to 10%, the result-
ed lowering of the total area at the implementation of new policy is not propor-
tional and scores up to about 45 000 ha annually. The reasons are various, as the
greatest one is imputed to the elasticity of the area dependency to the gross mar-
gins. Actually, these 5 crops are considered as productions, which difficulty
might be substituted and the lack of real alternative leads to lessening of the
elasticity and the options of farmers to switch to other productions.
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Figure 5. Total five crops’ area projection, thousand ha
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Source: CAPA.

Abreast with that, the total area of major crops is estimated to decline in
next couple of years under both scenarios, as in 2017 is thought to have a slight
stabilization of the area around 2 775 Mha. That happens on the background of
an estimated slimly increase of the gross margins in years 2014-2016 and relates
to the assumed function of the area projection, which is implied with a lag time.
The area function represents the expected crop yield dummied as a yield trend
and the lagged prices and costs for crops for 3 years behind weighted with dif-
ferent coefficients®. The notion of such approach is to presume the factoring of
the expected gross margins for farmers, who guess the future prices and eventual
costs upon the past experience and conditions. Another effect from lagging the
gross margins, participating in functioning of the area coverage is preclusion
from incidental spikes and falls in the prices and costs and their moderation.

Although, the total area of major crops notes a slight decline comparing
both scenarios, the question of internal pattern of them is also crucial. In the
model, the substitution between these crops is an economic function, including
the expected market return. In case of separate crop area, the subsidies are ex-
cluded as a factor determining the area allocation. It is conjectured that the de-
coupled character of subsidies doesn’t impart upon the internal allocation of
crops and farmers are indifferent which crop will grow because the subsidy level
is given per area. In relation to that, the farmers’ decision for growing different
crops is determined by the cross-market return generated by those crops, where
the relative increase of the expected market return of one crop compared to other
ones will shift their preference to that one.

20 The coefficients are set 0,5 for the previous year prices, 0,3 for 2 year and 0,2 for the third.
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Table 1. Substitution of the area among 5 crops comparing the new Policy
without redistributive payment with current policy continuation

Crops 2013 | 2014 | 2015 | 2016 [ 2017
thousand ha

WS - wheat 0.00 -20.5 -18.6 -16.9 -16.8

BA - barley 0,00 2.7 2.4 -1.9 -1.8

CO - maize 0.00 1.7 1.7 -7.8 -8.1

UF - sunflower 0.00 -3.0 2.7 2.5 2.4

RS - rapeseed 0.00 -12.9 -12.7 -12.6 -12.9

Source: CAPA.

In Table 1 is shown the area substitutions among particular crops in the
years after 2013 and compared the consequences for the area under new policy
with current policy continuation without redistribution element. The indicated
by Figure 5 decline in the major crops’ area resulted by the new policy imple-
mentation will likely affect all 5 crops but with different strength. The greatest
impact evaluated as a decrease in the area is reported for the wheat and rapeseed
production, which for the years after 2014 accounts for about 70% out of the
total fall of the areas, scoring between 40-50,000 ha annually.

The reported internal substitution of crops’ area is caused not only by the
economic factors, where the gross return of one to other crops relatively im-
proves but it is driven by the technological dependencies. Farmers in Bulgaria
historically follow up different crop rotation schemes, as regarding major crops
the most widespread rotations are wheat and barley versus maize, sunflower and
rapeseed. The rapeseed usually comes after wheat, which is sown after maize
and sunflower, while the sunflower itself is planted on a plot once in 4-5 har-
vesting years. Thus, farmers weighting the economic benefits from the substi-
tution of particular crops will do that in the context of the agro-technological
issues, which explicates the almost balanced decrease of the areas belonging to
both rotation patterns.

Apart from comparison between these scenarios, it is conjectured that the
total area covered by major crops will decline slowly in the next years compared
with the area levels reached in 2012 and 2013. The reasons for that are imputed
to the policy changes. In historical terms, the areas with wheat in the future peri-
od will fall slimly compared to last years, while the highest decrease is projected
for the barley (32%) and rapeseed (30%) [Ivanov et al 2013]. At the other pole
are positioned the maize and sunflower, where the areas are anticipated to grow
up by 14% and 9%, due to relatively better economic outcomes compared to
rapeseed and barley [Ivanov ef al 2013].
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Table 2. Difference in the output from 5 crops under the new policy without
redistributive payment with current policy continuation

Crops 2013 | 2014 | 2015 | 2016 [ 2017
thousand t

WS - wheat 0.00 -80.9 -74.4 -68,3 -68.7

BA - barley 0.00 -8.6 -9.1 7.3 -7.0

CO - maize 0.00 -37.8 -38.3 -39.2 41,2

UF - sunflower 0.00 -6.2 5.7 5.4 -53

RS - rapeseed 0.00 -28.3 -28.7 -29.1 -30.6

Source: CAPA.

In Table 2 is indicated the difference in the major crops’ production under
scenarios of the new policy juxtaposed with the current policy continuation. As
a result of a decrease of the area with all 5 crops under the new policy imple-
mentation compared with the scenario for lasting of the CAP regulations from
the period 2007-2013, the commodity output ensues also a drop. From the fig-
ures might be noted that the biggest decrease in the production would be real-
ized in the wheat output followed by the corn and rapeseed, as these reductions
are brought about a foregone yield from the diminished plots covered with major
crops under the new policy scenario.

The figures in Table 2 testify not only for the diminished commodity out-
put juxtaposing both scenarios but also spells for the yield expectations. The
yields under both scenarios for these crops are the same value and it does not
depend on the policy but is factored as technological and weather function. Ac-
cording to [Ivanov et al 2013] a positive trend connected to an increase in the
average yields for these crops per ha is expected. This is mainly determined by
the improvement of the agro-technology in the sector, where the weather condi-
tions are assumed in common range for the next years.

6.5. Policy impact on different farm types and sizes

During the Irish Presidency of the EU in 2013 was announced and later on
accepted one of the most important changes in the Pillar I related to the redis-
tributive payment. Introduction of the redistributive payment would allow mem-
ber states to grant a top-up on the basic payment for the first hectares 30 ha of
each farm to take account of the greater labour intensity on smaller farms and
the economies of scale of larger farms®'. The redistributive payment will be cal-
culated by multiplying a figure, which shall not be higher than 65% of the na-

2l Alan Matthews analysis posted on hitp:/capreform.eu/implications-of-the-new-

redistributive-payment/
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tional average payment per hectare by the land that the farmer intends to apply
for support up to 30 ha limit [EC 2013].

Table 3. Distribution of the BPS between different farm size classes under
3 variants of the distributive payment, euro/ha

Redistribution of 2014 2015 2016
BPSindifferent ["109% [ 30% [ 60% | 10% | 30% | 60% | 10% | 30% | 60%
farm-size classes, | reditrib |redistrib |redistrib | reditrib |redistrib | redistrib | reditrib |redistrib | redistrib
euro/ha ution | ution | ution | ution | ution | ution | ution | ution | ution
0to 10 ha 98 115 142 109.72| 129.67| 159.63 119 141 174
10 to 30 ha 98 115 142 109.72| 129.67| 159.63 119 141 174
30 to 60 ha 94| 104|  119| 10534| 116.51| 13332 115 128 148
60 to 200 ha 89 90 91 99.98| 100.46| 101.19 109 109 110
200 to 700 ha 87 84 80| 9826 9529 90.86| 107 104 99
over 700 ha 87 83 78| 97.78| 93.83| 87.94 106 102 96

Source: CAPA based on the EC data and Payment Agency.

The impact from the introduction of CAP 2014-2020 may lead to different
changes and magnitudes, as in Table 3 is estimated the level of basic payment
set up under 3 variants of the redistribution. As a consequence of the farm struc-
ture characterizing the direct payment scheme appliance, the differences in sepa-
rate variants, namely 10%, 30% and 60% are estimated up to 45%. Those
households disposing and declaring up to 30 ha account for 85% of all partici-
pating in the direct payment scheme farms and increased redistributive payment
they can get between 10% and 60% additional subsidy scores up to 45%. Those
farms will be the most benefited from the policy novelty.

The small farms have underlying role for retention of the viability of rural
areas and their contribution for the employment, and preservation of the cultural
and historical heritage should be acknowledged [Popov and Ivanov 2012]. In
such farms are concentrated 59% of the cattle, 76% of the pigs and 73% of the
sheep. The small farms with less than 10 ha create about 30% of the value added
of the sector, a share not to be underestimated [Ivanov et al 2012]. At the same
time, the eventual decrease in the area payment in the farms over 30 ha varies
around 10-25% thus the foregone payments will be quite lower than the gained
ones by farms up to 30 ha.
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Table 4. Level of the BPS and green payment under 3 variants of the distributive
payment upon different production groups

Total amount of 2014 2015 2016

BPS and green | (o, 30% 60% 10% | 30% | 60% 10% 30% | 60%
payment, eu- redit- | redistri- | redistri- | redit- | redistri- | redistri- | redit- | redistri- | redistri-
ro/ha ribution | bution | bution |ribution | bution | bution |ribution | bution | bution
Cereal with 141 139 135 158 156 152 173 170 166
fallow

0il crops 141 139 136 158 155 152 173 170 165
Industrial and 148 159 175 165 177 195 181 195 213
potato

Vegetables 149 163 183 167 182 205 184 202 224
Orchards 149 162 182 167 182 204 182 198 225
Etheric-oily 151 169 196 170 190 219 185 207 240
crops

Grassland 148 159 176 166 179 196 181 195 217

Source: CAPA based on the EC data and Payment Agency.

In Table 4 is indicated the expected allocation of the subsidies among dif-
ferent variants of redistributive payment unto certain sectors. The effect from the
redistributive payment will primarily lead to different payments among diverse
farm — size classes but indirectly will entail to divergent support to separate pro-
ductions. It is explicated by the farms’ specialization, which is relatively persis-
tent characteristic and regardless the notion of the direct aids is to be decoupled
from the production, it eventually more or less influences the agricultural farm-
ing. The figures in Table 4 testify that production sectors will be eventually sup-
ported differentially, as major crops belonging to the group of cereal and oilseed
crops will receive the smallest per ha amount.

The difference between a hectare support of cereal and oilseed crops and
highest benefitted etheric-oily crops is scored in the diapason 7-44% depending
on the redistributive percentage. At the same time, the divergence concerning
the cereal and oilseed crops under these variants is estimated up to hardly 4%
thus they will be not significantly affected. On the opposite pole are deployed
others, small-scale productions, as etheric, vegetable, fruits growing, etc, where
the increase provided by different variants is assessed up to 23%. Although the
maximum per hectare support being supposed concerning other sectors different
from the major ones, the effects from subsidizing on them may not be commen-
surable to major ones due to the cost intensity on a hectare.
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6.6. Conclusions

The goal of the paper is to study the impact from introduction of the new
agricultural policy after 2013 on five main crops in Bulgaria, comparing it with
the current CAP framework and assuming different scenarios and variants. In
the analysis was found out that the allocation of subsidies is very unequal and in
spite of their decoupled character, they to a great extent influence on the produc-
tion structure. The new CAP will keep the differences between average payments
among member states thus the convergence will continue fulfilling gradually. On
the other hand, the internal redistributive payment will differentiate the aids per ha
and will normalize a bit the harshly distorted distribution of the payments and
beneficiaries. The introduction of the greening will render stronger impulse to
pursuing the priorities in terms of environment preservation, biodiversity, cli-
mate changes, etc. The effects from the greening on major crops are found out in
a slim decrease of the total areas occupied by these crops attributed to the needs
for setting-aside ecological plots.

The new CAP will give more incentives to other productions different
from the current major ones, which is realized by the figures on farm-size and
production support. The productions usually practices in small scale farms, as
vegetables, fruits and etheric-oily crops through the introduction of redistribu-
tive payment will get bigger per hectare payments and the effect will be as
stronger as the differentiated are payments. A finding in the analysis claims that
redistributive element will have a minor effect on the support level hence on the
production performance of the major crops, while per hectare support on other
intensive in terms of land use and costs sectors will be risen up significantly,
which may boost up to some extent that farming.

The new CAP regarding the I Pillar is expected to give more flexibility
and will overhaul disadvantages in the flat subsidizing of the area and holdings,
as a minimal decrease in the areas with cereal and oilseed crops might be
compensated and superseded with a bigger increase of the areas with other
quite limited productions. Altogether, five crops will continue to dominate in
the production structure of the BG agriculture, as the role of the subsidies as
a driver of the development will be suppressed slightly.

The split of the SAPS to different schemes — small farms, support for nat-
ural constraints, young farmers, etc will ensure better encountering the challeng-
es (aging of the farmers’ society, low share of the young people, low incomes of
majority of small farms — 94% of all farms are up to 10 ha). It is expected the
prices of the commodities to retain relatively high and the volatility to continue
and for farmers crucial will become the issues not only regarding subsidies and
their amount but they will be more interested to to deal with marketing risks and
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to improve their technological practices. In Bulgarian agriculture in next 7 years
will be allocated about 4,7 billion euro direct aids, which will unambiguously
rise up the agricultural return, especially in the cereal and oilseed sectors but the
common benefits for other society apart from farmers will remain pending and
the question for social price of the subsidies is very actual.
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7. Competitiveness of the Romanian agri-food trade
and the new agricultural policies

For the last two decades, policies influenced significantly the evolution
and performances of the Romanian international agrifood trade. Romania’s ac-
cession to the EU and the enforcement of the CAP and Single Market rules re-
sulted in new priorities and orientations in the agrifood trade. Consequently,
Romania performed better on the intra and extra-EU markets, and the agrifood
trade increased significantly both in volume and value. The structure of the trade
flows changed as well. The paper is analyzing these changes, which products
and groups of products gained and lost on the EU and global markets, how they
were influenced by the past policies and the introduction of the CAP. At the
same time, the paper is evaluating the influence and possible implications of the
new agricultural policy on the competitiveness of the Romanian agrifood trade.

7.1. Introduction

Romania has been, traditionally, and still is, an important producer and
exporter of agrifood products. It has one of the largest agricultural areas in the
EU, good soil quality and temperate climate.

The efforts of the Romanian economy during the last two decades were
aimed at developing a market economy and making it a successful one, in order
to diminish the gap in efficiency and competitiveness between it and the other
EU member states.

The term “competitiveness” is largely used in the economic literature, and
its definition is varying widely. In a general EU definition [EU 1999a], “competi-
tiveness” is “to be able to withstand market competition”, while at regional level,
it is “the ability of a region to generate, while being exposed to external compe-
tition, relatively high income and employment levels”. In other words, for a re-
gion to be competitive, it is important to “ensure both quality and quantity of
jobs” [EU 1999b]. At microeconomic level, “competitiveness” is broadly ac-
cepted as a measure of economic viability. In a competitive market, it is “the
ability to produce the right goods and services of the right quality, at the right
price, at the right time. It means meeting customers’ needs more efficiently and
more effectively than other firms do” [Thomson and Ward 2005]. At macroeco-
nomic level, OECD defines competitiveness as “the degree to which [a nation]
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can, under free and fair market conditions, produce goods and services which
meet the test of international markets, while simultaneously maintaining and ex-
panding the real income of its people over the long term” [Thomson and Ward
2005]. There are many indices and indicators for evaluating and measuring
competitiveness, all of them with strengths and weaknesses; however, the idea
of productivity and employment runs like a red thread through more or less all
of the concepts of competitiveness, most of all in connection with the living
standard of the regional population [Schaller et al. 2012].

The present paper is analyzing the evolution of the Romanian agrifood
trade in the last decade, with a focus on the changes post-accession period due to
the introduction and changes of CAP.

7.2. Material and method

Calculations for this paper were based on the data extracted from Eurostat
database, CN classification - Combined Nomenclature, at 2 and 4 digits level of
aggregation (chapters 01-24 covering the agrifood products).

Trade values were analyzed, as well as the directions, composition and
ranking of export and import flows by main groups of food products.

7.3. Results and discussions

The national economy went through significant changes during the last
two decades: first it went through the economic depression that came along with
the structural changes of the transition period to a market economy. Then it had
to adapt and refine the new economic mechanisms in order to put an end to the
economic decline and restart growth. It achieved that after a whole decade.

General evolutions of the Romanian agrifood trade in the pre-accession period

The international trade reflected the economic and political changes. Until
1989, Romania was a net agrifood exporter, but at severe costs to the food secu-
rity of the population, by forced exports and bans on imports.

In the early 90s, the general evolution trend of the Romanian agrifood
trade flows was a massive increase in imports and a drastic decrease of exports —
in 1990 the agrifood exports decreased more than six times compared to previ-
ous year, while the imports increased more than three times — which resulted in
a significant negative trade balance, thus Romania became a net importer of
agrifood products.

In 1990-1996, while the trade balance continued to be negative, the trade
deficit decreased. After 1998, the trade liberalization effects and CEFTA mem-
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bership impacted the agrifood trade evolution by a continuous enlargement of
the deficit, which grew during the pre-accession period as well. Although the
exports continuously increased, the growth rate of exports was much lower than
the growth rate of competitive imports; the general trend of the agrifood trade
balance decreased, and in 2003 the trade deficit reached a level comparable to
that in 1990. In the years before the accession, record values were reached,
853 million EUR in 2006 for exports, and 2.42 billion EUR for imports, result-
ing in a trade deficit of 1.57 billion EUR in 2006 (figure 1).

Figure 1. Romanian international agrifood trade
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Source: Calculations using Eurostat data.

In the pre-accession period, EU became the main trade partner of Roma-
nia; this is shown by the increase of EU share to 61% in the Romanian agri-food
exports in 2006 (from 44% in 1999) and to 55% in imports (from 36% in 1999),
but also of the deficit (-805 million Euro), to half of the agri-food trade balance.

The main groups of agri-food products that had a positive balance in the
pre-accession period were relatively constant, suggesting the presence of com-
petitive advantage for live animals and oilseeds. Cereals are also present in this
group, except for the years with extreme unfavorable conditions (very severe
drought); these fluctuations, determined by the technological dependence upon
the weather conditions, have negative effects upon maintaining the trade part-
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ners in time and upon the consolidation of the Romanian exporter position on
the world markets.

The main groups of agrifood products that had a negative balance in the
pre-accession period, indicating the lack of competitiveness on the foreign mar-
kets have been: meat; tobacco; sugar; prepared foodstuffs; fruit; canned vegeta-
bles and fruit.

It should be mentioned that certain imported products contributing to the
negative balance by over 20% are not produced in Romania (ex.: citrus, bana-
nas, rice, coffee, cocoa, tea, spices, olive and palm oil, pet food etc.).

The main non-competitive products for which Romania has been a net
importer had a share over 80% in the (negative) agrifood trade balance and in-
cluded: pork meat, poultry meat, sugar (cane or sugar beet), tobacco and ciga-
rettes, prepared foodstuffs, coffee, animal feed, bananas and citrus.

The Romanian agri-food trade is characterized by a low level of competi-
tiveness of products with high value added and low diversification of Romanian
exports. Compared to the processed products, the basic agricultural products had
a high share in exports, accounting for 80% on the average in the period 2003-
-2006. In the same period, the share of imports of processed products accounted
for 42% on the average of total agricultural imports, while the basic products
58%, which reveals the domestic supply deficit with regard to the raw materials
and the agri-food industry products [Rusali and Gavrilescu 2008].

Before 1998, which is the year when the foreign direct investments ap-
peared in the Romanian food industry, about two-thirds of the agri-food imports
were imports of highly processed products (processed foodstuffs, beverages, to-
bacco). Their share in imports began to decrease in the subsequent years, reach-
ing 50% in 2000 and 35% in 2004; the decreasing trend continued. These
changes in the composition of export flows reveal the positive effect of the for-
eign direct investments in the Romanian food industry. At the same time, their
spill-over effect should be considered: in order to avoid the loss of market seg-
ments, the domestic processors had to improve the quality of their products and
to increase their efficiency. The improvement of the performance and supply of
the Romanian food industry was also stimulated by the explosion of modern re-
tail structures (supermarkets and hypermarkets) after 2000. The investments in
farm and agricultural primary processing units through the pre-accession and
post-accession programs (such as SAPARD and the Romanian NPRD — Nation-
al Program for Rural Development) contributed significantly to the increase in
agricultural supply in both quantity and quality terms, reflected in the continu-
ous increasing trend of exports since the pre-accession years, and continuing up
to the present day.
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Post-accession trends in the Romanian agrifood trade

After EU accession, the efforts of the Romanian agrifood sector focused
on enhancing competitiveness, by improving efficiency and product quality
along the food chains, in order to achieve a better presence on both the EU Sin-
gle Market as well as on the international markets.

EU accession meant for Romania, at least during the first 2 years, a con-
siderable increase in the agrifood total international exchanges; thus in 2008, the
total value was double as compared to 2006, the last pre-accession year. The ab-
solute value of the agrifood trade increased both in the pre-accession period, and
in the post-accession period, with a slight contraction in 2009. From the agrifood
trade point of view, the economic crisis resulted in a contraction of the total
trade exchanges in 2009; afterwards, the upward trend resumed.

In the Romanian total international trade, the post accession extra-
community trade is about 28% for exports and about 20% for imports. The first
2 years after accession (2007-2008), the Romanian international trade adjusted
after entering the Single Market, then, in 2009 the economic crisis hit the econ-
omy and changed subsequently the ratios in the trade destinations and origins
(figure 2).

Figure 2. Romania: share of extra- and intra-EU trade in total agrifood trade
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Source: Calculations using Eurostat data.

The evolution trends in the Romanian extra-community trade are different
from those of the intra-community trade (figure 3). Thus, the extra-community
exports increased continuously, reaching a peak in 2011 (1.1 billion EUR),
while for imports, the increasing trend from the pre-accession period reversed
since 2008, to drop in 2010 to a minimum of 720 million EUR, and then back
upward to 903 million EUR in 2011.
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Figure 3. Romanian extra-EU versus intra-EU agrifood trade
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Source: Calculations on Eurostat data.

The intra-community agrifood trade deficit decreased continuously, the
same as for the extra-community balance, due to the combined action of the ex-
port expansion and import contraction. The year 2010 is special, because for the
first time since 1990, the extra-community agrifood trade balance turned posi-
tive: exports exceeded imports, and the trend continued in 2011 as well.

The Romanian extra-community agrifood trade flows are different from
those of the EU-27 in terms of the share of destination and origin countries (ta-
ble 1). It is quite normal, taking into account that:

a) during the ‘90’s, Romania lost some important export markets — the ex-
COMECON markets, mainly Russia;

b) penetrating new international markets and EU proved quite difficult, due
mainly to sanitary and veterinary barriers;

c) the enforcement of free trade agreements with various countries and coun-
try groups facilitated the access of the Romanian agrifood products on
these markets;

d) the proximity of these countries allowed the increased of trade flows
stimulated by the lower transportation costs as well.
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Table 1. The Romanian extra-community agrifood trade: top destinations
of exports and origins of imports

Rank 2003 2006 2010
Country | % Country | % Country | %
Destinations of exports
1 Croatia 18.1 | Turkey 19.6 Turkey 17.3
2 Turkey 16.0 | Croatia 14.8 Korea 10.6
3 Syria 14.2 | Pakistan 9.2 Syria 6.5
4 Moldova | 10.4 | Moldova 6.4 Israel 5.5
5 Pakistan 7.9 | Russian Fed. 5.2 Saudi Arabia 5.4
6 USA 4.5 | Bosnia &Herzegovina 5.1 Philippines 4.9
Origin of imports
1 Brazil 20.6 | Brazil 253 Brazil 21.5
2 USA 13.0 | USA 12.6 Turkey 15.6
3 Russia 9.3 | Turkey 8.5 USA 6.8
4 Turkey 7.5 | Canada 7.6 China 6.7
5 Canada 5.6 | Moldova 53 Argentina 5.7
6 Moldova 5.5 | Ecuador 5.0 Moldova 4.4

Source: Calculations on Eurostat data.

The EU accession changed the rules of the game in terms of tariffs and
import quotas, but the directional flows remained almost the same, even if in
some cases the volume of exchanges decreased somehow (such in the case of
Republic of Moldova).

Performances of Romanian agrifood trade in the intra-EU market

In order to evaluate the performance of Romanian agrifood exports, the
share of some Romanian products have been calculated in the total Romanian
agrifood exports (table 2), as well as in the intra-EU trade (table 3).

There are some Romanian products which “survived” on EU market and
among them there are a few agri-food products, as well. At the same time, some
Romanian traditional products “disappeared” (more exactly, decreased signifi-
cantly) in the trade flows.

There are “lost” markets but also “gained” markets, so we wish to deter-
mine the “winners” and “losers” of the pre-accession and post-accession period
among Romanian agri-food products. Their dynamic evolution on the interna-
tional market is in close connection with their competitiveness.

If we look at the main Romanian agri-food products exported during the
mentioned period, we can identify the “winners”, which are products still com-
petitive — which increased their share in both total Romanian agrifood exports
(table 2), as well as in the intra-EU trade (table 3).
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Table 2. Romanian exports: share of selected products in total agrifood exports (%)

Product cI(_)I(?e 2003 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Cereals 10 2.0 9.8 8.3 6.6 163 | 139] 126 142
Wheat 1001 0.4 5.2 2.9 3.2 7.2 5.5 4.9 6.5
Maize 1005 1.6 3.7 4.1 2.6 6.6 6.4 6.4 6.6
Oilseeds 12| 109] 128 741 18.0| 142 | 144 152 9.3
Sunflower seeds 1206 9.4 8.7 3.5 5.7 4.5 4.5 7.6 6.7
Rapeseeds 1205 0.1 34 3.1] 11.0 8.9 8.9 6.5 0.9
Soybean seeds 1201 0.4 0.4 0.3 0.4 0.2 0.4 0.5 0.6
Vegetables 07 6.3 3.9 3.7 1.9 1.9 2.0 1.3 1.2
Potatoes 0701 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Fruit 08 4.1 3.1 24 1.1 1.1 1.4 1.4 14
Apples, pears and

quinces 0808 0.0 0.0 0.4 0.0 0.1 0.1 0.2 0.1
Live sheep and goats | 0104 | 11.3 7.3 5.8 3.1 34 2.3 2.3 1.1
Meat 02 2.4 1.8 23 1.9 3.1 3.6 5.1 6.2
Pork 0203 0.0 0.0 0.0 0.0 0.1 0.2 0.2 0.7
Poultry meat 0207 1.3 0.0 0.3 0.8 2.2 2.5 3.7 4.1
Honey 0409 4.1 1.9 1.0 0.8 1.3 1.0 0.7 0.8
Sunflower oil 1512 24 2.1 24 2.0 2.1 3.5 4.4 34
Wine 2204 2.8 1.3 0.9 0.5 0.4 0.2 0.2 0.3

Source: Calculations using Eurostat data.

One can we identify two sub-types of “winner” products: active, which have
an increasing trend and very good perspectives (competitiveness), such as maize,
sunflower seeds, sunflower oil, live sheep and goats; and passive products having
a linear evolution under the pressure of various factors (wheat and honey).

Cereals and oilseeds have been an important export product, but the quanti-
ties available for export show strong yearly variations, since the domestic product
is strongly weather-sensitive (especially to severe draughts). The EU-membership
meant for Romania an increased access of these products on the EU market; but
for the last 4 years, cereals were exported mostly to non-EU countries.

Romania is in the top 3 sunflower seeds producers in the EU; hence its
exports are amounting 15-22% of the intra-EU dispatches.

Rapeseed seems to have a highly fluctuating trend: it peaked significantly
in 2008-2010, then, since 2011 became a “loser”.

Live animals have been one of the most competitive export products in
the Romanian agrifood trade. It intensified since 1995, when the Romania — EU
Association Trade Agreement entered into force, and then again in 1997 when,
due to the lack of EU-agreed slaughter houses and meat processing units, meat
and meat products quotas were transformed in live animals quotas. This trend is
expected to decrease in the future, due to the fact that new meat processing units
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(EU-certified) entered the market and will process and export more value-added
meat products, thus diminishing the exports of live animals.

Table 3. Share of Romanian selected products in intra-EU dispatches (%)

Product Ic{osde 2003 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Cereals 10 0.2 1.2 1.0 1.2 3.7 4.2 3.8 4.0
Wheat 1001 0.1 1.5 0.8 1.3 3.9 3.7 34 4.4
Maize 1005 0.5 1.7 1.8 1.9 5.5 7.3 6.7 6.2
Oilseeds 12 1.5 2.7 1.7 5.8 5.5 6.6 7.2 3.8
Sunflower seeds 1206 | 12.1| 16.7 77| 152 13.0] 148 ] 21.8| 179
Rapeseeds 1205 0.1 33 251 104 ] 11.6| 127 9.2 1.1
Soybean seeds 1201 0.4 0.8 0.8 1.5 0.6 1.6 2.6 2.2
Vegetables 07 0.3 0.2 0.3 0.3 0.3 04 0.3 0.3
Potatoes 0701 0.0 0.0 0.0 0.0 0.1 0.0 0.1 0.1
Fruit 08 0.2 0.2 0.2 0.1 0.1 0.3 0.3 0.3
Apples, pears and

quinces 0808 0.0 0.0 0.2 0.0 0.1 0.2 04 0.2
Live sheep and goats | 0104 | 29.7| 253 | 26.5| 324 | 33.7| 32.0| 36.5| 229
Meat 02 0.1 0.1 0.1 0.1 0.3 0.4 0.6 0.7
Pork 0203 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.3
Poultry meat 0207 0.2 0.0 0.1 0.3 1.0 1.5 24 2.6
Honey 0409 9.2 8.5 53 58] 10.1 9.4 8.4 8.4
Sunflower oil 1512 2.3 2.7 2.8 2.7 4.0 8.1 8.7 6.3
Wine 2204 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Source: Calculations using Eurostat data.

The main “losers” in the Romanian agrifood trade are: pork, chicken
meat, apples and wine.

In 1990, the share of pork in Romanian agrifood exports was 21%; it de-
creased to 12.5% in 1995 and dropped to zero in 1997-2008 [Voicilag 2013].
A similar trend we find in chicken meat: in 1991 its share in exports was about
18%, it decreased to 7% in 1995 and dropped to zero in 1997-2002. The reason
for it is that until 1996, pigs and poultry were grown in huge state-owned enter-
prises, which became bankrupt over the years and were dismantled in 1997. Re-
covery of pig and poultry husbandry in new private farms started immediately,
but was slow and difficult. The investment efforts were important, but the new
production had to face as well huge competition from CEFTA and (after 2003)
EU countries (such as Hungary and Poland) which penetrated immediately the
Romanian markets and made even more difficult for the Romanian producers to
regain the lost domestic market, let alone foreign markets. Only in the latest
years these two products appeared again in the list of export products; chicken
meat seems to do better. Pork exports to the EU were also banned until end 2013

103




for veterinary reasons, while Russia banned Romanian exports of meat and meat
products since 2009.

Apples (+pears and quinces) are another big “loser” of the Romanian agri-
food trade. In 1990 they had a share of 4.5% in exports, decreased to 1.9% in
1995 and dropped to almost zero in subsequent years until 2006. Some reasons
might be: a drop in the domestic production starting 1998, due to the disman-
tling of the state farms (which included almost half of the orchard areas) and
trade liberalization which allowed higher imports at low prices. The new private
fruit farms needed time to start producing efficiently in a market environment.
Moreover, there were no fruit producers associations (they started establishing
quite recently), and for that reason the big retailers choose to import fruit rather
than use the domestic fragmented supply.

The lack of supply domestic organization is the main hindrance for vege-
tables exports. The same reason and the preference of big retailers for cheap
vegetables imported from Turkey, together with important fiscal evasion in this
area are the main reasons for which imports of vegetables increased, resulting in
the fact that Romania is a net importer in both fruit and vegetables.

The Romanian wine had a share of about 7% in the agrifood exports in
1990-2000. It dropped subsequently to almost zero. The restructuration of win-
eries was slow and costly, since it involved important technological investments,
together with investment in new high quality vineyards able to supply high
quality grapes. The domestic wine production is mostly consumed domestical-
ly, some surpluses are exported to Russia and Moldova. High quality Romani-
an wines are slowly penetrating the EU market, since competition is strong for
this product.

7.4. Conclusions

The EU-27 has a leading position in the total agrifood world trade. The
last two enlargements (in 2004 and 2007) had a significant impact on the EU
trade. The value increased in real terms, mostly due to the contribution of the
NMS, through the increase in the traded goods volumes. But the NMS added as
well their negative extra-community agrifood trade balances to that of the OMS,
thus contributing temporarily to the increasing EU-27 trade deficit. Overall, the
final result of the latest EU enlargements has been positive in the extra-
community trade volume, and after the passing of the economic crisis shock,
exports increased faster than imports, resulting in a diminished trade deficit from
24 million EUR in 2008 down to 4.5 billion EUR in 2012. The shock was even
smaller in intra-EU trade: total dispatches diminished by 5.7% in 2009/2008, but
immediately recovered in 2010 (+8% as compared to 2009).
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The absolute value of the Romanian international agrifood trade increased
continuously during the last decade. The intra-community trade accounted for
73% for the last three years.

As a result of the simultaneous action of the export expansion and import
contraction after 2008, the Romanian extra and intra-community agrifood trade
balance trade diminished continuously, from the historical maximum of
1.65 billion EUR in 2007 down to 631.6 million in 2011. As a first since 1990,
the extra-community agrifood trade balance became positive in 2010: the ex-
ports exceeded the imports, and the trend continued in 2011 and 2012 as well.

The analysis of individual Romanian agrifood products performance in
the intra-EU market allowed the grouping of those products in three categories:
“active winners” (showing an increasing trend and good competitiveness), “pas-
sive winners” (showing a linear evolution under the pressure of various factors)
and “losers”.

The identified active winners are maize, sunflower seeds, sunflower oil,
live sheep and goats. The identified passive winners are wheat and honey. The
identified losers are pork, chicken meat, apples and wine.

Various domestic and external factors had implications on the perfor-
mance of all the analyzed products: privatization, state farms bankruptcy, en-
forcement of the EU pre-accession trade agreement, CEFTA membership,
foreign and domestic investments, the pre-accession support programs
(SAPARD), the post-accession NPRD. The EU accession had a direct positive
impact on the Romanian agrifood trade by the free access on the Single Market.
There is as well an important indirect impact, through the application of CAP
which resulted after the first 6 years in higher and better quality agrifood domes-
tic supply, as basis for increased competitiveness of Romanian products, result-
ing in increased exports on both EU and non-EU markets.
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1. Financial aspects of sustainability of agriculture

1.1. Introduction

One of the most actual problems arising from economic development and
civilization is pollution and adverse social changes that lead to the inefficient
use of resources. Therefore, it appears necessary to make changes in existing
patterns of consumption and production. The need to solve or at least mitigate
the external effects also applies to agriculture. Hence in the agricultural policy,
the European Union increasingly stresses the issue of sustainable development
as a response to the growing environmental and civilization hazards.

The purpose of this article is to attempt to indicate the correlation between
finances and balancing agriculture. To implement this aim, the following work-
ing hypotheses were adopted:

e the impact of finance on the sustainability of agriculture is often overrat-
ed, largely because the same financial instruments rarely form a coherent
system of incentives and anti-incentives,

e in agriculture it is possible to loosen the connection between its balancing
and subsidies.

The studies conducted are theoretical considerations and contribute to further
analysis.

1.2. Taxation vs. efficiency and justice

A tool that determines the behaviour of the operators on the market and
that can be used to achieve the objectives of sustainable development is the tax
system. One of the main issues of taxation is the issue of substitutability be-
tween economic efficiency and justice. This means that if we want to have a more
equitable taxation, this must be done at the expense of efficiency, and thus also at
the expense of social welfare. The interdependence is presented by Figure 1.
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Figure 1. The curve of trade-offs between economic efficiency and justice
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Source: [Grqdalski 2004, p. 36].

The effect of the imposition of taxes is a loss of prosperity, which means a
loss in total excess as a result of limitations on the size of the market below the
optimum one. Figure 2 shows the impact of taxation on wealth.

Figure 2. The loss of welfare caused by taxes
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Source: Own elaboration on the basis of [ Mankiw, Taylor 2009].

The imposition of a tax will cause market imbalance and the emergence of
the loss of prosperity (CE field), often known as useless effect of taxation. This
is because taxation usually raises the price for the consumer (from P, to Pg) and
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lowers the price for the producer (from P; to Ps). From an economic point of
view, there appears to be the real cost that is based on the decline in the level of
sales from Q; to Q,, which in turn translates to reducing the level of prosperity.
The loss of welfare will be higher, when the burden on the market is more. This
means that any imposition of a tax is perceived as an inefficient use of resources.

1.3. The instruments of sustainable agriculture — selected categories

There are many ways and methods to foster the implementation of the
concept of sustainable development. In the literature of the subject there is a va-
riety of their classifications. For the purpose of this work, these instruments
were divided into: financial (taxes and subsidies) and market and non-market
among which organizational tools occupy a special place (e.g., optimization of
the production) as well as institutional (e.g. “environmental agent").

Governments are trying to design tax systems so as to get the most reve-
nue and at the same time not violate social stability and security. Hence, agricul-
tural tax systems are composed of a number of different taxes, which guarantees
a large share of citizens in the financing of the states’ tasks (table 1).

Table 1. Basic types of taxes in the agricultural sector in selected countries

of the EU and the USA
Types of taxes France | Italy | England | Ireland | Germany | USA | Poland

+ + + + + + +
Income tax
Corporate tax + + + + + + +
Property tax * B + + B B *
Land tax * B B B * B .
Local taxes (with the exception
of land, including agricultural tax) * * B B + * +
VAT + + + + + - +
Sales tax ) B ) ) ) * )
Social contributions * * + + + * +

Explanation: * - included in the income tax; * - included in the land tax.
Source: Own elaboration on the basis of [Dziemianowicz 2007].
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In some countries, to minimize the loss of welfare, preferential tax ar-
rangements are introduced. Such systems have developed, especially in those
countries where the structure is dominated by small production units, for exam-
ple in France, Germany, Italy and Poland. As Dziemianowicz notes however
[2007], such solutions are typically inefficient and often lead to abuse both with-
in the sector, as well as in cross-sector transactions. An example of preferential
solutions used in Polish agriculture is agricultural tax. Revenue load for this tax
decreases with increased economic strength (Figure 3), which means that the
greatest loss of welfare is suffered by the poorest farms. This situation indicates
that the tax structure is not only inefficient, but above all internally unfair.

Figure 3. The burden of the family farm taxes, broken down by ESU groups
in the years 2009-2011
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Source: Own work on the basis of FADN data 2009-2011.

Tax solution presented does not stimulate the activities aimed at the sus-
tainable development of farms. Sometimes, however, taxes may have a positive
impact and contribute to improving the efficiency. These tools can be used in the
concept of sustainable development in order to reduce the external effects (ta-
ble 2). Examples of such solutions may be taxes on quantities sold, junk food or
salary fund. The positive effect of their use may be reducing the production and
consumption of goods which are heavily burdened by external costs, reducing
loss of welfare, transition into new environment-friendly technologies, the crea-
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tion of new patterns of consumption and production, increasing the propensity to
save, efficient use of resources. It seems that the importance of these taxes will
increase in the financial instruments.

Table 2. "New" taxes on efficiency and justice

Effectiveness of taxation

Type of tax . . . . Justice
M (economic, social and ecological effectiveness)
Tax on amount sold e Temporary loss of revenue, Difficult to deter-
e Diversification of income of the population, mine dependent
e  Reduction in the number of jobs among the employed, on marginal utility

e  Reduction of salaries,

e The quantity of goods placed on the market limited by the
amount of tax - possibility of using agricultural land for
environmental objectives.

A tax on "junk food" | ® Reducing the supply of taxable goods, Difficult to deter-
e A change in the patterns of production, mine dependent on
e  Temporarily reduction in the company's revenue, marginal utility

e Short-term changes in the structure of employment
and remuneration,

e Positive impact on the NPK balance,

e Transition to effective environmental-friendly technologies
(extensive production),

e Raising food safety (product quality, GMP, GHP).

Wage tax e Does not affect wages after tax, and thus the loss of wel- | [ seen as fair
fare,

e May cause employment migration of workers and regional
variation in wages.

Source: Own elaboration.

In the EU and in many other OECD countries encouraging producers to sup-
ply public goods and to internalise external costs is carried out by means of sub-
sidies. However, there is the problem of adequate subsidies for farmers for the
delivery of public goods and internalisation of externalities. Figure 4 shows the
impact of subsidies on greening action.

A solid line is the equivalent of agricultural land area covered by the agri-
environmental commitment. Whereas the dotted line means potential obligation,
which means that some farmers would behave as if they realised agri-
environmental projects. Two effects follow this:

e Additional - value added generated by the implementation of commit-

ment,

e Windfall - extraordinary, unexpected income.
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Figure 4. “Additional" and "windfall” effect in agri-environmental programmes
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Source: [Chabé-Ferret, Subervie 2012].

The farmer should actually be paid from the budget for achieving the ad-
ditional effect. It can be assumed that the actions aimed at non-financial support,
i.e., agricultural education, advice on the use of environment-friendly techniques,
innovations in farms, can give better results than the support in the form of aid.

1.4. Market and non-market mitigation instruments for externalities

Practice shows that there are many ways to improve the efficiency of
farms without the use of financial instruments, which means that you can recon-
cile economic objectives with the objectives of environmental considerations.
This is about, among other things, traditional methods of crop and livestock pro-
duction in accordance with agri-environmental programmes, i.e. observance of
the principles of proper selection and succession of plants, reduction of weeds
and limiting the growth of nitrogen in the soil. German research [Karpenstein-
Machan et al. 2013] on optimizing and using forecrops and cover crops before
and their impact on the results of farming suggests that appropriate selection of
plants in crop structure and suitable rotation can clearly affect the improvement

of direct surplus in farms.
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In addition to the optimization in farms, we can use other ways to mitigate
the effects of negative externalities. Figure 5 indicates that strengthening proper-
ty rights alone can lead to improved competitiveness and further sustainability
of agriculture.

Figure 5. To ensure ownership and leases and the operation of
a competitive and sustainable agriculture
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There are various institutional and organisational solutions in agri-
environmental programmes. Quite interesting is the system in which the envi-
ronmental agent exists. Figure 6 shows the link of this agent with other actors
within the framework of agri-environmental programmes. We can see that the
transfer of ownership occurs between the farmer and environment user. In turn,
government provide a subsidy to the agent, which he uses to pay the farmer to
ensure environmental principles.

The main prerequisite for the introduction of environmental agents is the
problem of high transactional costs due to enforcement of contracts between the
users and farmers. The agreements between the government (or government
agency) and farmers entail certain difficulties: (i) emotional involvement of the
farmer in a traditional, intensive agricultural activity, (ii) restriction of the
farmer’s interests to own farm, (iii) lack of expertise, as well as holistic treat-
ment of the problem of public goods supplied to the general public (including
"non-agricultural”" means to produce public goods).
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Figure 6. "Environmental Agent" as a participant in agreements
of agro-environmental programmes
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Source: Own work on the basis of [Lippert et al. 1997, s. 6].

Environmental agents can take advantage of economies of scale covering
the entire landscape with their activities. In addition, the agent transfers the nec-
essary know-how to the farmer for production of public goods. Thanks to the
agents, activities under agro-environmental programmes can be targeted to the
needs of the area. An "environmental agent" could acquire the know-how to de-
liver public goods at low cost with low opportunity cost and would motivate
farmers to use environment-friendly technology

We should also bear in mind the potential problems associated with the
introduction of the "environmental agents", namely difficulties in defining and
measuring the amount of public goods that the farmer should provide. It is also
worth highlighting potential conflicts associated with objectives concerning in-
come distribution and breach of the principle of "polluter pays" principle [Lip-
pert et al. 1997].

In Europe there is a growing interest in a variety of collective activities in
the agri-environmental programmes, which was noted in particular in the studies
of Dutch agriculture economists. Collective action can help deliver green ser-
vices, which is associated with high levels of investment. Hybrid management
structure help reduce the transactional cost both for the State regulator as well as
for farmers. In practice, the Netherlands has environmental associations; in fact,
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these are entities in the form of associations. This is confirmed by research by
Polman’s team [2011], from which it follows that the main rationale for collec-
tive actions include: the necessity of aggregating assets at the disposal of many
farmers in order to achieve the interim environmental objectives (e.g. mainte-
nance of the regional landscape), delivering '"green services" requires specific
investments, whose scale usually exceeds the capacity of a single financial
stakeholder.

1.5. Conclusions

We need to take seriously all the signals that in the future there will be
areduction of subsidies to agriculture, which will need to be spent in a more
thoughtful, more efficient and more targeted way. Already now there is a lot of
institutional and quasi-market solutions which make "looser" the link between
subsidies and internalisation of externalities in agriculture and the provision of
public goods by this sector.

Replacing the traditional tax tools with "new" solutions will require delib-
erate changes at the level of whole tax system organization so as not to reduce
the social welfare state in agriculture and society.

We can anticipate that there will be growth in dissemination of market-
based and non-market instruments of environmental policy also in the agricul-
tural sector.

Institutional arrangements, in particular, the "environmental agents" can
be adopted as a tool for the sustainable development of rural areas.
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2. Changes in the socio-demographic structure of villagers
and employment in individual agriculture

2.1. Introduction

One of the primary determinants of the multifunctional rural development
is to improve the quality of human capital. It is a prerequisite for running a posi-
tive transformation processes in the agricultural sector and in rural areas, includ-
ing in the structure of those working in the agricultural sector and outside it*.
Structural deficit in non-agricultural jobs in rural areas causes an excess of la-
bour burdening farms and inhibiting concentration processes in agriculture®.
Hidden unemployment in agriculture and non-agricultural population unem-
ployment are fundamental determinants of chronic imbalances in the local la-
bour market, shaped by differences in labour supply and demand**.

In this study the focus was mainly on issues relating to:

¢ changes in the number and socio-demographic characteristics of the rural

population,

e socio-demographic characteristics of persons in charge of individual
farms,

e employment & labour in agriculture, their diversity and the factors affect-
ing them.

This work uses the results of the field studies carried out periodically by
the IAFE-NRI on a permanent sample of rural households from 76 villages,
mainly from the years 2000, 2005 and 2011. Villages to be studied were chosen
deliberately so that they reflected the actual socio-economic characteristics of
rural areas, and especially the area structure of individual farms. The survey
covered of the households in the villages, including the farms with an area of
more than 1 ha of agricultural land at the disposal of individuals. The villages
were intentionally selected in such a way so as to ensure that the size of exam-

22 Cf. G. S. Becker, Human Capital: A Theoretical and Empirical Analysis, with Special Ref-
erence to Education, University of Chicago Press, Chicago, 1993, p.25.

2 A. Sikorska, Zmiany strukturalne na wsi i w rolnictwie w latach 1996-2000 a wiclofunk-
cyjny rozwdj obszaréw wiejskich. Synteza. IERiGZ, Warsaw 2001, p. 44-45.

% ¢f. International Encyclopedia of Social Policy, ed. T. Fitzpatrick, H. Kwon, N. Manning,
J. Midgley, G., Pascall, Routledge, 2006, p. 586-588.

117



ined farms is proportional to the factual area structure, both at the country scale
and in spatial terms”. Surveyed units accounted for about 1/500 of the actual
number of households, and their numbers in the last two surveys were as fol-
lows: in 2005 — 3705, and in 2011 — 3331 units.

The empirical material from field studies was supplemented by the CSO data,
including:

e Agricultural census in 2002 and 2010;

e Population and housing census between 2002 and 2011;

¢ Study of Economic Activity.

2.2. The numbers and socio-economic structure for rural population

According to COS, rural areas represent 39.2% of the population of the
country. Compared to 2002, the population increased by 3.3% (486,2 thousand
persons). Despite the increase in the absolute number of the rural population and
the decrease of 0.9% of the urban population, the share of population living in
rural areas among all our citizens increased only by 1 percentage point.

Table 1. The status and structure of the population according to age groups
between 2002 and 2011

Population
Description Year Total - - -
Pre-working age | Working age Post-working age
Number of people in thousand
Rural areas 2002 14 619.7 3876.5 8456.0 2286.7
(rural) 2011 15105.9 32264 9539.1 23404
City 2002 23 610.4 4974.2 15169.8 3462.4
(urban) 2011 23 405.9 39759 15258.3 41714
The dynamics of changes (2002 = 100)
Village (rural) 103.3 83.2 112.8 102.3
City (urban) 99.1 79.9 100.6 120.5

* CSO economic age groups were used: pre-working age -a person up to 17 years; working
age women aged 18-59 years and men aged 18-64 years, post-working age women aged 60
and over and men aged 65 or more. In the post working age two more groups were identified:
mobile (junior working age) - people aged 18-44 years and non-mobile (senior working age)
-women aged 45-59 years and men aged 45-64 years.

Source: Author’s own compilation based on the data of the Central Statistical Office.

2 A. Sikorska: Procesy przeksztalcen strukturalnych w wiejskiej spolecznosci i chlopskim
rolnictwie. Synteza, [ERiIGZ-PIB, Warsaw 2013.
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From the perspective of the impact of demographic considerations on the
economic situation of rural areas, what is important are the changes in the trend
of population structure by age, and, above all, the relationship between the num-
ber of people of working and non-working age. They allow the assessment of
the aging process. In the years 2002-2011, there were significant changes in
terms of size and structure of the rural population according to economic age
groups. This was a consequence (as with the urban population) of population
movement to the next age groups at the time of demographic booms and lows.

In the years 2002-2011 the number of working age rural population de-
clined by about 16.8% and the share from 26.5 to 21.4%. During the analyzed
period the number of urban population in this age decreased by 20,1% and ac-
counted for 44.8% of the total population in this age group (in 2002 — 43.8%).

An aggregation of rural population in the working age increased by
12.8%, while in the cities only 0.6%. As a consequence, 2011 38,5% of the
working age population lived in the countryside, while in 2002 it was 35.8%

In 2011, post-working age people from the countryside represented 35,9%
of this population in the country. It was a group which was relatively stable in
numbers (in the years 2002-2011 increased by only 2.3%) and the increase ac-
counted in total for only 7% of the total population increase at the retirement age
in the country. As a result, the demographic burden factor for rural population
amounted in 2011 to 58 and was about 15 people less than in 2002. Despite the
relatively large decline, this was a value of about 5 percentage points higher than
among the rural population.

In the present context, human capital is increasingly important in shaping
urban development processes in the economy, and education of the population
plays an increasingly important role both at the level of the general change in the
countryside, as well as in the socio-economic situation of individuals, especially
with regard to their position in the labour market and the outcomes achieved
thanks to their professional activity™.

A positive phenomenon observed over the years is the systematic increase
in the educational level of rural residents. However, despite much progress in
this area, the structure and level of education of the rural population is still sig-
nificantly different from that recorded in cities (Table 2). Among the villagers,
the predominant type of education is still primary education — in 2011 at 31,6%
(2002 — 38.3%). Among the urban population it was secondary education, and
the percentage was at 35.2% in 2011 (in 2002 — 38,5%)).

%P, Checchi, C. Lucifora, Education, Training and Labour Market Outcomes in Europe, Pal-
grave Macmillan, 2004, p. 12-13.
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Table 2. The level of education of the population (aged 13 years and over)

Percentage of people with
Years University Secondary Vocational Lower secondary
education | and post-secondary (college) and primary
Rural areas
2002 43 22.4 29.2 383
2011 9.9 25.5 26.6 31.6
City
2002 13.7 38.5 21.1 222
2011 21.3 352 19.0 17.9

Source: Compiled on the basis of the data of CSO.

A measure of progress in the level of education is, infer alia, the increase
in the population having at least secondary education. In the years 2002-2011
the proportion of those with at least secondary education in rural areas increased
from 26.7 to 35.4%, but was still a 21 pp. lower than amongst the urban resi-
dents. The largest increase was noted in respect of people with higher education,
whose share more than doubled and in 2011 amounted to almost 10%. Despite
such large dynamics of positive change, still the percentage of people with high-
er education in rural areas is more than twice lower than in urban areas. In turn,
it is worth noting that obviously more villagers than city dwellers have voca-
tional education (26.6% compared to 19%).

According to the study of economic activity of the population, an aggre-
gation of economically active rural population aged 15 years or more at the end
of 2012 represented more than 56% of the total rural population in this age
group with a set status on the labour market. Every other person was employed,
as indicated by the employment rate at 50.8%. At the same time, every tenth ac-
tively working person had difficulty in finding work (the unemployment rate is
10.0%). If we confine professional activity to people in the working age, which
should be considered a more appropriate approach from the perspective of the
difficulty in finding employment, this work was held by 65.4% of the popula-
tion in villages at the legal professional activity age and it was an indicator
which was 0.5 pp. lower than with urban population. In the case of total rural
population, the level of their economic activity, minimally although regularly
increases, and falls among city dwellers. As a consequence, these two groups
are becoming similar at this level.

One of the processes affecting economic activity in the rural population
and its activity on the labour market are the developments in the size and struc-
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ture of farms. The progressive deagrarization of the Polish countryside®’, is re-
flected both in preferences of education profiles for rural population, constantly
declining number of persons employed in agricultural activities and the work
time of those persons. This situation results in the release of the labour force re-
sources to non-agricultural sectors of the economy.

The aforementioned increase in the number of people living in rural areas
is accompanied by a process of reduction of the population related to individuals
farm users (Figure 1).

Figure 1. Farm and non-farm families in the socio-economic structure
of villages covered by IAFE-NRI research
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Source: IERiGZ-PIB survey, 1988, 1992, 1996, 2000, 2005 and 201 1.

The IERIGZ-PIB research reveals that in the rural population, the percent-
age of families related to farming have shown systematic growth for years. As
a result, in the sample of rural households surveyed in 2011 the share of landless
families; i.e. which do not have land or using plots with an area not exceeding
1 ha, accounted for nearly 61% of the total and was about 3 percentage points

T ¢f. A Sikorska: Zmiany w wielkosci badanych wsi oraz mobilnos¢ rodzin [in:] Przemiany
strukturalne we wsiach objetych badaniem 1ERIGZ w latach 1996-2000, IERiIGZ, Warszawa
2001, p. 13.
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(pp.) more than six years earlier (Figure 1). Thus, in relation to the period before
the transition the share of families not using individual farms in the tested popu-
lation of rural families increased by nearly 20 pp. The primary determinant of
this process was for the rural population to abandon agricultural activities and its
professional activation in other sectors of the economy, as well as ceasing agri-
cultural production activities due to retirement age®. It is worth noting that, at
present, population not related with farm user is increasingly a factor helping to
form structures in the process of rural development™.

The processes of deagrarization in the Polish villages is not only seen in
changes in population size of families with a farm user, but also in a reduction in
the number of family members employed in agricultural activities and changes
in terms of their involvement in the work on the farm. Transformations within
the family labour force are related to, inter alia, the attitude of farm manager
which, in turn, is influenced by socio-demographic characteristics.

2.3. Changes in employment and the labour cost in individual farms

A reflection of the process of diversification in professional activity of the
farming population is systematic reduction of share of people contributing their
labour to a farm among the general working individuals. Reduction in the num-
ber of farm workers has a constant character, but before 2000 these changes
were minimal and their share was at 96-98%. In the first decade of the 21st cen-
tury there was an acceleration in the pace at which the share of persons working
on the holding among the public and in 2011 it was only 87%. The scale of the
change in this regard is best reflected by the fact that the annual average decline
of those employed on the farm during the period 2000-2011 was 0.8%, while
previously it was nearly 4 times smaller. A reduction was seen not only in the
population working on the farm, but also the extent of their involvement in its
activities. In the years 2000-2011 population working on the farm full-time de-
creased from 47.3 to 39.9%, but above all there was an increase in the number of
those working only on a temporary basis; i.e. seasonally and casually (14.0 to
26.8%). As a result, in 2011 a farm gave the possibility of permanent full-time
employment for significantly less than half of the people who were exclusively
or mainly employed on it.

2 B. Karwat-Wozniak, A. Sikorska: Migracje ludnosci wiejskiej w latach 2005-2011,
IERiGZ-PIB, Warsaw 2013, p. 50-51.

¥ Cf. A. Sikorska, Procesy przeksztatcen strukturalnych w wiejskiej spotecznoscei i chtopskim
rolnictwie. Synteza, IERiIGZ-PIB, Warsaw 2013.
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Due to the large diversity in the involvement of individuals, especially
members of the rural family in the work on the farm, labour in farming activities
is expressed as full-time equivalent (FTE)™.

Table 3. Amount of work on the farm provided by farming family members
according to area groups

Annual work units (FWU)

. per one farm per 100 ha of agricultural land
Description

2005 | 2011 Rate of change 2005 | 2011 Rate of change

(2005 = 100) (2005 = 100)

Total 1.13 0.93 823 11.8 9.7 82.2

Area groups (ha AL)

1-5 0.82 0.61 74.4 32,8 243 74.1

5-10 1.18 1.00 84.7 167, 14.2 85.0

10-15 1.40 1.28 91.4 11.8 10.7 90.7

15-20 1.56 1.32 84.6 9.2 7.8 84.8

20-30 1.65 1.42 86,1 6.9 5.9 85.5

30-50 1.81 1.68 92,8 4.9 4.5 91.8

50 and over 1.66 1.67 100.6 1.7 1.7 100.0

Source: IERiGZ-PIB survey 2005 and 2011.

The work carried out shows that the 2005-2011 was a period of decline in
labour per farm. In this period, expenditure decreased by almost 18% (from 1.13
to 0,93 full-time employed person), and per 100 ha of agricultural land about
almost 20% (from 11.8 to 9.5 per 100 ha of agricultural land). It was not a new
trend. It already appeared in previous periods covered by field research activi-
ties’'. Although the pace of these changes was different in each separate re-
search periods, it can be concluded that it clearly took the momentum when the
processes of adapting our economy to EU structures became more advanced.

Among the causes of these changes we can indicate on a number of fac-
tors, both exogenous and endogenous . The most important include: overall im-
provement to the economic situation and the improvement of the situation in the

% In Poland, this is equivalent to the situation when a full-time employee works 2120 hours
during the year on the farm, i.e. 265 days 8 hours per day, which corresponds to 1 annual
work unit (AWU), and in the case of the work of the farm family members (family work unit-
FWU). When calculating the effort expressed in AWU (according to Eurostat methodology) it
is assumed that a person may not perform work on the farm more than 1 AWU in the course
of the year, even in a situation where in fact they are working more.

*! Chmielinski P., Karwat-Wozniak B., Zmiany zasobéw pracy w rolnictwie indywidualnym
w latach 2000-2005, Zagadnienia Ekonomiki Rolnej, 3/2007, p. 61-80.
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agricultural sectors of the labour market, processes of labour migration from ru-
ral areas (including foreign), concentration of factors of production (particularly
land resources), an increase in the level and complexity of mechanization of
farm work, specializing in production and changes in its structure.

While the decline in labour had a universal nature, its intensity was differ-
ent depending on the size of the farm. In relatively small-scale farms the pace at
which the workload became smaller was relatively greater in relation to entities
with an average area, especially with relatively large acreage. In the years 2005-
-2011 in farms of to up 5 ha, the labour effort per 100 ha decreased by more than
a quarter, while in farms of more than 50 ha per agricultural land there was vir-
tually no change. However, there is still a huge variation in cost between farms
of small and large acreage (tab. 3). This situation bears witness to the sustained
and consistently large fragmentation of Polish agriculture.

2.4. The demographic structure of persons managing individual farms

One of the conditions for progress in the agricultural industry are socio-
-economic characteristics of persons working there, especially managers of
farms, because they take the strategic agricultural business decisions. For this
reason, it is their attitude, dedication and skill that to a large extent, determine the
economic health of managed farms. It is generally considered that their improve-
ment has a positive effect on the effects of economic production obtained*”. For
this reason, the structure of age and education of persons in this group is an im-
portant element in the assessment of quality of work in agriculture.

In may works it is underlined that change and development primarily at-
tracts relatively young people. This thesis applies to issues related to the recon-
struction of the structures of the agricultural sector, and, in principle, to adapta-
tion strategies implemented by entities operating in the sphere of agricultural
production to relatively rapidly changing external conditions.

Analysis of data from field studies showed more and more obvious symp-
toms of deterioration of the age structure of farm managers. In 2011, the farmers
" share in the mobile working age was 36%, and was about 9 pp. higher than in
2000. At the same time, we saw a systematic expansion of the group of manag-
ers in the non-mobile working age and retirement age. In the years 2000-2011,
the share of this group in the older working non-mobile age increased from 43 to

32 Generational renewal in EU agriculture: statistical background, Brief no 6, European
Commission, 2012.
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52%, and for retirement age from 10 to 12, However, the age structure of the
Polish farmers could still be considered satisfactory, especially against the back-
ground of the situation in this respect in EU agriculture (Figure 2). This situation
is favourable notably from the pro-efficiency perspective of preconstruction of
agricultural structures.

Figure 2. Managers of individual farms in Poland and EU-27 by age
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Source: Eurostat 2007, IERIGZ-PIB 2011.

Modern agriculture requires comprehensive knowledge™. For this reason,
an important feature of those running the farm, which has a significant impact
on production and financial effects achieved from agricultural activities is
knowledge and skills of the manager.

33 More on changes in demographic characteristics and level of education of managers of in-
dividual farms: B. Karwat-Wozniak, Przeobrazenia w cechach spoteczno-demograficznych
kierownikow rodzinnych gospodarstw rolnych w Polsce w warunkach nasilajacej si¢ konku-
rencji w $wietle badan terenowych [in:] Cechy spoteczno-demograficzne i aktywnos¢ ekono-
miczna kierownikéw gospodarstw rolnych, praca zbiorowa, Raport PW nr 84, IERiGZ-PIB,
Warsaw, 2013, p. 56-91.

3 A. Kowalski, Czynniki produkcji w agrobiznesie, [in:] Encyklopedia Agrobiznesu, ed.
A. Wos, Fundacja Innowacja, Warsaw 1998, p. 108-114.
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Figure 3. The level of vocational training of farm managers
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Knowledge factor, in the situation of increasing competition, determines
more and more the amount of income from business™. At the same time, the
contemporary prerequisite for development is to raise skills and invest in agri-
cultural education by trainee farmers.

From the analysis of the available empirical data we can see that genera-
tional changes among those in charge of the farm went hand in hand with an in-
creasingly higher level of their education. These changes should be considered
as very positive, for the level of education has a direct impact on the speed and
effects of the implementation of the technical and technological innovations in
agriculture and there is a significant correlation between the level of training and
equipment in means of production™.

The data collected from the survey show that in the period 2000-2011
there was progress in disseminating school agricultural qualifications (figure 3).
Both farm users, as well as members of individual farms as well as their family
members prefer non-agricultural education which makes it possible to be active
in the non-agricultural sectors of the labour market.

3 B. Klepacki, Znaczenie wiedzy i wyksztalcenia w rozwoju rolnictwa, Zagadnienia Ekono-
miczne, 2/2005, p. 47-57.

% M. Dudek, Rola czynnika ludzkiego w rolnictwie indywidualnym na przykladzie gospo-
darstw emerytow i mlodych rolnikéw, PW 2005-2009 raport 91, IERiGZ-PIB, Warsaw 2008.
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Figure 4. Managers of individual farms in Poland and UE-28* according to
agricultural qualifications’ level

1m%--‘.----.-lll'l I I . I

90%
80%
70%
60%
50%
40%
30%
20%
10%

0% SIS WEEER 2\

[ wx oo -

85

=l =

W w

# only practical basic " full agricultural education
experience training

* In view of a different education system for farmers, data for Italy (IT) are incomparable,
hence the chart includes them to a limited extent.

Source: Eurostat, 2013.

Throughout the period 2000-2011 the share of managers who completed
agricultural schools did not change and remained at 23-24%. At the same time,
there was a systematic decrease (from 27 to 17%) of the share of farmers with
only course-based preparation for the occupation of a farmer. As a consequence,
there was an increase (from 50 to 59%) in the group of managers who virtually
have no formal qualifications.

Against the background of the countries of the European Union, Poland
has a relatively favourable position when it comes to the level of professional
preparation for the profession. The share of farm managers with professional
preparation (agricultural school education) for the profession is higher than on
average in the EU (figure 4).

Level of education together with the favourable age structure show a rela-
tively high level of quality of human capital in the Polish agriculture compared
to other countries. This is a prerequisite for pro-efficiency transformations, oc-
curring in the agricultural sector.
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2.5. Conclusions

In spite of symptoms of aging rural community, the age structure is still
beneficial when compared to the population of the cities. A positive phenome-
non observed over the years is the systematic increase in the educational level of
rural residents. The largest increase was noted in respect of people with higher
education, whose share more than doubled over 6 years However, the level of
education in the rural population is significantly different from that recorded in
the cities.

By analyzing changes in the level of economic efficiency indicator for the
rural population, it can be seen that it increases systematically, but slightly. Giv-
en the inverse processes in the case of city dwellers, we can conclude that the
two communities are increasingly similar at this level.

Deruralisation processes in the Polish village are not only changes in rela-
tionships of populations that do not have agricultural real estate and population
related to a farm, but also changes in this part of the rural population, which is
linked to a farm. In recent decades there has been acceleration of the pace at
which the participation of the persons working on farms is becoming lower
among all persons employed. There are also changes in the extent of their in-
volvement in its activities. In the years 2000-2011 population working on the
farm full-time decreased, but there was an increase in the number of those work-
ing only on a temporary basis. Hence there is a growing number of those we can
classify as agricultural population that is not involved, or involved in agricultur-
al work to a limited extent.

In the years 2005-2011 labour of family members was lower, both in per-
farm terms, as well as in relation to 100 ha of agricultural land. However, there
is still a huge variation in labour between farms of small and large acreage
which shows large fragmentation of Polish farms.

Against the background of the countries of the European Union, Poland
sits relatively favourably both in terms of the age structure of managers of indi-
vidual farms, but also when it comes to their level of education, in particular
professional preparation for their occupation of a farmer.
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3. Agriculture and climate change

3.1. Introduction

Climate change is one of the most common environmental problems men-
tioned. The dynamics of these processes is small, and the effects noticed with
a lot of delay, at least a couple of years. Such a situation causes that implement-
ing the strategy for adapting to the challenges of climate change should be done
with at least over ten years in advance. In practice, this means that the analysis
of the consequences of climate change should concern the period 2030-2050.

In such a distant perspective, it is difficult to provide concrete results, let
alone solutions. However, costs to adapt to climate change will require long pe-
riods of action, meaning these already need to be included in research.

Climatic problems also apply to agriculture and rural areas functioning.
Traditionally, it is believed that this sector is the largest victim of changes. Re-
search on greenhouse gas emissions show that this also has significant responsi-
bility for those processes. As a result, development strategies will require us not
only adapt to the new conditions, but also to take initiatives to mitigate the pace
of change.

The purpose of this article is to illustrate the likely impact of the effects of
climate change on agriculture. It was developed on the basis of an analysis of
literature from this field.

3.2. Climate change in the world

Conditions on different areas are subject to constant change, arising from
the variability in the factors influencing climate. The most important of these
include: Milankovic cycles, the activity of the Sun, clouds and dusting of atmos-
phere, and variability of greenhouse gas concentrations in the atmosphere. Typi-
cally, these processes are very slow, which means that adapting to them does not
require extraordinary initiatives [cf. Prandecki & Sadowski 2010]. However,
sometimes this is followed by a sudden imbalance, which is most often caused
by external factors, for example explosions of supervolcanoes or space objects
with a large size hitting our planet.
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Today, we have to deal with another sudden climate change process. Its
primary source is considered to be civilization transformation taking place on
Earth; i.e. increased greenhouse gas emissions, which is the result of the indus-
trial revolution and the growth of population.

According to the Intergovernmental Panel on Climate Change with 95%
probability we can consider that the present changes are attributable to man who
exploits the environment [IPCC 2013]. In 2012 34.5 billion tonnes of CO, were
emitted globally, which represented an increase of 1.4% compared with 2011.
[Olivier et al. 2013]. The growing trend has been seen for many years. Prelimi-
nary calculations suggest that in 2013 this trend also remained the same [Le
Quéré et al. 2013]. Forecasts do not predict the occurrence of any relevant fac-
tor, which could reverse the situation in the coming years. This is confirmed by
the report of UNEP [2013], in which it was found that the gap between the actu-
al greenhouse gas emissions, and political assumptions is growing. Research
also shows the existence of correlations between greenhouse gas emissions and
GDP growth [Le Quéré et al. 2009] with the result that in the current economic
system, it is difficult to expect a decrease in emissions.

As a result, it must be assumed that the objective adopted by the UN for
limiting the temperature rise to plus two degrees Celsius by 2050 seems unlike-
ly. This is confirmed by the analysis of carbon budget, that is, the amount of
carbon compounds that can be found in the atmosphere, because the majority of
emissions have already been used [IEA 2013]. Taking into account that techno-
logical change in the energy sector, which is the main issuer of greenhouse gas-
es, has progressed very slowly and are counted in decades [Voser 2009], it is
difficult to imagine achieving a significant share of energy coming from low-
carbon sources.

The IPCC assumes that by 2050 the world's average temperature will rise
by about 2 degrees Celsius [IPCC 2013]. In Europe, these changes will be more
severe. In addition, they will be dependent on the time of year (cf. tab. 1.). In ad-
dition, with the shift to the East, i.e. into the land, the temperature rise is greater.

From the point of view of economics, the temperature change is not a se-
rious threat. More worrisome are its effects. The estimates in this area are sub-
ject to even greater volatility than in the case of temperature forecasts. Among
the most important of them we can mention threats caused by flooding of coastal
areas, an increase in the intensity and impact of weather anomalies, population
migration, loss of biodiversity, the spread of tropical diseases and the deteriora-
tion of the conditions of access to water, in particular, drinkable water. In the
literature we can find attempts to estimate the scale of such losses and their cal-
culation in cash [cf. Stern, 2006]. However, different methods of measurement
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cause that the scale of the phenomenon and projected consequences are differ-
ent, and the uncertainties are interpreted differently [Enserink et al. 2013]. This
causes that they should be more regarded as guidelines for the direction and im-
pact of individual trends rather than precise calculations.

Table 1. Prospects of increased temperature in Europe under a medium scenario
(in degrees Celsius)

Period December-February June-August
Area Western Poland Northern Western Poland Northern
Europe Europe Europe Europe
Between | upto 1° up to 1,5° | 1,5-2° up to 1° on the Baltic | up to 1° Pom- | 1-1,5°
2015- Sea coast, North Sea | erania; the
2035 and Atlantic; The remainder of
central part of the the country
continent up to 1,5° 1-1, 5°
Between |upto1,5° | 1.5-2° 1.5-5° 2-3° 2-3° 2-3°
;82? Western | increase | British Isles
Poland in easterly | up to 2°
230 direction
Eastern
Poland

Source: Own elaboration on the basis of [IPCC, 2013].

3.3. Climate change and agriculture

Agriculture plays an important role in the process of climate change; i.e. it
is responsible for about 13% of global greenhouse gas emissions [IPCC 2007].
It is worth noting that in this sector, CO, emissions are often treated as compa-
rable with the ability of crops to absorb this substance [IPCC 2006] and does not
constitute a serious threat. What is of concern is the responsibility of the sector
for about 60% of the N,O emissions and for 50% of CH4. The concentration of
these substances in the air is a lot smaller than CO,, but their individual impact
on climate change is much larger.

Elevated CO, concentration causes larger plant growth and accelerates the
growing process. However, this is not only due to an increase in yields, but
mainly the earlier and greater increase in growth of leaves and prolonged period
of flowering. Observations show that the increase of temperature by 1 degree
causes a 4-5 fold growth of leaves and flowers. The consequence of these pro-
cesses is the increased demand for water [Wolkovich et al. 2012] and enhanced
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activity of insects. The latter process involves both positive phenomena, for ex-
ample, increased pollination, and negative, for example, faster spread of diseases.

However, the increase in temperature also means other consequences. In
the case of crops, it typically involves reduced productivity. Its scale is difficult
to calculate because the estimates in this respect vary significantly depending on
the species, and the methodology of the study. For example, it is estimated that
a single temperature rise causes approx. a 10% decline in rice yields, which is
one of the basic, global, nutrients [[IPCC 2007]. In total, it is assumed that the
combination of the two effects will not affect the efficiency of production or
weaken it to a small extent [Randers 2012].

In addition, climate change is usually associated with earlier spring. In the
case of the northern hemisphere estimates show that the acceleration is from 2.3
day [Parmesan & Yohe 2003] per decade to 5.5 [Root et al. 2003]. For Poland, it
is assumed that for 2030, compared with 2000, the period will be about 16 days,
i.e. up to 230 [MS 2013]. The consequence of this phenomenon is a time gap
between the activity of predators and their prey. This affects the decline of bio-
diversity and ecosystems, including the deterioration of conditions for food pro-
duction [Thackeray et al. 2010].

These developments will have a significant impact on food production,
but a significantly higher risk is associated with the problem of access to water.
It can be already felt quite strongly on a number of areas of the Earth [Chartres
and Varma, 2010]. In 2009, its shortcomings affected approx. 2.8 billion people.
In 2030, this may concern even 3.9 billion people [Lean 2009]. The UN Secre-
tary General summed this up very emphatically. At the Global Water Forum in
October 2013, he pointed out that the water deficit will affect half of mankind
[RT 2013]. The cause is not only a physical lack of resources, but also the eco-
nomic water poverty, i.e. the situation in which users cannot afford to supply
this good [Parliamentary Office of Science and Technology 2002]. Both these
issues should be taken into account in the context of climate change.

It is generally considered that the limitations in obtaining water will be the
most important consequence of global warming processes [Stern 2006]. Howev-
er, in most scenarios for the development of agriculture, we examine only the
direct consequences, i.e. decline in production capacity, and completely ignore
the loss resulting from the social aspects of this phenomenon, i.a. the impact of
conflict on the productivity of agriculture.

In the case of agriculture, it is not only the issues of access to water and
soil moisture, but also the amount of precipitation that are important. In the first
case, in areas which are currently intensively agriculturally used, we may notice
a decrease in water availability. In the future, this issue will be strongly felt in
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Europe, where the effects of changes will be most noticeable. In addition, prob-
lems will affect the southern part of the United States and South America, main-
ly Brazil. In areas which are already suffering from water deficits water changes
will not be as great, but in most cases the situation will also worsen. An excep-
tion to this rule may be the African Sahel area. Observations show that, contrary
to the typical trends, along with increased temperature, humidity in this dry area is
growing, creating a tropical [Tierney i de Menocal 2013] friendly to agriculture.

In the case of rainfall a similar situation is to be expected, i.e. the biggest
changes will happen in the southern part of Europe, while in the northern and
central parts of the continent, precipitation is expected to increase. This phe-
nomenon will intensify in the East, which means that the greatest changes will
be observed in Siberia. A significant increase in precipitation is also expected in
Canada [IPCC 2013].

Factors associated with climate change and access to water resources are
soil erosion and its salinity. In the event of an increase in temperature and de-
crease in soil moisture both of these processes have progressed much faster.
Moreover, there is an increase threat of fires, which can cause losses in agriculture.

Climate issues also affect the availability of land area for use by agricul-
ture. On the one hand, there will be the dryness and erosion in areas traditionally
considered as farmland, and, on the other hand, new sites will be available,
where climatic conditions have so far prevented such activities. In addition,
along with a warming climate, there will be increased pressure on combating
deforestation in other areas. As a result, it is estimated that globally, the area of
agricultural land will not change substantially.

3.4. Agriculture in Poland and climate change

Even if we limit the temperature rise to the level of plus two degrees Cel-
sius by 2050, there will be significant consequences for agriculture. This causes
the first this sector should take action to adjust to change and possibly at the
same time prevent further changes [Serrao-Neumann et al. 2013]. In practice, in
spite of the prevailing opinion of the scientists about the need to take account of
climate change in farming [Gorski i Ku$ 2003] this is treated as a secondary
issue. This applies not only to national policies, but also to the activities of in-
ternational organizations, including the FAO [Cowie 2009].

The problem of climate change also applies to Poland. As shown in ta-
ble 1, the expected rise in temperature in the country will be higher than the Eu-
ropean average. This causes the problem that climate change should be treated
as seriously as in the case of the Mediterranean countries, and Scandinavia. In
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particular, this applies to the north-eastern part of the territory of Poland, which
will be exposed to much more extreme conditions than is the case at present.

The national effects of climate change will be only slightly different from
Western European ones. This applies both to the direct factors; i.e. changes in
terms of management conditions and indirect ones. The latter include changes in
international and domestic environment, non-farm conditions.

Certainly, Poland is less vulnerable to flooding of low-lying coastal areas.
Even in the case of Zutawy, the cost of protection against increased sea water
levels should be much lower than in European countries located over the ocean
or the North Sea, and Mediterranean Sea. Extreme weather, especially hurri-
canes and flooding, should also have a smaller scale. However, this does not
mean that they should be ignored. With increasing temperature, we can expect to
see a growing number of them. Data from the 1998-2010 show an increasing trend,
resulting in an approximately four-fold rise in their incidence [Klimanda 2013].

Major threats include an increased risk of tropical diseases. Already now
we notice the activity of immigrant species of insects spreading this kind of dis-
ease. However, the most dangerous phenomenon should be considered the risk
of water deficits. Poland is now considered a country with limited water re-
sources [Kaczmarek 2003]. A rise in temperature can cause the occurrence of its
persistent shortfall in agriculture [OECD 2013]. In particular in the Western and
central part of the country (mainly Greater Poland and Kuyavia).

Therefore, the consequence will be increased demand for irrigation sys-
tems. It is estimated that in Poland it will be at a similar level as is currently the
case in Western Europe. In addition, it is worth noting the variation in precipita-
tion, resulting in periods of drought alongside prolonged downpours, with floods
and flooding. In total, it is expected that the annual volume of rainfall in Poland
will increase [IPCC 2013].

In addition, changes in global agriculture, i.e. decline in the importance of
the existing powers and the expected increase in the position of Russia and Can-
ada will give rise to new conditions of competition for Polish farmers. Analysts
predict that an increase in the importance of Northern countries in agricultural
production would be so large that, in the case of Canada, this can lead to
achieving the status of a superpower [Smith 2010]. Poland could still play an
important role in food production. Forecasts indicate that the country will have
relatively better conditions for agriculture than in the countries of Northern and
Western Europe, which will cause a local competitive advantage. A skilful use
of the knowledge and organisational capabilities gives us hope that Poland
might be able to compete even with a much cheaper Eastern European products.
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However, this requires changes in infrastructure, in particular to provide systems
for water retention and field irrigation.

In conclusion, in view of climate change, we may distinguish the follow-
ing opportunities for Polish agriculture:

e improved competitive situation, by the deterioration of conditions in many
areas, including those that are significant for agriculture: USA, Brazil;

e extension of the growing period;

e accelerated plant growth as a result of a higher concentration of CO,;

o the possibility of the introduction of new crops, typical for warmer areas.
Climate warming also includes such threats as:

e deterioration of the competitive position of Poland due to the possibility
of the development of agriculture in Russia, Canada and other countries of
Northern Europe;

e growing number and scale of sudden adverse weather conditions (torren-
tial downpours, hurricanes, storms);

e water deficits and the need to enhance the management of water re-
sources;

e an increase in the risk of soil erosion;

e costs of adaptation infrastructure to the new conditions;

e lack of financial resources.

The balance of these phenomena is difficult to quantify. A very general
literature analysis leads to the conclusion that Poland will still have considerable
opportunities to play a significant role in agriculture, provided that adaptation
activities are taken. They include a wide range of initiatives. The first and pri-
mary one is education to increase awareness of the likely risks and long-term
trends in agriculture. The research to date [cf. Gwiazda and Kolbowska 2009]
shows that the level of awareness is low, and Poles mainly expect institutional
solutions, rather than think about the action taken at micro level, for example at
the level of farms. In practice it is these units that will incur the cost of changes
introduced. Often they will be associated with minor changes; i.e. the necessity
of changing the crops into those more suited to the conditions (including the
greater resistance to high temperatures and reduced need for water). It is im-
portant, however, to note that fine-tuning practices can be much more expensive.
One of the key aspects should be to adapt infrastructure to new challenges. In
particular, we must take into account the possibility of the occurrence of heavy
rainfall and resulting flooding and the occurrence of hurricane winds. Building
new structures, especially of permanent nature, should take into account not on-
ly the modern standards of construction, but also requirements that may arise in
connection with the spread of extreme phenomena. We should also assume that
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the cost of insurance against weather will grow gradually. This is due to the
growing amount of damage and the resulting payment of compensation. This
should also be taken into account.

Apart from farms, a considerable responsibility falls on State institutions.
We may note that long-term development strategies in most cases do not include
agriculture. The issue of the effects of climate change, is also being marginal-
ised. The only exception is the Ministry of Environment "Strategic plan of adap-
tation for the sectors and areas susceptible to climate change until 2020 with
a perspective until 2030", prepared in October 2013, [MS 2013], in which a few
pages are dedicated to agricultural issues. Other activities, for example, agri-
environmental and climatic programmes have a completely different action
horizon, with the result that they serve more the implementation of current than
long-term climate policy.

This issue described should be the subject of strategic research, but it is
also hard to find positive examples in this area. One of the exceptions in the area
of agricultural and climatic domain is the Monitoring System for Agricultural
Drought in Poland run by IUNG, but this tool is not intended to create long-term
predictions.

It is worth noting that Poland as a member of the European Union may be
forced to take account of climatic conditions in agriculture. The above Ministry
of the Environment strategy referred is the result of fulfilling EU commitments.
Furthermore, new proposals on energy and climate policy for 2020/2030 years,
assume including the agricultural sector in the system for reducing greenhouse
gas emissions, which will entail increased costs of food production. The Europe-
an system assumes the need for emissions trading, i.e. their purchase by emitters
(farmers). Research shows, however, that in this sector the opposite approach
would be more effective. The introduction of additional payments to farmers con-
tributes to the increase of CO, [De Pinto, Ringler, & Magalhaes 2012].

One of the first actions should therefore be to draw up an analysis for the
long-term effects of climate change in the Polish agriculture and possibilities to
adapt to the new situation. Such an analysis and a strategy based on it should
take into account not only the issues pertaining to agriculture, but also a broader
approach to climate change, for example, water management. This would make
it possible not only to secure production capacities in agriculture, but also to re-
duce the risk of flooding and flood. It is worth noting that in Germany, a country
much better equipped with water, a broad plan to build water retention reser-
voirs was undertaken under the influence of the analysis for future water man-
agement. Only on the basis of such documents we can expect that farmers take
adaptation activities.
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3.5. Conclusions

Taking into account the progress of the international arrangements on
climate change, the temperature rise should be considered inevitable. The effects
of this phenomena are difficult to identify, but the basic trends are foreseeable.
Changes will also apply to Poland. The strength of the impact of certain factors,
for example changes in the period of vegetation, erosion processes and the
availability of water resources, will most likely have a significant impact on the
shape of agriculture. The effects of climate change in the Polish agriculture will
be visible in the 2020-2030 decade, resulting in the need to take account of these
phenomena in the country's development strategies and, in particular, the Polish
agriculture.

A thorough analysis of the economic aspects of climate change is not pos-
sible. This applies to both the costs of adjusting to the new requirements and the
assessment of the potential benefits that may result from the transformations in
the world market. Many areas that provide food for the world can find them-
selves in a situation that will be more difficult than that of Polish agriculture. In
parallel, we will be able to observe the development of new agricultural powers,
i.e. mainly Canada and Russia. This means different conditions of competition
and the need to seek new markets. The transformation will not occur abruptly,
but we should be aware of the existence of such trends.

Long-term nature of climate change does not mean that adjustment pro-
cesses should be deferred over time. Their complexity and capital intensiveness
may require substantial and long-term planning. In addition, it is worth noting
that the effects of climate change will not only affect agriculture. Effective adap-
tation activities must therefore be comprehensive in nature, i.e. in addition to
agriculture, they should take into account initiatives for infrastructure, water
management, spatial policy, education and finance.

In the sector of agriculture and food economy the first stage should be in-
formation activity concerning the most likely effects of the predicted changes. In
this way, the person related to agriculture will be able to realize the risk of fur-
ther activities and take the most appropriate steps.
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4. Political rent and agricultural producers’ investments

The aim of the work is to investigate the relationship between political
rent and political investments of agricultural producers. This is a follow-up on
the research, the results of which are presented in [Bezat-Jarzgbowska et al.
2013a]’’. We use the analytical approach supported by empirical evidence
drawn up on the basis of FADN data. First, we state a problem, then we frame it
analytically and verify empirically.

4.1. Outline of the problem

Assuming rationality of the agricultural producer’s action, their effort to
maximize income and assuming the existence of two sources of income, name-
ly political rent (B) of the exogenous nature associated with the occurrence of
agricultural policy®® and economic rent as well as of the endogenous nature,
resulting from the characteristics of the production processes”, the topic of the
existing research was the nature of the relationship between the two rents
[Bezat-Jarzebowska et al. 2012, Bezat-Jarzebowska et al. 2013a, 2013b]. Ac-
cording to the results obtained, the relationship between these rents can be con-
sidered as a substitute relationship. Schematically this is illustrated by Figure 1.

37 In this cited publication, the reader finds a direct reference and development of the presen-
tation "Political rent and investment of agricultural producers" presented at the Conference
PW IERiGZ-PIB in Jachranka on 09.12.2013.

3% Cf[Wilkin 2005]. Jak wskazuje Kosior [2011] zjawisko »pogoni za renty” (rent-seeking)
jest réwniez czgsto przywotywane w pracach dotyczacych trudnosci w reformowaniu WPR
(patrz takze [Furtan et al. 2009, Schmitz et al. 2010]).

* As economic rent we defined production efficiency (PE) in value terms as the difference
between the revenue and the cost of involving manufacturing factors.
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Figure 1. Substitutability of political and economic rent

EP

Source: Own work.

In analytical terms, the results obtained indicate that, in accordance with
the manufacturer's goal function described by formula (1), the manufacturer
makes a choice on the basis of a substitution rate defined by formula (2), decid-
ing to get more benefit from that source of income, whose use is relatively
cheaper and more efficient. Since improving the efficiency of using manufactur-
ing factors when with given pricing relationships® is a harder task, we used the
effects of agricultural policy.

m; = f(EPy, B;) > max (1)
where:
t — time index,
m  — income.
AUEP /
5 AEP J0EP 5
EP/B = g OU,‘%/ (2)
0B
Where:
UEP  — utility of improving the efficiency of agricultural producer in-
comes,
UE  — usefulness of political rent for incomes of agricultural producer .

% The relationship of prices obtained for products to prices paid for inputs of manufacturing
factors.
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This choice is optimal in the short term. In the long term where it is possi-
ble to change the technical relationship, this issue takes on a different character.
Beneficial modifications of the technical relationships can lead to improved effi-
ciency of production, including - what is particularly important - increased effi-
ciency of work [Bezat-Jarzebowska et al. 2013a, Rembisz et al. 2013]. What be-
comes important in this perspective is the investment in durable manufacturing
factors, owing to which these technical changes (which could also be called
changes in manufacturing techniques) can take place. In the case of the agricul-
tural producer, this concerns in particular the ratio of physical capital factor, i.e.
machinery and equipment and land factor to labour factor.

For this reason, the subject and the purpose of the comments in this paper is
the role of a political rent in shaping the investments in fixed assets, or more gen-
erally, in the physical capital of agricultural producers. We put a hypothesis ac-
cording to which political rent acts as a catalyst for investment in fixed assets for
agricultural producers. This means that the relationship that occurs between the
investments and income obtained from the political rent is complementary, as
shown schematically in Figure 2.

Figure 2. Complementarity of the political rent and investment

Source: Own work.

Due to the complexity of the issue addressed in this paper, we focus only
on the analysis of the dynamics of these two phenomena.

Relationship of savings, investment and income

In the analysis, we make the following assumptions:

1. Decisions on the farm are taken by the owner.
2. Decisions on the farm are taken in a rational way.
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3. Agricultural producer’s household (farm owner) spends its income on con-
sumption, savings and taxes.

4. An increase in income is effected by payment received in the frame-
work of the CAP.

5. The basis for investment are the savings *' of the decision maker (farm
owner).

According to the final objective, we can write the investment function as:

I, = f(So) &)

where:
I —investment.
S¢ — savings,

Basic relations testifying to the role of investment for productivity as
a source of revenue can be written as follows:

K, Y,
St:>1t:>Kt:>L—t:>L—t 4)
where:
I — investment,
K — capital,
L - labour,
Y — production.

Savings (both ex-post and ex-ante) are the source of investment financing,
which in turn improves the relationship of capital factor (including land ) to la-
bour and eventually leads to a higher efficiency of labour factor and thus ultimate-
ly increases revenue.

In considering the further distribution of income in accordance with the
third assumption, it can be seen that:

“' Tt does not matter whether they are ex-post or ex-ante savings (credits), it is essential that the
level of these savings is increased thanks to CAP payments (e.g. creditworthiness increases).
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where:
C — consumption,
T — taxes.

Political rent is the source of additional income, savings and investments.
Taking into account the income from political rent (assumption 4) we get:

Using additional income from political rent depends on the preferences of
the decision maker. The additional revenue can be used for consumption, but
may also become the basis for future investment. In accordance with the relation-
ship (6), the effects of political rent can, in fact, influence the evolution of consump-
tion and savings when they are part of revenue of the manufacturer:

m,=C,+(S;+B,)+ T, @)
c s

m, = (C,_ + —BBt) + (St + —BBt) +T, ®)
C, St

where:
cg — propensity to consume out of income from political rent,
Sp — propensity to make savings out of income from political rent.

In this context, taking into account the relationship (4), the existence of
the impact of political rent on investment policy seems obvious. At the assumed
investment function (3) the role of savings in respect of the effects of political
rent and its relationship with income increase in future periods can be shown as
follows:

s K Y
B 2111 L1 Lo w, 1=t ©)
Se L, L
where:

w;, — labour factor productivity,

c;, — compensation of labour factor.
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As we can see there is a beneficial catalysing effect of political rent on the
level of investment, which could lead to an increase in the efficiency of work
and increased income in subsequent periods. This defines the concept of “catali-
zation” used in this work.

Model of the dependence of political rent savings and income

When taking into account the inter-period relations, the above relations of
savings (current and future) and the payment out of political rent (current and
future) and investment can be written as the following model:

Sec1+ S =1, (10)
(St-1+Se41) + (Be+ Be1) > S = I, (1D
s, <1I, (12)

AB, = Al (13)

Al, > AS, < AB, (14)

Am, = Al (15)

A(m, + B,) = Al (16)

Am, < Al (17)

Am, > Al (18)
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The relations between these values have a kind of recursive and dynamic
character. We may have noticed that in a situation where there is inequality (12),
atoo low level of savings can be a problem in the long run, hindering the ability
to make appropriate investments, which could contribute to an increase in the per-
formance of labour factor on which income is based. If we assume that political
rent income has an impact on the political development of savings (sg # 0), they
may be a factor that leads to the reduction of this limit (14). This is an important
dimension of the concept of catalizing impact of political rent on investments of
agricultural producers.

Through the propensity for consumption and savings (also for income de-
rived in respect of political rent), the investments are dependent on the amount of
income gained (15 and 16). So it seems that it can be concluded that the relation-
ship between income and investments has a two-fold nature, related to the fact
that agricultural producers can be treated as entities that are described in suffi-
ciently good way by the macroeconomic producer theory, i.e. by focusing on the
aspect of their production activities as well as households whose goals are met
thanks to the functioning of the farm. In the first perspective, we can bring up the
relationship with the level of investment (desired by the decision maker) of re-
source of capital factor* or profit level* [Weersink, Tauer 1989].

In the latter perspective, the relationship of investment and income is as-
sociated with variation, seen in the amount of income obtained in farm life
[Burfisher, Hopkins 2003]. It can also be influenced by the changing objectives
of farms as pointed out by Wallace and Moss [2002].

> We present the conditions for the savings and payments out of rent for achieving target with
an index of proportionality of production to the capital in [Bezat-Jarzebowska et al. 2013a].
At this point, we will only cite the condition of profitability of investments (marginal income
from investments):

AVen o (19)
AK,
K*=vY (20)
where:
§ — capital factor depreciation,
r — real interest rate,
K* — target capital factor resource,
v — proportion between increase in production and increase in capital factor.

There are two aspects in dynamic relations to this, describing the growth rate for investment
necessary to maintain K *:

Al _AK  AY 2n
I K Y

(AS AB) Al AK AY (22)

_+_ _ — = — = _—

S B I K Y

* In the case of farms we indicate the income as the right category.
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Statistical perspective of the relationship of income and investment

To investigate whether political rent income can have catalytic effects on
investment it therefore becomes essential to examine the relationship of invest-
ment growth and income growth (including the income derived by the producers
from political rent). The source of funding for investment is also important, giv-
en the dynamics of obligations. On this basis, we defined three indicators.

The first of the proposed indicators is defined by formula (23) and it is di-
rectly related to the fundamental problem addressed in the work, i.e. the issue of
the possible induction of investments undertaken by agricultural producers in
relation to political rent. In order to be able to talk about positive (development)
effects of political rent, investment growth must exceed the rate of growth of
income in respect of political rent. Hence the indicator is defined in such a way
as to take the value of 1 for farms where:

Al > AB:
1 ; Al >1
mg = { " AB (23)
0 ; wpp.

The second indicator reflects the relationship of investment and income. It
is defined by formula (24).

1 ; al >1
mp, = { " Am (24)
0 ; wpp.

my,takes a value of 1 for farms in which investment growth exceeds the rate of
growth of income and 0 otherwise.

The last of defined indicators (26) refers to the relationship between in-
vestments undertaken by the agricultural producer and obligations*. This indi-
cator takes the value of 1 for the farms in which investment growth exceeds the
rate of increase and 0 otherwise, in accordance with the formula:

* Obligations can be recognised as the relationship between the savings that need to be made
in future periods and political rent:
Zy = (St41+ By (25)
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1 ;. —>1
myz; = ’ AZ> (26)

The value of indicators referenced here which are equal to 1 may be in-
dicative of the impact of political rent on investments by agricultural producers.
The basis for inference are relative values.

4.2. Empirical analysis of the relationship between political rent and in-
vestments

The data used in the work of comes from the database of the Polish
FADN. Observations from 2004-2011 were used, showing changes in the value
of indices (24-26) for this period at regional level. For indicator m;z observed
changes are small. The difference in share of agricultural income changed little
for which investment growth rate exceeded the rate of growth of income from
political rent was not greater than 0.10. In the trend analysis of the indicator m;z
in 2011 compared to 2004, at regional level, it can be seen that in all provinces
the shares of farms for which investment growth rate is higher than the growth
rate of income from political pensions were similar. This indicates that the share
of agricultural producers using income effects of agricultural policy primarily
for investment has probably stabilized. The share is close to a half. We can see
a marked increase in these shares in Lodzkie, Wielkopolskie and Zachodniopo-
morskie, and declines in Swictokrzyskie and Opolskie. Although the changes
were minor, except for those two exceptions, we saw an increase in the shares of
farms for which the investment growth rate was higher than the growth rate of
political rent income. It is a kind of confirmation of the hypothesis about the im-
pact of political rent on investment of agricultural producers. Change in shares is
shown in Figure 3.

Farms, for which it can be considered that political rent has a catalizing
effect on investments represent, as mentioned, and as can be seen from the
above figure, a little less than half of the sample analyzed. However, during the
analyzed period their share increased, which appears to be a positive phenome-
non. This may implicitly indicate, that, in accordance with the formula (6) these
producers allocate, to a lesser extent, the additional income from agricultural
policy on increase in consumption.
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Figure 3. Share of farms for which the investment growth rate is higher than the
growth rate of political rent income and changes in this share between
2010/2011 to 05/2004 by provinces (voivodeships)
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Source: Own compilation based on FADN data.

For m,,, describing the dynamics of investment in relation to the growth
of income, increasing the share of farms for which the value of that indicator
exceeds unity has been reported only in Lubuskie Voivodeship (see fig. 4),
which is not a positive phenomenon in the sense of our hypothesis. On the other
hand, what is positive for this hypothesis, it is worth noting that in most prov-
inces (voivodeships), the share of farms for which investment growth exceeds
the rate of growth of income are on the same, almost fifty per cent level.
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Figure 4. Share of farms for which the investment growth rate is higher than the
growth rate of income and its changes in the time period from 2001/2011
to 2004/2005, by provinces (voivodeships)
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Source: Own compilation based on FADN data.

When analysing the shares of farms for which m,, takes a value of 1 (i.e.,
for which investment growth exceeds the growth rate of obligations), we will
notice that they, too, are close to 0.5, but remain higher than the analogous val-
ues for previously discussed indicators. This of course is another argument in
favour of the confirmation of the hypothesis about the catalyzing impact of rent
on agricultural producers’ investment. Also their changes are marginally higher
than in previous cases. At regional level, we can highlight one region character-
ised by clear (compared to others), growth of this indicator (Podlaskie). An
equally distinct change (decline in the share of farms for which investment
growth exceeds the growth rate of obligations) has been reported in the case of
Matopolskie Voivodeship. In most other provinces, the share of farms in which
investment growth exceeds the growth rate of obligations or increased slightly
over the period, or remained at the same level (e.g. in Lddzkie). Despite the fact
that, on the basis of the research conducted, there is no conclusive reason to
conclude that the existence of political rent can reduce the role of obligations, as
a source of financing investment, it seems that it can be considered that the fact
of an increase in the share of farms, in which investment grew faster than obli-
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gations is a manifestation of a (positive) political rent income effect on agricul-
tural producers’ investment.

Figure 5. The shares of farms, for which investment growth exceeds the growth
rate of obligations and changes in this regard between 2010/2011 in relation
to 2004/2005, by provinces
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Source: Own compilation based on FADN data.

A summary is shown in Table 1. Its includes average rates of change in
shares of farms for which the analyzed indicators take a value of 1, i.e. for which
the investment growth rate is higher than the growth rate of payments, income
and obligations. It is worth noting that none of the indicators presented are char-
acterized by a high rate of change. This means that, although the share of farms
in groups listed by us evolved from 2004 to 2011, average changes were not
significant.
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Table 1. Average rate of change in m;gz, my,,, and m;; by voivodeships

Index

Voivodeship e Mim Mz

Dolnoslaskie 0.0188 -0.0160 0.0096
Kujawsko-pomorskie 0.0193 -0.0116 0.0162
Lubelskie 0.0166 -0.0186 -0.0188
Lubuskie 0.0127 0.0129 0.0179
Lodzkie 0.0318 -0.0090 0.0074
Matopolskie 0.0087 -0.0126 -0.0375
Mazowieckie 0.0215 -0.0089 0.0101
Opolskie -0.0128 -0.0553 0.0221
Podkarpackie 0.0038 -0.0319 0.0258
Podlaskie 0.0231 -0.0299 0.0329
Pomorskie 0.0152 -0.0246 0.0204
Slaskie 0.0082 -0.0013 0.0179
Swigtokrzyskie -0.0273 -0.0049 -0.0056
Warminsko-Mazurskie 0.0204 -0.0051 0.0219
Wielkopolskie 0.0265 -0.0158 0.0059
Zachodniopomorskie 0.0258 -0.0185 0.0039

Source: Own compilation based on FADN data.

4.3. Conclusions

The subject of the work is the role of political rent in shaping farm in-
vestment. The hypothesis set says about the catalyzing impact of political rent
on investment or, to put it differently, about complementary relationship occur-
ring between the income obtained from political rent and investments. Based on
the results obtained thanks to the FADN data analysis from the period 2004-
-2011, this hypothesis can be verified positively, albeit ambiguously. Despite the
fact that the share of farms, in which investment growth exceeds the rate of
growth of income including from political rent, is not prevalent, it concerns al-
most half of the tested population and increased in the period analyzed. It should
be added that for the vast majority of provinces there was an increased share of
farms where investments were faster than obligations. This conclusion may also
indicate a positive catalytic effect of income from political rent on investment of
agricultural producers. Deepening the analysis of the impact of political rent on
the choices of agricultural producers is planned as a matter of further research.
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II1. The new Common Agricultural Policy from
the perspective of third countries

Prof. Drago Cvijanovié¢

PhD. Vesna Parausi¢

PhD Predrag Vukovi¢

Institute of Agricultural Economics, Belgrade, Sofia

1. The role of government in building the competitiveness
of rural areas in Serbia*’

The authors, based paper work on secondary research, reflect and assess-
ment of current competitiveness and development rural areas of the Republic of
Serbia. Considering the numerous advantages of the factor that rural areas have,
proposed measures and activities for the greater prosperity of these areas, which
are the responsibilities of the governmental, regional and local authorities. The
main objective of the paper work is to show ways of the economic empower-
ment of the region through increased employment and higher living standards,
as well as their social progress and sustainable development.

1.1. Introduction

In great part of its rural areas, Serbia has all prerequisites for promotion
and successful implementation of the concept of multifunctional agriculture and
integrated rural development: richness of diversity in rural areas, significant
natural resources, preserved natural environment of rural areas, great potential
for development of wide range of non-agricultural activities in the countryside.

On the other hand, there are many limitations and weaknesses in the field
of rural development: unfavourable production and ownership structure in
agriculture, unfavourable business environment for SMEs and entrepreneurs,
little support for farmers from agricultural budget, underdeveloped physical and
market infrastructure, lack of entrepreneurial spirit, lack of linkage between
farmers, high government centralization and limitations of local self-government
in implementation of rural development projects.

* This paper work is result of the project No. 46006 — I1I “Sustainable agriculture and rural
development in function realizing strategic goals of the Republic of Serbia in framework of
Danube region”, financing by the Ministry of Education and Science of the Republic of Ser-
bia in period 2011-2014.
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Given the poor rural poverty of numerous constraints for the development
of rural regions, the authors propose measures and actions required to improve
the competitiveness of rural regions in Serbia. The implementation of the
proposed measures will have a direct impact on the reduction of expressed
socio-economic differences between the regions in Serbia, especially between
rural-urban areas. Besides, balanced regional development and revival of rural
areas in Serbia indirectly lead to the achievement priorities defined in the
document Europe 2020: A strategy for smart, sustainable and inclusive growth
[EU, 2010]: (1) Smart growth: developing an economy based on knowledge and
innovation; (2) Sustainable growth: promoting a more resource efficient, greener
and more competitive economy; (3) Inclusive growth: fostering a high-
-employment economy delivering social and territorial cohesion. The Law on
Regional Development (Official Gazette of RS No. 51/2009 and Official
Gazette 30/10), for the purpose of encouraging regional development
determined by the following regions in Serbia, in accordance with the
Nomenclature of Territorial Units for Statistics (1) Region of Vojvodina, (2)
Belgrade region, (3) Region Sumadije and Western Serbia, (4) Southern and
Eastern Serbia, (5) Region of Kosovo and Metohija. These regions used in Table
1 and in the analysis of indicators of Gross Domestic Product by Regions.

Regarding the rural regions, it is important to emphasize that the Serbia
there is no official definition of rural areas. The criteria applied by the Statistical
Office do not include the standard rural indicators, which can be found in
international practice (population density, population, the share of agricultural
population, etc.) and division between urban and other settlements is based on
municipal decisions, by which the city status is granted to a settlement that has
made the Master Plan. Therefore, urban settlements are those that are
proclaimed as urban by the decision of the local self-government, and the rest of
settlements is classified as ,,others®, that is rural settlements.

Such an approach to the definition of rural areas makes difficult to
statistical analysis and interpretation of indicators of rural areas. Thus National
Rural Development Programme 2011 (abbreviated NRDP), provided an
amended / modified strategical categorization, until the NUTS regionalisation is
fully implemented (Official Gazette No. 15/2011, page 6). According to NRDP,
2011 rural areas are all inhabited territories except cities, which granted that
status according to the Law on territorial organization of the Republic of
Serbiaand have more than 100.000 inhabitants.

Also, within the EU project ,, Support toRural Development Programming
and Payment System for the Republic of Serbia and Montenegro“, by cluster
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analysis of more than forty indicators, defined next homogeneous rural regions
of Serbia (Official Gazette No. 15/2011, page 22-24);

1. Region of highly productive agriculture and integrated economy:

2. Region of small urban economies with labour intensive agriculture;

3. Mountain region with economy based on natural resources;

4. Region of high tourism capacities with poor agricultural structure.

It is important to emphasize that this division of rural areas is not
officially recognized, nor is it present in the statistical reports of the National
Bureau of Statistics, Serbia.

1.2. Regional inequalities and urban rural inequalities in Serbia

According to NRDP data (Official Gazette No. 15/2011, page 11), size of
the rural areas in Serbia (without the Kosovo and Metohija) is 65.952 km?,
which makes 85% of total territory of the country. About 83% of the total
number of settlements is located in rural areas, and the average population
density in the Republic of Serbia is 97 inhabitants/km® and is much lower in
rural (63 inhabitants/km”) compared to urban areas (289 inhabitants/km?).

Characteristics of rural areas of Rep. of Serbia are given in NRDP, 2011
(Official Gazette No. 15/2011, page 16-18) and indicating the following: rural
areas are characterized by high level of differentiation in terms of demographic
trends, natural, economic and market conditions (availability of the market and
conditions for marketing), then the conditions for agricultural production, rural
and social development.

Economic structure of rural areas in the Republic of Serbia is highly
dependent from the primary sector (agriculture, mining industry, power supply).
According to data of the National Program for Rural Development 2011-2013
(Official Gazette No. 15/2011, page 9), a share of the sector Agriculture,
Forestry and Water Management in domestic product of rural areas (data for
2004) amounts around 30%, which is considerably higher than in the other
countries in transition. This role in the economic structure of the country
agriculture has, primarily due to favorable factor for the development of
a variety of conditions and intensive agriculture: a favorable geographical
location of the country, the availability and quality of agricultural land, water
resources, rasplozivost and low labor costs, low land prices [Parausi¢, Potrebi¢,
Simonovié¢ 2013].

However, despite of all factors and trade advantages (signed free trade
agreements with the EU and a numerous of important countries), the
competitiveness of the agricultural and food sector of the Republic of Serbia and
rural areas in the domestic and international markets is extremely low. In the
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opinion of the European Economic and Social Committee (Stanti¢, 2011,
page 2), the only competitive advantages of rural areas in the Western Balkans
are: (a) low labor costs and (b) high-quality natural resources. On the absence of
the competitiveness of agro-food sector and rural areas of the Republic of Serbia
point out the following indicators: [Parausi¢, Potrebi¢, Simonovi¢ 2013]
e Although in the GDP of rural areas a dominant share has agriculture
activity, the realized BDP per capita in rural areas (data for 2004) is lower for
one fourth than the national average of the Republic of Serbia (Official
Gazette No. 15/2011);
e Low productivity of agricultural production, first of all, due to its
extensive character, leads to low salaries and low life standard of agricultural
producers. Statistical data show that poverty in rural areas is more than
double in regard to urban areas. That is to say, the statistical data for 2010
point out to a fact that 5.7% of poor people is in urban areas and 13.6% in
rural areas (Poverty in the Republic of Serbia, 2008-2010).
e According to the WTO data, export of agricultural-food products per
a hectare of agricultural area for the Republic of Serbia is significantly less in
comparison to the EU-15 countries, but also in regard to the surrounding
countries Bulgaria, Hungary, Croatia, Slovenia;
e Small number of products in which exchange the Republic of Serbia
realizes a high surplus. Those are, primarily, cereals (especially maize), soft
fruits (dominantly frozen raspberry and sour cherry), refined sugar and
beverages.

The group of authors [Zivkov, et al. 2012] point out that Serbia belong the
group of countries among most rural countries in Europe (based on
demographic trends and their projections), regardless of the methodology of
defining rurality, space in Serbia emphasized rural, with unfavorable parameters
for development. According to these authors, a village in Serbia is characterized
by difficult access to the infrastructure, the more expensive and less quality
education of population, less likely to come to work and earn. These authors
[Zivkov, et al. 2012] indicate that rurality of Serbia is not only a consequence,
but also is a cause of the economic situation in the country and it could be
improved in the future through overall economic developement, which
administration want to see, but also where industry and business are ready and
want to invest.

In the document, UNDP from 2010. gave a strong warning about the
unfavorable situation in the rural areas in different aspects, and the necessity that
in Serbia develop and implement effective policies which can be relevant for
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inclusion rural population and for sustainable rural development. The main
findings related to rural areas in this study are as follows [UNDP, 2010]:

1. Poverty and material deprivation are highly represented;

2. The financial market is not structured according to the needs of farms and
the specifics of Agriculture;

3. The differences in the standard of family farms stems from the possibility
of achieving earnings in other sectors outside of agriculture and of social
benefits, and the diversification of income;

4. Poverty is significantly associated with the characteristics of the employ-
ment of the rural population;

5. Educational characteristics of the rural population are favorable, and
chance to improve human resources in this aspect of the limited number
of obstacles.

6. Coverage of the rural population by social security is not satisfactory.

Access of rural population to social services is extremely weak.
8. Socijalni kapital seoske populacije je nizak, a kulturna participacija
pasivna i slabo diversifi kovana.

=

Regional inequalities

In addition to the adverse performance of rural areas, Serbia is
characterized by pronouncedly regional differences. Authors [Mijaci¢, Paunovi¢
2011] present a legislative and institutional framework of regional development
in Serbia, as well as the analysis of regional disparities across different
geography, elaborated through six selected indicators: Population and
population density (analyzed as a single indicator), Regional GDP, Employment,
Unemployment, Business Demography and Budgetary Revenues per capita.
Results of these authors [Mijaci¢, Paunovi¢ 2011] shows that regional disparities
in Serbia are among the largest inEurope, reflected in the high ratio between
developed Serbia-North and lagging behind Serbia-South. Inter and intra-
regional disparities are also high, especially at the local level, as well as along
the urban-rural division. In historical terms, out of 45 wundeveloped
municipalities of Serbia, 30 of them have not changed their development status
for about four decades. Even more, regional disparities have been drastically
accelerated in the transitional period 2001-2010, when peripheral regions were
not able to address their developmental needs in asufficient way. This further
caused extreme imbalancesin demography, income, unemployment, social
welfare and living standards in general.
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Table 1. Gross Domestic Product by Regions, 2011

GDP - total GDP — per capita

Mil. Share, | Thous. Level index,

RSD % RSD RS=100
Republic of Serbia 3,208,620.2 | 100.0 442 100.0
Belgrade region 1,271,690.6 39.6 772 174.6
Region of Vojvodina 859,808.1 26.8 442 100.0
Region of Sumadije and Western Serbia 610,143.0 19.0 301 68.2
Region of South and East Serbia 466,978.5 14.6 285 64.4
Region of Kosovo and Metohija - - - -

Source: Statistical Office of the Republic of Serbia, p.131.

Data of the National Bureau of Statistics (Table 1) on the amount of GDP
per capita by regions, indicating that the regions Sumadije and Western Serbia,
as well as Southern and Eastern Serbia are significantly behind the Belgrade
region, according to the purchasing power of the population, and the amount of
living standards.

1.3. Measures and actions to improve rural development and reducing re-
gional disparities in the Republic of Serbia

In the forthcoming period, it is indisputable that the great need for
adequate support for rural development which must be provided. Crucial will be
state support towards the elimination of restrictions on the development of
SMEs sector, which is primarily found in the microeconomic business
environment. In order to promote rural development, the state needs to create
a favorable and stimulating environment for:

(a) the business sector and SMEs family agricultural holdings,
(b) law enforcement and sanctioning of illegal business,
(c) investitions and create new jobs.

In the segment of creating a stimulating business environment, the crucial
will be the role of the state as follows:

e Providing stimulating and predictable agricultural policy, with

increased support for rural development from the agricultural budget
(it is necessary to allow budget allocation to increase the investment in
agricultural or non-agricultural activities, rural infrastructure, etc.).

e The development of an institutional framework for the business sector

SMEs (effective legal and judicial framework, effective law
enforcement, protection of property rights and intelectual ownership);
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e Develop incentive investment, innovation, and tax policy for
companies operating in the field of agribusiness, artisan food
production according to traditional recipes, organic farming etc.;

e Development of financial markets, with favorable sources of financing
and provision of loans for investment in innovation technology,
primary production, in export business, etc.;

e An effective competition policy in the market (regulation of
monopolies, companies with a dominant market position, punishing
the informal economy, etc.)

e The development of all elements of business infrastructure (business
incubators, science and technology parks, etc..).In paper work the
business infrastructure includes [Mijaci¢ 2011] the networking
institutions and organizations that provide services to potential
entrepreneurs, entrepreneurs and SMEs to develop their business
capacity and provide physical space for commercial activities.
Research of authors [Vojnovic, Cvijanovi¢, Lazi¢ 2011] indicates the
needs of potential entrepreneurs for the existence of business
incubators to facilitate the first steps in the business;

e Improving coordination and cooperation between the various partners
in the government, as well as between different levels of authorities in
implementing economic and social reforms (in the area of poverty
reduction, social inclusion, etc.).

The previous assumptions based on the publication [Union of Employers

of Serbia 2013], and based on extensive experiences that authors have in the
preparation of regional and rural development of numerous municipalities and
cities in the Republic of Serbia. In the context of the foregoing, it can be pointed
out and research about rural development assumptions which were made by
numerous authors [Zivkov, et al. 2012]. These authors suggest that the signals
sent by the agrarian, and/or overall economic policy in Serbia so changeable,
unstable and erroneous, that even if their changes in the near future, this policy
will crucially influence the direction of the activities of rural areas.
Group of authors argues that the village and the villagers in Serbia have
a chance, and that this chance will be taken as advantage, they suggest following
proposed strategic actions, which is in the context of creating a stimulating
business environment for rural development [Zivkov et al., 2012];

1. Change the mentality and the rules of the game. It is necessary to leave
the the misconception that the village is the same as agriculture, that
agriculture can take development of the country and that rural
development can be implementing without an overall, including an
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urban development. Changes rules of the game involves law
enforcement, budget allocations, building the necessary institutions
and everything that involves a change in the environment;

2. Diversify the rural economy, which requires that farmers and villagers
to become entrepreneurs or entrepreneurial least (work in industry or
the service industry, tourism and related service industries);

3. Develop institutions and procedures;

4. The future integration of Serbia into the EU can take beneficial to the
development of the village. One of the important policies and values of
the EU is the rural development policy, which, although is not perfect,
takes care of the countryside, more than any other model in the world;

5. Make good use of EU pre-accession funds, which directly depends on:
(a) the willingness of the administration to adapt to the EU system of
planning and implementation of measures for the development of rural
areas and (b) training of the rural population to the extent and
capabilities use it. The question of whether the administration in Serbia
is ready and qualified citizens to take advantage of EU funds for rural
development (EU funds), the authors do not give a positive response;

6. Strengthening the socio-economic cohesion in rural areas and the
preservation of social capital;

7. Ensure equitable and fair social policy.

1.4. Conclusion

Rural areas in Serbia (without the Kosovo and Metohija) makes 85% of
total territory of the country and rural areas are characterized by high level of
differentiation in terms of demographic trends, natural, economic and market
conditions (availability of the market and conditions for marketing), then the
conditions for agricultural production, rural and social development.

A numerous of authors and institutions stand out as a major problem
expressed in rural poverty and regional inequality in Serbia. In this paper
authors point out the need to solve this issue by creating a stimulating and
supportive business environment for business enterprises, associations,
family farms. The crucial role of the state will be as follows:

e Providing stimulating and predictable agricultural policy, with increased
support for rural development from the agricultural budget (divide assets
from budget is necessary to increase the investment in agricultural or non-
agricultural activities, rural infrastructure, etc.).
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e The development of an institutional framework for the business sector
SME:s (effective legal and judicial framework, effective law enforcement,
protection of property rights and intelectual ownership);

e Development incentive investment, innovation, and tax policy for
businesses and family farms operating in area of agrobusiness and / or the
craft of food production;

e Development of financial markets, providing favorable sources of
financing and provision of loans for investment in innovation of
technology, primary production, in export business and so on;

e An effective competition policy in the market (regulation of companies
with a dominant market position, punishing the informal economy, etc.)

e The development of all elements of business infrastructure (business in-
cubators, science and technology parks, etc.).

e Improve coordination and cooperation between the various partners in the
government, as well as between different levels of government in
implementing economic and social reforms (in the area of poverty
reduction, social inclusion, etc.).
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2. Some issues of resource management in terms
of food shortage and energy gap

Problem of efficiency in resource management are not new for agricul-
ture. Land, labor and capital — classical postulates, well known and well re-
searched. For nowadays World (where population increasing extremely fast), the
problem of food security is one of the main issues. Along with land (growing
population use more land to provide infrastructure for life) and labor (depends
on the country — growing population will ensures such number as may be re-
quired) now we also faced the problem of water and energy resources. Both of
them now play the marin role for economic not only in agriculture, but also in
other part of society life. And this problem is also important for Ukraine, which
is eight of biggest arable land keeping countries, and potentially one of the big-
gest agrifood suppliers.

The main hypothesis of our research is to find the optimal combination of
agricultural production for both food and energy security for big producing
countries (such as Ukraine) as well as for World.

Problem of renewable energy development now together with natural re-
sources is also means various crops. And here we do propose to evaluate the
reasons and effects of agricultural crops using as the resource for renewable en-
ergy industry. By the FAO statistics during last few years the four main crops
(soybean, rapeseeds, sunflower and corn) cover more than 20 per cent of World
arable lands. Also we still remember that any alternative energy sources program
influents to market demand and supply. On the other hand every country has to
provide the energy security as well. Here the most important point is to use the all
available resources (water, sun, wind, land, etc.) with the maximum effect.

We consider three levels of food security — national, regional and global.
In our paper we will concentrate on first two of it, because the global level de-
pends on national food security of producing and consuming countries, as well
as consist on regional food securities of different parts of the World. The prob-
lem of food security is actual for the World economy since early ‘90s, when the
food supply were faced on society together with huge increasing of population
in some parts of the world. There are a lot of different approaches and defini-
tions we can found in literature. Here is the most frequently used of them:
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e the capacity at all times to provide the world with staple products to
support increased food consumption, while controlling price fluctua-
tions;

e the capacity to reach the desired levels of consumption on an annual
basis;

e a given capacity to finance import requirements to meet the desired
consumption levels;

e assuring every individual at all times of physical and economic access
to the food they need;

e access at all times by all people to the food they need for an active and
healthy life (World Bank, 1994);

e a country and a people have food security when the food system works
in such a way that no-one is afraid of not having sufficient food;

e when every person has, at all times, physical and economic access to
meet their basic food needs. A national food security strategy cannot
be contemplated without guaranteeing food security at the level of the
home;

o the capacity to ensure that the food system provides the whole popula-
tion with nutritionally adequate food supplies over the long term
(Staatz D’ Agostino & Sundberg 1990);

e food security exists when the viability of the household, defined as both
a production and a reproduction unit, are not threatened by a food deficit.

Two commonly used definitions of food security come from the UN's
Food and Agriculture Organization (FAO) and the United States Department of
Agriculture (USDA):

— Food security exists when all people, at all times, have physical, so-
cial [1] and economic access to sufficient, safe and nutritious food to
meet their dietary needs and food preferences for an active and
healthy life [2];

— Food security for a household means access by all members at all
times to enough food for an active, healthy life.

Food security includes at a minimum (1) the ready availability of nutri-
tionally adequate and safe foods, and (2) an assured ability of acceptable foods
in socially acceptable ways (with the exception of resorting to emergency food
supplies, scavenging, stealing, or other coping strategies — USDA) [3].

166



All the definitions emphasize four types of development:

e from macro-level to the micro-level concern; from the notion of evaluat-
ing national food stocks, the concept has developed to the household level
based on the perception of means of access (Sen 1981) to the food re-
sources created by the population;

e from concern to ensure an adequate level of supply, towards concern to
meet the demand. Are the physical and economic conditions of access ad-
equate? In this stage, there is a shift away from a perception of food as
such, towards a consideration of household living standards;

e the breakdown of household consumption reveals the vulnerability of cer-
tain sections of the population (women, children, the old) and have driven
the search for household level security through the individual’s food secu-
rity;

e from a concern for short-term food security (one year) towards long-term
food security (permanent). This development is the consequence of the
emergence of the concept of sustainability linked to respect for the envi-
ronment. [4]

Over these years, most of the definitions have converged towards a num-
ber of key words: satisfaction, access, risk, sustainability.

Food requirements must be met in both quantitative and qualitative terms.
The concept of sufficient food can be defined in terms of a given number of cal-
ories, the quantity needed the quantity needed for survival and leading an active
and healthy life, by measuring the consequences of undernourishment (genetic,
physiological or behavioural changes), or in terms of an estimated need by
household or by individual. The quality of nutrition has to be measured not only
by the balanced diet (proteins, fats and carbohydrates) but also through the suf-
ficient intake of micronutrients. Furthermore, food must meet to the certain
health and hygiene standards. There is therefore some ambiguity about what
constitutes the optimum level of satisfaction.

The level of risk for a household or a community depends on the modali-
ties of access to food and on available capital. To minimize risks, the people use
adaptation or reaction mechanisms at three levels:

e production (diversification, staggering, storage) for the rural population,
changing the structure of the diet in case of urban dwellers (buying cheap
food items);

e cconomic activities: increasing revenues by working in the formal, but
above all the informal sector, or investing in non-productive assets (jewel-
lery, clothing, livestock, liquid cash), exchanging humanitarian aid prod-
ucts for liquid cash or other assets;
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e social relations: borrowing in cash or kind, mutual aid and support, multi-
ple registration of the family with humanitarian aid agencies.

When these adaptation mechanisms are inadequate and threaten the
household’s food security, various things are done to deal with this unfavourable
situation, in three stages:

e minimized risk strategy: informal activities by children, changing feeding
patterns (urban gardening, reducing food rations, reducing the number of
people that eating at home, consumption of cheap food away from home
(Akindes, 1995), seeking support (from the family, relations, the commu-
nity), selling unproductive assets;

e selling productive capital assets: tools, livestock or land in case of the ru-
ral population, and selling reserves, renting or selling house relating to ur-
ban dwellers;

e temporary migration of certain family members, followed by the perma-
nent migration of the whole household.

The vulnerability of a population in a region suffering from crises depend
both on the measures that can be implemented in a given context and on the
households capacity to be able to respond to these events. The vulnerability of
a population may be estimated by analysing the adaptation and reaction mecha-
nisms and the way of they responding to a difficult situation. When the mecha-
nisms are not effective the household becomes chronically vulnerable.

Sustainability: insecurity is temporary when the household is temporarily
incapable of meeting the food requirements of the members of the family. It may
be due to unexpected events occurring (insecurity for political reasons) or be
seasonal because of logistical difficulties or high prices.

RESEARCH. We do propose to measure the natioanl and regional food
security level proceeding from two main conditions, mentioned above. For first
condition — ready availability — we propose to evaluate the quantity of produced
and imported products (market capacity) at the national and regional level. Dif-
ferenciation for national and regional level gives us an opportynity to estimate
the level of diversity and colmplementary for single product market.

Definitely, it is impossible to evaluate the full list of products, FAO make
it accordingly to the quantity of grain storage. In our opinion in this research it
would be useful to enlarge the number of products due to nutrition preferences
for analysed region or country. The list of items is: cereal, potatoes, sunflower
seeds, rice, sugar beet, vegitables, meat, cow milk.

It is also important to answer the question about the country-exporter’s
social responsibility for forming a stable proposition on the national, regional
and world industrial markets. There exists a priority to supply the domestic mar-
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kets with available and quality food products. Balance of interests of different
countries-suppliers of resources and benefits is rather important. It is necessary
to develop energy renewable resources. It could influence on the industry propo-
sition formation.

We need to estimate the market situation, poverty and habits of consumers
to define the ability on acquire foods in socially acceptable ways.

Here we also have to distinguish the availability, accessibility (wich de-
pends on supply) and necessity (wich affects on demand).

The problem of self-reliant food security strategy was a key for many
countries, especially in the last decade. Food strategy was perceived as an ideal
way of attaining a high degree of self-sufficiency by adopting an approach guar-
anteeing consistency, integration and synergy between actions that had hitherto
been piecemeal (Bencharif 1990).

Food self-sufficiency can be achieved in two ways: through self-reliant
development, or development with an opening-up to the international market.
The former is a protectionist approach, because it aims at meeting national needs
through selective imports and a policy to set prices independently of world mar-
kets. The latter is based more on the theory of comparative advantages, and has
given rise to the concept of food security. It is founded on three principles:

e cach country must seek to establish an agrifood trade balance by encour-
aging international specialization;

e cach country must encourage national food production under sound eco-
nomic conditions;

e cach country must ensure that the disadvantaged sections of the popula-
tion retain adequate access to food.

The gained results will be of great importance from the side of social val-
ue (considering the food security problem that is becoming more crucial for the
world community); political importance (considering the existing tendency for
transformation of the world political view for joint responsibility in making im-
portant decisions and selection of direction for the further development of eco-
nomical and social relations and meeting the social demand); and economical
grounding (solving an important problem of counting the interests of consumers,
producers, state, and in our situation also separate regions, and the respective
influence on the world stability).

Here is one of examples of social-oriented activity of main food
producing countries. Developed by regional economic integration organizations
in response to the World Food Summit, with support from FAO, Regional Pro-
grams for Food Security promote integration and agricultural development
among neighboring countries. Regional programs seek to:
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e support food security activities in participating countries;

e promote investment to improve rural infrastructure; and

e harmonize food quality standards and trade regulations to enable local
producers and traders to gain access to cross-border and global markets [8].

The shifting of self-reliant self-sufficiency strategies towards free market
strategies can be put down to three causes (Padilla 1995):

e loss of financial independence by governments, which was an essential
condition for implementing a self-sufficiency policy. Export revenues
have fallen back while the prices of foodstuffs and goods and services
bought on the international market have soared. This upheaval in the
terms of trade has had serious repercussions on governments’ financial
equilibrium;

e subsidies and demographic growth led to an increase in demand, but the
inelasticity in the supply of agricultural products and the failure to control
technology have pushed up food and technology imports. This has en-
trenched another kind of dependency, with repercussions on the national
debt;

o the difficulty of managing a self-sufficiency policy, which requires a con-
sensus between the conflicting interests of different social groups. “Noth-
ing could be further from the truth than the idyllic image of African socie-
ties based on community and mutual support and aid. These are certainly
societies based on redistribution and on relationships, but they are run
through with a number of oblique strategies, family, ethnic or personal ri-
valries and clan in-fighting, as well as unspoken opposition between the
young and the old” [Engelhard 1996].

As of now food production is one of the most essential global problems
requiring solution not only on the level of a separate country or region, but also
on the global level. Combination of such factors as increase of population in
some countries or some regions, increase of purchasing power, decrease of land
usage for agricultural purposes, decrease of water resources tend to make pro-
duction of the necessary amount of food products problematic. At the same time
number of countries, net-exporters (“large” countries) are rather limited. There-
fore value for each of these countries is gradually growing on the world food
production market.

At the same time the issues of food security production, provision of
enough amount of food products, of the relevant quality and for relevant price
are becoming more and more important for every country in the world. Very of-
ten, during the period of rapid increase of the world prices, some countries in-
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troduce export reduction instruments, namely quotas or export taxes (mainly for
grain) with the aim to stabilize the domestic prices.

The primary stage is generalization of the existing data base and selection
of the research instruments. The next stage is a consequent analysis of the prop-
osition formation in Ukraine, in Central and Eastern Europe and in the world
containing the influence on consumption indexes, prices and availability of
Ukrainian food industry. Furthermore, it is necessary to calculate the potential
amount of industry production, coordinate the amount with the world demand
production prognosis and calculate the amount of the resources necessary for the
food industry production. Comparing the potential amount with the existing and
potentially available in Ukraine it is possible to analyze the necessity and practi-
cality of selecting the diversification and specialization of Ukraine’s agri-
industrial production and estimate the relevant economic effects for both pro-
ducers and consumers.

Table 1. The main exporting countries (by 6 main crops), 1999-2008

Countries (US$ '000)
1999-2001 | 2003-2005 2006 2007 2008

United States of America | 10.039.729 | 11.798.336 | 13.575.475 | 21.255.229 | 29.096.897
France 4.151.339 | 4.980.965| 5.015.145 | 6.686.403 | 10.025.642
Canada 2.971.431 | 2.924.720 | 3.982.985| 5.602.992 8.577.653
Argentina 2.375.862 | 2.608.085| 2.993.295 | 4.914.761 7.216.026
Thailand 1.758.139 | 2.365.300 | 2.659.948 | 3.597.938 6.350.902
Australia 2.886.061 | 3.085.593 | 3.522.895 | 4.560.333 4.571.315
Germany 1.514.356 | 1.585.853 | 1.893.585 | 2.483.345 3.870.204
Ukraine 472.084 878.392 | 1.356.697 | 1.066.807 3.828.273
India 863.587 | 1.744.283 | 1.706.547 | 3.588.086 3.493.220
Russian Federation 169.336 | 1.078.979 | 1.595.427 | 4.178.160 3.455.644
Viet Nam 774.468 | 1.033.454| 1.276.265| 1.490.208 2.900.400
Kazakhstan 421.032 513.394 741.313 | 1.635.086 2.483.075
Brazil 183.527 481.042 608.775 | 2.044.428 1.933.427
Hungary 291.783 476.049 756.906 | 1.636.071 1.855.557
Pakistan 579.872 817.279 | 1.247.384 | 1.331.729 1.738.998
Belgium 406.758 590.414 627.938 955.970 1.418.398
Italy 516.872 576.990 640.850 783.732 1.235.182
United Kingdom 549.288 649.637 554.552 746.580 1.117.467
World 36.009.771 | 44.585.839 | 51.913.148 | 79.283.905 | 108.542.060

Source: www.fao.org, FAO Statistical Yearbook 2010.
The following research will need applying different instruments depend-

ing on the stage and achievement of a separate task. Modeling is used to deter-
mine Ukraine’s influence on the regional and world agri-industrial markets. The
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modeling stipulates analysis of separate countries’ markets and specifically the
world market; a set of products (both complementary and substitute goods);
trade terms or conditions, presence and amount of tax, quotas, export subsidies,
application of interventions and either existing or planned level of state support.

As the research is based on the necessity of influence on the proposal
formation, the results of this research will be applied for the following stage:
determining the level of effective resources usage, the main criterion of which
will be non-economic efficiency.

Determination of the advantages of either specialization or diversification
of the country’s agri-industrial production exclusively relates to considering
producers and consumers’ interests. The following aspect of the research should
use economic estimate of each of the directions of strategy formation and their
influence on the social well-being.

Agriculture is an important economic sector for most East-European
countries. Such countries as Romania, Hungary, Poland, Slovakia, Moldova,
Belarus and Ukraine heavily depend on the level of agricultural production and
rural development in the structure of the economy. Some of these countries
produce similar types of agri-food products and, therefore, compete in the European
and World markets. In addition, most of these countries have a similar structure of
agricultural production, and similar educational levels among employees in
agriculture, percent of rural population, and government programs implemented in
the last ten years. However, nearly every country has unique characteristics
concerning agricultural production and place within the world market.

We expect that our results will be conducive to determination of the most
efficient production patterns according to regional specifics and specialization.
During the last 10 years, the level of specialization in different countries has
changed in different directions. The new members of the EU start to differenti-
ate the structure of the economy. On the contrary, Ukraine, Moldova and Bela-
rus change the structure of their economies not so fast and continue to consider
agriculture as one of the main sectors. On one hand, this tendency is quite nega-
tive relative to the pace of development of the neighbouring countries. On the
other hand, the agricultural specialization gives Ukraine the chance to become
a big player in some segments of the world market (cereal, corn, rapeseeds, etc.)
and use the actual tendencies in the world market for own development of agri-
culture and rural areas based on business opportunities (as opposed to the sup-
ported agriculture in Europe).
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Table 2. The main importing countries (by 6 main crops), 1999-2008

Countries (USS '000)
1999-2001 2003-2005 2006 2007 2008

Japan 3.753.506 4.721.895 4.729.272 6.636.852 10.366.315
Mexico 1.642.497 1.929.275 2.442.928 3.106.248 4.563.281
Korea, Republic of 1.509.461 1.973.381 2.073.722 2.854.524 4.370.049
Iran, Islamic Republic of 1.397.523 884.016 785.122 1.069.568 4.054.894
Saudi Arabia 1.077.861 1.523.270 1.978.735 3.266.150 4.040.148
Spain 949.182 1.786.860 2.015.545 3.106.985 3.884.051
Algeria 990.848 1.310.094 1.385.953 1.829.017 3.623.707
Netherlands 873.582 1.278.531 1.588.185 2.780.442 3.584.093
Italy 1.317.013 1.771.605 1.893.495 2.803.324 3.523.666
Egypt 1.268.680 1.290.307 1.550.840 2.541.672 3.509.878
United States of America 994.594 913.042 1.218.715 1.734.667 2.934.005
China 1.627.809 2.661.436 2.150.668 2.229.982 2.831.137
Germany 622.985 928.210 1.102.182 2.039.088 2.754.144
Belgium 818.122 1.100.685 1.199.962 1.957.414 2.701.933
Brazil 1.284.900 1.174.551 1.491.186 2.007.410 2.672.114
Indonesia 1.219.599 1.125.625 1.372.348 1.985.046 2.471.205
Morocco 686.439 728.998 614.152 1.727.639 2.253.767
Turkey 324.383 468.515 167.492 973.273 2.137.842
Malaysia 625.803 732.952 975.821 1.315.944 2.009.613
United Arab Emirates 462.214 434.667 657.931 971.601 2.007.471
Iraq 931.035 749.549 1.090.419 1.147.005 1.915.482
United Kingdom 722.027 842.312 878.946 1.343.258 1.732.320
Colombia 411.536 605.582 868.657 1.192.858 1.654.349
Philippines 628.627 705.927 1.150.867 1.393.966 1.581.808
Yemen 278.825 433.861 587.125 910.127 1.320.004
France 457.365 581.662 560.847 978.804 1.286.437
Tunisia 293.005 353.040 433.234 932.034 1.216.742
Portugal 435.146 571.368 599.487 863.481 1.176.326
Peru 339.752 440.716 523.939 817.275 1.159.319
Venezuela 317.355 364.041 417.870 564.947 1.156.435
Canada 339.287 471.371 451.726 732.708 1.035.639
World 40.467.071 50.482.238 | 58.660.047 | 85.187.634 | 120.091.261

Source: www.fao.org, FAO Statistical Yearbook 2010.

Ukraine has its own commodities and market shares at the European and
World markets and has very favorable conditions to improve its position. We
have also obtained some positive trends in agricultural specialization of Ukraine
relatively to its main competitors — neighboring countries (including Post-Soviet
countries). Our research also shows that as far as long-term trends in compara-
tive advantage are concerned, Ukraine will have a larger advantage in the pro-
duction of unprocessed products (wheat, corn, sunflowers, rapeseeds, sunflower
oil and rapeseed oil). Regional specialization of the Ukrainian agriculture heavi-
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ly depends on the level of employment (in some regions more than 30% of ca-
pable people employed in agriculture) and on the historical trends (in some re-
gions agriculture is the main industry, but GDP is extremely low). The same
tendencies we observe in the other analyzed countries (Romania and Poland), but
in Ukraine they are less observable than in other post-Soviet countries (Belarus
and especially Moldova). Finally, as Ukraine is a large country with substantial
differences in regional conditions, it would be useful to conduct the competitive-
ness analysis with regard to regions.

Ukraine has also developed standards physiological needs of the
population of Ukraine in key nutrients and energy. Equally important are
indicators of food security, quantitative and qualitative description of the state,
dynamics and prospects for physical and economic access to food for all social
and demographic groups, the level and structure of consumption, quality and
food safety, durability and degree of independence of domestic food market,
level of development of agriculture and related industries, as well as effective
use of agricultural natural resources.

The whole research divided in several stages due to the fact that the study
of this particular problem contains different aspects of agrarian economy and
various agrarian economy instruments influence on the industry proposition in
a separate country, region and in the world. The research is also related to the
analysis of resources usage and analysis of economical effects depending on the
country’s diversification or specialization, along with the estimation of influence
of a separate market on the external surrounding.

By the FAO statistics during last few years the four main crops (soybean,
rapeseeds, sunflower and corn) cover more than 20 per cent of World arable
lands (table 3).

Table 3.World area harvested, 2006-2009, by items and total, ha

Commodity 2006 Z‘;ti 2007 Z‘)’t:; 2008 :/O"tz 2009 Z‘)’t:;

Maize 148340.84 | 10,07 | 15835833 | 1075 | 160814.58 | 10.92 | 158628.75 | 10.77
Rapeseed 2744140 | 186 | 29887.78 |  2.03 | 30659.71 | 2.08 | 3112057 | 2.1
Soybeans 95308.37 | 647 | 9015597 | 612 | 96480.63 | 6.55| 99501.10 |  6.76
SS;TOW“ 23975.18 | 1.63 | 2128072 | 144 | 2503141 | 170 | 2371684 | 1.6l
Wheat 211835.82 | 1438 | 21670493 | 1471 | 22274035 | 15.12 | 22562245 | 15.32
Barley 56373.89 | 3.83 | 5573091 | 3.78 | 56281.08 | 382 | 54059.71 | 3.67
Total 1472853.00 | 38.24 | 1472853.00 | 38.84 | 1472853.00 | 40.19 | 1472853.00 | 40.24

Source: www.fao.org, FAO Statistical Yearbook 2010.
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As we can see from the table 5, six main crops absorb more than 40 per
cent of world arable land in use. It meant that exactly the same crops have to
occupy at least 50 per cent in diet. And three of them (maize, soybeans and
wheat) take over 33 per cent of arable lands. Another part of this problem ap-
pears in usage of crops in animal husbandry, means decreasing of food supply.

Also we still remember that any alternative energy sources program influ-
ents to market’s demand and supply. On the other hand every country has to
provide the energy security as well. Here the most important point is to use the
all available resources (water, sun, wind, land, etc.) with the maximum effect.

Table 4. Actual and Potential arable land in World

Total area Potential Actual (frzélzcifr?c:.
arable land arable land .
actually in use

Area '000 km? '000 ha '000 ha %

Europe 6806.00 384220.00 213791.00 55.64
North America 19295.00 479632.00 233276.00 48.64
South and Central America 20541.00 1028473.00 143352.00 13.94
North Africa and Near East 11545.00 49632.00 71580.00 144.22
North Asia 20759.00 297746.00 175540.00 58.96
Sub-Saharan Africa 24238.00 1109851.00 157608.00 14.20
Asia and Pacific 28682.00 777935.00 477706.00 61.41
World 131866.00 | 4127489.00 | 1472853.00 35.68

Source: http://www.wri.org/publication/content/8426.

Here is important to explain the results of table for North Africa and Near
East — where the percentage of potential arable land in use more than 100 per
cent — we do account the number of natural arable lands without usage of specif-
ic equipment (drop irrigation, etc.). Also we can see that the most potential ids
the South and Central America region, but we have to mettioned that those terri-
tories in agricultural usage can cause damage to ecological balance in the region.

Following the data of World Resource Institute the potential arable land
exceeds the actual arable land in use more than three times. It means that land
resources can be used for development for further global food balance
achivment. It is also important to consider the main World food producers and
exporters, as far as both group of countries influent for world food balance.

CONCLUSIONS. Our researches shows that in modern conditions of social
development, financial and food crisis, level of agri-food production doesn’t
depend on renewable energy. But in nearest future this problem will become to
influent for food supply. So we have to evaluate the necessity of increasing the
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number of arable lands and balance the production of crops for food and for en-
ergy production. The main resources have to be used accordingly to the interest
of country and region, but also considering the global stability.

For Ukraine it is extreamly important to run own agricultural policy bas-
ing the principles of political trust, macroeconomic stability, sustainable agri-
food production, infrastructure and stable trade policy.

In the longer run the present situation will most likely have a positive ef-
fect on the level of earnings in the sector. This might keep the agricultural work-
ers from migrating to other regions or sectors. As a result, working conditions of
those employed will also improve which is another reason for not migrating.
The restructuring of Ukraine’s agriculture — that has already been initiated and
will be further encouraged — can be seen as a necessary phase in Ukraine’s tran-
sition and development that involves — often painful — adjustments for indus-
tries, regions and/or groups of people. Mitigating measures and development
plans have to address these issues to bridge the gap between the short run pains
and long run benefits.

There may be no economies that absolutely satisfy the condition of a
“small” country assumption in a standard trade model. The terms of trade effects
are relatively significant for determining the overall welfare improvements in
partial trade liberalization like that from a bilateral FTA.
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3. Exploring linkages between the Common Agricultural Policy
and food security in the Mediterranean region

The Common Agricultural Policy (CAP) remains a central component of
the internal policy of the European Union (EU). However, the CAP has long
been criticised for its damaging effects on developing country agriculture. This
paper attempts to explore the linkages between the CAP and food security in the
Mediterranean region with a specific focus on southern and eastern Mediterra-
nean countries. Even if EU’s food security at short run is not threatened, the real
food security challenge affects the poor and smallholders in developing coun-
tries including the Mediterranean ones. The CAP should respond to this chal-
lenge by promoting an open and stable trade regime for agricultural products.
A major step would be the removal of its own agricultural tariffs and all subsi-
dies that are not efficiently targeted at clearly defined public goods. This should
be accompanied by additional support for enhancing agricultural productivity
and food security in developing countries.

3.1. Introduction

Food and agricultural policy is under scrutiny. Questions are being asked
about both past and present public policy and strategy. The motives for reas-
sessment are various, including food insecurity, trade wars, health impact, eco-
logical concerns, population growth, citizens’ rights [Stephens et al. 2000; Lang
1999; Dyson 1996]. After decades in which policy was centrally concerned with
raising productivity and production, the need for a more complex model for food
and farming is becoming clear [Waltner-Toews and Lang 2000]. In a context of
global competition and economic crisis, the Euro-Mediterranean agricultural
sector is facing increasingly complex completive pressure arising not only from
the World Trade Organisation (WTO) negotiations and from the recent enlarge-
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ments of the European Union (EU), but also from the recent EU’s participation
in free trade areas (FTAs) [Scarpato and Simeone 2013].

According to Boysen and Matthews [2012], the Common Agricultural
Policy (CAP) is a European policy whose raison d’étre is to support European
farmers. The CAP remains a central component of the EU’s internal agricultural
and social development policy. The policy’s primary stakeholders (European
farmers and related agricultural industries) have strong incentives to maintain its
focus, budget and clarity of objectives as an internal EU policy instrument. The
CAP accounts for a substantial proportion, 41% in 2009, of the EU budget. It is
divided into two main categories: income support (Pillar I) and rural develop-
ment (Pillar II).

The Commission, the Council and the European Parliament (EP) have
reached a political agreement on the reform of the CAP. Most elements were
agreed in trilogue on June 26 and the last remaining issues were finalised on
September 24. Based on the Commission proposals from October 2011, the
greement relates to four basic European Parliament and Council regulations for
the CAP on i) Direct Payments, ii) the Single Common Market Organisation
(CMO), iii) Rural Development and, iv) a Horizontal Regulation for financing,
managing and monitoring the CAP. The new rules can enter into force in 2014
or from January 2015 for most of the new Direct Payment arrangements. Sepa-
rate "transition rules" will be applied in 2014. The new CAP can represent
a good opportunity for the development of Mediterranean agriculture (Box 1).

Box 1. CAP reform and Mediterranean agriculture.

According to De Castro and Di Mambro [2013] the CAP reform represents an opportunity
for the countries of the Mediterranean side of Europe. The framework of the European
support for agricultural sectors accentuates the characters of flexibility and modularity.
This means that the new CAP is no longer a centralized and monolithic policy, but it will
increase the “room for manoeuvre” for Member States in a support model aiming to adapt
to the various European agricultures. The new CAP represents also a call to take responsi-
bility. It will be up to the national and local governments to gear up to the best use of the
new “toolbox” of the CAP, in the interests of Mediterranean agriculture.

The two main instruments of the CAP are farm income support (through
the Single Farm Payment and the Single Area Payment) and market price sup-
port (through tariffs, export refunds and other subsidies). It is unclear whether
these instruments have a positive or a negative impact on short-term food securi-
ty. They are generally credited for keeping land and labour in agricultural produc-
tion [Zahrnt 2011]. However, the CAP has long been criticised for its damaging
effects on developing countries, and developing countries’ agriculture in particu-
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lar and, consequently, also their food security and sovereignty [e.g. Boysen and
Matthews 2012].

The rules applied at the level of the European Union especially in terms of
quality and safety standards influence the trade of agricultural products and
commodities between the non-EU Mediterranean countries and the EU coun-
tries. With existing subsidies at the EU’s level, including export subsidies, Eu-
ropean producers have a competitive advantage with respect to Mediterranean
countries that create a market distortion which is unfavourable to local produc-
ers especially smallholders that assure a high share of commodities production
thus contributing to food security and poverty alleviation in non-EU Mediterra-
nean countries.

That being said, agricultural systems both in Europe and in the Mediterra-
nean region are facing major economic and social challenges. A central objec-
tive in both developed and less developed Mediterranean countries is to promote
public goods by preserving agricultural potential. In addition, agricultural policy
has the ethical commitment to ensure the world population’s access to food
through sustainable production processes and technologies and to improve food
nutritional quality [Malorgio and Solaroli 2012].

Food security (Box 2) is built on four pillars [CFS 2012; UN-HLTF 2011]:
(1) Food availability: sufficient quantities of food available on a consistent basis;
(i1) Food access: having sufficient resources to obtain appropriate foods for a nu-
tritious diet; (iii) Food use: appropriate use based on knowledge of basic nutrition
and care; and (iv) Stability in food availability, access and utilization.

Box 2. Food security.

The concept of food security has been developed during the last thirty years reflecting the
changes in official policy thinking [Clay 2002]. Nowadays, new dimensions have been
entering into the concept of food security including the ethical and human rights dimen-
sion of food security [FAO 2006]. A widely-accepted definition of food security is that of
the World Food Summit held in 1996 [FAO 1996].

According to FAO [2002], “Food security is a situation that exists when all people, at all
times, have physical, social and economic access to sufficient, safe and nutritious food that
meets their dietary needs and food preferences for an active and healthy life”.

This definition implicitly includes the multidimensional nature of food security by consid-
ering more profoundly the four main dimensions (food availability, access, use and stabil-
ity) required to be guaranteed in order to assure food security.

Food security remains, in both quantitative and qualitative terms, a fun-
damental human requirement. The cost of malnutrition is both direct and indi-
rect. Overnutrition, like undernutrition, not only has an immediate deficit impact
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on public health systems but also an indirect impact on the gradual deterioration
of human capital and the inevitable loss of productivity [Hassan-Wassef 2012].

Food consumption is variably affected by a whole range of factors includ-
ing food availability, food accessibility and food choice, which in turn may be
influenced by geography, demography, disposable income, socio-economic sta-
tus, urbanization, trade liberalization, globalization, religion, culture, transna-
tional food corporations and food industry marketing, and consumer attitude and
behaviour. These drivers have produced several social, economic, health and
environmental consequences on food consumption patterns such as increase in
nutrition-related diseases, social inequalities, loss of biodiversity, climate
change, fish stocks depletion, etc. [Kearney 2010].

The issue of access to and availability of food on a global basis has been
making headway on the political and media agenda since the start of the twenty-
first century. What now gives cause for concern is the increase in food prices
levels and volatility. Since the mid-1990s we are observing sharp peaks in farm
commodity prices (e.g. 2007/2008 and 2010/2011). The most recent forecasts
indicate a sizeable rise in prices for the coming years. Most academics agree that
the long era of abundant food, available at low prices, is over and has given way
to an era of new scarcity. Food availability is fundamentally dependent on food
production, but this can be local or distant. If distant, local food availability also
depends on trade systems, and on packaging, transport and storage [Ingram 2011].

In tackling the issue of security in the food supply the analysis of popula-
tion dynamics has given way to examination of distribution dynamics. The prob-
lem, as posed in recent years, is not scarcity but the inequitable distribution of
food resources, which has ended up penalizing vast populous areas in the world
[De Castro ef al. 2012]. Such a problem has recently been aggravated, leading
the number of undernourished people worldwide to exceed one billion. Though
inter-related with the broader issue of natural resource depletion, food scarcity
assumes connotations of greater or equal urgency compared with numerous deli-
cate problems, such as market instability and price volatility, conveyed more
loudly by public opinion. The international markets for agricultural commodities
are the stage on which the new scarcity is shown in all its clarity.

One of the main drivers of food market instability is the headlong growth
in food consumption, associated with population growth but, especially, with the
higher purchasing power among increasingly broad ranges of the population in
emerging countries. As early as the mid-1990s, major increases were being wit-
nessed in the demand for some strategic agricultural commodities, such as
wheat. The current period of structural food scarcity manifested in a progressive
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widening of the scissors between food availability and demand against a trend of
price rises.

Government reactions to price booms have aimed to stabilize domestic
supply as rapidly as possible by adopting protective measures (such as bans on
exports or incentives for imports), to alleviate the impact of increases upon its
citizens. Yet these initiatives have had the sole result of exporting instability,
taking it from national to international markets [Tangermann 2011], amplifying
price oscillations and triggering a vicious circle which made the markets even
more precarious. The scenario is further complicated by the state of reserves of
strategic agricultural products. Today, the level of food reserves is much lower
than in the past. This actually made the agricultural supply even more inelastic
than it is naturally, further restricting the capacity to respond to price increases
Recent events around the globe in general and in the Middle East and North Afri-
ca (MENA) region in particular (cf. the Arab Spring) have put more attention and
pressure onto food security. Therefore, it appears necessary to engage even more
in strengthening and furthering research and political actions in sustainable food
consumption and production in the Mediterranean region [Hassan-Wassef 2012].

In such a complex, evolving, and risky context, the analysis of intercon-
nections between food security and agricultural policies is to be conducted for
deepening the understanding of structure of current risk management strategies.

The EU has committed itself to greater policy coherence for development
in its non-aid policies, including agricultural policy. To evaluate its success in
moving towards policies that are more coherent with its development coopera-
tion objectives, estimates of how the CAP currently affects food security in de-
veloping countries are needed.

The work aims at exploring linkages and relations between the CAP and
food security in the Mediterranean region with a specific focus on southern and
eastern Mediterranean countries (SEMCs).

3.2. Material and Methods

The paper is mainly based on a secondary data review. Sources of sec-
ondary data include: International Food Policy Research Institute (IFPRI), FAO
- FAOSTAT, International Centre for Trade and Sustainable Development
(ICTSD), European Commission, Overseas Development Institute (ODI), Euro-
pean Centre for International Political Economy (ECIPE), International Centre
for Advanced Mediterranean Agronomic Studies (CIHEAM), Barcelona Centre
for International Affairs (CIDOB), European Institute of the Mediterranean
(IEMED), The Economist, World Bank, etc.
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The trends of different direct and proxy indicators of food security were
analysed: Global Food Security Index (GFSI); Global Hunger Index (GHI); ce-
reals import dependency ratio (CIDR).

The Global Food Security Index (GFSI), developed by the Economist In-
telligence Unit, considers the core food issues of affordability, availability, qual-
ity and safety across a set of 105 countries [The Economist 2012].

The Global Hunger Index (GHI) is a multidimensional statistical tool de-
veloped by IFPRI to describe the state of countries’ hunger situation. The GHI
measures progress and failures in the global fight against hunger. It is updated
once a year since 2006 [IFPRI and Welthungerhilfe 2006].

The paper analyses trade of agro-food products between the EU and non-
EU Mediterranean countries. Moreover, there was a special focus on agricultural
situation and agro-food trade in three southern Mediterranean countries (SMCs):
Egypt, Morocco and Tunisia. The paper provides also an overview on types of
trade agreements existing between the EU and developing countries and their ex-
pected and potential impacts on poverty in general and food security in particular.

The analysis of imports dependency in non-EU Mediterranean countries
focuses on cereals as most of the Mediterranean countries are net cereal import-
ers and also given the importance of cereals, especially wheat, for the food secu-
rity status of the population in these countries. The cereals imports dependency
ratio (CIDR) allows knowing how much of the available domestic cereal supply
has been imported and how much comes from the country’s own production
[FAO 2001]. Data source is the Food security indicators [FAO 2013] based on
elaboration of original LABORSTA data.

As far as non-EU Mediterranean countries are concerned, the geograph-
ical coverage of this study is similar to that of the Mediterranean Strategy for
Sustainable Development including 3 Balkan countries (Albania, Bosnia and
Herzegovina, and Montenegro) and 9 Southern and Eastern Mediterranean coun-
tries (Algeria, Egypt, Lebanon, Libya, Morocco, Palestinian territories, Syria,
Tunisia and Turkey).

3.3. Result and Discussion

Linkages between the CAP and food security in developing countries

The CAP has long been criticised for its damaging effects on developing
countries’ agriculture and food security [Boysen and Matthews 2012]. In fact,
when world prices increase, mechanisms such as EU quotas (e.g. milk) reduce
the production of EU farmers and further increase prices. When prices are de-
creasing, CAP mechanisms such as export subsidies increase EU farmers’ pro-
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duction and further accelerate such price decreases. CAP instruments thus stabi-
lise EU farmers’ income but accentuate price volatility at world level [Cantore
2012]. Even if EU food security is not threatened, it is still possible to argue that
the EU should massively invest in agricultural production as it has a moral re-
sponsibility to help feed the world. However, the current subsidy and tariff lev-
els result in massive direct costs and indirect impacts, via trade, on food security
in developing countries [Zahrnt 2011].

By fostering competitiveness and exports of the European agribusiness,
the EU ignores the main challenge for food insecure countries today: the reduc-
tion of their import dependency. In fact, since the 1980s, the majority of devel-
oping countries switched from net exporters to net importers of food. Nowadays,
two thirds of them suffer from food trade deficits and growing expenses for pur-
chases of cereals, dairy products and vegetable oils on the world market. In or-
der to reduce their vulnerability against price spikes and recurrent food crises,
these countries urgently need a policy shift that fosters domestic agricultural
production and limits import dependency. Given Europe’s international respon-
sibility in the fight against hunger, the EU should make every effort to support
such a shift. But, unfortunately, the CAP in its present form heads in the oppo-
site direction. It deepens import dependency in the South to secure export mar-
kets for the European food industry [Fritz 2012].

Trade has an important role to play in improving food and nutrition secu-
rity as lowering trade barriers reduce domestic food prices and afford consumers
a greater variety of food products [WHO and FAO 2003]. However, some critics
argue that trade liberalization may reduce a country's food security by impacting
domestic agriculture [WHO 2012]. Policies of trade liberalization over the past
two decades have facilitated the “nutrition transition” [Kearney 2010]. In high-
income countries, food production subsidies and related interventions act as a dis-
incentive to efficient global food production, raise consumer prices in protected
countries, and are ultimately harmful to global food security [Foresight 2011a].

Agricultural trade liberalization has complex ramifications for low-
income countries, depending on whether they are currently net food producers or
food consumers, and on the state of their agricultural, economic and physical
infrastructure. Where a country has access to world markets and favourable fac-
tors of production it may be an immediate beneficiary of further multilateral lib-
eralization. Where these conditions do not exist or where the country has been
a historical beneficiary of ‘preferential trade agreements’, the effect is more un-
certain. As prices in global markets are generally lower, the urban poor usually
benefit. However, an uncontrolled and rapid influx of imports may also suppress
investment in local food production. Indeed, the poorest countries that have
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failed to establish a productive agricultural sector may find it very hard to catch
up with other low-income countries that have capitalized on cheap labour and
their natural capital and can now export low-cost food. Export subsidies leading
to the dumping of food surpluses by high-income countries is a further problem
[Foresight 2011].

All trade agreements are aimed to speed up trade liberalization. This lib-
eralization should, on the long run, increase productivity and thus reduce pov-
erty. A result of trade liberalization is the improvement of agricultural inputs
and equipments and the strengthening of international competition. As a result,
the domestic agricultural sector will become more efficient and, therefore, com-
petitive. This in turn enforces small-scale farmers to improve their performance
or to give up. Nevertheless, it might be remarked critically that such a selection
process brings the agricultural sector, or the smallholder’s subsector, ahead but
not necessarily all the involved smallholders as they might be driven out of the
market [Winters 2005].

Different kinds of trade agreements regulate trade of agro-food products
between the EU and developing countries (Box 3). It can be noticed that the
stated utmost objective of all types of trade agreements is, also, to achieve food
security in these countries either directly (by improving food availability, food
access and/or food utilisation) or indirectly by fostering socio-economic devel-
opment and poverty reduction.

It would be worthwhile to think about improving agriculture performance
in developing countries without forcing some of smallholders to leave their
farms. As the poorest households, especially rural ones, may be less able than
richest ones to protect themselves against adverse effects or to take advantage of
positive opportunities created by policy reform, the relevant governments will
have to play an important role for complementary policies to accompany trade
reforms [Winters 2005]. Governments should be aware that for most developing
countries both Doha and EU- agricultural trade liberalisation are likely to affect
income distribution between urban and rural areas [Winters 2005]. Moreover,
the largest poverty reduction impact of agricultural trade liberalisation, in both
absolute and relative terms, are in countries with agricultural export potential to
the markets that liberalize most; that is, East Asia and Europe [Hertel and Win-
ters 2006].
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Box 3. Trade agreements established by the EU with developing countries.

The EU's Generalised System of Preferences (GSP) is a trade arrangement through which
the EU provides preferential access to the EU market to 176 developing countries and terri-
tories, in the form of reduced tariffs for their goods when entering the EU market. There is
no expectation or requirement that this access be reciprocated. GSP covers separate prefer-
ence regimes: the standard GSP and the special incentive arrangement for sustainable de-
velopment and good governance (known as GSP+). Preferential tariff rates when exporting
to the EU market enable developing countries to generate additional export revenue to
support them in developing jobs and reducing poverty.

Everything But Arms (EBA) is an EU initiative to open borders without restrictions to ex-
ports originating in the Least Developed Countries (LDCs). EBA provides Duty-Free and
Quota-Free access for products from the LDCs. This trade agreement was set up based on
the insight that increased trade with developing countries enhances their export earnings,
promotes their industrialization and encourages the diversification of their economies.
Economic Partnership Agreements (EPAs) between the EU and African, Caribbean and
Pacific (ACP) group of countries are aimed at promoting trade between the two groupings
and - through trade development - sustainable growth and poverty reduction. The EPAs
intend to integrate ACP countries into the world economy and share in the opportunities
offered by globalization. EPAs go beyond conventional free-trade agreements, focusing on
ACP development, taking account of their socio-economic circumstances. Since first Janu-
ary 2008 EPAs opened up EU markets fully.

There is some evidence that the EU‘s GSP preferences can be effective in increasing LDC
exports and welfare. Furthermore, there are some significant trade and output effects for a
sub-set of agricultural commodities and regions (e.g. sugar products, oils and fats in North
African EBA beneficiaries) [Gasiorek ef al. 2010].

Trade aspects need to be considered in the context of improving diet, nu-
trition and the prevention of chronic diseases. Equitable trade has an important
role to play in achieving food and nutrition security [WHO and FAO 2003].
Trade policies need to be modified to ensure also socially and environmentally
responsible use and trade of land (and water), thereby ensuring that communities
that are dependent on local natural resources can retain access to land and other
natural resources in order to sustain their livelihoods [GLOBAL 2000 et al.
2013].

Food security in southern and eastern Mediterranean countries: a critical
analysis

In September 2000, 189 nations approved the “United Nations Millenni-
um Declaration” (UNMD), which calls for halving by 2015 the number of peo-
ple who live on less than one dollar a day. The Millennium Development Goals
(MDGs) pointed out by the UNMD include eight priorities. Eradicating extreme
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poverty and hunger is the first millennium development goal to be achieved.
Poverty affects food affordability thus overall food security. That’s shown in
a particular way by the multifaceted relations between food prices and poverty
[De Hoyos and Medvedev 2009; Bussolo et al. 2009].

What emerge applying the upgraded $1.25-a-day poverty line, which is
used to measure progress toward the first MDG, is that official poverty rates in
most south Mediterranean countries are lower than in many other low- and mid-
dle-income countries (LMICs). Extreme poverty affects less than 3% of the popu-
lation. But going depth in the analysis of non-income MDG indicators the situation
change and the difference between South Mediterranean countries and other
LMICs appears less pronounced [Breisinger et al. 2012; World Bank 2012].

Poverty and food security are strongly linked. Food and nutrition security
in SMCs today is not so much a problem of calories, but of lacking vitamins and
other micronutrients [CIDOB 2012]. In most Mediterranean countries, food se-
curity seems assured for now in quantitative terms, as less than 5% of the popu-
lation is in a chronic malnourished state (in terms of energy intake), although
this apparent security relies on imports. According to FAQO’s criteria, based
mainly on a serving’s calorie content, Mediterranean countries are not in critical
condition nowadays. Indeed, less than 5% of the population in these countries is
below 2400 kcal/day/person [Rastoin and Cheriet 2010]. However, the countries
in the eastern and southern Mediterranean are only just overcoming food insecu-
rity or still have pockets where the food situation is precarious [Padilla et al.
2005]. The main issue of food and nutrition security in SEMCs is undoubtedly
a public health issue. The drift in the food consumption pattern caused by the
globalization of agro-industrial products causes a slow emergence of true pan-
demic potentially very costly in human, social and economic terms [Rastoin and
Cheriet 2010].

Food security is affected by food availability so agricultural production.
Although SEMCs have made considerable efforts to improve their agricultural
conditions, they continue to struggle with a poor endowment of cultivable land
and water. In spite of the building of dams, grain yields remain low in Morocco,
Tunisia and Algeria. Yields are higher under irrigation. Agriculture is still the
main livelihood of a substantial part of the poor in the region. Though the share
of agriculture in total employment is declining, agricultural employment still
accounts for over 30% of the total labour force in Egypt and almost 30% in
Morocco. About 70% of the poor in SEMCs live in rural areas. Agricultural
production has increased in the region due to the efforts to enlarge the irrigated
agricultural area. Nevertheless, it is variable due to harsh weather conditions.
Food consumption continues to grow in a context of demographic change and

192



urbanization. However, demography in the region is quite varied, with popula-
tions in the Maghreb countries growing a little over 1% annually, and signifi-
cantly higher growth, about 2% annually, in Egypt.

There is an increasing consensus on the need to pay greater attention to
the agricultural sector to enhance food security and development in SEMCs.
Countries in the region have applied a range of programs that continue to in-
clude market interventions such as the management of food reserves, export re-
strictions, changing tariffs, taxes on fuel use and cash programs to keep food
prices relatively low. Beyond short-term policies, strategic options can be con-
sidered in order to achieve food security and alleviate rural poverty. A policy
brief prepared by Garcia Alvarez—Coque [2012] calls for a policy agenda with
a egional perspective, very different from the fragmented approaches that have
dominated the history of Euro-Mediterranean policies. In SMCs, policies to pro-
tect Mediterranean products and to promote traditional products are not well im-
plemented, nor do they devote significant attention to the nutritional aspects of
diet. Trade policy in these countries is geared to improving quality standards for
products intended for the export market in order to ensure greater market access
[Malorgio and Solaroli 2012].

The agricultural situation is not the same for all countries in the Mediterra-
nean Southern shore. Let us consider three cases: Egypt, Morocco and Tunisia
(Box 4).

Box 4. Agricultural situation in Egypt, Morocco, and Tunisia.

In Egypt, over the period 2007-2011, the agricultural exports decreased from 2887 million
USS$ in 2010 to 2774 million US$ in 2011, associated with a decrease in its share in total
exports from 11% to 9%, respectively. It seems that the onset of 25" of January 2011 revo-
lution had negative impact on agricultural exports. The coverage of exports earnings to the
imports bill (either total or agricultural) also decreased over the period 2011-2012. About
91% of the farm holdings in Egypt are of less than 2 ha which hinders agricultural devel-
opment [Soliman and Bassiony 2012].
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Box 4. (cont.)

Morocco has relied on agriculture for its economic development but its performance has
been below expectations. Morocco’s agriculture has clear advantages in land and labour,
a long producing season, relative proximity to EU markets, and trading relationships with
European countries, especially France. A dynamic exporting cluster is combined with
a traditional agriculture [Ministere de I’ Agriculture et de la Péche Maritime 2011; Garcia
Alvarez-Coque 2012; Akesbi 2012]. Morocco’s agricultural potential is restricted by se-
vere dry conditions in many regions, over-exploitation of water resources, inadequate irri-
gation techniques, weak farm structures, complexity of the land tenure system, illiteracy,
unequal land property, weak institutional capacity, insufficient extension, research and
marketing services, weak farming structures and high dependency on few export commodi-
ties and export destinations [Channing and Tyner 2003; Azzouzi and Abidar 2005; Garcia
Alvarez-Coque 2012]. Since 2008, Morocco is implementing the Green Morocco Plan
(GMP) as a major tool to reduce poverty and to improve agriculture competitiveness [Afri-
can Development Bank 2012].

In Tunisia, significant deep reforms have already been undertaken in the agricultural sec-
tor. Among the reasons which are frequently advanced by public authorities to justify their
intervention in agriculture, some are economic in nature aiming at enhancing growth and
development in the sector such as the support to investment in irrigation infrastructure.
Other reasons have to do with strategic considerations to bring about social stability, such
as the search of food security by maintaining low consumer prices of basic food commodi-
ties and providing support to farm income. Therefore, the intervention of the public admin-
istration is still heavy in Tunisia.

The results of a study conducted by IFPRI in 2012, point out how poverty
and income inequality in the SEMCs’ context are likely higher than official
numbers have long suggested*’. The main result of the study is a classification
of SEMC:s into five food insecurity risk groups (Figure 1). This approach goes
beyond the traditional micro aspects put at the basis of the Global Hunger Index
(GHI), calculated each year by IFPRI. Combining the number of times that total
exports cover food imports with the food production per capita, the GHI, and
Gross National Income per capita, Breisinger and other authors have proposed
a food security countries classification in which all the South Mediterranean
countries considered are included in the category of countries facing a food se-
curity challenge [Breisinger et al. 2012].

% In the study a new indicator of food insecurity risk is developed, merging a macro-level and
a micro-level measure of food insecurity. The first one is defined as the share of food imports
divided by total exports plus net remittance inflows [Food imports/(total exports + net remit-
tance inflows)], while the prevalence of child under nutrition is used for representing the mi-
cro-level measure of food insecurity.
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Figure 1. The risk of food insecurity in SEMCs
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Source: Breisinger et al. [2012].

The scores for some selected North Africa and Middle East countries, in
comparison with the six countries at the bottom of the world list in 2010, show
that the situation of SMCs is relatively good and widely differs from the situa-
tion of those Sub-Saharan African countries that suffer the most from food inse-
curity. All SMCs are classed, in 2010, in the category of countries with low
hunger levels, with the exception of Morocco and Syria, which appear with
moderate hunger levels. The best scores among the SMCs correspond to Tuni-
sia, and the worst to Morocco®’.

Although SEMCs do not appear as a priority on the global map of hunger,
they remain as hotspots of unrest. It would be excessive to describe as bread ri-
ots the Arab revolutions but social unrest have surely something to do with food
prices and dependence. Budgetary social transfers have been usual in the region
but largely ineffective and expensive. Subsidies frequently fail to stabilize food
prices and do not seem sustainable [Abis 2012]. Defining a coherent agricultural
development strategy remains necessary in order to promote food security with-

“7 This is to a large extent explained by the fact that the prevalence of underweight children
under five years of age has increased in Morocco between the periods 1988-92 and 2003-08 to
reach 9.9%.
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out resorting to a blind subsidization of food consumption. Universal subsidies
could be replaced by targeted food subsidy programs that make food more avail-
able to selected households located in poor areas, school food programs, food-
for-work programs, and focused cash transfer programs. The agricultural sector
would also benefit from regulatory reforms to reduce constraints on the land
market, the capital requirements for starting business and the access to credit.
Priority has to be given to building capacities to provide farmers with adequate
information and training.

The Global Food Security Index (GFSI) - considering the core issues of
affordability, availability, quality and safety - shows that food security is still
a challenge in SEMCs (Table 1). That is shown by the low values of the differ-
ent components of the score as well as the bad ranking of SEMCs.

Table 1. Global Food Security Index (GFSI) in some SEMCs (2012).
Best score is 100

Countries Os‘éf)rrae“ Affordability | Availability Q“:‘:fteyt;“d Ra?lE/SIIO 5
Algeria 40.1 382 39.1 476 7
Egypt 50.4 38.1 59.8 553 52
Morocco 49.1 49.5 47.5 52.6 57
Syria 40.9 33.6 44.9 479 70
Tunisia 522 520 48.6 63.0 49
Turkey 622 55.6 66.6 66.2 33

Source: The Economist [2012].

A factor that is becoming more and more crucial in measuring the multi-
ple dimension of the concept of food security is the exposure to food import.
The South Mediterranean region is one of the most food import-dependent areas
in the world, with net food imports accounting for 25-50% of national consump-
tion. This result is a consequence of a very rapidly demographic growth in the
last few decades combined with the change in consumption patterns linked to
the increasing average income. A direct consequence of this development has
been the rising external food trade deficits, that if in general should not mean
self-sufficiency deﬁcit48, in the cases of some SMCs rises some concerns, relat-

* Food trade deficits may be an acceptable way of guaranteeing the availability of food sup-
plies but only under the condition that deficit-prone countries are able to generate enough
foreign currency to pay for their imports.
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ed to the high ratio of food imports over total exports. In particular, in those
countries characterized by a high dependence on export earnings from oil, the
exposure to food security risks is directly related with the oil price fluctuations.
The quota of total exports used to pay for imports is in SMCs higher than the
world average. The food dependence is more pronounced for Palestinian Terri-
tories, Lebanon and Egypt than in the other countries of the region (Figure 2).

Food dependency in SEMCs has a lot to do with the agricultural con-
straints especially low yields in rainfed areas. In addition, lack of transport infra-
structure makes it difficult for any surplus to be sold in cities. Trade reforms
have also increased the pressure on traditional production systems. The region is
exposed to the increasing world market volatility. The dependency problem is
paradoxically aggravated by the emergence of the middle classes, prone to
change their diets and consumption patterns. This has been a consequence of
economic growth and, at the same time, a reflection of the failure of agriculture
to meet the food needs of the population. The direct consumption of cereals has
been declining and is being replaced by an indirect consumption of products of
animal origin.

Figure 2. Total export/food import in selected SEMCs (2012).
12 4
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Source: Breisinger et al. [2012].

Nevertheless, cereals consumption is still relevant in all Mediterranean
countries especially in southern and eastern Mediterranean ones. In fact, accord-
ing to FAOSTAT data in some Mediterranean countries as high as 50%, and
even more, of the dietary energy comes from cereals, especially wheat: 64% in
Egypt, 62% in Morocco, 56% in Algeria, 49% in Turkey, 49% in Tunisia, 48%
in Palestine, 43% in Libya, 42% in Albania, 34% in Lebanon, and 30% in Bos-
nia and Herzegovina.
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Cereals imports dependency ratios give an idea about the level of expo-
sure to global food price changes, which is strongly linked to food affordability
and accessibility. Cereals imports dependency ratios (CIDRs) are high in
SEMCs (Table 2). The average cereals imports dependency ratio in the Mediter-
ranean countries was 61% in the period 2007-09; that is much higher than the
world average in the same period (15.7%). In the period 1990-92/ 2007-09 the
ratio ranged between 4.0% recorded in Turkey (2004-06) and 99.1% recorded in
the Palestinian territories (1994-96). CIDRs are particularly high in North Africa
(49.9%), with respect to a developing countries’ average of 15.5% in the period
2007-2009.

Table 2. Cereals imports dependency ratios in selected SEMCs

Regions/countries 1990- | 1992- | 1994- | 1996- | 1999- | 2001- | 2004- | 2007-
92 94 96 98 01 03 06 09
Albania 352 45.5 35.1 42.1 45.7 49.2 51.1 454
Algeria 62.4 76.1 685 |37 9.7 71.5 | 664 70.7
BiH - - 24.1 26.0 33.6 33.0 36.0 37.1
Egypt 37.9 37.0 37.9 36.9 35.6 35.0 32.8 355
Lebanon 89.4 90.9 89.7 90.3 88.2 87.9 85.3 88.5
Libya 89.9 91.9 914 90.5 91.3 90.2 91.5 91.8
Montenegro - - - - - - - 94.7
Morocco 27.2 35.6 27.8 322 59.5 44.0 36.8 53.6
PT - - 99.1 95.8 96.1 92.1 93.9 96.1
Syria 30.3 16.5 10.2 12.5 21.7 16.8 33.1 49.1
Tunisia 35.0 44.5 58.8 49.6 66.9 70.8 56.9 60.2
Turkey 5.3 4.5 7.7 10.7 7.6 8.5 4.0 13.8
World 14.6 14.3 14.2 13.8 15.2 15.7 15.3 15.7
DC 13.2 13.5 13.9 13.7 15.2 15.5 154 15.5
North Africa 43.2 47.7 44.9 43.6 52.8 48.8 44.7 49.9

BiH: Bosnia and Herzegovina; PT: Palestinian Territories; DC: Developing countries.
Source: FAO [2011].

The Middle East and North Africa (MENA) region is the most food im-
port-dependent region in the world, and net food imports are projected to rise
even further in the future. With less than 5% of world population, the region ac-
counts for more of 12% of cereal global trade [Rastoin and Cheriet 2010]. North
Africa’s share in total world imports of cereals is around 16-17% whereas its
share of total population is only 2% [Petit 2009]. This high reliance on imported
food can be attributed to both demand- and supply-side factors. Demand-side
factors include rising population and changing consumption patterns due to
higher income, whereas supply-side factors include limited natural resources
such as land and water [Breisinger et al. 2010]. Not surprisingly - given their
population - Algeria, Egypt and Turkey have the largest consumption (a total of
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more than 110 million tons for those three countries) but whereas Turkey is
practically self-sufficient, Algeria imports more than 80% of its domestic con-
sumption, while Egypt is in an intermediate situation since domestic production
contributes about 40% of domestic needs [Petit 2009].

What is more alarming is the fact that cereals imports dependency ratios
are increasing in the majority of SEMCs. The only exceptions are the Palestinian
Territories, Egypt and Lebanon, where the ratios slightly decreased in the same
period. Nevertheless, these results should be taken with caution as the cereals
import dependency ratios remain high to very high in these three countries
(35.5% in Egypt, 88.5% in Lebanon, and 96.1% in the Palestinian Territories in
the triennium 2007-09). Increases were higher than 20% in Tunisia and Moroc-
co. Therefore, cereals, especially wheat, prices increase can have dramatic im-
pacts on southern and eastern Mediterranean consumers as cereals per capita
consumption is significant (Figure 3).

Figure 3. Cereals imports dependency ratios trend in SEMCs, period 1990-92 /
2007-09. Trend in Bosnia refers to the period 1994-96/2007-09
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Source: Authors’ elaboration based on FAOSTAT data.

CAP and food security in SEMCs: focus on Egypt, Morocco and Tunisia

Agricultural negotiations are presented as an open question in the Medi-
terranean area. When the Euro-Mediterranean partnership was launched in Bar-
celona in 1995, agriculture was afforded special treatment. The creation of a free
trade area between the EU and SMCs envisaged its implementation through the
progressive elimination of commercial barriers [Scarpato and Simeone 2013].
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Agricultural trade liberalization policies may help reduce food prices to
consumers but might hurt producers’ welfare. This is exemplified by the differ-
entiated impacts of the Euro-Mediterranean Free Trade Area on the different
SEMCs and even single sectors within the same countries [Ahmad ez al., 2007]
(Box 5).

Box 5. Sustainability Impact Assessment of the Euro-Mediterranean Free Trade Area
[Ahmad et al. 2007].

A sustainability impact assessment (SIA) study undertaken to assess the economic, social
and environmental impacts of the evolving Euro-Mediterranean Free Trade Area (EMFTA)
indicated that the EMFTA can help to deliver large economic benefits to both the EU and
Mediterranean Partner Countries (MPCs), but only if carried out as part of a
comprehensive development strategy in each of the partner countries, in combination with
measures to achieve fuller economic integration across the region as a whole. In the
absence of such strategic measures, the economic benefits of the EMFTA are small, and
may be accompanied by significant adverse social and environmental effects.

The potential economic benefits of fuller regional integration can in principle help partner
countries adapt to globalisation and deliver significant gains to businesses and to all
sections of society, without jeopardising the natural environment. In terms of direct effects
on consumer welfare the economic impacts in MPCs are generally positive and larger than
in the EU, although a small short term negative effect is possible in some countries. For
agriculture gain averages about 0.5% of GDP with a small additional impact from south-
south liberalization.

Some social impacts in MPCs are beneficial in the short term as well as the long term and
others may be significantly adverse unless effective mitigating action is taken. In the
absence of appropriate preventive and mitigating measures, the potential negative social
impacts of greatest concern are: a significant short term rise in unemployment; a fall in
wage rates associated with increased unemployment; a significant loss in government
revenues in some countries; greater vulnerability of poor households to fluctuations in
world market prices for basic foods; and adverse effects on the status, living standards and
health of rural women, associated with accelerated conversion from traditional to
commercial agriculture.

Trade of agro-food products between the EU and the Mediterranean area
is quite fluctuating. However, in general the EU’s exports are higher than its
agro-food imports so it has a positive food trade balance. This is particularly true
in the case of cereals (Figure 4).

EU exports to Mediterranean Partner Countries (MPCs) are much more
diversified than the reverse trade flow from MPCs to the EU. Petit [2009] re-
ported that admittedly cereals, dairy product and sugar represent 44% of EU ex-
ports but the three leading categories in MPCs’ exports to the EU, namely fruits,
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vegetables and preparations based on these two fresh products, represent 54% of
MPCs’ exports, oils and fats as well as fish and seafood representing 10% each.
Furthermore, the great differences among products in these two trade flows il-
lustrate a great degree of complementarity between the two trading blocks, trade
being thus the result of specialization. But it also reflects a low degree of eco-
nomic integration across the two sides of the Mediterranean region.

The fragmentation of trade flows between EU and MPCs affects the cere-
al supply/use balance in each one of the MPCs. The extreme diversity of situa-
tions for a very important category of products [Petit 2009].

The fragmentation of trade also affects MPCs’ exports of fruits and vege-
tables giving the main fruits and vegetables exported by each MPC and the share
of that product in the country’s agricultural exports. Another cause of fragmen-
tation is linked to the bilateral nature of the trade arrangements between MPCs
and the EU, which takes a large share of their exports. For the European Union,
the politically sensitive sector is that of fruits and vegetables. This is reflected in
the level of protection and, more importantly, in the diversity and complexity of
the protection instruments used (e.g. Seasonal quotas and tariffs, threshold pric-
es, and a host of preferential arrangements, often country by country, related to
individual instruments, etc.) [Chevassus-Lozza et al. 2005].

Figure 4. EU15-Mediterranean area trade in values and quantities
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Although the agricultural Euro-Mediterranean trade agreements have es-
tablished progressive liberalization, the presence of numerous technical barriers
imposed by EU on SMCs represents a strong limitation to the liberalization pro-
cess. The process of Euro-Mediterranean integration in agriculture has been very
complex. The main reason is that agriculture, especially the fruit and vegetables
sector, has been, and still is, one of the main sources of conflict in the relations
between the EU and the SMCs [Scarpato and Simeone 2013]. The trade regula-
tions of the fruits and vegetables sector, with particular reference to the entry
price scheme which is aimed to prevent low-priced imports and to stabilize the
EU internal market. As pointed by Cioffi ez al. [2011] and Santeramo and Cioffi
[2012], the entry price system barely helps to stabilize the EU’s internal market,
therefore its removal might be desirable. Moreover, the entry price removal
would boost rural employment in SEMCs (especially in Morocco) by offering
them easier access to the EU market.

Egypt, Morocco and Tunisia have evolved from a preferential trade status
towards an Association status, with advanced status for Morocco and Tunisia.
All of them enjoy duty free access to the EU market for industrial products and
preferential market access for agricultural products.

During last decades Morocco has gradually opened up its domestic agri-
culture to international markets, either through unilateral trade liberalization, or
through bilateral or multilateral free trade agreements. Conflicts regarding agri-
cultural Euro-Mediterranean trade agreements related to fruits and vegetables
are very clear in the case of Morocco. An emblematic case is represented by the
bilateral agreement between Morocco and the European Union in the vegetables
sector [Cioffi ef al. 2011]. The EU stance towards Morocco has been affected by
the debate on the cost of the trade agreements on particular groups, in particular,
fruit and vegetable growers. This debate reappeared during the last agricultural
negotiations with Morocco. The extended EU-Moroccan Free Trade Agreement
faced strong opposition in the European Parliament, though the final vote was
favourable in February 2012. This can be understood as a clear step towards fur-
ther trade integration. However, trying to offer something to the opponents, in
an accompanying resolution, the Parliament called on the Commission to moni-
tor strict application of border measures, such as the tariff quotas applied on to-
mato imports, and the controls on the entry price system. The resolution also
requested an assessment of the impact on European farming [Cioffi et al. 2011].

The case of Tunmisia clearly shows the dilemma faced by SMCs when
dealing with trade liberalisation and the peculiarity, as well as the high socio-
economic sensitiveness, of the agricultural sector (Box 5).
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The EU is the world's biggest market for imports of agricultural products
from Egypt. More than 80% of these products benefit from duty-free and quota-
free access to the EU market. The main agricultural products exported by Egypt
to the EU are fresh table grapes, potatoes, sweet oranges, beans, onions and
strawberries. To join the sustainable development and rural development with
agro-food exports development, some agricultural subsectors should be identi-
fied to be the core of such program. Tomato, orange and dairy industries are
promising. However, regional marketing companies with vertical integrated
stages should be established. It is preferable to have joint venture with EU’s
investors to overcome the non-tariff barriers of standards and quality that block
expansion of these products to EU. Moreover, integration rather than competi-
tion between SEMCs (Morocco, Tunisia, Egypt and Turkey) in exporting or-
anges and vegetables to EU would strengthen their terms of trade, either
quantity-wise or price-wise [Soliman 2002].

In the South of the Mediterranean the scope of further intra-regional liber-
alization exists, following a gradual approach. SEMCs and Turkey could base
their trade relationship on comprehensive agreements covering a full range of
regulatory areas of mutual interest, following the approach of Association
Agreements. As far as agriculture is concerned, the Deauville Partnership
launched in 2011 an agenda that covers different priorities: improving market
access for agricultural products, encouraging investment, upgrading standards,
promoting agricultural research and extension, and delivering efficient and sus-
tainable irrigation services. Partnerships should also help establishing strong
links among farmers and value chains.

None of the association agreements between the EU and SMCs refer to
restrictions on agricultural subsidies in the EU, beyond what is required by the
multilateral framework of the WTO. For the SEMCs, giving direct aid to pro-
ducers is beyond their reach. The 45 billion Euros in decoupled direct payments
in the EU are considered as "green box", not limited by the WTO. Nevertheless,
this CAP payment system represents a clear example of the asymmetry of agri-
cultural policies in the North and South of the Mediterranean basin. Consolidat-
ing the Euro-Mediterranean common market requires eliminating ad-hoc import
measures that make trade less predictable.
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Box 5. Agro-food trade liberalisation in Tunisia.

Tunisia has over the years committed itself to a series of international agreements aiming
at the gradual liberalization of agricultural products trade. This commitment to the process
of integration into the global economy has two main components. On one hand, there is the
willingness to further strengthen the Euro-Mediterranean trade partnership given the major
place that the European market occupies in the overall external trade of Tunisia. On the
other hand, there is the general context of the world market globalization, in line with the
WTO guidelines, for the sake of reducing economic inefficiencies thus promoting growth.

Significant reforms have already been performed particularly in the agricultural sector,
consisting of partially removing border protection, to reducing subsidies on inputs to more
generally relying on market forces in determining the value of goods. These reforms re-
main, however, incomplete and government intervention in a number of markets and farm
structures remains important.

Agricultural trade in Tunisia is marked by a high degree of rigidity due mainly to the exist-
ence of several public companies involved at all levels of the import and the marketing of
agricultural produce (e.g. the Office of Cereals, the Office of Oil). However, since 1994,
exports of olive oil are open to private traders. Besides, there is a preferential trade agree-
ment with the EU to export up to 56000 metric tons of Tunisian olive as of the month of
March free of duties.

The state also sets the margins of retail sales, negotiates with wholesalers to keep their
prices low, makes imports when prices are raising (vegetables), pays bonuses for quality
cereals and sets ceiling prices for processed foods. This suggests that the intervention of
the public administration is still heavy in Tunisia, in spite of the public rhetoric about gov-
ernment disengagement.

The gradual general opening up of Tunisia to the world market has resulted in the imple-
mentation of the structural adjustment program and the signing of regional and bilateral
trade agreements, including with the European Union, relating to reductions in border bar-
riers. In the agricultural sector, this trend has been slowed down in view of some fears
about full liberalization of agricultural trade and their social consequences. The degree of
agricultural protection remains high and is characterized by a system of tariff quotas, adop-
tion of a mix of quotas and tariffs, where tariffs increase when imports exceed a pre-
specified amount, and high tariffs in other cases.

The need to strengthen agricultural cooperation between the EU and
SMCs is urgent. However, trade liberalization alone is not sufficient to alleviate
the urgent need for new jobs for the rural youth in SEMCs, which lacks infra-
structure, education and sanitation. Therefore, it is necessary to support more
effective partnerships. Trade liberalization with SEMCs must be accompanied
by increased development aid.
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3.4. Conclusions

Mediterranean developing countries are threatened by climate change and
population growth could make a bad situation worse. However, SEMCs can be
a breadbasket with investment in infrastructure, increased irrigation, input use,
improved technology and removal of trade barriers between countries. Recent
international socio-economic and structural changes show a trend towards great-
er convergence and complementarities between the EU and SMCs in the defini-
tion of agricultural policies, despite socio-economic and structural differences.
The CAP’s initiatives should be seized by SEMCs for promoting structural
changes in agriculture (land policy reform, productivity improvement, techno-
logical and social innovation promotion, sustainable soil and water resources
management) for achieving food security.

Nevertheless, the EU, by fostering agricultural competitiveness and ex-
ports through the CAP, increases food dependency of food insecure countries
including many eastern and southern Mediterranean ones. These countries suffer
from food trade deficits and growing expenses for purchases of food especially
cereals. They urgently need a policy shift that fosters domestic agricultural pro-
duction and limits import dependency. Therefore, the EU should make every
effort to support such a shift. Unfortunately, the CAP seems heading in the op-
posite direction thus deepening import dependency and aggravating the problem
of food insecurity in the South to secure export markets for the European agro-
food industry.

The CAP should respond to food security challenge through the promo-
tion of an equitable food trade regime by removing all market-distorting agricul-
tural tariffs and subsidies and, additionally, supporting sustainable agricultural
intensification in developing countries.

There is also a need to evaluate the external multifaceted impact dimen-
sion of CAP on global food market and food and nutrition security in developing
countries in general and SEMCs in particular. Monitoring the consequences of
agricultural liberalisation agreements between the EU and SEMCs and design-
ing and implementing appropriate contingency strategies will be essential. Fami-
ly farmers destabilisation, food dependency aggravation, rural areas crisis and
heightened pressure on natural resources are often mentioned as the potential
risks of the Euro-Mediterranean agricultural trade liberalisation. As a matter of
fact, and as shown by the present paper, available data on the Euro-
Mediterranean agricultural liberalisation and the CAP impacts on food security
in non-EU countries are quite fragmented, partial and incomprehensive.

SMCs are experiencing profound changes that will have a strong impact
on rural economies. It is difficult to dissociate the ongoing reform of the EU’s
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CAP from socio-economic development, especially of rural areas, throughout
the Mediterranean region. Managing food insecurity in the Mediterranean region
will become a geostrategic issue for the EU in the years to come.

However, the assumption that Euro-Mediterranean free trade alone would
lead to a strategy which would boost the socio-economic development expected
in the SEMC:s is increasingly challenged. Issues on food security in the Mediter-
ranean call for integrated Euro-Mediterranean cooperation to foster dynamics to
meet food, rural, territorial, social and environmental challenges. Promoting
a long-term regional food security vision is vital. The EU can no longer ignore
certain critical agricultural and rural realities in SMCs thus underestimating the
geopolitical threats that could stem from food insecurity. Quantitative and quali-
tative food security in SEMCs must be sustained as the principal thrust of Euro-
Mediterranean cooperation initiatives promoted by regional organisations such
as the Union for the Mediterrancan, CIHEAM, etc. in collaboration with the Eu-
ropean Commission and EU’s Member States.
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