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Introduction

This publication is the third monograph' presenting the results of work
carried out as part of the task titled “Fiscal mechanisms and impulses influenc-
ing rural and agricultural development, repayable and quasi-market financing,
instruments for internalising externalities in agriculture and providing public
goods”, which is one of three tasks under the research topic “Financial and fiscal
conditions for improving the efficiency, sustainability and competitiveness of
Polish agriculture”, which is part of the multi-annual programme entitled
“Polish agriculture and EU 2020+. Challenges, opportunities, threats, proposals”
implemented in 2015-2019 by the Institute of Agricultural Economics and Food
Economy — National Research Institute.

The monograph is multithreaded and presents the results of research car-
ried out in 2017 as part of the task. The scope of publication results from the
specific objectives envisaged for this year of the research task implementation.
Based on these objectives, a study deals with the following issues:

1. Analysis of changes in the financial support system for rural and agricultural
development for 2014-2020 using EU funds.

2. Conservation auctions as a tool for internalising externalities and supplying
public goods by agriculture.

3. Fiscal multipliers in agriculture.

The first chapter focuses on the analysis in the financial support system
for rural and agriculture development for 2014-2020 using EU funds. This chap-
ter presents in detail the changes in the functioning of both pillars of the Com-
mon Agricultural Policy (CAP) introduced in the 2014-2020 programming peri-
od, and analysis of past experience in implementing these new solutions. Partic-
ular attention was paid to the evaluation of the so-called greening of direct pay-
ments as it is seen as the most important change introduced during the last CAP
reform.

The second chapter of the paper presents the issue of using the conserva-
tion auctions as a tool for internalising externalities and supplying public goods
by agriculture. This chapter reviews the literature regarding the use of the con-
servation auctions as an instrument of agri-environmental policy. This review
includes both conclusions from research experiments as well as from the use of
conservation auctions in the practice of agricultural policy.

' B. Wieliczko (ed.), A. Kurdys-Kujawska, J. Herda-Kopanska (2015), Mechanisms and im-
pulses influencing development of agriculture and rural areas (1), Monographs of Multi-
annual Programme 2015-2019 no. 3.1, IAFE-NRI, Warsaw and B. Wieliczko (ed.),
A. Kurdys$-Kujawska, J. Herda-Kopanska (2016), Mechanisms and impulses influencing de-
velopment of agriculture and rural areas (2), Monographs of Multi-annual Programme 2015-
-2019 no. 34.1, IAFE-NRI, Warsaw.



The third chapter of the monograph concerns the estimation of fiscal mul-
tipliers in agriculture. Despite the fact that they are a useful tool for determining
fiscal policy impact on a given sector of the economy, they are not widely used
by economists in their research studies. They have not been examined in the ag-
ricultural sector, therefore in this monograph an attempt was made to estimate
them.

In this chapter based on data from the Polish Ministry of Finance (MF)
and the Central Statistical Office (GUS), estimates were made of the multipliers
of budget expenditure on agriculture and multipliers of budget revenues from
agriculture in Poland in 2001-2015. The following explanatory variables were
taken into account: value added in agriculture, value of agricultural production,
UAA area, value of fixed assets and number of farm employees.



1. Analysis of changes in the financial support system for rural
and agriculture development for 2014-2020 using EU funds
On 26 June 2013, the European Parliament, the EU Council of Ministers
and the European Commission reached an agreement on the yet another® reform
of the Common Agricultural Policy (CAP), defining the directions of and mech-
anisms for financial support for rural and agriculture development for 2014-
2020. The legal grounds regulating the new policy were accepted on 16 Decem-
ber 2013, which ended the legislative process. Due to delays in negotiations and
the lack of implementing provisions, the reform was implemented from 1 Janu-
ary 2015. Member States had thus enough time to gradually introduce the new
policy, inform farmers thereof and prepare them accordingly. The new CAP re-
form differs significantly from previous ones. It introduces far-reaching changes
aimed at a greener, fairer and more effective policy. Its current shape is the re-
sult of a great deal of concessions made over the last 50 years.

Evolution of changes in the financial support system for rural
and agriculture development — reforms of the EU Common Agricultural
Policy

The Common Agricultural Policy was established under the Treaty of
Rome of 1957, but its practical implementation was launched only in 1962. In
the initial period of its implementation, its main objective was to ensure food
self-sufficiency and security, increase agricultural production efficiency, stabi-
lize the market, significantly increase agricultural incomes and expand exports.
The main support instruments were market-based. These were guaranteed prices
and unlimited buying in guarantees (interventional buying in), production quotas
and export subsidies, compensatory payments and custom duties’. Their use re-
sulted in an increasing amount of food overproduction and an increase in budg-
etary costs related to the funding of agriculture.

% Since 1962, the CAP has been subject to five major reforms (although changes were intro-
duced earlier, in 1984 and 1988), in 1992 (major breakthrough), 2000 (Agenda 2000: a new
stage complementing the 1992 reform), 2003 (mid-term review), 2009 (consolidation of the
2003 reform) and 2013 (financing period 2014-2020). The first debates concerning the CAP
after 2020 were launched in 2016. An earlier implementation of the reforms of the CAP after
2020, although they were necessary due to numerous serious problems, was not possible. This
was due to a strong opposition formed by Germany and France, which were not in favor of
major changes. The Netherlands and the United Kingdom were the major advocates of the
reforms (J. Thurson, How to Reform the Common Agricultural Policy, European Rural Com-
munities Paper, The Foreign Policy Centre, London 2002).

* A. Stelmachowski, Kierunki interwencjonizmu panstwowego w rolnictwie [in:] P. Czechow-
ski, M. Korzycka-Iwanow, M. Prutis, A. Stelmachowski, Polskie prawo rolne na tle ustawo-
dawstwa Unii Europejskiej, PWN, Warszawa 1997, p. 66.



Furthermore, countries started to see the unfair distribution of benefits be-
tween smaller and larger agricultural producers and the unfavourable impact of
the policy on global markets®. To reduce the intensity of agricultural production
to some extent, the price support was reduced by introducing the principle of
automatic price reduction once the production ceiling was exceeded. Market-
-based instruments were supplemented with structural instruments. These
measures initiated a policy focused on the development of rural areas. The key
objective of this policy was to accelerate changes in agriculture, restore competi-
tiveness of agricultural regions and facilitate the development and structural ad-
aptation of rural areas with a high share of employment and farm income’. Sup-
port was launched for: (a) afforestation of agricultural land; (b) agricultural ac-
tivity in less-favoured areas; (c) investments related to extensification of agricul-
tural structures and environmental protection. Agri-environment programs and
programs aimed at excluding agricultural land from production were introduced
(exclusion from production of at least 20% of agricultural land for a minimum
of 5 years — set-aside system or, alternatively, change of the produced goods for
ones that were not overproduced). Farmers were also allowed to take early re-
tirement in exchange for abandoning land cultivation’. Further changes in the
shape of the CAP were introduced in 1992. This reform, called the MacSharry
Plan, is considered to be a major breakthrough, as it changed the then prevailing
direction of support for rural and agriculture development. Aid for farmers was
no longer linked to the production volume. Measures aimed at non-agricultural
functions related to rural development, environmental protection, improvement
of safety and quality of life were extended’. The price protection scheme was
replaced with the compensatory income support scheme. Direct payments were
introduced to ensure that farmers’ income was maintained despite reduced price
support’. These payments were a continuation of support for farmers who had by
then obtained aid through market intervention. This support was supposed to
only partially compensate for the decline in revenues, resulting from the reduc-
tion of market intervention and the approximation of agricultural commodity
prices in the EU to global ones. The entitlements and scale of support granted to

* M. Adamowicz, Wspélna Polityka Rolna Unii Europejskiej w kontekscie zmian klimatu na
Swiecie, Zeszyty Naukowe Szkoty Gtownej Gospodarstwa Wiejskiego w Warszawie. Polityki
Europejskie, Finanse i Marketing nr 8(57) 2012, pp. 9-25.

> J. Sozanhski, Reformy Wspélnej Polityki Rolnej i Prawa Rolnego Unii Europejskiej po 1990
roku, IUS NOVUM 1/2011, pp. 130-161.

8 J. Sozanski, op. cit.

7J. Bieluk, A. Doliwa, A. Malarewicz-Jakubow, T. Mroz (edit.), Z zagadnien prawa rolnego,
cywilnego i samorzqdu terytorialnego, TEMIDA 2, Bialystok 2012, p. 188.

$ M. Pelucha, Rozvoj Venkova V Programovacim Obdobi 2007-2013 V Kontextu Reforem SZP
EU, IREAS, 2006, p. 58.
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individual farmers varied due to the production direction. Two clear pillars were
identified in the CAP concept: Pillar I — direct payments and market measures,
and Pillar II — measures for rural development. In order to strengthen the link
between the agricultural policy and the rural development policy, a number of
accompanying instruments were introduced under Pillar II. Support measures
focused on issues determining the volume of agricultural production in line with
environmental protection requirements and those aimed at supporting the Com-
munity aid scheme for farmers at pre-retirement age, discontinuation of agricul-
tural production and aid addressed to forestry in the agricultural sector’. A co-
financing system for accompanying instruments was introduced. The EU fi-
nanced from 50% to 75% (depending on the region) of the costs of the various
programs. In December 1995 in Madrid, the European Commission presented to
the European Council a document on the Regional Strategy. This document un-
derlines the importance of improved competitiveness of the European agricul-
tural and agri-food sectors on the internal and international markets in the con-
text of the liberalization of global trade and the expected increase in food de-
mand throughout the world'®. This was the beginning of further changes in the
CAP. In 1997, the European Council set, at its meeting in Luxembourg, the stra-
tegic objective of the new reform (the so-called “Agenda 2000’), which pro-
vides that European agriculture should be multifunctional, sustainable, competi-
tive and present throughout the EU''. The reform was introduced to: (a) approx-
imate EU prices to global prices, which was partially compensated by direct aid
addressed to producers; (b) introduce a requirement to comply with environmen-
tal conditions (cross-compliance in the area of environmental protection); (c)
reduce (modulate) aid to finance rural development measures and reinforce
structural measures under the rural development support policy; and (d) abandon
the promotion of agricultural production only (production volume) to support
the rural economy'”. Despite changes introduced in the agricultural policy, funds
for direct support of agricultural incomes continued to prevail. In 2003, the mid-
term impact of the last CAP reform on agriculture was reviewed. Based on the
results of this review, a package of changes was agreed on to strengthen the link
between European agriculture and world markets, ensure more adequate fulfil-
ment of social requirements in the field of environmental protection and product
quality, and better adjustment of the agricultural policy to the requirements of

7. Bieluk, A. Doliwa, A. Malarewicz-Jakuboéw, T. Mroz (red.), Z zagadnien prawa rolnego,
cywilnego i samorzqdu terytorialnego, TEMIDA 2, Biatystok 2012, p. 189.
" AGENDA 2000, Unia Europejska rozszerzona i silniejsza, Monitor Integracji Europejskiej,
Wyd. specjalne, Komitet Integracji Europejskiej 1997.

www.europarl.europa.eu

12 www.europarl.europa.cu
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third countries'’. There were major changes introducing new rules and mecha-
nisms for the redistribution of funds under the CAP. The main objectives of this
reform were as follows:(a) to decouple direct payments from the production
volume (by introducing a single area payment scheme); (b) to introduce the
cross-compliance principle under which the receipt of payments was subject to
compliance with certain environmental standards, as well as those relating to
food safety, health and animal welfare; (c) to introduce a modulation that would
allow the transfer of funds between Pillar I and Pillar II to strengthen rural de-
velopment; and (d) to revise part of the support for selected sectors. The intro-
duction of the above changes was supposed to increase farmers’ involvement in
environmental protection and care for providing public goods, and above all,
even further limit the scope of market intervention. According to Franz Fischler,
the then Commissioner for Agriculture, this reform gave rise to a new era. It of-
fered farmers a policy that would stabilize their income and enable them to tar-
get their farms’ production to market needs and enhance their transparency. It
was also a strong signal to the world that the assumptions of the new policy
were trade-friendly, and that the old subsidy system — which significantly inter-
fered with international trade and was detrimental to developing countries — was
being abandoned'. Introduced changes undoubtedly strengthened the rural de-
velopment policy by introducing numerous instruments to support farmers.
These instruments can be divided into three groups. Within the first group, the
so-called accompanying instruments, introduced as part of MacSharry reforms,
can be found. These instruments included early retirement, agri-environment
programs, afforestation and support programs for farms located in less favoured
areas (with natural handicaps). The second group included instruments support-
ing the modernization of farms and their diversification, i.e. support for young
farmers, investments in farms, vocational training, marketing of agricultural
products, as well as promotion and conversion of agriculture. As regards the
third group, these were instruments designed to support melioration, land con-
solidation, basic services for farms and rural population, diversification of eco-
nomic activity in the countryside, development and improvement of rural infra-
structure, development of tourism and crafts, as well as protection of the natural
environment and landscape'”. The latest changes in the policy (prior to the cur-
rent reforms) were agreed under “Health Check” in 2008. The 2003 reform

13
14

www.europarl.europa.eu
www.euroactiv.fr/section/agriculture-alimentation/linksdossier/cap-mid-term-review-not-

updated/31/

> A. Jurcewicz, Wspdlna Polityka Rolna Unii Europejskiej [w:] A. Stelmachowski (ed.),

Prawo Rolne, LexisNexis, Warszawa 2006, p. 84.
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framework was consolidated. The total decoupling of aid from the production
volume was adopted, and a partial transfer of funds from the first to the second
pillar was made through an increase in direct payment modulation rates and
more flexible rules of public intervention and supply control'®. The “Health
Check” resulted also in the inclusion in the national RDPs of new challenges
relating to climate change, renewable energy, water management, biodiversity
and accompanying activities in the dairy sector.

Until 2013, changes in the CAP focused on a shift from price support to
income support, extension of the scope of impact from agriculture only to multi-
functional development of rural areas and observing to an increasingly greater
extent the principles of sustainable development'’. Taking into account new
trends on agricultural markets and, above all, the condition of rural areas in the
perspective of multi-dimensional global changes, it became necessary to outline
new directions which the CAP should follow. The 2013 CAP reform was related
to the new financial framework for 2014-2020. The purpose of the undertaken
reforms was, in particular, to introduce measures aimed at the definitive decou-
pling of area payments from agricultural production efficiency, create or main-
tain special financial support for specific elements of the agricultural sector, re-
duce area payments for their largest recipients and transfer them to the financing
of rural development programs and to fully and unconditionally implement the
principle of cross-compliance of agricultural production with the requirements
of environmental protection and consumer safety'®. The most important element
of these changes was an increase in the flexibility of the direct payments system,
i.e. giving the Member States greater freedom in shaping the direct support sys-
tem for farmers. This resulted in enormous differences in the structure of pay-
ments received by farmers in the various countries and even regions.

The directions of action specified in the CAP reform of 2013 are a contin-
uation of the trend of market orientation of agriculture initiated in 1992. This is
also the implementation of the so-called European agricultural model whose
main attributes include multifunctionality and sustainability'’. This gives rise to
various but also diverse expectations towards European agriculture, which are of
an economic, environmental and territorial nature. These expectations translate
into the main objectives of the new agricultural policy for 2014-2020. They are
a response to concerns relating to food security, declining production efficiency,

16
17

www.europarl.europa.eu

www.minrol.gov.pl

'8 W. Kmie¢, Wspélna Polityka Rolna a zréwnowazony rozwoj obszarow wiejskich Polski:
Analiza Socjologiczna, Wyd. Naukowe UMK w Toruniu, Torun 2012.

7s. Zegar, Wspolna Polityka Rolna po 2013 roku, Wie$ i Rolnictwo nr 3/2010.

13



price volatility, rising production costs and the deteriorating position of farmers
in the food supply chain. They also relate to resource efficiency, soil and water
quality, habitat and biodiversity risks, and depopulation and reallocation of
businesses in rural areas®’. Therefore, the main objectives faced currently by the
CAP include increasing the profitability of food production, sustainable man-
agement of natural resources and actions in the area of climate change and bal-
anced territorial development (Fig. 1.1). Higher profitability of production will
ensure food security and increase the competitiveness of EU agriculture. It will
also provide funds to meet the challenges facing the agricultural sector, which
are related to market distortions and the operation of the food chain. Sustainable
management of natural resources and action in the area of climate will ensure
long-term stability and increased potential of EU agriculture, while balanced
territorial development will contribute to the socio-economic development of
rural areas®'. It is worth noting that these objectives are linked to the strategic
EU policy objectives set out in the Europe 2020 strategy for smart, sustainable
and inclusive growth. The CAP objectives are implemented through instruments
available both under Pillar I and Pillar II. Pillar I, and in particular market
measures, ensure protection in times of disruption or crisis on the market, thus
maintaining market stability and meeting consumers’ expectations (Fig. 1.1).

Figure 1.1. Intervention logic Pillar I — market measures

CAP general objectives ‘

Viable food orodncti Sustainable management of natural Balanced territorial
iable food production ) .
P resources and climate action development
Enhance farm Improve Maintain market Meet consumer Provide environmental public Maintain
income agricultural stability expectations goods and climate action agricultural
¥.. competitiveness oy diversity
: A ik oW o I

13
v
v

Prodlzéa organizations School milk and fruit Wine sector
schemes

Market measures

Source: European Commission 2015. Technical Handbook on the Monitoring and Evaluation
Framework of the Common Agricultural Policy 2014-2020, p. 12.

2% European Commission 2013. Overview of CAP Reform 2014-2020.
! European Commission 2015. Technical Handbook on the Monitoring and Evaluation
Framework of the Common Agricultural Policy 2014-2020, p. 10.

14



Direct payments, on the other hand, support and stabilize farmers’ in-
come, improve the competitiveness of agriculture and help provide environmen-
tal public goods as well as mitigate climate change and adapt to it (Fig. 1.2).

Figure 1.2. Intervention logic Pillar I — direct payments

CAP general objectives

NAbE Tl it Sustainable management of natural Balanced territorial
iable food production
P resources and climate action development
Pillar T Enhance farm Improve Maintain market ~ Meet consumer Provide environmental public Maintain
i income agricultural stability expectations goods and climate action agricultural

v, iversi
NI = ’d.l\astty
S e i

i N U : ‘ Vot Payment f
BPS/SAPS  Redistributive Greening Paymentfor  Small farmers O ary RATIE

yments z
inp:trlmts payment young farmers scheme Coupled areas with
support natural

constraints

Source: European Commission 2015. Technical Handbook on the Monitoring and Evaluation
Framework of the Common Agricultural Policy 2014-2020, p. 12.

The implementation of the main objectives of the CAP under Pillar II is
based on rural development programs (RDP) prepared by the Member States.
These programs are to be developed based on six main priorities (Fig. 1.3).

The CAP will continue to be based on the two-pillar structure in an un-
changed shape. Pillar I consists of direct payments and the common market or-
ganization, while Pillar II is related to rural development. The maintenance of
the two-pillar system should be assessed positively, which applies also to leav-
ing the Member States the right to some flexibility in the allocation of resources
and the right to support production in sensitive sectors or difficult mountain are-
as™. Strengthened links between the two pillars can be considered another posi-
tive change. It can be expected that all the measures will make the CAP more
comprehensive and more strongly integrated with the objectives of other policies
of the EU, especially those of the cohesion policy. According to M. Drygas, in-
tegration of various policies under which financial resources are allocated also
to support rural development, and better coordination of the programming pro-

2 M. Skulimowska, Sesja Plenarna Parlamentu Europejskiego. Sprawozdanie nr 48/2010,
Kancelaria Senatu - Przedstawiciel Kancelarii Senatu przy Unii Europejskiej, Strasburg 2010,
pp. 16-18.
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cess than in the previous period will help strengthen synergy effects and increase
the efficiency of public funds™. Greater value added from the point of view of
the general public can be thus expected.

Figure 1.3. Intervention logic Pillar II — rural development

CAP general objectives
Sustainable management of natural Balanced territorial
Viable food production i . B
resources and climate action development
Enhancing farm vishility Pmmmmg ﬁa-nd chain Restoring, pressrving and Promoting fasoucs Promoting social
=nd compstitivenass of all anhancing acosystems afficiency and supporting inclusion, poverty
typas of aericulture in a1 mdmgpmamg talated to arricultwe and the shift towards a low saduction and
Pillar IT magions and promoting and marksting of forastry catbon and dimate S00DOMmIC
priorities innovative farm agriculturs] products, reziliant economy in davelopment in mursl
tachnelogias and nimal walfars and agricultume, foed and arzas
sustzinshls manassment of  risk manassment in forestry sactors
forests azriculture

NN I/

Fostering knowlades transfer and innovation in asriculture, forastry and rursl arzas

Source: European Commission 2015. Technical Handbook on the Monitoring and Evaluation
Framework of the Common Agricultural Policy 2014-2020, p. 13.

Changes in the financial support system for rural and agriculture
development under Pillar I

Though changed compared to the previously applicable ones, direct pay-
ments remain the most important support instrument under the CAP for 2014-
2020. At present, they account for 72% of the CAP budget*, and 93% of them
are not linked to production. It should be noted that direct payments have been
the main instrument supporting the agricultural sector from the early 1990s.
They were introduced as sectoral compensatory support as a result of the reduc-
tion in guaranteed prices. Direct payments were to replace the market interven-
tion system, which turned out to be wrong. At the same time, the introduction of
payments entailed the need to comply with the WTO requirements regarding the

3 M. Drygas, Wsparcie rozwoju obszaréw wiejskich w Polsce w ramach wspélnej polityki
rolnej UE, Studia BAS Nr 4(48) 2016, p. 113.

* A. Matthew, The future of direct payments [w:] Research for AGRI Committee - CAP re-
form post 2020 - challenges in agriculture, Brussels 2016, p. 17.
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nature of farmers’ support. The aim was to limit the use of instruments that have
a direct impact on the functioning of the market, i.e. to break the direct depend-
ence between the received support and agricultural production. Initially, the
payments were only linked to production on the farm. They covered part of plant
production, i.e. cereals, oil and high-protein crops, potato starch, hops, tobacco,
flax and hemp, as well as part of animal production, i.e. beef, veal and mutton®.
Their amount varied not only due to the type of production, but it was deter-
mined also based on the yield, crop area and livestock population in the refer-
ence period. In 2003, changes in the structure of direct payments were intro-
duced, while remaining the support level. These changes were related to the de-
coupling of payments from the type of production. The payment was no longer
a derivative of the production volume. Its amount depended on the area of the
farm and on the fulfilment of certain environmental, veterinary and quality
standards®®. As noted by S. Kowalski, the farmer often produced not those goods
that were demanded by consumers, but ones that entitled him to direct subsidies.
This resulted in excessive supply of numerous agricultural products and had
a negative impact on the environment’’. The Member States were required to
implement the Single Payment Scheme (SPS). At the same time, they were al-
lowed to decide how to divide the total amount of direct payments. These pay-
ments could be divided equally among farmers at the regional level. Their nom-
inal value was calculated as the quotient of the total amount of the regional ceil-
ing and the number of eligible hectares specified at the regional level (“regional
model”). The Member States could also adopt a “historical model”, in which the
number and value of entitlements to direct payments were determined based on
the average level of support and the average number of hectares covered by sup-
port during the reference period of 2000-2002. It was also possible to combine
the two above models. In the “hybrid model” (mixed), the eligible value is the
sum of the historical amount (calculated individually for a given farmer based
on reference data) and the lump sum (the same for the whole region). This mod-
el could be static (invariable) or dynamic (aimed at a single rate)™. Under the
single area payment scheme, agricultural land and permanent grassland was eli-

2 A. Biernat-Jarka, Ewolucja systemu platnosci bezposrednich w UE, ze szczegélnym
uwzglednieniem sytuacji w Polsce, Studia BAS, Nr 4(48) 2016, pp. 37-54.

% F. Tomczak, Ewolucja Wspélnej Polityki Rolnej UE i strategia rozwoju rolnictwa polskiego,
IERiGZ PIB Program Wieloletni 2005-2009, nr 125, Warszawa 2009, p. 52.

'S, Kowalski, Doplaty bezposrednie w nowej perspektywie finansowej Unii Europejskiej na
lata 2014-2020 [w:] J. Grzywacz, S. Kowalski (red.), Wybrane problemy gospodarki europej-
skiej, Nauki Ekonomiczne, Tom XXI, Wyd. PWSZ w Ptocku, Ptock 2015, pp. 153-164.

'S, Kowalski, Doplaty bezposrednie w nowej perspektywie finansowej Unii Europejskiej na
lata 2014-2020 [w:] J. Grzywacz, S. Kowalski (ed.), Wybrane problemy gospodarki europej-
skiej, Nauki Ekonomiczne, Tom XXI, Wyd. PWSZ w Ptocku, Ptock 2015, pp. 153-164.
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gible for payments. Exemptions from payments related to certain multi-annual
crops, forests and land used for non-agricultural purposes. Furthermore, by
2009, farmers receiving payments were required to set land aside (in the case of
farms with an area allowing for the production of at least 92 tons of cereals).
Farmers were also required to keep their land in good agricultural condition in
accordance with the rules adopted at the level of individual member states™. The
above requirement can be interpreted as restoring a relationship between the
payment and production factors (land management practices) and ultimately cur-
rent production. It was, therefore, necessary to maintain some forms of land
management™’. The countries that joined the EU in 2004 and 2007 could choose
to implement a simplified single area payment scheme (SAPS). In this case, the
payment amount was determined just like in the case of the regional model.

The CAP reformed in 2013 introduced a completely new system of direct
payments. The change in the shape of this system was due to the need to strive for
their more targeted and equitable distribution between the Member States, regions
and farmers, and to link them to the use of environmentally beneficial agricultural
practices. As regards the direct support mechanism, there was a shift from the com-
plete decoupling of payments from production to payment targeting. The new sys-
tem entails abandoning the so-called “historical criteria” of direct support for farm-
ers’ income. The most important change is the replacement of the single payment
system with a new, more complex system of multi-functional payments. This sys-
tem consists of compulsory and voluntary components implemented under individ-
ual decisions of the Member States. The compulsory components of this system are
as follows: (a) basic payment “per hectare”; (b) payment for agricultural practices
beneficial for the climate and the environment, the so-called “greening payment”;
and (c) payment for young farmers. As to voluntary payments, these are: (a) redis-
tributive payment; (b) payment for areas with natural constraints; (c¢) voluntary
coupled support; and (d) small farmers’ scheme (Fig. 1.4). It should be noted that
the components of the new direct payment system aim at, to a certain extent, re-
warding specific farm behaviours (application of agricultural practices beneficial
for the climate and the environment) or their status (young farmer, small and medi-
um-sized farm, farming in areas with natural constraints). Their introduction is
supposed to increase structural support for farms in those Member States where this
support is most needed and to ensure better distribution of direct payments.

¥ A. Biernat-Jarka, Ewolucja systemu platnosci bezposrednich w UE, ze szczegélnym
uwzglednieniem sytuacji w Polsce, Studia BAS, Nr 4(48) 2016, pp. 37-54.

3% J. Helming, D. Oudendag, A. Zimmermann, Literature review on modelling the farm pay-
ment scheme and decoupled payments in agricultural sector models, Common Agricultural
Policy Regionalized Impact-The Rural Development Dimension, Project No. 226195/2010.
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Figure 1.4. New design of direct payments
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Member States that have applied the simplified single area payment
scheme have maintained this form of payment as the basic one until the end of
2020, except for Malta and Slovenia. The remaining 18 countries have adopted
the basic payment scheme (BPS). Among them, six chose the option of its re-
gionalization (Germany — by the States, Greece — 3 regions according to histori-
cal land use, Spain — 50 regions, France — 2 regions: Corsica and the rest of
France, Finland — 2 regions and the United Kingdom (except for Northern Ire-
land). The main policy choices as regards the new direct payments system are
presented in the table 1.1 below.

Support under the basic payment system is granted to farmers who are en-
titled to payments once the entitlements have been activated (Fig. 1.5). These
entitlements were granted to farmers in the first year of the program’s imple-
mentation and may be transferred (through sale or lease) to other farmers in sub-
sequent years. In 2015, there was a slight decrease in the total number of appli-
cants for basic direct payments compared to 2014 (5%). The largest decrease
was recorded in Bulgaria (35%), the United Kingdom — in Northern Ireland
(20%) and England (15%) and Romania (14%). At the same time, an increase
was recorded in some Member States. The largest increase in the number of ap-
plicants for basic direct payments was recorded in Portugal (18%), France (5%)
and the United Kingdom — in Scotland (4%).
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Table 1.1. Direct payment system implemented in EU Member States
in 2015-2020

Payment
No pay-
SAPS | BPS ment re- o for areas with voluntary for small
Member State duction redistributive natura} con- coupled sup- farmers
straints port
Belgium + + + +
Bulgaria + + + +
Czech + +
Republic
Denmark + + +
Germany + + + +
Estonia + + +
Ireland + +
Greece + + +
Spain + + +
France + + + +
Croatia + + + + +
Italy + + +
Cyprus + +
Latvia + + +
Lithuania + + + +
Luxembourg + +
Hungary + + +
Malta + + +
Netherlands + +
Austria + + +
Poland + + + +
Portugal + + +
Romania + + + + +
Slovenia + + +
Slovakia + +
Finland + +
Sweden + +
United + + +
Kingdom
Number of 10 | 18 6 9 1 27 15
states

Source: European Commission 2016. Direct payments 2015-2020. Decisions taken by Mem-
ber States: State of play as at June 2016. Information note.
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Figure 1.5. Changes in the number of applications for entitlements to direct
payments in 2015 compared to 2014
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Source: own study, based on: European Commission 2017. Report on the Implementation of
direct payments [outside greening] Claim year 2015.

Activation of basic payment entitlements takes place every year by recog-
nizing eligible hectares as the associated number of payment entitlements. The
introduction of the basic payment system resulted in the expiration of entitle-
ments allocated to farmers under the single payment scheme at the end of 2014.
The Member States granted new payment entitlements in 2015. It was possible
(under certain conditions) to allocate basic payments under existing entitle-
ments. Four countries chose this option (Denmark, the United Kingdom, Swe-
den and Finland). The potential area eligible for direct payments (corresponding
to the total area declared by beneficiaries and area potentially eligible for pay-
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ments) accounts for about 90% of agricultural land in the EU (Fig. 1.6). In 2015,
the potential area eligible for payments was 2% lower compared to the situation
in 2013-2014, whereas the total area declared by beneficiaries, for which all eli-
gibility conditions were met increased by 4.5%.

Figure 1.6. Changes in the size of areas eligible for direct payments
in 2013-2015
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Member States may set a minimum farm size for which the farmer may
apply for payment entitlements. As a rule, it cannot be greater than 1 eligible
hectare. In 13 Member States, this threshold was adjusted taking into account
the specific characteristics of the agricultural economy. The minimum size of
the farm necessary to qualify for the first allocation was as follows: in Belgium
— Flemish and Walloon Regions: 2 ha and 1 ha, respectively; in Germany, Croa-
tia and Slovenia: 1 ha; in Estonia: 0.4 ha; in Spain: 0.2 ha; in Luxemburg, the
Netherlands and Malta: 0.3 ha; 1.5 ha; in Austria and in the United Kingdom —
Scotland and Northern Ireland: 3 ha; in Italy and in Portugal: 0.5 ha’',

Concentration of support on natural or legal persons for whom agricultural
activity is not marginal is an important change in the direct payments system. This
was supposed to ensure that payments are provided only to active farmers. A def-
inition of an active farmer was introduced. A person or group of people is consid-
ered to be economically active if the annual amount of direct payments constitutes
at least 5% of the total revenues generated by this person or group from non-

3! European Commission 2016. Direct Payments. Basic Payment Scheme.
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agricultural activities in the last financial year, or agricultural activity pursued by
this person or group is not marginal or agricultural activity is the main economic
activity pursued by this person or group. Farmers who do not qualify as “active
farmers” may also be entitled to payments, provided that their amounts do not ex-
ceed EUR 5,000 (Member States are permitted to lower this threshold).

A new component relating to ecology — the so-called “greening” — has
been incorporated in the direct payment system. The full name of this support
system is “payment for agricultural practices beneficial for the climate and the
environment”. This component is an attempt to link direct payments to remuner-
ation for public goods and services produced by farms. Its introduction to the
direct payment system is considered one of the most important changes in this
system. This change results from the flagship initiative of the CAP after 2013,
contained in the slogan “public money for public goods”, whose aim is to set
and adhere to a more “ecological” budget and to achieve a more climate friendly
farming™. Greening is one kind of direct payments which is focused mainly on
ecological purposes. Their introduction is, therefore, supposed to translate into
better results of the CAP in terms of environmental impact. Unfortunately, there
is no clear definition of how greening is actually supposed to contribute to the
achievement of EU objectives related to soil, climate and biodiversity™>.

The greening conditions are similar to the cross-compliance principle, but
are more demanding. Failure to comply with them may result in a reduction of
greening payments by even up to 1.25 times. Greening payments should account
for 30% of the national ceiling for direct payments, which corresponds to a max-
imum amount of EUR 89.3 billion (21.7% of the total EU budget for agricul-
ture) (Tab. 1.2). This is EUR 12 billion per annum, which accounts for almost
8% of the total EU budget. This amount translates into an average rate of ap-
prox. EUR 80 per hectare per annum, though there are some differences between
Member States, and in some cases also within the same country. This cost was
estimated at around EUR 30 per hectare on average™*.

As in the previous programming period (2007-2013), 30% of the total
contribution under Pillar II should be used within each national and regional ru-
ral development program to mitigate climate change and adapt to it, and on envi-
ronmental issues. This corresponds to 7.2% of the total EU public spending on
agriculture, earmarked for public environmental goods in the form of remunera-

32 M. Stolze, J. Sanders, N. Kasperczyk, G. Madsen, S. Meredith, CAP 2014-2020: Organic
farming and the prospects for stimulating public goods, IFOAM EU, Brussels 2016.

33 European Court of Auditors 2017. Greening:a more complex income support scheme, not
yet environmentally effective. Special Report No. 21.

3* European Court of Auditors 2017. Greening:a more complex income support scheme, not
yet environmentally effective. Special Report No. 21, p. 15.
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tion for undertaking individual agricultural practices and transforming or main-
taining sustainable agricultural systems. Thus, the 2013 reform provides that
around 28.9% of the total EU budget for agriculture is to be spent on direct
greening measures and action under rural development®, whereas investments
in sustainable agricultural systems account for only 1.5% of that budget™. Most
of the EU spending on agriculture is, therefore, intended for other purposes that
are not actually related to agricultural practices beneficial for the climate and the
environment and the sustainable agriculture system. Unfortunately, this is not
a clear signal to farmers that such an approach is an EU priority.

Table 1.2. Amount of aid for measures aimed at adopting agricultural practices
beneficial for the climate and the environment and promoting organic farming
under CAP for 2014-2020

Aid amount Share in the total EU
Item (in EUR budget for
billion) agriculture (%)

Pillar I - market related expenditure and direct payments 312.7 76
Total national direct payments ceilings for 2014-2020 297.6 72.3
Greening component (maximum 30% of direct payments) 89.3 21.7
Pillar II — rural development 99 24
Contribution to environment and climate issues — includ- 29.7 7.2
ing organic farming (minimum 30% of EAFRD)
Organic farming support (conversion and maintenance payments)
EAFRD organic farming support (Measure 11) 6.3 1.5
Total public expenditure (the EU and Member States) for 9.9
organic farming support (Measure 11)
Total environment and climate change spending for agri- 119 28.9
culture (Pillar I and Pillar IT)
Total EU budget for agriculture (Pillar I — Pillar II) 411.7 100

Source: M. Stolze, J. Sanders, N. Kasperczyk, G. Madsen, S. Meredith, CAP 2014-2020: Or-
ganic farming and the prospects for stimulating public goods, IFOAM EU, Brussels 2016, p. 3.

At the time of the introduction of greening, the European Parliament and
the Council transferred funds from the pool for other direct payments. Despite
these transfers, the total budget for direct payments under the CAP did not
change significantly (Fig. 1.7).

BM. Stolze, J. Sanders, N. Kasperczyk, G. Madsen, S. Meredith, CAP 2014-2020: Organic
farming and the prospects for stimulating public goods, IFOAM EU, Brussels 2016.

4 Cap for healthy farms, healthy people, healthy planet. Public money must deliver public
goods, IFOAM EU, Brussels 2016.
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Figure 1.7. Budget for direct payments under CAP in 2013-2017
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Source: European Court of Auditors 2017. Greening:a more complex income support scheme,
not yet environmentally effective. Special Report No. 21, p. 15.

In 2015, 24% of farms in the EU were subject to at least one greening ob-
ligation. However, these farms account for as much as 73% of agricultural land
in the EU. In 2016, the percentage of agricultural land held by farms subject to
at least one greening obligation increased to 77%’. In 2015, 76% of EU farms,
accounting for 27% of all agricultural land in the EU, were not subject to any
greening obligations. These data relate to farmers that do not apply for direct
payments under the CAP. Among beneficiaries of greening payments, a total of
65% of farms cultivating around 16% of agricultural land in the EU, declared for
the purposes of direct payments, were fully exempt from all greening obliga-
tions™®.

As a general rule, a greening payment should be granted as a lump sum
payment per eligible hectare declared under a single direct payment or for enti-
tlements activated under a basic direct payment. All Member States, except for
Luxembourg and the Scottish region, chose to apply a derogation to grant pay-
ments for environmental protection, as a percentage of the value of activated enti-
tlements. Finland and the Scottish region distribute these payments on a flat-rate
basis among the regions designated for the purposes of basic direct payments.
Three standard agricultural practices related to greening have been adopted.

37 European Court of Auditors 2017. Greening: a more complex income support scheme, not
yet environmentally effective. Special Report No. 21, p. 29.
3% European Court of Auditors 2017. Greening:a more complex income support scheme, not
yet environmentally effective. Special Report No. 21, p. 35.
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Diversification of crops is the first standard greening practice. It replaced
the optional standards for good agricultural and environmental condition regard-
ing crop rotation, valid until 2014. Diversification of crops applies only to farms
with an area of over 10 ha. Access to the “green payment” is restricted to farms in
which:(a) at least two different crops are grown and the area of arable land does
not exceed 30 ha; (b) up to three crops are grown, provided that the area of arable
land exceeds 30 ha, whereby the main crop does not cover more than 75% of ara-
ble land and two main crops do not cover more than 95% of such land.

At the EU level, areas subject to crop diversification account for 75% of
the total arable land area. This is less than the percentage of farms required to
comply with at least one greening obligation (77%). In Hungary and the Czech
Republic, the percentage of agricultural land subject to diversification is around
98%. In Belgium, Bulgaria, Germany, Denmark, Spain, Cyprus, Lithuania and
Slovakia, it is in the range from 80% to 90%. The lowest percentage of crop di-
versification is recorded in those Member States where exemptions are used to
a greater extent (e.g. Malta, Portugal) or where there is a high proportion of
permanent grassland (e.g. Ireland and Austria). At the EU level, 25% of the total
arable land area is not diversified, 13% is subject to the requirement of growing
two different crops, and 62% is subject to the three-crop requirement. The rela-
tive percentage of land subject to the three-crop requirement is higher in Mem-
ber States with the lowest percentage of farms not covered by the crop diversifi-
cation requirement (Bulgaria, the Czech Republic, Germany, Denmark, Slovakia
and Hungary). The result of the obligation to diversify crops, the application of
which depends on the number of hectares, is related to the structure of agricul-
ture in the various Member States. In Member States with the largest farms on
average, there are fewer farms that are exempt from tax, hence the major part of
the land is subject to the three-crop requirement™.

The second greening practice involves maintaining existing permanent
grassland. As part of this practice, farms cannot transform permanent grassland
located in Natura 2000 areas, as this is permanent grassland with valuable natu-
ral characteristics. This payment requires that the ratio of grassland to the total
area of agricultural land does not fall by more than 5% from a reference level.

At the EU level, permanent grassland accounts for 30.23% of the total ag-
ricultural land. The greatest area of declared grasslands is recorded in France (26
million ha), Spain (17 million ha), Germany (15 million ha) and Poland (11 mil-
lion ha) as well as in the United Kingdom (13 million ha). The highest share of
permanent grassland in the total declared area of grassland is recorded in Ireland

3% European Commission 2016. Commission Staff Working Document. Review of greening
after one year.
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(91.1%) and the United Kingdom (64.8%) (Fig. 1.8). The lowest share of per-
manent grassland in the total agricultural land area is recorded in Cyprus (2.3%),
Finland (6.4%) and Denmark (7.7%). Malta has no permanent grassland*’.

Figure 1.8. Share of declared permanent grassland in the total grassland area
in the various Member States in 2015-2020
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Source: European Court of Auditors 2017. Greening: a more complex income support
scheme, not yet environmentally effective. Special Report No. 21.

In 2015, payments for grassland amounted from EUR 85 per hectare (the
Czech Republic) to EUR 548 per hectare (Estonia), whereas payments in the
conversion period ranged from EUR 43 per hectare (Sweden) to EUR 545 per
hectare (Estonia). Sweden has not introduced payments for grassland. Austria,
Cyprus, Estonia, Finland, Hungary, Latvia, Poland, Slovakia, the Czech Repub-
lic and Estonia maintained the same level of payments related to grassland both
during the conversion period and the maintenance one. In the other Member
States and regions, these payments amounted from EUR 13 per hectare (Roma-
nia) to EUR 161 per hectare (Denmark). Compared to 2011, most Member
States increased payments related to conversion and maintenance of grassland.
The largest increase in grassland, compared to 2011, was recorded in Estonia

“ Buropean Commission 2016. Commission Staff Working Document. Review of greening
after one year.
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(471 EUR per hectare), while the greatest decreases were recorded in Portugal
(-280 EUR per hectare) and Slovenia (-102 EUR per hectare)*'.

The third standard greening practice involves the maintenance of an eco-
logical focus area on agricultural land. Payments under this practice are granted
to farms with an area of more than 15 ha, so that they can allocate at least 5% of
the eligible farm area (excluding area intended for grassland) to ecological focus
area, with an option to increase it to 7%. Throughout the EU, farmers who were
obliged to allocate 5% of their area to ecological focus areas declared twice as
much such an area than required*.

There are exemptions from the obligation to maintain ecological focus ar-
eas by farms. These include: (a) exemptions for farms with an area of less than
15 ha of arable land or ones in which more than 75% of agricultural land area is
grassland or is covered with legumes; and (b) exemptions permitted in Member
States in which more than 50% of the total area is covered by forests. Five
Member States are entitled to the latter exemption. At present, four states (Esto-
nia, Finland, Sweden and Latvia) take advantage of this exemption. It needs to
be noted, however, that forests are used extensively in Estonia and Finland,
which corresponds to nearly 100% of arable land eligible for this exemption. In
Lithuania and Sweden, such an area accounts for 36% and 45%, respectively.
The most widespread exemption applied in the Member States is the exemption
relating to the area of arable land (less than 15 ha). This type of exemption rep-
resents around 70% of the total area of land exempted in all Member States, and
about 100% in Denmark, Ireland, Greece, Croatia, Lithuania, Cyprus, Malta, the
Netherlands, Austria and Romania®. The percentage of the total area of arable
land belonging to farms subject to the EFA requirement is 68% of the total ara-
ble land area. The highest percentage of such farms is recorded in Belgium,
Bulgaria, the Czech Republic, Denmark, Germany, Hungary and Slovakia
(around 90%). In most Member States, this percentage ranges from 40 to 80%
(Estonia, Spain, Croatia, Italy, Cyprus, Lithuania, Latvia, the Netherlands, Po-
land, Romania, Sweden and the United Kingdom). Member States with the low-
est share of arable land on farms subject to the EFA requirement include those
that take advantage of exemptions (e.g. Malta 1%, and Greece 33%) and those
with a high proportion of permanent grassland (e.g. Ireland 30%, and Austria

ML Stolze, J. Sanders, N. Kasperczyk, G. Madsen, S. Meredith, CAP 2014-2020: Organic
farming and the prospects for stimulating public goods, IFOAM EU, Brussels 2016.

*2 European Court of Auditors 2017. Greening: a more complex income support scheme, not
yet environmentally effective. Special Report No. 21, p. 35.

* European Commission 2016. Commission Staff Working Document. Review of greening
after one year.
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24%) or those that enjoy the forest exemption (Finland 18%)*. In 2016, the total
absolute declared ecological focus area in all Member States was 5.59 million
ha. The largest declared ecological focus area is recorded in Spain (1.49 million
ha), and accounts for 26.77% of all declared ecological focus areas, in Germany
(681 thousand ha) and in the United Kingdom (497 thousand ha), where these
areas account for, respectively, 12.18% and 8.89% of all declared ecological fo-
cus areas. The smallest declared ecological focus area is recorded in Malta (17
ha) and Luxembourg (3.6 thousand ha), Slovenia (5.7 thousand ha) and Cyprus
(9.1 thousand ha). The proportion of declared ecological focus areas in all areas
was less than 1% (Fig. 1.9).

Figure 1.9. The size and proportion of declared ecological focus areas
in the various Member States in 2016
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Source: own study, based on: European Court of Auditors 2017. Greening: a more complex
income support scheme, not yet environmentally effective. Special Report No. 21.
*France is not included in the figure due to incomplete data.

The level of payments relating to organic agriculture ranged from 160
EUR per hectare (Sweden) to 800 EUR per hectare (Slovenia), and in the case of
conversion — from 90 EUR per hectare (the United Kingdom) to 600 EUR per
hectare (Slovenia). As regards maintenance benefits, Austria, Finland, Latvia
and Slovakia maintained the same levels of conversion and maintenance pay-

* European Commission 2016. Commission Staff Working Document. Review of greening
after one year.
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ments for arable land. In the other Member States, conversion payments range
from 25 EUR per hectare (Estonia and Lithuania) to 296 EUR per hectare (the
United Kingdom). They are higher than maintenance payments for arable land.
In 2015, compared to 2011, most Member States (16) increased payments relat-
ed to the conversion and maintenance of arable land. The largest increase in
payments for arable land was recorded in Slovenia (an increase in conversion
and maintenance payments by 502 EUR and 302 EUR per hectare, respectively),
in Luxembourg and Latvia (an increase by more than 200 EUR per hectare).
Austria, Cyprus, Finland, Sweden and some Italian regions have reduced these
payments. Sweden has reduced the maximum conversion and maintenance pay-
ments by 393 EUR and 370 EUR per hectare, respectively™.

Among the standard greening practices, the latter is the most flexible
when it comes to the method in which the Member States may introduce it.
Nineteen different types of land management are allowed, which can be made
available to farmers so that they can meet ecological obligations, five out of
which must be compatible with agricultural production (i.e. intercrop/green cov-
er, nitrogen-binding crops, belts along forest edges used for production, short
rotation coppice and the agro-forestry system). The choice of areas that farmers
could use to meet the ecological focus area obligation varies between the Mem-
ber States. The Member States have chosen these areas based on the situation
and conditions prevailing in their countries, so as to ensure the effectiveness of
the system and take into account both the biodiversity objective with respect to
ecological focus areas and their environmental needs. Analyses show that the
Member States’ choices as regards the types of green practices did not signifi-
cantly affect the conditions of equal treatment or conditions of equal competi-
tion. The most commonly chosen ecological focus areas include ones with nitro-
gen-binding crops (selected by 27 Member States, except for Denmark) — the
total of the declared area with these crops constitutes 39% of all declared eco-
logical focus areas — and fallow land (26 countries), also representing 39% of all
declared ecological focus areas. The above areas are followed by landscape fea-
tures (26 countries, except for Spain, Cyprus, Lithuania and Slovenia), which
account for 5% of all declared ecological focus areas, and catch crops (20 coun-
tries, except for Greece, Spain, Cyprus, Latvia, Lithuania, Malta, Portugal, Slo-
venia and England and Scotland in the United Kingdom), accounting for 16% of
all declared ecological focus areas.

In 2016, the total absolute area allocated for catch crops in all Member
States was 887 thousand ha (16% of all ecological focus areas). The highest
proportions of areas with catch crops in the total ecological focus area were rec-
orded in the Netherlands (92%), Belgium (89%) and Denmark (70%), while the

BM. Stolze, J. Sanders, N. Kasperczyk, G. Madsen, S. Meredith, CAP 2014-2020: Organic
farming and the prospects for stimulating public goods, IFOAM EU, Brussels 2016.
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lowest ones (2%) were recorded in Ireland, Lithuania, Latvia and the United
Kingdom (Fig. 1.10). The area with nitrogen-binding crops accounted for 58%
of ecological focus areas (2.3 million ha). The highest proportions of these crops
accounting for over 70% of all ecological focus areas were recorded in the
Czech Republic, Croatia and Italy. Belgium and the Netherlands, where the
highest proportions of catch crops were reported, used areas with nitrogen-
binding crops to the smallest extent. The proportion of these crops in all ecolog-
ical focus areas was 4% and 7%, respectively.

Figure 1.10. Proportions of particular types of ecological focus areas in the total
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Fallow land covered an area of over 2 million ha. The highest proportions
of fallow land in the total ecological focus area were recorded in Portugal (76%)
and Finland (73%) as well as Spain (65%) and Cyprus (64%). The lowest propor-
tions of maintained fallow land were recorded in Ireland (1%) and Belgium (3%).
Ecological focus areas used as landscape features covered an area of 217 thou-
sand ha. This practice was applied mainly in Ireland. In this country, 30 thousand
ha were covered with landscape features (79% of all ecological focus areas). In
Germany, Luxembourg and the United Kingdom, the share of landscape features
in the total ecological focus area was 14%. In the other Member States, this pro-
portion was in the range from 1% to 2%. Research conducted by E. Underrood
and G. Tucker in 2016 shows that the two main types of productive ecological
focus areas — intercrops and nitrogen-fixing crops — do not bring significant bio-
diversity benefits, but can contribute to the improvement of water and soil quality,
e.g. by increasing the organic carbon content in soil on arable land*.

The first assessments of the introduction of the greening component to di-
rect payments indicate positive changes in agricultural practices, that have oc-
curred as a result of the introduction of this system, especially as regards ecolog-
ical focus areas. In the case of farms in which the introduction of greening re-
sulted in a positive change in agricultural practices, the share of arable land on
which such changes occurred is about 15% for crop diversification and about
4% for ecological focus areas. Taking into account farms where no change in
agricultural practices was required, and the fact that arable land accounts for
about 60% of all agricultural land in the EU, this means that following the intro-
duction of greening, about 1% of agricultural land in the EU required enhanced
crop diversification, and about 1% required the establishment of new ecological
focus areas’. It was estimated that due to new greening requirements, changes
in the intended use (i.e. changes in agricultural practices) required a total of
4.5% of agricultural land in the EU, including 1.8% due to crop diversification,
2.4% due to ecological focus areas and 1.5% due to permanent grassland.

Most Member States (23) use the most flexible method of maintaining the
permanent grassland ratio by applying it at the national level. The others (Bel-
gium, France, Germany and the United Kingdom) implement this principle at
the regional level®™. Besides standard practices, there is also an alternative ap-
proach to meeting greening obligations, namely an option to introduce “equiva-

* E. Underwood, G. Tucker, Ecological Focus Area choices and their potential impacts on
biodiversity Instytut Europejskiej Polityki Ochrony Srodowiska Naturalnego, November 2016.
*"European Court of Auditors 2017. Greening: a more complex income support scheme, not
yet environmentally effective. Special Report No. 21, pp. 31-32.

“® K. Hart, Green direct payments: implementation choice of nine Member States and their
environmental implications, Institute for European Environmental Policy. London 2015.
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lent practices” that ensure equivalent or even greater environmental and climate
benefits than standard practices. In 2015, five Member States notified their in-
tention to implement equivalent practices. Three of them (Ireland, Austria and
Poland) introduced them using agri-environmental and climate measures as part
of rural development programs. As regards equivalent practices, crop diversifi-
cation was the most popular choice, but the various countries have adopted dif-
ferent types of these practices. In Ireland, equivalence was achieved through
catch crops. Catch crops are sown in accordance with the requirements of the
Green, Low-Carbon, Agri-Environment Scheme (GLAS). In Austria, a more
demanding crop diversification practice than the standard one has been adopted.
It provides for minimum requirements for three plants, a maximum of 75% for
cereals and corn, a maximum of 66% for the main crop and no requirement for
land to lie fallow. Poland has also proposed a more demanding crop diversifica-
tion method: a minimum of four plants, a maximum of 65% for the main crop
and all cereals and a minimum of 10% for all crops. France and the Netherlands
chose certification systems. The French national system relates to winter soil
cover as part of crop diversification and is targeted at farms specializing in corn
production. In the Netherlands, a more comprehensive approach has been adopt-
ed, accounting for all standard greening practices, of which the maintenance of
ecological focus areas was the most widespread one. Three separate national
programs were implemented. Two programs (Akkerbouw-strokenpakket, includ-
ing Vogelakker and Skylark foundation) were available to farmers in 2015,
while the third one (Biodiversity-plus) was postponed®. Existing data indicate
that in Member States applying equivalent practices, these practices have been
chosen by fewer than 15 thousand farms. The area covered by this program was
750 thousand ha of arable land and 12 thousand ha of ecological focus area.
Most of these farms were reported in Austria (81%) and Poland (17%). Equiva-
lent practices were implemented by 2% of farmers under at least one greening
obligation, accounting for 6% of the total arable land area. The largest numbers
of applications for implementation of equivalent practices were submitted in
Austria (11.831; 19% of all organic farms) and in Poland (2.486; less than 1% of
the total number of organic farms). The size of arable land covered by these
practices was 597 410 ha and 120 845 ha, respectively, which accounted for
53% and 1% of the total arable land. In the Netherlands, 320 farmers (1% of the
total number of organic farms) have applied equivalent practices on the area of
28 400 ha (3% of all land area). The smallest number of applications for equiva-

* European Commission 2016. Commission Staff Working Document. Review of greening
after one year.
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lent practices was submitted in Ireland (18; 0.01% of the total number of organic
farms). These applications covered the area of 585 ha (0.13% of all land)™.

Based on the above data, it can be assumed that the low percentage of farm-
ers applying equivalent practices to diversify crops in Poland and Ireland in 2015,
did not significantly affect the conditions of equal treatment. The same applies to
the implementation of basic greening practices in the other Member States.

The first data concerning greening indicate that the introduction of this
payment resulted in a change in agricultural practices on only approx. 5% of ar-
able land in the EU. This is associated with a significant deadweight effect,
which has an adverse effect on the policy in this respect. This effect with respect
to greening is primarily due to the little ambitious nature of greening require-
ments that essentially reflect normal agricultural practices. This applies in par-
ticular crop diversification®'. This means that the “public money for public
goods” principle is not the focus of the CAP, but only an addition to it. Intro-
duced greening measures do not convince farmers that a clear shift towards in-
novative agri-environment approaches and sustainable development is the
CAP’s priority. The ecological sector cannot expect a significant acceleration of
organic farming development. Implementation of the “public money for public
goods” principle requires a robust budget. The existing mechanisms for support-
ing public goods are varied and inconsistent, thus they do not meet environmen-
tal and climate objectives. Investment in organic farming can contribute to the
accomplishment of these objectives. More ambitious investments in sustainable
food production and further agri-environmental innovations will determine
farmers’ ability to meet citizens’ needs for high quality food and public goods™.

The effect of the introduction of the ecological component on structural
changes in agriculture is the subject of numerous discussions. A. Gocht et al.”
conducted simulations of economic (land use, production, price and income
changes) and environmental effects of the introduction of the obligatory green-
ing component into the direct payment system. The research shows that the eco-
nomic effects of greening will be limited. In the case of land use (grassland, ara-
ble and agricultural land), it is estimated that changes will range from 0.5% to

30 European Commission 2016. Commission Staff Working Document. Review of greening
after one year.

>! European Court of Auditors 2017. Greening: a more complex income support scheme, not
yet environmentally effective. Special Report No. 21, pp. 34-35.

2 M. Stolze, J. Sanders, N. Kasperczyk, G. Madsen, S. Meredith, CAP 2014-2020: Organic
farming and the prospects for stimulating public goods, IFOAM EU, Brussels 2016.

SA. Gocht, P. Ciaian, M. Bielza, J.M. Terres, N. Roder, M. Himics, G. Salputra, Economic
and environmental impacts of CAP greening: CAPRI simulation results, EUR 28037 EN,
Joint Research Centre, European Commission 2016.
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3.7% relative to the reference level, while changes in the use of main crops (e.g.
cereals, oilseeds) will be in the range from -1.7% to 4.2%. Fallow land, which is
affected by greening to a greater extent, is an exception. It is estimated that the
area of fallow land will change by 23%. It was also shown that greening will
lead to an increase in the utilized agricultural area (by 0.6%), which means that
farmers will partially offset the impact of greening requirements by introducing
new crops or ecological focus areas. The total change in land-use due to green-
ing will cover mainly three types of farms. These are: (a) cereal, oilseed and
field cropping farms; (b) livestock farms; and (c) mixed farms. The remaining
types of farms will account for a small share in the total change in land-use. The
same applies to greening effects on production. Area changes are very limited
and range between -1% and 0.2%. The largest production changes will concern
legumes (3.5%). This is mainly due to the fact that these plants are directly tar-
geted for support under the maintenance of ecological focus areas, and they can
be used as alternative plants to fulfil more extensive diversification obligations.
Due to a strong link between the economic effects of greening and crops and
land type, it is difficult to clearly specify which form of greening is the main de-
terminant of the effects of space management. It can be assumed, however, that
funds earmarked for maintaining ecological focus areas and grassland tend to
produce greater effects in the form of land offshoring and production growth
relative to funds spent on crop diversification. In terms of size, medium and
large farms tend to account for a significant part of the total change in produc-
tion caused by greening. The results of the conducted simulations indicate also
that greening will lead to a slight increase in prices along with a decline in pro-
duction. The greening impact on prices varies between -0.39% and 1.5% for
main agricultural products whereas income will increase from 0.1% to 3.9%.
Comparing the three greening programs, it can be stated that the income in most
Member States will be affected to the greatest extent by funds spent the mainte-
nance of ecological focus areas (less than 1%), while diversification will cause
only minor (+/- 0.4%) changes in income. Increased income will be recorded
mainly in: (a) farms specializing in cereals, oilseed and protein crops as well as
general field cropping; (b) mixed farms and livestock farms (dairy farms, sheep,
goats and other grazing livestock). The environmental impact of greening, just
like its economic impact, will be limited. The effects per hectare at the EU level
are positive, but increasing the agricultural land area can reverse the signs of the
total impact of greening. The results indicate that greening will lead to reduced
emissions of greenhouse gases and ammonia. But there will be a slight increase
in the total N surplus and soil erosion, as well as increased use of biodiversity-
friendly agricultural practices. The least significant effects, or lack thereof, re-
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sult from crop diversification, while support measures within grassland mainte-
nance practices bring mixed effects (positive — soil erosion, and negative — re-
duction of the ammonia level). The research results show that measures related
to the maintenance of ecological focus areas will have a positive impact on most
indicators, except for soil erosion. Greening will result in: (a) reduction in
greenhouse gas emissions (by 0.2%, on average), whereby these changes vary
depending on the Member State from -1.7% to + 2.4%; (b) increase in the total
N (by 0.2%). The regional differences per one hectare range from -0.23% to
+ 3.4%; (c) decrease in ammonia emission (by 0.3%), with regional changes be-
tween -2% and +1.9%. Based on the above research, one may wonder whether
the greening component will make EU agriculture more environment and cli-
mate friendly. It is difficult to make a clear-cut assessment in this regard, as the
new greening instrument has been available only since 2015.

A young farmer payment is a compulsory component of the new direct
payment system. Up to 2% of the national direct payment allocation can be used
to finance this payment. Member States may also opt to change the percentage
of the national allocation for this payment. Some of them reported a maximum
of 2% of the national direct payment envelope (Croatia, Ireland, Greece, Spain,
the Netherlands, Austria and Portugal), 12 countries reported from 1% to 2%
(Belgium, Germany, France, Italy, Lithuania, Latvia, Luxembourg, Poland, Slo-
venia, Finland, Sweden and the United Kingdom), and 9 reported less than 1%
(Belgium, Czech Republic, Denmark, Greece, Cyprus, Hungary, Malta, Roma-
nia and Slovakia). Young farmer payments are awarded to farmers who are not
older than 40 in the first year of submitting an application in the basic payment
scheme or in the single area payment scheme, or farmers who have set up for the
first time a farm as head of the farm or who have already set up a farm during
the five years preceding the first application for the scheme. These payments are
granted for a maximum period of five years.

Member States/regions have adopted different approaches to payments to
young farmers (Tab. 1.3). Most of them (17) have chosen the ceiling of 25% of
the average direct payments per hectare, and Luxembourg is the only Member
State that has chosen a lump sum payment (an annual payment of around EUR 5
thousand). In the other states, including three regions, payments to young farm-
ers amount to 25% of the basic payment (a flat rate of the basic direct payment
or the average value of the entitlement). Fifteen states and five regions (Belgium
(the Flemish and Wallonia Regions), the Czech Republic, Germany, Denmark,
Estonia, Italy, Cyprus, Lithuania, Latvia, Hungary, Malta, the Netherlands, Por-
tugal, Slovenia, Finland, Slovakia and the United Kingdom (England, Scotland
and Northern Ireland) have established a limit on payment entitlements or the
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number of hectares at the maximum level of 90 ha per entitlement, whereas
Greece, Croatia and the United Kingdom (Wales) have adopted a minimum lev-
el of support of 25 ha per entitlement. The other states have set limits between
25 ha and 90 ha™. Other eligibility criteria may also be applied to these pay-
ments, but they must be objective and non-discriminatory. Most Member States
have not decided to implement such criteria. There are, however, nine Member
States and three regions where such criteria are used. These criteria relate to
skills and experience — Spain, Portugal or education Belgium, Ireland, Spain and
the United Kingdom (Northern Ireland).

In 2015, around 4.1% of basic payment’s applicants benefited from young
farmer payments. This percentage is the highest in the Czech Republic (12%)
and in the Netherlands and Finland (over 8%), while the lowest percentages (2%
and less) are recorded in Cyprus, Slovakia, the United Kingdom (England),
Spain, Portugal and Romania. The average young farmer payment is from 20
EUR per ha to over 80 EUR per ha™.

The new direct payment system introduced an option to use part of the
ceilings for farmers operating in areas with specific natural constraints and vol-
untary coupled support.

To receive a payment for operating in areas with specific natural con-
straints, the farmer must qualify for the basic direct payment scheme or the sin-
gle area payment scheme. Member States may introduce payments in all areas
with natural constraints or restrict them only to a specific part of such areas.
Member States may opt to choose a payment set at the regional level (i.e. differ-
entiate payments per hectare) or to restrict the payment to the greatest possible
number of hectares per farm. Direct payments to farmers operating in areas with
specific natural constraints have been introduced only by Denmark.

Voluntary coupled support may be granted to specific sectors and produc-
tion types, i.e. cereals, oilseeds, protein crops, grain legumes, flax, hemp, rice,
nuts, starch potato, milk and milk products, seeds, sheep meat and goat meat,
beef and veal, olive oil, silkworm, dried fodder, hops, sugar beet, cane, chicory,
fruit and vegetables and short rotation coppice . Member States may make dis-
cretionary choices as regards granting voluntary coupled support to specific sec-

3% European Commission 2016. Direct Payments. The Young Farmer Payment under Pillar I
of the Common Agricultural Policy.

»European Commission 2017. Report on the Implementation of direct payments [outside
greening] Claim year 2015.

*% Regulation (EU) No 1307/2013 of the European Parliament and of the Council of
17 December 2013 establishing rules for direct payments to farmers under support schemes
within the framework of the common agricultural policy and repealing Council Regulation
(EC) No 637/2008 and Council Regulation (EC) No 73/2009, OJ L 347/608.
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tors or regions in the particular situations where specific types of farming or
specific agricultural sectors are particularly important for economic, social or
socio-environmental reasons.

Table 1.3. Direct payment schemes for young farmers implemented in the EU
Member States in 2015-2020

Method for calculating an annual payment
Percentage 25% of the 25% of the 25% of the average 25% of the
of the na- Application average average national | value of entitlements | amount of the
Member State tional ceil- | of additional national basic payment depending on the single pay-
ing criteria payment per | per the number number of entitle- ment * the
(%) ha of ha ments number of ha
(max 40) (max 25) (max 25) (max 28)
Austria 2 yes X
Belgium (Flan- 2 yes X
ders)
Belgium (Wal- 1.8 yes X
lonia)
Croatia 1-2 yes X
Cyprus 1 no X
Finland 1-2 no X
France 1-2 yes X
Greece 2 no X
Hungary 0.62 no X
Italy 1-2 no X
Lithuania 1.75 no X
Luxembourg 1.5 yes
Slovakia 1 yes X
Slovenia 1-2 no X
Spain 2 yes X
Sweden 1-2 no X
Netherlands 2 no X
United King- 1-2 no X
dom (England)
United King- 1-2 yes X
dom (Northern
Ireland)
United King- 1-2 - X
dom (Scotland)
United King- 1-2 no X
dom (Wales)
Ireland 2 yes X
Latvia 1.5 (2015)- no X
0.96 (2019)
Estonia 0.3 no X
Romania 1 no X
Denmark 2 no X
Bulgaria 0.47 (2015); yes X
0.58 (2016)
Germany 1 no X
Czech Republic 1 no X
Malta 0.4 no X
Poland 1-2 - X
Portugal 2 yes X

Source: European Commission 2016. Direct payments 2015-2020. Decisions taken by Mem-
ber States: State of play as at June 2016. Information note.
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All Member States (except for Germany) have adopted these payments.
Their share in national ceilings varies and ranges from 0.2 to 57%. Most Mem-
ber States in which voluntary coupled support has been activated grant payments
at their maximum level of 13% (Belgium, the Czech Republic, France, Croatia,
Hungary, Lithuania Latvia, Poland, Sweden, Slovenia and Slovakia). Sweden
and Slovakia also use up the total or part of additional 2% of their national ceil-
ings, due to the allocation of at least 2% of their national envelope for support-
ing the protein crop sector. For 2015-2016, nine Member States allocated 8% of
their national envelopes for these payments (Cyprus, Denmark, Greece, Estonia,
Ireland, Luxembourg, the Netherlands, Austria and the United Kingdom). Spain,
Italy and Romania allocated from 8 to 13%. Spain and Romania used up the ad-
ditional part of 2% of their national envelopes, similarly to Sweden and Slo-
vakia, these countries allocated this support for the protein crop sector. The pro-
duction range and amounts of payments in the various Member States vary.
A total of EUR 4.129 million is planned to be allocated for this type of support.
The largest amounts of voluntary coupled support are provided for in France
(EUR 1.094 million), Italy (EUR 429 million) and Poland (EUR 508 million). It
should be noted that most of voluntary coupled support is targeted at the produc-
tion of beef and veal (EUR 1.706 million; 41% of the total support), milk and
dairy products (EUR 829 million; 20% of the total support), sheep meat and goat
meat (EUR 503 million; 12% of the total support) and protein crops (EUR 443
million; 11% of the total support). Most Member States allocate these payments
for the production of beef and veal (23), fruit and vegetables (18), milk and
dairy products (19), sheep meat and goat meat (19) and protein crops (15).
Denmark and Sweden grant this support only for the production of beef and
veal. The same applies to Ireland, where this support is granted only for the pro-
duction of protein crops. The highest shares of support for beef and veal produc-
tion in the structure of direct payments under voluntary coupled support were
recorded also in Estonia (98.70%), Belgium (95.40%) and Austria (92.31%),
while the smallest one was recorded in Greece (0.95%) (Fig. 1.11).
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Figure 1.11. Share of voluntary coupled support in the direct payment scheme
by Member State in 2015 (%)
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Source: European Commission 2015. DG Agriculture and Rural Development, Voluntary
Coupled Support, Decisions notified to the Commission by 1 August 2014, published 29 July
2015.

The share of direct support for the production of fruit and vegetables is
9.46% on average. This share varies in the Member States from 34.45% (Bul-
garia) to 0.43% (Estonia). The share of support for the production of milk and
dairy products is 31.65% on average. The highest shares in the structure of sub-
sidies for the production of milk and milk products were recorded in Cyprus
(75%) and Malta (66.67%). The average share of support for the production of
protein crops is 19.17%, while that for the production of sheep meat and goat
meat is 15.04%. The share of payments allocated for other types of production
in the structure of voluntary coupled support within the direct payment scheme
in the various Member States was marginal. It should also be noted that support
for certain types of production is reported only in single Member States, and this
support’s share in the structure of voluntary coupled support is insignificant. Ita-
ly is an exception in this respect, as this country has introduced support for one
type of such productions, namely the production of olive oil (16.32% of the total
voluntary coupled support). For example, support for the production of flax has
been introduced only in Poland (0.20% of the total voluntary coupled support),
the production of hemp is supported only in France (0.18% of the total voluntary
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coupled support), the production of nuts is supported only in Spain (3.54% of
the total voluntary coupled support), the production of oilseeds is supported only
in Latvia (3.85% of the total voluntary coupled support), while the production of
silkworms is supported only in Greece (0.95% of the total voluntary coupled
support). In 2015, the demand for voluntary coupled support in the EU amount-
ed on average to 1.33% of the national direct payment envelope. It is estimated
that in 2016, the average demand for voluntary coupled support will decrease to
1.23%. The total amount of voluntary coupled support that Member States plan
to spend on these payments is EUR 4.1 billion per annum.

In order to redistribute support for smaller farmers, Member States may
allocate up to 30% of the national ceiling for direct payments for an additional
payment called redistributive payment. To receive direct payments, the farmer
must qualify for the basic direct payment scheme or the single area payment
scheme. The amount of support per hectare may not exceed 65% of the average
amount of direct payments per hectare. Each hectare of land, ranging from 3.01
ha to 30 ha, is eligible for this payment. It should be noted that farmers receive
this payment only up to a certain number of hectares. This means that only part
of the BPS/SAPS area benefits from this payment, which results in a redistribu-
tive effect. Due to significant differences in the average sizes of farms, Member
States may allocate payments taking into account the average farm size.

Nine Member States have chosen to implement the redistributive payment
(including Portugal implementing it since 2017). So have two regions: Wallonia
in Belgium and Wales in the United Kingdom (Tab. 1.4). Belgium, Germany
and Lithuania effected redistributive payments in 2014. No Member State de-
cided to regionalize the system. The funds allocated for the redistributive pay-
ment are much smaller than those potentially available (30%). The allocation of
funds to the scheme ranges from 0.5% (United Kingdom) to 15% (Lithuania) of
the national ceiling for direct payments. Most Member States have granted
a lump sum payment (France) or a multi-level degressive payment (Germany).
In Poland, farms with an area of less than 3 ha do not qualify for redistributive
recapitalization, which was restricted to areas of 3.01-30 ha. In Romania, farm-
ers holding an area of less than 5 ha will receive a subsidy of EUR 5 per ha,
while farmers with an eligible area of 5.01-30 ha will receive EUR 45 per ha.
The adopted methods of making these payments will undoubtedly have different
effects on the structural evolution of farms. Member States may change the de-
cision to implement the redistributive payment and its terms and conditions in
any year. So far, France has announced its intention to gradually increase the
share of redistributive payments.
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Table 1.4. Redistributive payment schemes implemented by Member States
in 2015-2020 (%)

Years Allocation Average Average
Member State threshold (ha) | farm size payment
2015 | 2016 | 2017 | 2018 | 2019 | 2020 (ha) amount per ha
(in EUR)
Belgium 17 17 17 17 17 17 30 54 115
(Wallonia)
Bulgaria 7.1 7.1 7.1 7 7 7 30 6 76.69
Croatia 10 10 10 10 10 10 20 59 77 (2015)
France 5.0 10 10 20 20 20 52 52 25 (2015)
98 (2018)
Germany 7 7 7 7 7 7 first tranche of 46 50
up to 30
second tranche 30
0f 30.01-46
Lithuania 15 15 15 15 15 15 30 12 50
Poland 8.3 8.3 8.5 8.6 8.6 8 first tranche of 6 0
up to 3
second tranche 41
of 3.01-30
Portugal - - 2.8 2.7 2.7 2.7 5 2.7
Romania 52 53 5.4 53 53 55 first tranche of 3 5
up to 5
second tranche 45
of 5.01-30
United King- 0.5 1.0 1.5 1.5 2.0 2.5 54 2.7 25.63
dom (Wales)

Source: European Commission 2015. Implementation of The First Pillar of the CAP 2014-
2020 in the EU Member States. European Parliament Committee on Agriculture and Rural
Development; European Commission 2016. Direct payments 2015-2020. Decisions taken by
Member States: State of play as at June 2016. Information note.

In 2015, the percentage of the redistributive payment used up in the
Member States varied. This payment was not used up in Poland, while in Wal-
lonia in Belgium, the redistributive payment was used up in 35% (Fig. 1.12).

Member States also have the option to introduce the small farmer scheme.
Payments under this scheme enable farmers to be exempted from greening obli-
gations. These payments are introduced to enhance the competitiveness of small
farms by promoting their integration with the market, reducing the administra-
tive burden that inevitably hinders access to CAP assistance for small farms and
increasing the vitality and dynamics of rural areas. This may be a lump sum
payment replacing all direct payments, or a payment based on the amount paya-
ble to farmers each year. Access to this scheme has been restricted to existing
EU farms. This is mainly due to the fact that this payment are supposed to sup-
port the existing agricultural structure of small farms, while not leading to any
restrictions to their development and greater competitiveness. This payment has
been introduced by 15 Member States (Bulgaria, Germany, Estonia, Greece,
Spain, Hungary, Italy, Latvia, Croatia, Austria, Portugal, Poland, Romania and

42




Slovenia). In these countries, this payment is received by 48% of the total num-
ber of beneficiaries, which represents 7% of the agricultural land area. Where all
Member States are taken into account, the percentage of farmers benefiting from
the small farmer scheme accounts for 41% of the total number of farmers and
4% of the agricultural land area. The average agricultural land area covered by
the small farmer payment is 2.6 ha EU-wide. The largest average agricultural
land areas were recorded in Austria (7.3 ha) and Estonia (5.5 ha), while the
smallest ones — in Malta (1.3 ha), Croatia (1.6 ha) and Bulgaria (1.7 ha)’’. Mem-
ber States that have implemented these payments can decide on the method of
their allocation (Tab. 1.5).

Figure 1.12. Percentage levels of redistributive payments used up in 2015
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after one year.
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Table 1.5. Small farmer schemes implemented in Member States in 2015-2020

Number of Area of Average Method of calculating Maximum
farms agricultural farm size Amount equal to the Average national Amount to amount
Member State land (ha) (ha) total payments due payment per ha be paid in (in EUR)
each year 2015
Bulgaria 9.612 16.352 1.7 X 1.250
Germany 32.853 83.501 2.5 X 1.250
Estonia 1.964 10.892 5.5 X 1.250
Greece 328.223 532.552 1.6 X 1.250
Spain 345.684 901.429 2.6 X 1.250
Croatia 18.238 28.622 1.6 X 657
Italy 532.450 | 1.240.392 2.3 X 1.250
Lithuania 15.853 41.335 2.6 X 500
Hungary 50.554 111.759 2.2 X 1.250
Malta 4.654 5.926 1.3 X 1.250
Austria 31.001 226.105 7.3 X 1.250
Poland 763.195 | 2.215.467 29 X 1.250
Portugal 76.785 217.146 2.8 X 500
Romania 722.587 | 2.137.655 3.0 X 1.250
Slovenia 1.885 4.390 2.3 X 1.050

Source: European Commission 2016. Direct payments 2015-2020. Decisions taken by Mem-
ber States: State of play as at June 2016. Information note; European Commission 2016.
Commission Staff Working Document. Review of greening after one year.

In 2015, over 80% of beneficiaries of direct payments in Malta and Ro-
mania were covered by the small farmer scheme, which accounted for, respec-
tively, 71.2% and 20.8% of the agricultural land area. In Portugal, Poland,
Greece, Italy and Spain, this scheme covers 40-60% of farmers and also about
10-20% of the total agricultural land area. In the other Member States, the per-
centage of farmers covered by the scheme is relatively higher (from 10% to
40%), but the area operated by them is smaller. In most Member States, this is
less than 3% of the total agricultural land area (Fig. 1.13).

In 2015, the average direct payment per hectare of area declared by farm-
ers was EUR 256, including special payments for the cultivation of cotton and
any domestic top-ups (complementing national direct payments for Croatia).
The average payment per ha ranges from EUR 115 (Lithuania) to EUR 610
(Malta). Differences in the amount of direct payments reflect to a greater or
lesser extent the differences in the agricultural and economic situation of the
Member States. In 2016, the basic payment (under the basic payment scheme or
the single area payment scheme) accounted on average for 54.72% of total direct
payments (Fig. 1.14).
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Figure 1.13. The percentage of applicants representing small farms as well as the
percentage of the agricultural land area covered by payments for small farmers

in 2015
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ument. Review of greening after one year.

Figure 1.14. Financial allocations under the direct payment scheme in 2016
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Direct payments are not evenly distributed among beneficiaries in each
country. This is mainly due to the fact that the structure of payments adopted by
Member States and the methods of their calculation depend to a large extent on
the farm structure. Furthermore, the distribution of funds for direct payments
among Member States in 2014-2020 has been determined based on the existing
budgets, which were prepared based on historical levels of agricultural produc-
tion intensity. As a result of predefining national envelopes, disproportions in
the level of payments between the states are maintained. In 2019, the average
rate per ha may range from EUR 141 to EUR 669 (Fig. 1.15).

Figure 1.15. Average amount of direct payments per ha in 2019 (in EUR)
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Jowych 2012. Materialy konferencyjne.

Data for 2015 show that in that year 20% of the largest farmers (in terms
of payment amounts) continued to receive about 80% of direct payments, and
20% of the largest farms (in terms of the size of utilized land) conducted agricul-
tural activity on about 80% of the area. This means that if direct payments were
granted as a European flat rate, they would be as concentrated as before™®.

Reduction in support for the largest farms is a new element of the current
direct payment system. This is due to the allocation of disproportionate payment
amounts to a relatively small number of large beneficiaries. The payment reduc-
tion applies only to the basic payment. The minimum level of reduction is 5% if

3% European Commission 2017. Report on the Implementation of direct payments [outside
greening] Claim year 2015.
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the amount of a payment granted to the farmer exceeds EUR 150 thousand™.
Member States may choose to increase this percentage and apply progressive
reduction tranches. Six Member States that have chosen to implement a redis-
tributive payment will not apply the payment reduction mechanism (Wallonia in
Belgium, Germany, France, Croatia, Lithuania and Romania). A significant part
of countries/regions applies only at least a 5% reduction to amounts in excess of
EUR 150 thousand (the Czech Republic, Denmark, Estonia, Spain, Cyprus, Lat-
via, Luxembourg, Malta, the Netherlands, Portugal, Slovenia, Slovakia, Finland,
Sweden, England in the United Kingdom). In ten Member States/regions, the
reduction represents 100% of the basic payment amounting from EUR 176 thou-
sand to EUR 300 thousand. These are the Flemish Region in Belgium, Ireland,
Greece, Austria, Poland, Northern Ireland in the United Kingdom (EUR 150
thousand), Hungary (EUR 176 thousand), Bulgaria and Wales in the United
Kingdom, (EUR 300 thousand) and Italy (EUR 500 thousand) and Scotland in
the United Kingdom (EUR 600 thousand). In Wales in the United Kingdom, re-
ductions by 15% are also applied, while in Italy, reductions by 50% are applied
where the basic direct payment exceeds EUR 150 thousand. In Wales, a 30%
payment reduction is applied where the basic payment is in excess of EUR 200
thousand and a 55% reduction is applied where this payment is in excess of
EUR 250 thousand. Thus, four countries apply progressive tranches (% reduc-
tions), i.e. Bulgaria, Italy, Hungary and Scotland and Wales in the United King-
dom®. Income generated through the reduction in payments will be used to sup-
port actions financed under Pillar II. It is estimated that the reduction in pay-
ments will amount to EUR 553 million (approximately EUR 112 million per
annum) over 5 years. In 2015, the product of the reduction (including capping)
was EUR 98 million, which represents only 0.44% of basic payment expendi-
tures. This product remains small even in those Member States that implement
the capping, except for Hungary, where the product of the reduction and capping
(set at EUR 176 thousand) accounts for almost 7% of the envelope®' (Fig. 1.16).
Such small payment reductions indicate that degressivity and restrictions will
not have a significant impact on the reduction of payments for very large farms.

% Regulation (EU) No 1307/2013 of the European Parliament and of the Council of
17 December 2013 establishing rules for direct payments to farmers under support schemes
within the framework of the common agricultural policy and repealing Council Regulation
(EC) No 637/2008 and Council Regulation (EC) No 73/2009, OJ L 347/608.

% European Commission 2016. Direct Payments: Financial mechanisms in the new system.

8! European Commission 2017. Report on the Implementation of direct payments [outside
greening] Claim year 2015.
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Figure 1.16. Share of the reduction in the basic payment by Member State

in 2015
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Certain elements used in previous direct payment schemes have been pre-
served in the existing scheme. These are e.g. setting national ceilings (Tab. 1.6)
and national or regional reserves (a regional reserve has been chosen only by
France). All Member States set a national reserve by applying a linear reduction
to the basic payment scheme ceiling (up to 3%). A national or regional reserve
should be used primarily to facilitate access to the direct payment scheme for
young farmers and those setting up farms.
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Table 1.6. National ceilings set for 2015-2019 by Member State (in EUR)

Member State Years
2015 2016 2017 2018 2019
Belgium 536.076 536.076 520.170 512.718 505.266
Bulgaria 721.251 792.449 793.226 794.759 796.292
Czech Republic 874.484 873.671 872.830 872.819 872.809
Denmark 916.580 907.108 897.625 888.904 880.384
Germany 5.144.264| 5.110.446 5.076.522 5.047.458 5.018.395
Estonia 121.870 133.701 145.504 157.435 169.366
Ireland 1.215.003| 1.213.470 1.211.899 1.211.482 1.211.066
Greece 2.039.122| 2.015.116 1.991.083 1.969.129 1.947.177
Spain 4.842.658 | 4.851.682 4.866.665 4.880.049 4.893.433
France 7.553.677| 7.521.123 7.488.380 7.462.790 7.437.200
Croatia 130.550 149.200 186.500 223.800 261.100
Italy 3.902.039| 3.850.805 3.799.540 3.751.937 3.704.337
Cyprus 50.784 50.225 49.666 49.155 48.643
Latvia 195.649 222.363 249.020 275.887 302.754
Lithuania 417.890 442.510 467.070 492.049 517.028
Luxembourg 33.603 33.545 33.486 33.459 33.431
Hungary 1.271.593| 1.270.410 1.269.187 1.269.172 1.269.158
Malta 5.127 5.015 4.904 4.797 4.689
Netherlands 780.815 768.340 755.862 744.116 732.370
Austria 693.065 692.421 691.754 691.746 691.738
Poland 2.987.267| 3.004.501 3.021.602 3.041.560 3.061.518
Portugal 565.816 573.954 582.057 590.706 599.355
Romania 1.629.889 | 1.813.795 1.842.446 1.872.821 1.903.195
Slovenia 137.987 136.997 136.003 135.141 134.278
Slovakia 380.680 383.938 387.177 390.781 394.385
Finland 523.333 523.422 523.493 524.062 524.631
Sweden 696.890 697.295 697.678 698.723 699.768
United Kingdom 3.555.915| 3.563.262 3.570.477 3.581.080 3.591.683

Source: Regulation (EU) No 1307/2013 of the European Parliament and of the Council of
17 December 2013 establishing rules for direct payments to farmers under support schemes
within the framework of the common agricultural policy and repealing Council Regulation
(EC) No 637/2008 and Council Regulation (EC) No 73/2009. OJ L 347/608.

Net ceilings have been defined for each Member State (Tab. 1.7). Where
the total amount of direct payments exceeds the ceiling, the Member State shall
linearly reduce the amounts of direct payments.

In order to avoid an excessive administrative burden resulting from hav-
ing to manage the payment of numerous small amounts, the minimum direct
payment requirement has been preserved in the current direct payment scheme.
Member States should not award direct payments where their amount is less
than EUR 100 and where the farm area is less than 1 hectare.
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Table 1.7. Net ceilings set for 2015-2019 by Member State (in EUR)

Years
Member State
2015 2016 2017 2018 2019
Belgium 536.1 528.1 520.2 512.7 505.3
Bulgaria 723.6 795.1 795.8 797.4 798.9
Czech Republic 874.5 873.7 872.8 872.8 872.8
Denmark 9.166 907.1 897.6 889 880.4
Germany 5.144.3 5.110.4 5.076.5 5.047.5 5.018.4
Estonia 121.9 133.7 145.5 157.4 169.4
Ireland 1.215 1.213.5 1.211.9 1.211.5 1.211.1
Greece 2.227 2203 2.178.9 2.157 2.135
Spain 4.903.6 4.912.6 4.927.6 4.941 4.954.4
France 7.553.7 7.521.1 7.488.4 7.462.8 7.437.2
Croatia 130.6 149.2 186.5 223.8 261.1
Italy 3.902 3.850.8 3.799.5 3.751.9 3.704.3
Cyprus 50.8 50.2 49.7 49.2 48.6
Latvia 195.6 222.4 249 275.9 302.8
Lithuania 417.9 442.5 467.1 492 517
Luxembourg 33.6 33.5 33.5 33.5 334
Hungary 1.271.6 1.270.4 1.269.2 1.269.2 1.269.2
Malta 5.1 50 4.9 4.8 4.7
Netherlands 780.8 768.3 755.9 744.1 732.4
Austria 693.1 692.4 691.8 691.7 691.7
Poland 2.987.3 3.004.5 3.021.6 3.041.6 3.061.5
Portugal 566 5.741 582.2 590.9 599.5
Romania 1.629.9 1.813.8 1.842.4 1.872.8 1.903.2
Slovenia 138 137 136 135.1 134.3
Slovakia 380.7 383.9 387.2 390.8 394.4
Finland 523.3 523.4 523.5 524.1 524.6
Sweden 696.9 697.3 697.7 698.7 699.8
United Kingdom 3.555.9 3.563.3 3.570.5 3.581.1 3.591.7

Source: Regulation (EU) No 1307/2013 of the European Parliament and of the Council of
17 December 2013 establishing rules for direct payments to farmers under support schemes

within the framework of the common agricultural policy and repealing Council Regulation
(EC) No 637/2008 and Council Regulation (EC) No 73/2009. OJ L 347/608.

Assessment of the implementation of direct payments

Direct payments are very differently assessed. They undoubtedly stabilize
farmers’ income, which is the reason why they happen to be considered as an
element of a safety net. However, they are not designed to support primarily
farms with the highest income volatility®>. Furthermore, most of funds allocated

62 A. Matthew, The Sfuture of direct payments [in:] Research for AGRI Committee - CAP re-
form post-2020 - challenges in agriculture, Brussels 2016, p. 33.
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for direct payments go to farmers with incomes above the median. This is a nat-
ural effect of the nature of this support. The amount of received payments is
linked to the farm size®.

The impact of payments on the effectiveness of farms being their benefi-
ciaries may vary®'. Positive effects result from an increase in the amount of funds
at farmers’ disposal, which translates directly and indirectly (through increasing
their creditworthiness and loan availability) into investment potential. As noted by
D.A. Hennessy®, direct payments are often supposed to serve more purposes than
just supporting income. In fact, operating on the unstable world market, where
prices and profitability of production change significantly from year to year, risk-
averse producers can greatly benefit from income stabilization. This attribute of
direct payments has a corresponding insurance effect that can help agricultural
producers to make optimal decisions. Direct payments also help farmers to opti-
mize their decisions concerning their assets. This is due to the fact that higher av-
erage income, which results from direct support, may influence decisions con-
cerning the allocation of farmers’ financial and material assets.

As regards a negative effect of direct payments, this is the lack of a stimu-
lus to increase efficiency®. At the same time, their significant share in farmers’
income happens to be considered as a factor that negatively affects the innova-
tion of the EU agriculture.

“Leakage” of support, i.e. taking over part of support by other entities is
a serious problem related to direct payments. It concerns both owners of land
leased by farmers and the sector providing agriculture with production inputs —
fertilizers, machinery and equipment. These entities raise prices of their prod-
ucts and services, taking advantage of the fact that farmers have funds from
received payments. It is estimated that in the case of rents EUR 1 of direct
payments translates into an increase in a rent from 6 to 90 cents, with a median
of 20-25 cents®’.

5 A. Matthew, The future of direct payments [in:] Research for AGRI Committee - CAP re-
form post-2020 - challenges in agriculture, Brussels 2016, p. 33.

8 X. Zhu, Lansink A.O., Impact of CAP Subsidies on Technical Efficiency of Crop Farms in
Germany, the Netherlands and Sweden, “Journal of Agricultural Economics” 2010, No. 61/3,
pp- 545-564.

% D.A. Hennessy, The production effects of agricultural income support policies under un-
certainty, American Journal of Agricultural Economics No. 80/1998, pp. 46-57.

66 A, Kazukauskas, C. Newman, D. Clancy, J. Sauer, Disinvestment, Farm Size, and Gradual
Farm Exit: The Impact of Subsidy Decoupling in a European Context, American Journal of
Agricultural Economics No. 95(5)/2013, p. 1084.

7 A. Matthews, L. Salvatici, M. Scoppola, Trade Impacts of the Common Agricultural Policy,
IATRC Working Paper, Minneapolis 2017, p. 33.
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The same phenomenon affects the price of agricultural land. Direct pay-
ments are capitalized in prices of agricultural land. On the one hand, this is
a favourable phenomenon for farmers, as the higher value of their land and the
certainty of financial inflows in the form of payments increase farmers’ credit-
worthiness and they can get loans to develop their agricultural activity. Higher
prices of agricultural land are, however, also an unfavourable phenomenon for
those who want to take up agricultural activity or enlarge their farms.

“Leakage” of payments leads to lower effectiveness of this agricultural
policy instrument. At the same time, payments have a negative impact on the
rate of structural changes. This is directly related to the price of agricultural land
and stabilization of farmers’ income.

One of the reasons for the implementation of direct payments in the EU is
to compensate farmers for the costs of ensuring compliance with more stringent
production standards. After the 2013 reform, this justification has become even
more important, as some payments necessitate the implementation of specific
agricultural practices. Although farmers have been required since 2005 to meet
cross-compliance rules it was only the reform of 2013 that introduced a wider
direct link between payments and the implementation of specific tasks by distin-
guishing part of the support as so-called greening payments.

This solution was intended to be universal, therefore, in the course of
work on the reform, the scope of commitments was limited to only three agricul-
tural practices, which can be implemented and controlled throughout the EU,
regardless of the climatic zone and the specific characteristics of agriculture in
a given region. However, the adopted detailed solutions exempting the smallest
farms from the crop differentiation obligation have led to a situation where only
36% of beneficiaries of payments are obliged to meet at least one of the three
greening requirements’”.

Such a small percentage of farmers actually covered by greening obliga-
tions is contrary to the rationale for implementing this solution, i.e. linking di-
rect payments with the provision of public goods by farmers, understood as pro-
tection of natural resources and production potential of agricultural land.

The very dependence of farmers on direct payments is also considered as
a disadvantage of this system. In 2004-2015, the share of payments in farm in-
come throughout the EU was on average stable and fluctuated around 1/4% (Tab.

8A. Matthews, L. Salvatici, M. Scoppola, Trade Impacts of the Common Agricultural Policy,
IATRC Working Paper, Minneapolis 2017, p. 41.

5 The percentage of payments was calculated based on FADN (Farm Accountancy Data
Network) data, as a ratio of SE605 ratio (subsidies to operating activities) and SE420 one (in-
come from a family farm). A detailed description of the calculation of both indicators and
information on the operation of FADN can be found at www.fadn.pl.
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1.8). However, this result is largely due to the fact that the farmers’ population
in the EU was enlarged in the analysed period by large numbers of farmers from
new Member States required to gradually increase the level of payments to ap-
proximate the EU average. The share of subsidies in income in the various
Member States is very diverse and depends to a large extent on the structure of
agriculture in a given country. In some cases, the share of subsidies exceeds
100% of income, which means that income from agricultural activity is lower
than the costs borne.

Table 1.8. Average share of payments in farm income by Member State
in 2004-2015 (%)

Years

Member State 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
Austria 41 43 42| 40| 41 45 40 40| 40| 40 38| 36
Belgium 35 37| 44 50 53 54 56 55 56 56 551 49
Bulgaria 0 0 0 4 7 13 14 12 15 22 22| 23
Croatia 0 0 0 0 0 0 0 0 0 9 11 12
Cyprus 11 11 10 7 14 11 9 9 10 10 11 12
Czech Republic 77 99| 132] 134 168| 166| 168| 178| 160| 182| 182| 183
Denmark 62 65 71 79 80 83 78 81 81 80 76| 76
Estonia 22 24 28 36| 41 45 51 54 57 59 51 53
Finland 90 95 91| 100| 105| 104| 111| 108| 111| 110} 112] 113
France 62 63 66 66 66 67 69 69 68 65 64| 64
Greece 11 12 15 14 16 15 15 15 15 14 14 13
Spain 15 16 16 15 20 20 22 22 21 21 23 25
Netherlands 22 28 36 37 38 41 44| 46| 49 40 36| 42
Ireland 35 38 43 44| 45 42 42 42 46| 43 421 38
Lithuania 8 9 10 15 17 19 19 18 18 21 201 21
Luxembourg 75 78 84 86 86 93 93| 112] 112] 102] 101] 127
Latvia 15 16 26| 27 33 32 31 29 29 30 321 32
Malta 13 14 15 19 21 8 8 6 7 7 6 6
Germany 63 63 70 69 70 78 79 78 78 77 79 77
Poland 4 5 8 9 12 11 13 13 12 13 13 11
Portugal 12 12 12 12 13 14 15 14 16 16 15] 21
Romania 0 0 0 5 3 4 3 4 4 4 3 2
Slovakia 129 219] 256| 305| 337| 369| 334| 345| 280| 329| 345| 332
Slovenia 11 12 10 13 16 17 18 15 15 16 14 13
Sweden 62 66 72 75 75 73 81 87 84 86 871 95
United Kingdom 88 941 97| 100 90 95 94 91 89 89 87| 82
Hungary 19 23 21 28 32 28 32 38 34 38 38 35
Italy 12 13 13 11 12 13 13 14 15 15 19 18
Average 23 25 27 21 22 24 25 25 24 24 25| 24

Source: own study based on FADN data.
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The decoupling of direct payments to farmers from production can have
a negative impact, as farmers may choose to discontinue agricultural activity,
which can lead to disruptions in supplies. It should be thus considered that the
only rationale for this system’s operation is that payments are a reward for the
multifunctional role of agriculture™.

Payments decoupled from production can have a positive impact on the
productivity of the agricultural sector because they generate a selection process
in which less productive farms drop out. At the same time, they may have a neg-
ative impact on the productivity of farms, as they disrupt the structure of produc-
tion in farms’'. However, farms receive subsidies regardless of their decisions
concerning production. It is, therefore, less likely that they can cause allocation
and technical inefficiencies’”. Kazukauskas et al., argue that the decoupling of
direct payments from production has a significant positive impact on productivi-
ty, but it does not result in higher production switching costs”.

Changes in the common organization of agricultural product markets

The first pillar of the CAP includes, besides direct payments, also an agri-
cultural market management system. This system is aimed at taking action for
particular sectors, taking into account their different needs and interrelations be-
tween them. Changes in the CAP that have occurred since 1992 were aimed at
increasing the market orientation of the various sectors to ensure their greater
competitiveness. This was possible due to the gradually reduced use of certain
support instruments (including intervention prices, customs duties, export subsi-
dies, production quotas), and enhanced financing under “green box”. However,
changes as regards intervention were introduced in such a way as to maintain the
role of safety for farmers in the event of market distortions.

The common organization of agricultural product markets consists of var-
ious mechanisms involving the production of certain agricultural products and
trade in these products within the EU. It includes an internal aspect (market in-
tervention, rules concerning the marketing of products and producer organiza-
tions) and an external one regarding trade with third countries (import and ex-

"D. Moro, P. Sckokai, The impact of decoupled payments on farm choices: conceptual and
methodological challenges, Food Policy no 41/2013, pp. 28-38.

"I A. Kazukauskas, C. Newman, F. Thore, Analysing the effect of decoupling on agricultural
production: evidence from Irish dairy farms using the Olley and Parks approach, German
Journal of Agricultural Economics No. 59/2010, pp. 144-157.

2 M. Rizov, J. Pokrivcak, P. Caian, CAP subsidies and productivity of the EU farms, Journal
of Agricultural Economics no 64/2013, pp. 537-557.

”® A. Kazukauskas, C. Newman, J. Sauer, The impact of decoupled subsidies on productivity
in agriculture: a cross-country analysis using microdata, Agricultural Economics No. 45,
2014, pp. 327-336.

54



port certification, import duties, tariff quota administration, export refunds)’.
Market management measures introduced for 2014-2020 are available in the
form of *;

- public intervention (in respect of common wheat, durum wheat, barley
and maize, paddy rice, beef and veal, butter, skimmed milk powder). The inter-
vention period for butter and skimmed milk powder has been extended by one
month and an automatic tendering procedure for milk and skimmed milk powder
has been provided above certain ceilings. As for butter, a quantitative limitation
where buying-in is carried out at a fixed price has been set at 50 thousand tones.
The intervention prices have been maintained at the current level, which entails
their real decline;

- special intervention measures and special measures applied in the event
of market disturbances related to animal diseases and loss of consumer confi-
dence caused by threats to human, animal or plant health, or where prices on the
EU market rise or fall significantly. Special instruments to support farmers in
exceptional circumstances are a new element of the market policy. These in-
struments are to be used in circumstances related to the occurrence of market
disturbances caused by “a significant increase or decrease in prices on the inter-
nal or external market or other factors affecting the market”’®. The introduction
of these instruments resulted from the fact that the CAP did not have tools to
respond to such situations, which led to major disturbances on agricultural mar-
kets and instability of the economic and financial situation of farmers affected
by these problems’”;

- private storage aid (for white sugar, olive oil, flax fiber, cattle meat, but-
ter, cheese, skimmed milk powder, pig meat and sheep meat and goat meat);

- production quotas (in the case of sugar, isoglucose and insulin syrup,
wine, milk, industrial beets). Milk and sugar quotas are due to expire after the
respective 2014/2015 quota year. The sugar quota system expired on 30 Sep-

™ Regulation (EU) No 1308/2013 of the European Parliament and of the Council of
17 December 2013 establishing a common organization of the markets in agricultural prod-
ucts and repealing Council Regulations (EEC) No 922/72, (EEC) No 234/79, (EC)
No 1037/2001 and (EC) No 1234/2007. OJ L 347/671.

> Regulation (EU) No 1308/2013 of the European Parliament and of the Council of
17 December 2013 establishing a common organization of the markets in agricultural prod-
ucts and repealing Council Regulations (EEC) No 922/72, (EEC) No 234/79, (EC)
No 1037/2001 and (EC) No 1234/2007. OJ L 347/671.

’® 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.

"' B. Wieliczko, Perspektywy rozwoju polskiego rolnictwa w $wietle proponowanego ksztattu
WPR 2014-2020, Zeszyty Naukowe Szkoty Glownej Gospodarstwa Wiejskiego w Warszawie.
Problemy Rolnictwa Swiatowego 13(28)/2013, p. 167.
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tember 2017, while the quota system in the dairy sector expired on 31 March
2015. The vine-growing regime ceased to apply on 1 January 2016 (certain na-
tional restrictions shall apply until 2018). A system of permits for new vine
plantings for 2016-2020 has been introduced. The increase in the number of
permits for new plantings is to be limited to 1% per year. Liquidation of quotas
on the sugar market and milk market should be considered the most important
change in the EU market policy. It should be noted, however, that given a signif-
icant increase in price fluctuations on global agricultural markets, the abolition
of the quota system causes uncertainty as to the direction of developments in
these sectors and will force increased production efficiency’;

- instruments that are not aimed at supporting markets, but which may
have an indirect impact on market stability. These include e.g. aid programs re-
lated to the distribution of fruit and vegetables, processed fruit and vegetables
and bananas for children, and the distribution of milk and milk products among
children. The annual budget for subsidies to the program promoting fruit con-
sumption at school increased from EUR 90 million to EUR 150 million;

- marketing standards for sectors or products, i.e. olive oil and table ol-
ives, fruit and vegetables, processed fruit and vegetable products, bananas, live
plants, eggs, poultry meat, spreadable fats, hops;

- regulations in foreign trade, including export licences and export refunds
for EU products. In the new financing period, export refunds for certain products
exported to third countries have been retained. The same applies where the con-
ditions on the internal market meet the conditions required for emergency
measures.

Furthermore, measures related to the functioning of the food chain, i.e. the
activities of producer organizations operating in the fruit and vegetable, olive
oil, hops, wine and tobacco sectors as well as inter-branch organizations, have
been introduced in the framework of the common organization of agricultural
markets. In the new period of the functioning of the CAP, the provisions on pro-
ducer organizations, associations of producer organizations and inter-branch or-
ganizations have been extended to all sectors, which is intended to strengthen
the farmers’ negotiating position.

In 2015-2016, the European Commission adopted three packages of sup-
port measures in response to the crisis in the dairy sector, pork sector and the
fruit and vegetable sector. The first package amounted to EUR 500 million. Its
aim was to enhance farmers’ financial liquidity and reduce imbalances on the

8 B. Wieliczko, Perspektywy rozwoju polskiego rolnictwa w Swietle proponowanego ksztattu
WPR 2014-2020, Zeszyty Naukowe Szkoty Glownej Gospodarstwa Wiejskiego w Warszawie.
Problemy Rolnictwa Swiatowego 13(28)/2013, p. 167.
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markets. To this end, a system of subsidies for private storage of pig meat was
introduced and subsidies for private storage of butter and skimmed milk powder
were increased. In 2016, an extraordinary measure was launched for the first
time to enable producer organizations and inter-branch and cooperative organi-
zations in the dairy sector to conclude voluntary agreements to limit production.
2016 saw also the introduction of a system to encourage producers to reduce
milk production (EUR 150 million), ensure conditional adaptation assistance
that Member States will have to define and implement, provide technical
measures allowing for greater flexibility, support liquidity and reinforce the
“safety net” mechanism’”.

Changes in the financial support system for rural and agriculture
development under Pillar 11

Pillar II consists of measures implemented under the rural development
policy and has been complementing the system of direct payments to farmers
and agricultural market management measures (Pillar I). It pursues a number of
different objectives, including the promotion of greater competitiveness, effec-
tive use of public goods, food security, environmental protection and action
against climate change, social and territorial balance, more inclusive rural de-
velopment® and enhanced employment protection in rural areas. Pillar II uses
instruments based on the current concept in accordance with which Member
States or regions develop their own rural development programs adapted to the
needs of the agricultural sector, and determine what resources will be allocated
for these purposes.

In 2014-2020, the process of programming national agricultural support
programs has been changed. Operational programs, including rural development
programs, are developed in accordance with the Common Strategic Framework
(CSF). Member States prepare partnership agreements accounting for the
planned allocation of funds for the implementation of the Europe 2020 strategy
in accordance with the CSF. The European Commission approved in 2014-2020
118 rural development programs developed under Pillar IT by 28 Member States.

7 European Parliament 2007. Fact Sheets on the European Union. First pillar of the CAP:
Common organisation of the markets (CMO) in agricultural products.

80 C. Nazzaro, G. Marotta, The Common Agricultural Policy 2014-2020: scenarios for the
European agricultural and rural systems, Agricultural and Food Economics 2016, pp. 4-16.
(DOI 10.1186/s40100-016-0060-y).
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Twenty countries have decided to introduce a single national program, and eight
ones have adopted regional programs®'.

The spending options under Pillar II in 2015-2020 do not differ signifi-
cantly from those available in 2007-2013. However, these funds are no longer
classified under axes but under priorities. In the previous financing period, four
axes were introduced, along with a mandatory minimum ceiling for funds under
each axis. The axes focused on three areas of action, i.e. the agricultural and
food economy, environmental protection and the rural economy and population.
Axis 1 - improving the competitiveness of the agricultural and forestry sector
(focused on human and physical capital in the agri-food and forestry sectors
(promotion of transfer of knowledge and innovation) and high-quality produc-
tion); Axis 2 - improving the environment and the countryside (funds for the
protection and strengthening of natural resources, as well as the conservation of
agriculture and forestry systems with high natural values and traditional land-
scapes in European rural areas); Axis 3 - the quality of life in rural areas and di-
versification of the rural economy (support for the development of local infra-
structure and human capital in rural areas to improve conditions for economic
growth and employment in all sectors as well as diversification of economic ac-
tivity) and Axis 4 - Leader (innovative management through a local bottom-up
approach to rural development). Instead of pursuing actions under axes, Member
States may choose the means to achieve at least four of the six common EU pri-
orities, i.e.: (1) fostering knowledge transfer and innovation in agriculture, for-
estry, and rural areas; (2) enhancing farm viability and competitiveness of all
types of agriculture in all regions and promoting innovative farm technologies
and sustainable management of forests; (3) promoting food chain organization,
including processing and marketing of agricultural products, animal welfare and
risk management in agriculture; (4) restoring, preserving and enhancing ecosys-
tems related to agriculture and forestry; (5) promoting resource efficiency and
supporting the shift towards a low carbon and climate resilient economy in agri-
culture, food and forestry sectors; (6) promoting social inclusion, poverty reduc-
tion and economic development in rural areas.

Support under the second pillar is provided through the European Agricul-
tural Fund for Rural Development (EAFRD), which co-finances rural develop-
ment programs in the Member States. The maximum level of EAFRD funding is
85% in less-developed regions, outermost regions and the smaller Aegean is-
lands; 75% in all regions where GDP per capita in 2007-2013 was lower than

81 More information in: B. Wieliczko, A. Kurdy$-Kujawska, J. Herda-Kopanska, Mechanizmy
i impulsy fiskalne oddzialujgce na rozwdj wsi i rolnictwa (2), IERiGZ PIB, Program Wielo-
letni 2015-2019, Warszawa 2016.
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75% of the EU-25 average, but above 75% of the EU-27 average; 63% for tran-
sition regions other than those mentioned above; 53% in other regions. In the
2007-2013 programming period, the maximum EAFRD contribution was set for
each axis within a flexibility threshold (under Axis 1 — from 50% to 75%; under
Axis 2 and Axis 4 (Leader) — from 55% to 80%)**. The minimum EAFRD con-
tribution rate is 20% — this share has not changed compared to the previous pe-
riod, whereby in 2007-2013, it referred to the axes. In the 2015-2020 program-
ming period, the Leader funding contribution was 80%, just like in the previous
period, but currently it may be increased to 90% for less developed regions,
outermost regions, the smaller Aegean islands and transition regions. The fi-
nancing of environmental action and action contributing to the mitigation of
climate change is 75%". Changes in the financial support system for rural de-
velopment programs concerned also the directions as well as the amount and
level of support. Member States are required to spend at least 30% of EAFRD
funding on programs related to mitigation of climate change and adaptation to it,
as well as environmental issues. Funds are expended through agri-environment
and climate payments, payments for organic farming and for areas with natural
constraints, through forestry payments, payments for Natura 2000 areas and
support for investment for the environment and climate. At least 5% (2.5% for
Croatia) of the EAFRD contribution should be allocated for the financing of the
Leader program®.

Areas supported under the second pillar have not changed significantly.
Activities which were effective in the previous period have been preserved and
updated, some of them have been merged. New solutions have also been intro-
duced. In 2015-2020, programs related to the restructuring and modernization of
agriculture and investment in agriculture are continued, so are support programs
for young farmers, for farmers participating in food quality schemes, for agricul-
tural producer groups. Support continues to be provided for diversification to-
wards non-agricultural activities and setting up of new farms, so is support for
rural renewal and basic services. Payments to farmers operating in mountain ar-
eas or other areas with natural constraints as well as agri-environment payments
have been preserved.

82 Council Regulation (EC) No 1698/2005 of 20 September 2005 on support for rural devel-
opment by the European Agricultural Fund for Rural Development (EAFRD), OJ L 277/1.

% Regulation (EU) No 1305/2013 of the European Parliament and of the Council of
17 December 2013 on support for rural development by the European Agricultural Fund for
Rural Development (EAFRD), OJ L 347/487.

84 Regulation (EU) No 1305/2013 of the European Parliament and of the Council of
17 December 2013 on support for rural development by the European Agricultural Fund for
Rural Development (EAFRD), OJ L 347/487.
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In 2015-2020, compared to the 2007-2013 period, support for young
farmers has been enhanced so that it would allow for greater generational re-
newal in agriculture®. These measures are essential to ensure the long-term
competitiveness and sustainability of European agriculture. Young farmers are
the lifeblood and future of rural communities providing direct and indirect em-
ployment, raw materials for exports and further processing and environmental
and countryside management*®. Compared to the previous period, the number of
measures targeted at young farmers has increased. Two measures targeted di-
rectly at young farmers have been introduced. “Structural pension”, which was
to contribute to significant structural changes to transferred farms through
a measure to support young farmers or by transferring farms to increase their
size, has been abandoned. In fact, this measure turned out to be ineffective. It
should be noted that so-far, support for young farmers was financed only under
the second pillar. In 2014, for the first time in the 50-year history of the CAP,
additional support for young farmers was introduced also under the first pillar,
in the form of a 25% premium on top of direct payments (Fig. 1.17).

Business start-up aid granted based on a business plan is a key instrument
for supporting young farmers. This aid may be an EU contribution of up to EUR
70 thousand and a higher rate of support for investments in physical assets (up to
20%). In 2015-2020, Member States plan to allocate EUR 5.2 billion for
measures related to commencing agricultural activity by young farmers. This
accounts for 76.96% of the total support allocated to this program. EUR 1.3 bil-
lion (18.96%) has been planned to expend to support investment in physical as-
sets. Co-operation measures are to be supported to the least extent — EUR 37
million (0.54%) has been earmarked for this purpose. Due to the fact that young
farmers need information and advice agricultural advisory services are required
to provide specific advice to farmers starting up for the first time®’. Member
States intend to spend EUR 124 million (1.80%) on these measures.

8 This is important because the population of the EU agricultural sector is aging. Approxi-
mately 7.5% of farmers are at the age of less than 35, 53% of them are older than 55, and 30%
of them are older than 65.

% Macra and Feirme 2017. Common Agricultural Policy 2020: Young Farmer Roadmap for
Generational Renewal.

87 European Commission 2015. Young farmers and the CAP, European Union 2015.
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Figure 1.17. Measures supporting young farmers in the 2007-2013
and 2014-2020 programming periods
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geted to foster effective generational renewal. Special Report No. 10.

These programs have been implemented in most Member States, except
for Germany, Denmark and the Netherlands. Measures taken under the support
program for young farmers vary across Member States. Only one type of meas-
ure has been launched in Poland, the Czech Republic, Sweden and Latvia. All of
them have been launched in Spain, France and Italy. The amounts of support for
each measure vary as well (Fig. 1.18). The majority of Member States have im-
plemented setting-up measures (24) and those relating to enhancing knowledge
and skills (15). Member States that plan to support measures targeted at young
farmers’ farm and business development include France (EUR 1.1 billion), Italy
(EUR 929 million), Poland (EUR 718 million) and Spain (EUR 676 million).
These measures are supported to the least extent in Cyprus (EUR 7 million),
Malta (EUR 4 million) and Luxembourg (EUR 8 million). The largest amount of
funds to support investment in physical assets has been allocated by Italy (EUR
836 million).
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Figure 1.18. Support for young farmers under Pillar II by measure type
in 2015-2020
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Source: own study, based on: OECD 2017. Evaluation of the EU Common Agricultural Poli-
¢y (CAP) 2014-2020. TAD/CA/APM/WP(2016)22/FINAL

In 2007-2013, the total amount earmarked for support for young farmers
was EUR 3.2 billion; in 2015-2020, it is twice as much (EUR 6.3 billion). The
highest spending on measures for young farmers has been recorded in France,
Italy, Spain and Poland (Fig. 1.19). The amount of funds for supporting young
farmers in these countries accounts for 56% of the total EU budget allocated for
this purpose. Compared to the previous financing period, all Member States
have allocated funds to support young farmers. In 2007-2013, three countries
(Malta, the Netherlands and Slovakia) did not finance such measures.
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Figure 1.19. Amounts of funds allocated for support for young farmers
in 2007-2013 and 2015-2020 by Member State
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Source: own study, based on: European Court of Auditors 2017. EU support to young farmers
should be better targeted to foster effective generational renewal. Special Report No. 10.

Compared to 2007-2013, four Member States have reduced the envelope
for support for young farmers in 2015-2020. These were Bulgaria (by 5.29%).
the Czech Republic (by 20.30%), Estonia (by 17.35%) and Hungary (by 43%).
The largest increase in support for young farmers was recorded in Denmark
(from EUR 3.81 million to EUR 44.09 million), Ireland (from EUR 6.5 million
to EUR 121.26 million), Germany (from EUR 2.25 million to EUR 242.54 mil-
lion) and the United Kingdom (from EUR 0.88 million to EUR 278.33 million).
In most Member States, measures to support young farmers in 2014-2020 are
funded under Pillar II (Fig. 1.20). In Estonia and Malta, the share of funding un-
der Pillar II accounts for over 90% of the total funds allocated for these
measures. In Sweden and the United Kingdom, this share is only 10%, whereas
in Germany, Denmark, Ireland and the Netherlands, measures to support young
farmers are financed exclusively under Pillar I.
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Figure 1.20. Financing of support for young farmers under Pillar I and Pillar 11
in 2015-2020 by Member State
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Source: own study, based on: European Court of Auditors 2017. EU support to young farmers
should be better targeted to foster effective generational renewal. Special Report No. 10.

In 2015-2020, changes have been introduced also as regards support for
cooperation for the development of new products, processes and technologies in
the agri-food sector and the forestry sector. Introduced changes are supposed to
contribute to better fulfilment of requirements of a knowledge-based economy.
It has been allowed to finance projects implemented by a single entity, provided
that the results are disseminated. The scope of this measure has been extended
with support for small entities so that they can organize common work proce-
dures and share rooms and resources, support for horizontal and vertical cooper-
ation between supply chain entities as well as support for promotional activities
and support for a common approach to environmental projects and practices®®.

As for payments for handicaps in mountain areas and payments in other
areas with natural constraints or other specific constraints, a new method of de-
fining such areas has been introduced. For areas with natural constraints, a bio-
physical criterion, supported by reliable scientific evidence, is applied.

% Regulation (EU) No 1305/2013 of the European Parliament and of the Council of
17 December 2013 on support for rural development by the European Agricultural Fund for
Rural Development (EAFRD), OJ L 347/487.
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New measures implemented as part of support under Pillar II relate to risk
management. They are an important part of the so-called “safety nets”. Until
2014, risk management instruments could be supported only under Pillar I. Risk
management instruments co-financed with EU funds include: (a) co-financing of
agricultural insurance premiums (support rate of up to 65%); (b) support for set-
ting up mutual funds and compensation paid to farmers by such funds for losses
suffered as a result of adverse climatic events, the outbreak of animal or plant
diseases, pest infestation or environmental incidents (support rate of up to 65%);
and (c) an income stabilisation tool in the form of a mutual fund to support
farmers facing a severe drop in their incomes (support rate of up to 65%)*. In
accordance with the RDP financial framework for 2014-2020, only two coun-
tries (Italy and Hungary) and one region in Spain have planned funds for an in-
come stabilization instrument. However, according to the European Commis-
sion’s data for 2017, no income stabilization instrument has been launched yet.
What hinders the use of this instrument is primarily a requirement to suffer
a loss of income of more than 30%. Furthermore, not all sectors may use this
instrument. Budgetary needs of this instrument are highly volatile. If the scheme
is implemented in all Member States, the maximum budgetary needs for one
year are estimated at EUR 22 billion (Tab. 1.9).

Table 1.9. Maximum annual EU budgetary needs for income stabilization tools

Item Compensation [EUR million] Beneficiaries [million]

All sectors 22.200 3.06
Dairy 3.700 0.44
Crop 4.700 0.45
Olive 800 0.23
Sugar beet 140 0.01
Total for 4 sectors 9.300 1.14

Source: European Commission 2017. Risk Management schemes in EU agriculture. Dealing
with risk and volatility. EU Agricultural Markets Briefs No. 12.

The use of risk management instruments is optional for Member States
and/or regions. Twelve Member States plan to implement these instruments. The
largest expenditure on risk management is foreseen by Italy (EUR 1.591 mil-
lion), France (EUR 600 million) and Romania (EUR 200 million), as well Hun-
gary, Portugal, Croatia and the Netherlands (from EUR 95 million to EUR 54
million) (Tab. 1.10).

8 Regulation (EU) No 1305/2013 of the European Parliament and of the Council of
17 December 2013 on support for rural development by the European Agricultural Fund for
Rural Development (EAFRD), OJ L 347/487.
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Table. 1.10. Planned spending on risk management instruments under rural
development programs for 2015-2020

Income Spend- Share in
Member State/region Insurance Mutual funds | stabiliza- ing the RDP

tion tool [EUR | budget [%]

million]

Belgium (Flanders) 5.1 0 0 5.1 0.6
Croatia 57.0 0 0 57.0 2.4
France 540.7 60.0 0 600.7 3.5
Hungary 76.3 0 19.0 95.3 2.3
Ttaly 1.396.8 97.0 97.0 | 1.590.8 7.6
Latvia 10.0 0 0 10.0 0.6
Lithuania 17.0 0 0 17.0 0.8
Malta 2.5 0 0 2.5 1.9
Netherlands 54.0 0 0 54.0 33
Portugal (Azores) 2.4 0 0 24 0.7
Portugal (Madeira) 0.8 0 0 0.8 0.4
Portugal (Mainland) 50 0 0 50.0 1.2
Romania 0 200 0 200.0 2.1
Spain (Castile and Leon) 0 0 14.0 14.0 0.9
Total 