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Foreword
Agricultural policy aims to ensure the supply of necessary foodstuffs and raw
materials while maintaining the international competitiveness of the agricultural
sector, as well as preserving and protecting the countryside, the environment,
landscape and biodiversity.
Agricultural policy relates strongly to agricultural history, economics,
agricultural economics, rural development, international trade, so the acquirement of
these is essential for understanding agricultural policy. For students the course
provides a broad understanding of how policy actions in agriculture have impact not
only on farmers’ incomes, but also on the well-being of consumers, the economic
viability of rural communities, and the quality of environmental resources. Students
will understand the multilayer relations of the different subjects mentioned above, will
be able to interpret and evaluate the scope and impacts of national and international
policy measures.
In this book we provide a detailed overview of the sustainable agriculture and
rural development, the agricultural policy of the EU, as well as an analysis of the
relationships between globalization and trade liberalization. As the chapters relate to
the global trade liberalization issues, a special focus is concentrated on the non-trade
elements of the current WTO negotiations, especially on the criterion of
multifunctional agriculture. In this context the relationships of production and other
functions of the agriculture are studied.
By analyzing the reforms of the CAP students will learn about the aims,
measures, actual and prospective impacts of the adopted reforms. In depth learning
about rural development measures enables students to make realistic evaluation of the
expected rural development results. Hungary is a Member State of the EU, therefore
the operation of international policies in agriculture should be studied carefully, as the
changes of these policies influence and determine the scope of both the European and
national agricultural policy.
Hungary, being a net-exporter in agricultural trade, has to (should) adjust to the
changes occurring in parallel to the further trade liberalization in international
agricultural policies. Such are the WTO agreements that influenced and influences the
CAP.
The studied topics have expansive relevant international literature and there are
several readings available on the EU’s agricultural policy by Hungarian authors, as
well.
This book provides knowledge about the concept and process of agricultural
trade liberalization, the importance of sustainable agriculture, the interrelation of
international agricultural policies, and detailed introduction of multifunctional
agriculture.
The author hopes that all of his experiences gained in the education home and
abroad are transformed into a useful tool in this book, and that both lecturers and
students will find it a helpful reading.
the Author
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1.

Agricultural Trade Liberalization

Introduction
In this chapter we will learn about the creation of agricultural policy, will analyze the
relationship between agriculture and society while paying attention to the ever-changing
social principles and consumers’ attitude toward agriculture. The Chapter discusses the setting
and scope of the sustainable European agriculture in a world of globalization and trade
liberalization. While trade liberalization process on regional and global level have been
observed for centuries, the globalization of rules and institutions is lagging behind. The
process of globalization requires special measures and tools so that the negative impacts of
trade liberalization can be prevented or corrected.
1.1.

Creating an Agricultural Policy

England has a long tradition in agricultural policy. As early as in 1663 the Corn Laws
imposed custom duties on the import of cereals if domestic market price was lower than the
guaranteed (treshold) price defined in the laws. Farmers in England thus enjoyed a
monopolistic competition in the domestic market; they even were entitled to receive export
subsidies after 1673. England on the whole proved to be a forerunner of agricultural policy
making between 1663 and 1846 by acting in favor of the landholder aristocracy with
regulations that maintained high cereal prices in the domestic market. After the political
reform urban and industrial interests started dominating in the decision making process and
finally the Corn Laws were repealed in 1846. From that time the export of the processing
industry received the support.
Since the formation of nation states, governments deemed necessary to ensure
sufficient stock of foods for people, though in agriculture-based (non-industrial) countries
they usually intervened only during wars and in case of shortages. As countries reached a
certain level of development the separation of the agricultural and industrial population
accelerated and agricultural policy as the policy tool of providing necessary foodstuff became
a constant theme of legislature. The history of England’s Corn Laws deserves mentioning for
one more reason: While governments usually applied agricultural policies that were to protect
domestic producers, the British governments acted contrary and the more developed England
became the less protection was applied for farmers. In fact, only recently, during the latest
WTO negotiations made the industrialized countries a joint effort in order to promote more
open international trade flows that operate on the principles of comparative advantages.
Currently applied agricultural policy models can be grouped by applying the following
principles (Lindert, 1989).

Governments of industrial nations tend to drift toward protecting and
subsidizing agriculture.

Governments of less developed countries tend to protect the urban population
by taxing heavily farmers to ensure cheap food supply in urban areas.

Some governments apply anti-trade measures by implying taxes on export
oriented agricultural products and by tolling in case of import-sensitive products.
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Developed countries occasionally apply extreme protectionism. Strongly protected
agricultural products are e.g. sugar and peanut in the USA, dairy products and feed grains in
the EU, or the rice in Japan. In the majority of the industrial nations, however, most of the
agricultural products are less protected or receive less support.
There are several theories explaining the reasons for agricultural price and income
support, production control, import restrictions and export subsidies. Let’s have a look at
them!
Agricultural policies generally refer to food security as the reason of intervening. It is
especially true in the case of certain crisis situations, e.g. wars. This kind of reasoning occurs
usually in developed industrial countries with protectionist market policies. It is controversial
whether storage (laying in supplies) or trade regulations (e.g. import restrictions, export
support, production control the better tools of ensuring sufficient food supply. Interestingly
the widespread phenomena of agricultural overproduction usually does not alter this
reference.
For quite a long time the price fluctuation - partially originated in weather related yield
fluctuations- of agricultural products was the reason for establishing agricultural intervention
programs. Some of them probably successfully contributed to the stabilization of the
agricultural prices, nevertheless income support is a problematic and questionable tool of
agricultural price stabilization. It is worth mentioning that the intervention policy of both the
USA and the EU supports products that are not given to significant price fluctuation.
During the depression years in the 1920’s in the US agriculture the supporters of farm
programs argued that growing income inequality evolved concerning the per capita income
between the industrial and agricultural sector, between the urban and rural areas. Farm
programs were thought to transfer income to the agricultural sector and by doing so the rural
poverty would be reduced. Supporting low income farmers did not prove successful though,
and much of the supports landed at bigger and wealthier farms and farmers. Add the fact that
at the same time agriculture’s share in the rural economy is constantly decreasing, therefore
farm programs can have only very limited effect on rural poverty.
According to the nostalgia theory agricultural programs, market intervention and the
state support of agriculture are verified in the society, as the majority of citizens accept and
honor the values of agricultural lifestyle. In an economy, however, not only farmers exist,
what is more their proportion in the population is continually decreasing, nevertheless they
seem to enjoy top priority compared to the jobholders of other sectors. And despite of the
different farm programs the number of family farms keeps dropping.
There are other programs (beside maintaining food security) thought to be worthy of
support, such as supporting research to develop farming methods, new technologies that
protect land and environment.
In the explanation of agricultural policies other models – especially interest group
models and voter models – indicated several factors that could help to refine the results of
agricultural protectionism researches (Fertő, 1999).
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1.2. The Importance of Agriculture in the Society
Analyzing the relations of agriculture and society is a highly relevant topic of our
times. Following the Second World War and only after a few decades the former significance
of the sector almost disappeared. At the end of the 20th and at the beginning of the 21st century
the society’s opposition concerning production methods that were earlier accepted and
deemed useful, got stronger. The genuine goals of the Common Agricultural Policy
accepted back in 1957 under the Roman Treaties seem today outdated. Those goals were
(are) the enhancement of agricultural productivity, ensuring fair standard of living for
farmers, maintaining stable product markets and making sure that consumers had a stable
supply of affordable food (Popp, 2004).
Social priorities however have been changing and the process involves the switching
of consumer behaviors concerning agriculture. Consumers are increasingly pay attention to
the harmful effects of pesticides, fertilizers and to those farming methods that interfere the
health and welfare of livestock. Food safety is also of top priority today as people are getting
aware that feed and food can be contaminated by unhealthy or downright dangerous additives.
European consumers met the FMD (Foot and Mouth Disease: sever and highly communicable
disease of cattle, pigs, sheep, goats and deer) in 2001, the Avian influenza (bird flu) in 2006.
The consequences proved that crisis in agriculture not only results in a temporary lower
supply of products (like milk and meat in the examples above) but also can lead to more
serious problems for the society, like closing up of schools, quarantine measures that stop
travel and tourism in certain areas, not to mention those small and medium sized farms that
suffer serious loss due to the epidemic.
It is worth noting that the European Parliament had only limited role regarding
agriculture as long as until 2010, though it is very clear that agriculture related problems can
affect EU citizens. The EP’s involvement in the decision making process was confined to the
consultation procedure before 2010. Exceptions included only those animal and plant health
issues that meant a direct threat to public health. This is all the more interesting if we happen
to know that the financing of the CAP adds up to the 40 % of the EU budget (Popp, 2004).
Thus, consumers are getting more conscious, paying more attention to food safety
and farming practices, which means that agricultural production and farmers cannot
remain ignorant but have to act with greater responsibility. Ensuring food safety is
generally a government responsibility but consumers have the final vote by deciding how to
spend their income on foodstuff. This also means that consumer’s preferences in the society
have significant impact on farming systems.
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1.3.

A Liberal and Sustainable European Agricultural Policy

Relationships among trading blocks always had a strong influence on agricultural
policy making. Since the GATT (General Agreement on Tariffs and Trade) Uruguay
Round’s successful completion in 1994, agriculture is part of the WTO (World Trade
Organization) Agreement. Since then the agricultural support can be measured ( e.g.
Aggregate Measurement of Support - AMS, Equivalent Measurement of Support – EMS),
and differences in the level of support frequently lead to international agricultural trade
debates.
The WTO Agreement has a binding effect and it was obligatory to reform the
Common Agricultural Policy. In 1992 the first big reform of the CAP introduced the
direct, compensatory payments that replaced the former price support system. Direct
payment were calculated for arable crops (cereals, oilseeds, protein crops and fiber plants) and
livestock (cattle and sheep). Direct payments were introduced as coupled payments and based
on (base) area and animals, taking into consideration the typical yields of a certain time
period. Agricultural production became restricted as area payments were geared to the
compulsory set-aside program and livestock premium to a certain livestock density
(maximum livestock units/hectare forage area) and maximum livestock number on farm level.
Compensatory income support was thus determined upon the features of a certain period
called base period – it meant the years prior to the reform of 1992. The base area and typical
yields and number of livestock of that period was taken into consideration. Member states
could also decide that income support would depend on fulfilling certain environmental and
biodiversity conditions (Popp, 2004).
The AGENDA 2000 that followed the reform of the CAP in 1992 created the
conditions for Member States to modulate direct payments. Modulation according to Agenda
2000 means switching support from agricultural production to a broader set of rural
development objectives. The reduction of support could not exceed 20% of the total amount
of payments (the Member States generally did not take this opportunity). The CAP went
through further reforms after the AGENDA 2000 and current WTO negotiations probably
would require additional steps on the road. However there are other reasons for tailoring
the agricultural policy of the EU. One of them is the demand for sustainable
development (meaning that environment and natural resources are maintained in good
conditions while pursuing economic activity)
The EU introduced measures for realizing ecological sustainability as early as the
beginning of the 90’s. The 1991 Nitrates Directive is one of the earliest pieces of EU
legislation aimed at controlling pollution and improving water quality by preventing nitrates
from agricultural sources polluting ground and surface waters and by promoting the use of
good farming practices. The Birds Directive and Habitats Directive of the EU were created to
maintain a 'favorable' conservation status of selected species and habitats and to promote
sustainable farming practices. The directives have to be implemented by the Member States in
a certain implementation period. Member States can decide on the necessary national
measures and methods. In the framework of the agricultural policy environmental measures
include minimal level compulsory environment protection activities, agri-environmental
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schemes. Agri-environment measures provide payments to farmers who subscribe, on a
voluntary basis, to environmental commitments related to the preservation of the environment
and maintaining the countryside (European Commission).
Beside environment, wildlife and sustainability other demands also contributed to
the reform of the CAP, such as food-safety, animal welfare, animal health, conservation
of rural areas, preservation of landscape, or environmentally favorable farming
practices. The huge budget demand of maintaining the present agricultural policy however
draws attention to the efficient distribution of available resources. One also should consider
that since 1988 the growth rate of agricultural spending has been cut back and with Agenda
2000 it was accepted that agricultural budget cannot grow in real terms. The continuous threat
of possible commodity surpluses also emphasize the need for further reform, though the really
huge intervention stocks of the 1980s probably disappeared forever. Still the EU experienced
the problem arising from surpluses at the time of the BSE crisis or nowadays from the huge
stocks of rye.
The WTO Agriculture Agreement provides significant scope for governments to
pursue important “non-trade” concerns such as food security, the environment, structural
adjustment, rural development, poverty alleviation, and so on. Article 20 says that the
negotiations have to take non-trade concerns into account. At present WTO negotiations the
European Commission pursues those non-trade concerns including the multifunctional
role of agriculture, especially the environment of rural regions and sustainable
development as well as food-safety and animal welfare. It is argued by many that
operative WTO regulations hinder the introduction of stricter standards in the EU or in
the Member States. Others think oppositely: stricter standards can hinder the WTO’s
multilateral trading system, which would happen if the EU alluding to the stricter standards
restricts the market entry of third world countries into the single market. Developing countries
rightfully worry about that instead of the traditional custom duty system non-trade concerns
will pose new threat of trade restrictions.
If requirements stricter than WTO’s conditions were introduced that would indeed
generate problems even in the domestic markets. If a certain country decides to apply let’s say
animal welfare standards (like animal-friendly farming practices) that are not introduced in
other countries then only the domestic production follows the new rules. However if there is
no restriction on import of animal products produced without these standards then domestic
producers will suffer from the impact of unfair competition (because of the higher per unit
cost of animal welfare oriented farming).
Non-trade concern therefore should receive more attention at present WTO talks. The
EU’s proposal says that non-trade concerns should be targeted (e.g. environmental protection
should be handled through environmental protection programs), should be transparent and
should cause only minimal trade distortion. Bilateral or multilateral agreements can
counterbalance the disadvantages of unilateral solutions if stricter standards introduced at the
same time with the rivals. Product marking and temporary protection of higher standard
products also can be solution if WTO’s rules permit it. It will not be easy however at WTO
negotiations to prove that introducing higher standards is not a masked step toward
strengthening protectionism, but necessary action for the sake of public-health, biodiversity,
environment protection, landscape conservation and animal welfare.
Sustainable development can be a subject of an international agreement as the interest
toward it is growing worldwide. It seems that the whole world starts paying attention to
an economically, ecologically and socially sustainable way of inclusive development. The
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concept of sustainability can fail if it does not focuses on resolving the conflict between the
various competing goals. In the past the concept of economic sustainability was the main
consideration in the world and was applied first in trade issues. Back then no one paid
attention to farming practices. Things have changed however and nowadays the ecological
and socio-political aspects of sustainability play an ever growing role. Ideally the
simultaneous pursuit of economic prosperity, environmental quality and social equity
famously known as three dimensions (triple bottom line) of sustainability would be
successful. Sustainable development assumes the harmonization of the three
components. The realization of this goal is the biggest challenge agricultural policy will have
to face in in future.
From the studies concerning the economic dimension we can understand that global
economic situation is becoming more rickety, might be teetering on the brink of another
major downturn, economic inequality is growing, the gap between rich and poor countries and
even among the members of the population of a certain country is widening. Similar
downturn characterizes the environmental quality with declining biodiversity, drop in total
forest area, increasing area of deserts, growing agricultural pollution and water contamination.
Overall, the state of the global environment has deteriorated even though in some regions
(e.g. EU, USA) environment policy and its institutional system improved significantly. The
research of the socio-political dimension reveals deteriorating global public health and
growing famine. The ideal utilization of available natural, economic, social resources
should create the necessary balance between social, economic demand and bio-capacity.
Natural resources are naturally occurring substances that (at least many of them) are
essential for human survival and have direct or indirect economic value. Exact definition is
problematic but for now we define them as “stocks” of materials that exist in the natural
environment that are both scarce and economically useful in production or consumption. They
are also typically share a number of key features, including exhaustibility, uneven distribution
across countries, negative externalities consequences in other areas, dominance within
national economies and price vitality (World Trade Report, 2010). The society and economy
both use these resources heavily which makes them more scarce and increases their indirect
social and economic importance (e.g. landscape, recreation, ecosystem). This way the nature
(the environment) itself became the resource. The natural resources exist in finite
quantities so their utilization requires careful planning and it is especially true in the
case of the non-renewable ones (e.g. minerals, fossil fuels), so every unit consumed today
reduces the amount available for future consumption. It is also worth noting that renewable
(e.g. biodiversity, forest, soil) resources also can be exhausted if they are over-exploited.
The exploitation of a certain resource usually means restricting the use of other resources (the
impact of mining on environment, biodiversity, agricultural production).
Every area has its own natural and economic resources but the utilization of one
hinders the utilization of the others. The development is sustainable if the utilization of certain
resources, does not halt the functioning of others. This way the performance of the area will
grow if the profit arising from utilizing a resource exceeds the loss coming from the limited
functioning of other resources. In this case the long term socio-political interest prevails over
the short-term group and individual interest. Sustainable farming requires the application
of up-to-date scientific and technical achievements. Its most characterizing feature is that
new implements are not designed for taking the place or substituting human and natural
resources but to contribute to their efficiency.
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One of the principles of the EU’s environment policy is the sustainable development.
This principle implies that the traditional model of paying attention first to economic issues
and only after finding solution to them should we turn toward environmental problems, no
longer can be supported. Prevention of environmental problems and sustainable utilization of
resources are to have primacy. The concept of sustainable development supposes that we
can monitor the state of resources and for doing so we need measurable indicators. The
natural (renewable and non-renewable) and human resources should be analyzed
separately. In the case of non-renewable resources efforts rarely made for their replacement
or substitution, and prices don’t contain the costs of it, for that matter. It is very important to
increase the share of renewable resources as we have larger stocks of them.
If we want to create balance between natural conditions and social needs knowing that
natural resources exist in finite quantities then the condition of sustainable development is to
rationalize production. Rationalizing in this context means that economic performance
should be achieved by the possible smallest input of material and energy, causing none
or only minimal environment impact. The necessary materials and energy for production
should be supplied increasingly through renewable resources. When planning agriculture we
should rely on the already available resources, paying attention to the more effective
utilization of them and possibly avoiding or minimalizing the utilization of new resources
(e.g. land). At the same time agricultural activity should be practiced with minimal
environment impact.
If the social and economic development prefers choosing the wrong pattern then our
rural areas, our natural values of environment will deteriorate. The permanent economy
growth oriented urge stimulates the need for laying our hands on even more and new
resources, but as we mentioned above the natural resources of our Earth are not infinite, what
is more their volume is decreasing because of the over-exploitation. Since the antagonism of
restricted resources and infinite economic growth is a global problem, the solution cannot be
unilateral, only international.
What is agriculture? More often than not the definition of agriculture describes an
industrial and intensive kind of production and service mix. And it is true that present
agricultural policies in the USA and in the EU encourage the production of certain
products and don’t consider the other functions of the sector. Coupled payments motivate
the growth of yields and this growth can be achieved by using bigger quantities of industrial
inputs. Coupled payments also distort market relations, consequently instead of a marketprice (or production cost) based competition the market will be ruled by the competition of
different support schemes. In the lack of clear market feedback (because of e.g. market
intervention by the state) supports make farmers eager to produce more products. Handling
surpluses require intervention purchase, storage, export subsidies. Finally the money of the
tax payers and consumers will indirectly, through several transfer, contribute to the
demolition of environment, landscape and countryside. For lessening the damage
governments assess new taxes so that agri-environmental and rural development programs
can be financed. The international body of 34 developed countries, the Organization for
Economic Co-operation and Development (OECD) argues that the agricultural policy
needs further progress, however so far no radical reforms has taken place.
Sustainable agriculture is an agriculture that utilizes available resources.
Commodities and services produced by utilizing available resources can be grouped into
market goods and services and non-market goods and services. Non-market goods are the
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so called public goods, and positive externalities. Market goods and services include farming
and agricultural services, rural and agri-tourism, and non-agricultural rural activities.
Producers who “produce” non-market goods or services (public goods) could be
rewarded upon concrete contractual terms with direct payments as a way of acknowledgment
of their useful activity. In this case the members of the society honor the practice of producing
socially and economically useful goods or services and they are willing to pay the price for it.
One of the goals of the EU is to restore the multifunctionalism of the agriculture. The
EU's rural areas are a vital part of its physical make-up and its identity. According to a
standard definition, more than 91 % of the territory of the EU is "rural", and this area is
home to more than 56 % of the EU's population (2012). Prior to the 2004 accession the
data was: 80% rural area with 25% of rural population. Half of the population lives in
urban areas and for them the European countryside has a great deal to offer and they are
willing to pay for these services (European Commission). Agricultural areas can also be
utilized for energy production, and the environment problems arising from the excessive use
of fossil fuels (e.g. green-house effect, air pollution) can encourage this kind of activity.
Environment problems lead to public health issues, economic challenges and degradation of
nature (Buday-Sántha, 2002).
The rural areas thus – in return to economic acknowledgement – can offer rural
services to the urban areas (rural heritage, preservation of environment and natural values).
The economic values of non-productional rural functions are hard to determine as they
don’t create new value, rather have a maintenance, conservation function. Too much
emphasize on a certain function, or its exclusive priority in the society can lead to market
failures. At the same time it is obvious that the maintenance of a certain rural area, the
conservation of landscape and wildlife requires financing. In lack of maintenance the area
degrades, loses its appeal. Supporting these areas on the other hand means transferring public
spending at the expense of other urgent social needs (e.g. public health, infrastructure).
1.4. Globalization and International Trade Liberalization
The development of technology was necessary so that economic activity could expand
in time and space. Globalization is the global spreading of goods, news, information,
technology, services and factors of production. It has manifested already at the end of 18th
century when the real world market was created. At the beginning of the 19th century due to
the industrial revolution the economic growth accelerated. The discovery of steam engine, the
locomotives and steamships made transport cheaper and more nations embraced international
trade. Best examples include the offset of agricultural trade from North-America and
Argentina toward Europe. In the 20th century, thanks to new technology innovations, the use
of electricity in the Otto engine gained ground. Roads and motorways were built and at the
end of the 20th century the information technology became widespread.
The expansion of the economic area made the setting up and harmonization of
institutions necessary. In the growing international environment relying on local currencies,
local time, local units and local administration area became insufficient. By accomplishing
international recommendations the local currency soon gave way to the national one. Similar
process can be observed in the EU. The euro has replaced (replaces) the former national
currencies. The schedule of train service and aviation enforced the harmonization of time.
Summer time and winter time is applied throughout Europe. The metric system
(internationally agreed decimal system of measurement) is the official system of measurement
in almost every country in the world.
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On the other hand there is a strong opposition concerning the process of
globalization. Participants of anti-globalization movements base their criticisms on a number
of related ideas. People fear that by the withdrawal of the local currency, by giving up local
time or local administration they also lose the foundation of their cultural identity and
existence. Anti-globalization movements have a long history. In the 16th century in several
towns (e.g. Amsterdam) of Europe it was forbidden for citizens to take their undertakings out
of town to the rural areas. In the 19th century as transport to overseas territories became faster
and easier with the steamships, the protectionism in agriculture was also established. In recent
years several (international) anti-globalization protests, demonstrations – sometimes rioting
also occurred - were held in different countries. Liberalization can be objected of course if
national regulation is abolished without setting up efficient international standards.
If the progress of technology makes the pursuing of certain activities profitable in
internal cooperation then sooner or later it will encourage globalization. A pretty good
example is the foundation of the single market in the EU (1992). In the middle 1980’s noted
European investors and economists worried about falling behind the competition with the
USA and Japan. Though it had about 350 million consumers, the internal market of the
European Community back then was rather segmented, each Member State having its own
trade regulations and restrictions. That of course was a serious disadvantage in the
competition compared to the huge and domestic markets of the USA (with 220 million
consumers) and Japan (100 million consumers), each country using single national currencies.
The chance of global economic weight shifting toward the Pacific was alarming and at the
same time Europe battled with high unemployment rate. These worries finally led to the
creation of the single market in 1992 and the introduction of the euro in 1999.
If we analyze what happened it can be established that the EU preferred the creation
of relevant institutions rather than slowing down the process of globalization. Existing
national regulations were not simply removed (as it happens in the case of classic
liberalization intentions) but also it was followed by EU harmonized community legislation.
We can state it in another way: the decision makers of the EU through the highest level of
legislature made an attempt to restore the economic power of Europe in the competition with
the USA and Japan.
A single market and a monetary union of course mean that EU level regulation and
institutions gradually take over the competencies from national regulation and institutions. At
the same time efforts were made to counterbalance the possible (temporary) negative impacts
of the integration process. Such measures were the reform of the Structural Funds at the end
of the 1980’s and the creation of the Cohesion Fund for at the beginning of the 1990’s. These
measures in the single market and monetary union cannot be influenced by national
regulations any longer (meaning e.g. that in the monetary union member states cannot
regulate interest rates, or can’t pass decisions about realignment of rates.)
Today’s international developments are very much similar to those that took
place earlier on national level or later in the EU. Global industrial activities that were made
possible by the rapid technology development require common international regulations in
institutional system. National legislation and institutions that were phased in to hinder the
globalization process and trade liberalization should be overruled at the same time. Most of
the cases it means that international legislature and international institutions take over the
roles of national legislature and institutions.
Aside from the natural resistance against globalization there is also an opposition
to the WTO, to the IMF (International Monetary Fund) and to the WB (World Bank).
This protest can be explained by the behavior of these organizations as in the past
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decades they overemphasized the need of abolishing national regulations and institutions
(in relation to trade liberalization and globalization), while neglected to replace them with
international rules. This attitude must be changed in the future if member states want to
close current WTO negotiations for a successful outcome. Trade liberalization per se should
not be a political or economic goal, it should be considered as an instrument that can
contribute through the optimal division of international labor to maximum results in each
member states.
At the same time national agricultural policies are related strongly to global trade
and governments often launch national support programs with reference to trade policy.
The truth is that trade policy is often the by-product of agricultural policy. If domestic
prices are held above the import price level with the help of supports then the restriction of
import is unavoidable. In case of extreme support measures the otherwise normally importer
country can turn into a country producing surpluses and even might apply export subsidies for
getting rid of those surpluses.
National agricultural policy influences global trade even if it does not apply
protectionist measures. As agricultural supports encourage production, they also
influence the process of specialization between countries. The impact depends on the
actual support system of the nation. Infinite price support directly promotes the production
and has heavy impact on global trade. Contrary to this, the area based direct payment system
has a weaker impact on production, as farmers are more motivated to farm more land
(extensive way) than to increase yields. On the whole, indirect income support has less
influence on trade than direct price support (Figure 1.1.).
The reason of production- and trade distortion is the misplaced allocation of
national resources. Some countries - on the basis of comparative advantage - simply forgo
the benefits of specialization. According to the principle of comparative advantage the
countries should specialize by allocating their scarce resources to produce goods and services
for which they have a comparative cost advantage. It also means that all countries produce
and export these commodities in which they have cost advantages and import those
commodities in which they have cost disadvantages. If trade partners applied this principle
then, theoretically at least, multilateral trade was advantageous for each of them. Due to the
changes in agricultural policy some actors of the sector would suffer loss, other would gain
advantage. It is even possible that that one’ situations is improving without others suffering
loss.
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Figure 1.1.: The degree of trade distortion caused by agricultural support
Source: Dewbre et al.(2001)

These changes are called Pareto-improvement. The theory suggests that Pareto
improvements will keep adding to the economy until it achieves a Pareto equilibrium, where
no more Pareto improvements can be made. Economists are constantly searching the ways of
this improvement. A change in the economy is a Pareto improvement if at least one person is
made better off without making another person worse off, so it is also Pareto improvement if
the rich are getting wealthier but the situation of the poor is not changing, or the income
growth of the rich is bigger than that of the poor. Allocation of resources is Pareto-optimal (or
Pareto-efficient) if it is not possible to make one person better off without making another
worse off. Economic policy’s evaluation criteria in this case is that the monetary value of total
gains must exceeds the value total losses. A change in the economy is a potential Pareto
improvement if it is possible for the winners to compensate (pay) the losers so that after the
compensation, both the losers and gainers can be made better off (Compensation
theory).Typically Pareto-improvement compensations are not applied usually, because it is
rather hard to identify winners and losers and the real value of gains and losses (Stiglitz,
2000)
Model calculations forecasted 53 billion US $/year global welfare gains by 2010
supposing that between 2005-2010 agricultural protectionism would decline by 50 %
(Freeman et al, 2000). Had the 50% decrease of protectionism expanded to textile products,
cars, and other processed products, welfare gains would have increased to as much as 94
billion US$/year by 2010. As member states were not able to finish the WTO negotiations
since 2001 (Doha Round), these global welfare gains were lost. Even a worse turn of events
took place because of the financial- economic crisis, protectionist trade policies were
introduced again. Agricultural productivity is growing with a higher rate than demand
for agricultural products and that means that on global level there is a pressure for
restructuring agricultural policies. On the level of national economies the share of
agriculture related resource utilization is dropping, including labor. This global tendency
cannot be stopped, not even by initiating protectionist trade regulations. At the most, only the
pace of resource depletion can be slow down depending on how can certain countries pass the
(bigger) burden of agricultural reform to others.
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Similarly to domestic agricultural policy, government intervention to international
trade (protectionism) – though generating loss on global level – might bring profit to some
groups of the society, or to certain market actors. The elimination of protectionism probably
would kindle heated debates by its beneficiaries and the extent of indignation might be greater
than the agreement of other members of society who would enjoy the global gains. The
benefits of applying supports that result in domestic prices to be higher than world
market prices are realized mostly not at farm level. Family farms on the other hand
could relieve the negative impacts of lower domestic prices by diversifying their income
streams. Trade reforms cause tensions in sectors benefitting from protectionism. To ease
the pressure of transition and to secure income sources for labor with less viable economic
alternatives, governments probably should intervene in the process of tearing down
protectionist regulations.
Arguments against free trade include that (competitive) market mechanism is not
enough to reach Pareto-efficient allocation of resources because of the market failures (failed
competitions, public goods, externalities, asymmetric information, unemployment). However,
one should not forget about the larger gains deriving from the more efficient international
competition. The theoretic benefits of protectionism are based on the (false) assumption that
even though countries apply protectionist trade regulations to hold back competitive import,
at the same time they still have smooth market entry at the global market. On global level the
theory of market failures cannot be maintained and it even less applicable to agriculture. Most
of the agricultural product markets characterized by price competition. Several analysis show
that a unilateral or multilateral trade reform would be profitable for the majority of
nations as it would improve the allocation of internal resources (Pareto-efficiency).
As the global trade of agricultural products is growing there is a concern that
special and important social interests can be harmed. One of them is the impact of global
trade on environment, the other is that food-safety standards might be slacken because of
the trade liberalization pressure.
It is hardy arguable that the removal of trade barriers can have positive and negative
impacts on the environment, depending on the change in size, technology and structure of
production, in input-output utilization. In domestic terms negative impacts include e.g. water
contaminations caused by pesticides and fertilizers, landscape deterioration caused by land
utilization, soil quality deterioration, erosion, declining biodiversity. On global level spillover
effects like the global climate change, the realignment of international traffic, the spread of
invasive species, global diseases can cause problems.
As its environmental impacts can be different in the different countries, regions
and even on local level, the measurement of the consequences of free (more free) trade is
difficult. Don’t forget that environmental impacts are influenced by ecological
conditions and by the national (regional, local) regulations, as well. Even partial removal
of trade barriers can ease the pressure on pesticide and fertilizer use in countries where
intensive production is the characteristic feature of agriculture. The state of the environment
thus can improve. At the same time the intensity of production can grow in countries where
farmers use only limited amount of chemicals today, but this increase won’t cause
environment problems in the short run. On the whole, the environment impact of agriculture
decreases. Some negative consequences can occur, e.g. in some OECD member states the
economic growth will be followed by increasing number of cattle and with that, increasing
methane emission.
The environment impact of trade liberalization can be tailored with suitable
regulations. These regulations tools are very similar of those that aim to avert market failures
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(externalities). Free (or a more free) trade improves the state environment either by the growth
of positive externalities or by the decrease of negative externalities. If more freedom in trade
leads to a healthier environment (more positive externalities), then further reforms should
bring greater results. If the liberalization of trade brings more negative externalities, then
sufficient measures should be introduced to advert the negative impact. By well-designed
rules (e.g. heavier taxation on some farming methods, trade barriers) lots of the negative
impacts can be averted. In case of global goods (biodiversity) or global environment threats
(climate change, green-house gases) national regulations must be linked to international
environment protection agreements.
In OECD member states governments have to find solution for food-safety challenges,
namely how the countries can protect the quality of foodstuff in a global free trade system
(OECD, 2000) Food-safety regulations (standards, rules and procedures) protect the
consumers and they have impact on trade that can either negative or positive. By adequate
regulation the trade of food can be encouraged, the consumer trust can be increase (toward
imported products) and exporters can find obvious, straight and achievable rules concerning
market entry. On the other hand it can be difficult to identify all the instruments as some of
them can be used as a seemingly non-distorting but in reality masked and murky protectionist
rule.
Globalization and liberalization will not guarantee prosperity in all
circumstances (see e.g. the FMD epidemic in the EU). Improving transport systems make the
transport of animals easier even in long distances, but at the same time the risk of spreading
disease is also increasing. In the process of removing trade barriers such latent risks are
getting into focus. The appropriate prevention of epidemics and other negative consequences
of globalization requires international treaties. Traditional trade barriers of course can help but
not in all cases, as they generate further trade distortion. A very good example of trade
regulations having a negative environment impact is the EU’s export subsidy system working
together with preferential import duties on grain substitutes transported from third world
countries. In several member states (e.g. Netherland and Denmark) this system resulted in a
very high livestock density and as a consequence serious environment problems caused by the
(liquid) manure (slurry).
International trade is regulated by the WTO’s agreement on animal and plant
health (Sanitary and Phytosanitary Measures – SPS). Though there is a Codex Alimentarius
(International “Book of Food”), a collection of internationally recognized standards of the
countries but it does not have biding force. The Codex was developed and maintained by
United Nation (UN) bodies, namely the FAO (Food and Agriculture Organization) and the
World Health Organization (WHO). Its main goals are to protect the health of consumers and
ensure fair practices in the international food trade. The WTO recognizes the Codex
Alimentarius as an international reference point for the resolution of disputes concerning food
safety and consumer protection (WHO, 2008). The Codex Alimentarius covers all foods,
whether processed, semi-processed or raw and contains three chapters. The first chapter
contains obligatory horizontal rules related to food-safety for all kind of foods. The standards
usually relate to product characteristics and may deal with all government-regulated
characteristics appropriate to the commodity, or only one characteristic. There are general
standards for food additives and contaminants and toxins in foods that contain both general
and commodity-specific provisions. Second chapter contains recommendations concerning
quality product descriptions, while the third chapter explains the methods and analysis of
sampling and contains a list of the test methods needed to ensure that the commodity
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conforms to the requirements of the standard. The Codex refers e.g. the production of only
non-generic cheese (e.g. emmental cheese) therefore they must be made from milk –
including skim milk powder (SMP) and whole milk powder (WMP), condensed milk and
cream. Some countries allow to label UHT milk as fresh milk as the Codex Alimentarius does
not contain specific standards concerning fresh milk and dairy products. What is more,
Southeast Asian countries would like to achieve that commodities containing vegetable oil
could be categorized as dairy products. Trade of milk and dairy products is also influenced by
technology as it is possible to lessen the taste difference between fresh milk and milk
processed from SMP or WMP.
Contrary to this, the SPS Agreement of the WTO tries to restrict governments to
apply animal, plant or human health prevention measures with protectionist reason.
Therefore the WTO encourages the member states to work out and accept international
standards paying attention to the principle of equivalence. Application of the principle of
equivalence has mutual benefits for both exporting and importing countries. While protecting
the health of consumers, it serves to facilitate trade, and minimize the costs of regulation to
governments, industry, producers, and consumers by allowing the exporting country to
employ the most convenient means in its circumstances to achieve the appropriate level of
protection of the importing country.(FAO, 2003)3 If member states willed introducing
higher (than international) standards of protection then they should do it as a result of
scientific risk-assessment.
In practice the variety of technical barriers of trade (TBT) applied by member
states for food-safety present some difficulty. TBT include e.g. labeling requirements,
control, examination, quarantine rules, commodity specifications and ban of import. The
effects of these instruments on trade can differ and it is hard to judge that a certain foodsafety level has only minimal level on international trade. It follows that governments should
aim to strengthen the harmonization of the accepted measures. For handling special
challenges, accurate special measures are needed. With applying instruments that answer the
purpose governments can avoid setting up unnecessary trade barriers. It means that fine
tuning of instruments of trade regulation is needed. The WTO Agreements can be regarded as
the first attempt of this fine tuning that covered the sanitary agreement, the agreements on
non-tariff barriers and non-trade concerns and the classification of subsidies into ‘boxes’
depending on their effects on production and trade (amber, blue and green boxes). At current
WTO negotiations – relying on the former experiences – further fine tuning and agreements
should be achieved.

Summary
Since the formation of nation states governments deemed necessary to ensure
sufficient stock of foods for people, though in agriculture-based (non-industrial) countries
they usually intervened only during wars and in case of shortages.
Currently applied agricultural policy models can be grouped by applying the following
principles:


Governments of industrial nations tend to drift toward protecting and subsidizing
agriculture.
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Governments of less developed countries tend to protect the urban population by
taxing heavily farmers to ensure cheap food supply in urban areas.
Some governments applies anti-trade measures by implying taxes on export oriented
agricultural products and by tolling in case of import-sensitive products.

The process of trade liberalization had been observed for centuries. In the case of
the EU, the introduction of the single market required that national regulations and institutions
gave way to EU level regulations and institutions. Globally a similar process can be
discovered in the international trade fostered by technology development. This
globalization process requires new (globalized) rules and institutions.
Opposition to globalization and trade liberalization is easy to understand if the
relevant international bodies neglect or restrict the globalization of rules and
institutions. The negative impacts of trade liberalization should be treated by the application
of special internationally agreed measures, therefor WTO instruments need improvement
and expansion and better harmonization with other international policy tools.

Comprehension Questions:
1)
2)
3)
4)

Can you name some theories that justify the necessity of agricultural support?
What are the components of sustainable development?
What does globalization and international trade liberalization mean?
What are the impacts of international trade liberalization on the spread of plant and
animal diseases?
5) Is there any international agreement that regulates the application of animal and plant
health issues?
6) What kind of socio-economic changes are called Pareto-improvement?

Competency development questions:
1) What does protectionism mean in the context of international trade?
2) Does the globalization and the international trade liberalization promote the
improvement of global welfare?
3) Is it a Pareto-improvement if someone’s situation is getting better without making
another worse off?
4) Do you agree with the liberalization of global trade? Justify your “yes” or “no”
answer!
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5) Is there any regulation concerning animal and plant health measures in the
international trade?
6) What is the significance of the Codex Alimentarius?

2. Result of the Uruguay-Round and the New WTO Negotiations
Introduction

In the second chapter we will examine the results of the GATT/WTO
Agreement in 1994 and the events of the current WTO talks. WTO member states
made a compromise in 2004 to go on with the Doha round. You will learn about the
possible outcome of obligations set by the framework contract although beside the
reduction of export subsidies no agreement was made till the end of 2012. Global trade
is increasingly exposed to the huge trade deficit of the USA, which threats the balance
and sustainability of international trade. Finally we will discuss the possible future
direction of agricultural policy.
2.1. GATT/WTO Agreement
Several factors contributed to the development of international trade. We can mention
the role of the Hanseatic League, (or Hansa), the industrial revolution and the role of the
railway system. Efforts for free trade grew stronger in the second half of the 19 th century but
because of the II.WW these brought result only in 1947 with the foundations of the GATT
(General Agreement on Tariffs and Trade) and of the WTO (World Trade Organization) in
1994.
In the 1930s, when the world was suffering from a serious economic depression, many
states tried to find refuge behind various forms of barriers to protect their economies like high
protective tariffs, quantitative restrictions on imports, exchange controls (Kossi et al, 2011).
The experiences gained after 1929 fostered the intention to establish single rules and
dismantle and ban the restriction to revive world economy. That is the short background of
the foundation of the GATT in 1947. By setting up the new institution the principle of
comparative advantages won over the economic doctrine of mercantilism. It is worth noting
that beside emphasizing comparative advantages the GATT considers tariff reductions as
concessions. It might seem that export is a privilege which is to be paid for by opening the
market of the exporter country, thus letting import to enter. After WWII the GATT
Agreement entered into force at 1st of January 1948 with the participation of 28 member
states. The possibility of free trade excluding agricultural commodities was created
(Popp, 2004). The GATT remained the only multilateral instrument governing international
trade until 1995, the time when the world trade organization (WTO) was formed.
In this early period the bad memories of the Great Depression was still vivid,
American and European farmers remembered well the collapse of agricultural prices, so back
then these countries dared not risking decreasing agricultural supports. The USA government
went as far as to make a promise to the American interest groups that if they accepted the
rules of the Great Depression then the support system would not be changed even after the
war. European countries and the USA worked jointly in drafting the text of the GATT
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Agreement – with the exception of agricultural regulations. The GATT really does not say
much about agriculture specifically, which meant that in theory agricultural trade was to be
treated essentially like trade in other goods. However, some GATT articles provided
exceptional status for agricultural products, an indication that the drafters of the GATT were
well aware of the unique political status that agriculture enjoyed in some major countries at
that time.
The early GATT Agreement of 1947 did not pay attention to the comparative
advantages in the agriculture (or in mining) – which are in fact greater and more stable
than in other sectors of the economy. On the other hand it was risky to hang on to the
liberalization of agricultural trade as it could have halted the negotiation process. In 1947 the
GATT members agreed on mutual tariff binding and reduction, and the majority of them
made an agreement for developing countries to cut tariffs on their import. With the operation
of the GATT free (or freer) trade and the flow of capital brought the greatest economic
growth of all times into the third world. Those who opened their market for international trade
and investment benefited from the GATT. Japan took the opportunity provided by the GATT
and developed an export oriented production. Taiwan, South-Korea and other countries of
Asia (Thailand, Pakistan, Malaysia, Indonesia and China) acted likewise and even
outperformed Japan. It can be observed that the economic growth of market oriented countries
often applying aggressive strategy was much greater than in countries with bureaucratic,
subsidized and protectionist trade policies (Popp, 2003).
The engine of economic growth were trade and technology development. Information
Technology brought the world even closer together and has allowed the world's economy to
become a single interdependent system. The expansion of global trade is usually less
understood than the changes of technology. World exports between 1995-2000 increased 20fold, but capital investments grew four times faster than external trade. The number of
multinational enterprises (firms that are registered in more than one country or that has
operation in more than one country; also called multinational corporations) grew from 7
thousand in 1970 to more than 60 thousand in our days giving one-third of the industrial
production and 70 per cent of R&D (research and development) spending. Earlier foreign
investments were mostly interested in agricultural products and raw materials. Today,
however it is more characteristic to meet the relocation of industrial production to developing
countries and among the developed countries a new kind of division of industrial labor is
taking place. Those countries that seclude themselves from the process of globalization are
dropping behind and economically will be marginalized.
The Uruguay Round Agreement on Agriculture (URAA) introduced obligatory
multilateral rules and disciplines. Results included the tarrification process (replacing
non-tariff import barriers with tariffs if necessary), the opening of markets, and the
“boxing” of domestic supports (amber, blue and green boxes) on the bases of their trade
and production distortion effect. All domestic support measures considered to distort
production and trade (with some exceptions) fall into the amber box and their obligatory
reduction was (is) closely monitored. While payments in the amber box had to be reduced,
those in the green box were exempt from reduction commitments The URAA differentiates
three support categories, or pillars – domestic support (subsidies and other programs,
including those that raise or guarantee farmgate prices and farmers’ incomes) market entry
(various trade restrictions confronting imports) and export subsidies (and other methods used
to make exports artificially competitive). While the Agreement on Agriculture’s disciplines
impose legal requirements on members, its fundamental purpose is to constrain policies that
lead to economic distortions in agricultural production and trade (Orden et al, 2011).
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The GATT Agreement forced its developed member states to cut back tariffs by
36% (average cut for all agricultural product) over a six year period compared them to the
base period of 1986-1988. At the same time export subsidies had to be reduced by 36 %,
also, while domestic support level had to be reduced by 20 %. Still the support level of
agriculture did not decrease but grew during the implementation period. (Popp 2004).
Only in the case of supports that are target of the disciplines did drop the support level
in harmony with the obligations (this theoretical support level will be the basis of the new
support reduction commitments).
New-Zealand completely dismantled its system of agricultural supports and its
agriculture is successful without them. Alone among the developed countries of the world,
New Zealand has virtually the same percentage of its population employed in agriculture
today as it did 30 years ago, and the same number of people living in rural areas as it did in
1920. The production was restructured, the number of extensive animal-breeder farms
dropped, the importance of fruit and vegetables producing farms and intensive livestock farms
(dairy and sheep) grew. Farmers adopted to the market demand, increased their productivity
thus increased the profit. Contrary to the practice of the EU they did not introduce the quota
system, as New Zealand thinks it restrains sustainable agriculture.

2.2. Market Access
The greatest result of the GATT/WTO Agreement is the new rule for market access
of agricultural products which is “tariffs only”. Before the Uruguay Round, some agricultural
imports were restricted by quotas and other non-tariff measures. These have been replaced by
tariffs that provide more-or-less equivalent levels of protection. Tariffs have several
advantages compared to other non-tariff trade barriers. They are more transparent, their
reduction is easier and they are less suitable for discrimination and corruption. They are also
less harmful to the flow of economy as they “transmit” world market price towards the
domestic market, give domestic products a price advantage over similar products that are
imported. Even though the support level of agriculture has not decreased, the reduction
of tariffs is a major step forward in global trade.
Contrary to the industrial sector, in agriculture customs duty rates bound to levels
which are difficult to raise. That was one of the main result of the Uruguay-Round. Several
OECD countries however, bound their tariff level to above the tariff equivalent level of the
base period of 1986-1988 (the reduction commitments correlates to the base period level).
Therefore, some WTO members were able to fulfill the commitments even by increasing their
protectionism.
The average 36 % and minimal 15% tariff reduction commitments made it possible to
minimize the cut back in the case of the most sensitive products.
In OECD member states agricultural tariffs still average above 60 %, far above
the 5 % level for manufactured goods. It is almost the same on global level with 50 %
agricultural and 3-4 % industrial tariff levels. As for the European Union, agricultural tariffs
are estimated at an average 20 %. In Hungary however prior to the EU accession tariff level
of agricultural products exceeded 20 per cent (weighted average) which means that in our
country the tariff protection of agricultural products was stronger than in the EU-15. Effective
tariff protection however usually are lower due to the bi- and multilateral trade agreements.
In the OECD only Australia, Canada and New-Zealand apply agricultural tariffs
lower than the industrial tariffs. In the case of sensitive agricultural products the level of
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tariff protection can reach up to 500%. In Australia, Canada and New-Zealand the
highest tariffs are below 150% (Juhász et al., 2003)
Applying preferential tariffs on import is an important consideration for some WTO
member states. The EU trade policy goals are realized by many unilateral, bilateral and
multilateral agreements containing preferential and free trade commitments. As the EU
Treaty describes: The EU is committed to the promotion of open and fair trade with all its
trading partners. On the whole, preferential trade rules only in a few cases restricted to
the application of WTO commitments, the vast majority of international trade partners
enjoy more preferences. Most of the EU’s agricultural import arrives from countries
granted preferential tariffs, so there are only a few countries that export agricultural
products to the EU solely under the MFN tariffs (Most Favored Nations).
The EU grants the greatest preferences to the least developed (LDC) and to ACP
(African, Caribbean, and Pacific) countries, but free trade agreements and the General System
of Preferences (GSP) also give tariffs relief to other countries as well. Through the GSP
almost 150 countries received preferences – tariff reduction or duty free – in the international
trade. The ACP-EC Partnership Agreement or "Cotonou Agreement” that followed the
former Lomé Convention was signed in June 2000 by 78 ACP countries and the EU-15, 55 of
them were members of the WTO, the others belonged to the group of least developed
countries.
The Economic Partnership Agreement (EPA) replaced the former unilateral
commitments. The EPAs' key feature is the reciprocity and the non-discriminatory nature. It
involves the phased out removal of all trade preferences which have been established between
the EU and the ACP countries since 1975 as well as the progressive removal of trade barriers
between the partners. The EU’s “Everything But Arms” (EBA) arrangement was born in 2001
to give all LDS’s full duty-free and quota free access to the EU for all their export excluding
arms and armaments (all agricultural products has duty free status since 2009).
Comparison of tariffs is difficult because the systems of tariffs are various.
Australia, Mexico, Turkey, Japan, South-Korea, New-Zealand and Island apply primarily ad
valorem tariffs (percentage of price) agricultural products. On the other hand Norway,
Sweden and the USA apply either ad valorem or combined tariffs (e.g. combination of ad
valorem and specific tariffs) and they are generally used in the EU and in Canada as well. In
the EU several products belong to the fixed or combined tariff 1 system.
A good part of the products in the EU belong under the specific or combined system.
It is rather hard to compare the latter ones to the ad valorem tariffs, as it is difficult to convert
them into tariff equivalent percentage. Ad valorem tariffs are more transparent and they make
the comparison of the tariff systems of different countries and products very simple. In the
case of specific tariffs the calculation of ad valorem tariff equivalent is difficult as it depends
on the conversion rate and world market price.
Beside acknowledging the advantages of ad valorem tariffs we should also note that
by changing the tariff system it can happen that with the help of specific tariffs a new and
higher (compared to the former ad valorem tariff equivalent) ad valorem tariffs will be
introduced.
1

There are not only ad valorem (%), but specific tariffs as well as the combination of ad valorem and specific
tariffs. Specific tariffs are fixed tariffs/weight, volume, or number of pieces. The combination of the two looks
like this: value% - which can be calculated only if we know the market turnover and the fixed tariff per volume
(e.g. min. 22, max. 45 EUR /100kg).
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Another problem can occur with the accuracy if importers declare a lower import
value than the real price and thus they pay less duty. Under-invoicing is hard to track down,
especially in the case of multinational corporations’ accounting. Solving these problems
probably would increase administrative burdens of trade. If the price of a given item rises then
the amount of tariff to be paid also increases. As prices and tariffs move in the same direction
fraud happens. It is also worth noting that ad valorem tariffs do not make differences among
higher or lower quality products.
For fulfilling all time minimum market access obligations it was frequently
necessary to apply two –level tariff quotas. The system (Tariff-Rate Quota, TRQ)
combined two policy instruments to restrict imports. The quota component worked together
with a specified tariff level to provide the desired degree of import protection. Imports
entering during a specific time period under the quota portion of a TRQ were usually subject
to a lower, or sometimes a zero, tariff rate. Imports above the quota’s quantitative threshold
faced a much higher (usually prohibitive, or punitive) tariff. The extent of preferential quotas
were designed to fulfill the actual market access regulations.

2.3. The reform of export subsidies
The GATT prohibited the export support of non-agricultural products as early as
the end of the ’40s. In the case of primary agricultural products such subsidies were
only subject to limited disciplines and only the WTO Agreement restricted their use. On
the whole, only 25 WTO member states were affected by the limitation and the European
Union (EU-15) alone accounted to 90 percent of the value of export subsidies notified to the
WTO by OECD member states in 1995-2000. Since then export subsidies are subject to
further reduction and they will be completely eliminated in 2013 (Popp, 2004)
One of the consequences of the WTO Agreement was that all export subsidies are subject to
reduction commitments, expressed in terms of both the volume of subsidized exports and
the budgetary outlays for these subsidies. First year of the commitments coincided with
higher world market prices so reduction of export subsidies did not provoked any difficulties
in the EU. Export subsidy expenditures can vary, but are required to remain within the EU’s
WTO Agreement on Agriculture ceilings. If we compare the WTO commitments to the
utilization of EU export subsidy budget then we notice that since 2000, the EU has used
between 50 and 82 percent of its budgetary commitment and from 65 to 107 percent of its
volume commitment, depending on world prices. It means that the EU has greatly diminished
its export subsidy expenditure and operated with lower specific (per volume unit) export
refunding than it was permitted. It especially true for the cereals sector, in 1996-2000 wheat
export volume commitment was 60percent, feed-grains export volume commitment was 81
percent and budgetary commitment were 17 and 34 percent respectively.
The URAA offered a flexibility of utilization so that subsidy commitments also could be
banked across years if unused (rollover of both volume and budgetary commitments) until
2000, but this option was grabbed within the OECD only by the EU and 5 members
(Hranaiova et al, 2002). The EU generally used this option in almost every commodity
groups, thus it occurred that the utilization of a certain commitment exceeded the 100 percent
of the annual budget (e.g. in 1991 in the case of cereals with the exemption of wheat it was
161 percent, in 1999 in the case of pork 154 and in 2000 150 percent). Some commitments
are exceeded by more than 300 percent.
The effectiveness of national agricultural policy is partly determined by how
WTO members are allocating their commitments among the different commodities or
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groups of products. Switzerland for example notified a commitment on base level of export
subsidies of incorporated products like dairy (group of products), while the EU notified
commitments on specific products like butter, skimmed milk powder (SMP) etc.. Switzerland
thus had more elbow room for meeting the commitments than the EU. Switzerland just like
Norway were able to restructure their commitments among the different dairy product while
the EU had to fulfill the specific commitments. As technology developed milk components
became widespread additives of different foodstuffs like (baby-food, frozen desserts, bakery
products). Milk protein concentrates (MPCs) contain 40-90% milk protein, calcium. They are
inexpensive additives and can be used in a lot of sectors (pharmaceutical industry, paint
manufacturing, textile industry, etc.). Their tariff is much lower than that of the traditional
dairy products and this fact accelerates the growth. For similar reasons the role of clarified
butter is also increasing in ice-cream manufacturing.
Governments provide officially supported export credits through Export Credit
Agencies (ECAs) for supporting national exporters competing for overseas sales. They
encourage trade by lowering the costs at the importer. Such support can take the form either
of “official financing support”, such as direct credits to foreign buyers, refinancing or interestrate support, or of “pure cover support”, such as export credits insurance or guarantee cover
for credits provided by private financial institutions. Even food-aid programs can be labelled
as trade distorting, export subsidies. ECAs can be government institutions or private
companies operating on behalf of governments. As export credits are likely to behave as
export supports, thus having trade distorting effect, WTO members agreed that agricultural
export credit guarantees are subject to WTO export subsidy disciplines. The majority of
export credits are granted by OECD member states and they are applied on only a fraction of
the total export but their value is increasing. OECD studies prove that some export credit
program contributes to the cost reduction of the importer by providing a more favorable trade
environment compared to the free market.
The largest users of export credits among the OECD member states is the USA
with export credits are calculated to be the almost twice as distorting on a per unit basis as any
other countries at the end of the 20th century. The USA also offered large scale of long term
export credits and operated intensive international food-aid programs in the period of low
world market prices that had significant distorting impacts. It is no wonder that the EU in her
comprehensive negotiating proposal wants the export credit supports and export credit
guarantees and insurance applied by the USA should be subject of WTO disciplines in the
new WTO Agreement. The EU also proposes that Food-aid programs’ transparency should be
required.
Though export subsidies provided by governments can ease the liquidity
problems of developing countries, in practice the majority of the export credits are
granted to other OECD members. Though their use is limited it is not impossible that
parallel to the reduction of export subsidies the importance of export credits starts increasing
both in total value and specific value. During the WTO negotiations several questions were
raised and proposals were debated and for now it seems that two approaches emerged. One is
“rules based”. Export credit and insurance would have to be on “commercial terms”, which
would be defined according to criteria such as duration of credit (e.g. 180 days), benchmarks
for interest rates (e.g. Libor — the London inter-bank rate — plus something), appropriate
insurance premiums, and so on. Anything else would be classed as “export subsidies” and
would have to be reduced or eliminated. The technical details include the forms and providers
of credit that would be subject to discipline, terms and conditions such as repayment terms
and interest rates, “non-conforming” support (which would have to be reduced), emergency
exceptions, transparency and notification, and special treatment for developing countries. The
28

alternative is to have “reduction commitments”, which means calculating the subsidy
component of credit, insurance and guarantees and treating them in the same way as regular
export subsidies (WTO).
International food aid is the provision of food commodities by one country to
another, free of charge or under highly concessional terms, to assist the country in
meeting its food needs. As is mentioned above, food-aid programs though their
humanitarian purpose is essential, can have distorting impact on international trade.
The GATT/WTO Agreement’s recommendations or guidelines concerning the distribution
conditions are the following: Firstly that the aid is not tied directly or indirectly to commercial
exports of agricultural products to recipient countries; Secondly that international food aid
transactions, including bilateral food aid which is monetized, is carried out in accordance with
the FAO principles; And thirdly that such aid shall be provided to the extent possible in fully
grant.
According to Food Aid Convention (FAC, 1999) “aid, only to be provided when it is
the most effective and appropriate means of assistance, should be based on the evaluation of
needs by the recipient and the members”. At least 80 percent of food-aid must be grant (either
on the basis on volume or value, or the combination of the two). The objective of the
Convention was to prevent food-aid programs turn into lurking export subsidies. Close
monitoring in emergency cases, the monitoring of the background financial transactions and
prohibition of offloading surpluses in the mantle of food-aid can help to solve the problematic
issues of food-aid programs.
State trading enterprises (e.g. New-Zealand, Australia, Canada) are also a
potential source of export subsidization. Governments can act in indirect ways to influence
world trade in an uneconomic direction; for example, acting through firms or enterprises to
provide protection against imports or to advance exports, to the detriment of foreign
producers. State trading is a common feature of many economies where agriculture is an
important sector of trade. An example: The state can empower the state trading enterprises to
pay a higher than world market price for domestic products and at the same time cover the
loss coming from the sale on lower price in the world market. Something similar would
happen if state trading enterprises received export-related credits, tax relief or could
differentiate between domestic and external markets. Not only state trading enterprises but
producers’ organizations and private trade monopolies are also can have trade distorting
influence due to e.g. domestic pricing agreements.
Export taxes, embargo and other trade distorting measures also influence the
international trade. In a period of shrinking production export restrictions decrease the
global supply of foods and food prices start increasing. On the whole the realization of the
basic objective of food-policy is threatened: the availability of sufficient and fair priced
foodstuffs. The WTO Agreement did not restrained significantly the application of export
restrictions, though member states are to consider the impacts on food-security of developing
countries2. It worth noting that as food prices increased in recent years, more and more
country applied export restrictions.

2.4. The Reform of Domestic Supports
2

Developing countries are not subject to the provision, unless they are net exporters of the commodity in
question.
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The Uruguay Round Agreement on Agriculture classified the different domestic
supports according to their trade (and production) distorting nature. In WTO
terminology, subsidies are identified by these “boxes” which are given the colors of traffic
lights: green (permitted), amber (slow down — i.e. be reduced), red (forbidden).
All domestic support measures considered to distort production and trade (with
some exceptions) fall into the amber box and they are subject to limit. The reduction
commitments are expressed in terms of a “Total Aggregate Measurement of Support” (Total
AMS) which includes all supports for specified products together with supports that are not
for specific products, in one single figure. It meant that member states calculated how much
trade and production distorting support they were providing per year in total AMS for the
agricultural sector in the base years of 1986-1988.
Blue box supports are also part of the AMS calculation and there are no limits on
spending on them as far as the subsidy is a direct payment under a production limiting
program and must also be based on fixed areas or yields, or be made 85 percent or less of the
base level of the production, or if livestock payment, be made on fixed number of head
(WTO). If these conditions are satisfied, the measure is exempt. Blue box supports include the
compensational income payments of the EU, or US compensation payments for loss.
Green box supports are supposed to have the least impact on trade or production,
so there are no limits on spending on them. To qualify for exemption in the green box, a
program must meet two general criteria, as well as a set of policy-specific criteria relative to
the different types of agriculture-related programs. The two general criteria are: 1. It must be a
publicly funded government program (defined to include either outlays or forgone revenue)
that does not involve transfers from consumers. 2. It must not have the effect of providing
price support to producers
The fulfillment of AMS commitments did not pose problems to the majority of
member states. During the Uruguay Round several compromises made their fulfillment
easier. The base years of 1986-1988 were a period when support level was unusually high.
Some trade distorting measures were ranked into the blue box there, so there are no limits on
spending on them. And thirdly the AMS was calculated rather on the basis of total support
and not by specific product, thus supports can be restructured from a product to another. The
big question is that whether these compromises survives the next round. The delay in
notifications restrained and restrains the process of monitoring and controlling.
In the first period of the WTO commitment the relatively higher world market price of
cereals made the reduction of supports possible while maintaining the given price level. In the
period of changing world market price trends and increasing support, member states had to
however restrain their domestic support. Several countries shifted the notified support
from market price support (amber box) to the direct payment group (blue box) or even
to the green box. Also the notifications of some large agricultural exporter countries were
delayed sometimes by several years. This kind of restructuring have a distortion impact on
trade which is yet to be analyzed.
The EU, Japan and the USA represent 90 percent of the total support (amber,
blue, green boxes plus de minimis supports, plus specific and preferential tariff procedures),
therefore the agricultural policy reforms of these countries have the greatest impact on
the world market. (Popp, 2004).
WTO regulations has set up the consistent order of internal supports upon their
trade distorting nature. Green box subsidies are the least trade distorting and blue box
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subsidies are less trade distorting than those in the amber box. The question is the extent
of trade distortion of a certain support claim. In theory, agricultural policy cannot be separated
from production. If agricultural policies cannot be fully separated from production then of
course they will have an impact on the trade, too. If governments give support tied to the
farming activity, this support measure will encourage agricultural production more than any
other economic activities. Decoupled payments – e.g. the direct payments in the EU – also
affect the production as they influence on the changes in income and wealth, in
expectations and risks. Though these kind of supports generally don’t encourage the growth
of agricultural production, they do have an effect on resource allocation and agricultural will
consequently ties up more resources than it would in lack of the support system.
The extent of decoupling depends of the composition of support tools. Price
support with restrain on production (e.g. quotas) have a lesser trade distorting effect than
those direct payments that was applied in the EU earlier as the latter was tied to production
liability (note, that from January 2007 the EU introduced the decoupled payments which was
a step forward to market-oriented production. From the perspective of trade negotiations,
production restrain limits the costs of coupled support programs, therefore decreases the
amount of AMS contribution. Subsidies focused on products subjects to production restriction
(production quota) are barriers of restructuring of agricultural production. At the same time
these measures are able to relieve the loss of more competitive producers in other countries
(e.g. the milk-quota in the EU) by restraining the accumulation of surpluses (that would
require export subsidy to sell).
In OECD member states the increasing application of decoupled supports
reduces world market price distortions related to the specific growth of supports.
Unshrinking supports encouraged farmers to maintain their sown area (or livestock number of
head). If farmers expect that support is related to the size of agricultural land, even if it is a
fixed payment on the eligible area (base area), then of course they will not pursue activities
that would decrease their potential entitlement to support. If the amount of support or the
support system is guaranteed than farmers will not consider any change in production that
would steer them away from the guaranteed support (as the direct payments of the EU).
Since there is no sign of declining production in the developed OECD countries with
highly supported agriculture, though decoupled support are increasingly dominate, the
recent reform probably will not change the cumulative effect of production encouraging
supports of the several decades. The reform of the CAP in 2003 on the other hand is a
sign of shifting toward market-oriented production (through the introduction of decoupled
payments).
Restructuring supports (from the amber to the green box) is a significant step on
the road, but its effect would be even greater if the average level of supports decreased
also. If we note however, the high level of supports and the heavy subsidizing of farmers, we
can expect only limited impacts.

Green box supports are greatly emphasized since the WTO Agreement entered
into force (1995) and recently several member states propose the restraining of the use
of them (e.g. the USA spends 40-50 billion USD a year on domestic food-aid to spark
additional demand for domestic food.) The proposal affects the decoupled payments of the
EU that were introduced in 2007 and which was designed to shift blue box measures into

31

the green box (roughly 10 percent of the direct payments remained coupled, and with the
phasing out of set-aside they are to be shifted to the amber box). It is argued that decoupled
income support measures in the Green Box, no matter how meticulously designed and
implemented, can affect production through their impact on income, wealth, expectations,
risks and other variables. Therefore the definition of Green Box should be clarified, Green
Box discipline should be strengthened and stricter and more operative criteria should be
designed for the Green Box
According to principle of the “de minimis” there is no requirement to reduce such
trade-distorting domestic support in any year in which the aggregate value of the productspecific support does not exceed 5 per cent of the total value of production of the agricultural
product in question. In addition, non-product specific support which is less than 5 per cent of
the value of total agricultural production is also exempt from reduction. The 5 per cent
threshold applies to developed countries whereas in the case of developing countries the de
minimis ceiling is 10 per cent. (WTO).

2.5. The Position of Developing Countries on Trade Liberalization
In 2012 12.5 percent of the global population, 870 million people suffered from
malnutrition (FAO, 2012). OECD members should pay careful attention to the possible
impacts of agricultural trade reform. In general, the poorer a country, the more important is
the role of agriculture in the economy. In the least developing countries (LDS) roughly 35
percent, in moderately developed countries an average 17 percent and in developed countries
about 2-8 percent of the GDP provided by the agriculture.
The liberalization of agricultural trade, in theory, reduce the custom revenue worth
of several billion USD that budgeted by the developed OECD members from the import of
developing countries and creates the environment of export-oriented economic growth for
the developing countries. In practice though it is not so evident that developing countries
will really be able to realize the potential advantages. The objective of the new WTO Round
is to create better conditions for the agricultural export of developing countries.
Developing countries can make advantage of the lower tariff protection only if they
eliminate those internal barriers that restrict the utilization of their export capacities
(lack of finance, inadequate infrastructure, etc.)
Beside the potential benefits, the liberalization of agricultural trade may bring
unfavorable changes to some social groups like exporters presently enjoying preferential tariff
procedures or consumers who might face with declining supply of agricultural products as the
production encouraging and export supports will not promote the growth of supply on the
world market. Next to the indisputable short-term costs of trade liberalization we also should
take into consideration the loss caused by the insufficient competitions with rival exporters.
In addition to that, OECD member states prevent the development of production systems in
the developing world by dumping surpluses on the world market. In the case of some products
it is doubted that former specialization (frequently related to earlier colonial relations)
prioritized in some developing countries will be able to contribute to a broader development
and neither food consumption supports (direct or indirect) seem to be effective tool to help
poor people.
Several developing countries fear that – similarly to the Uruguay Round - the
liberalization of international agricultural trade will raise the price (increase the cost) of
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their import in a greater extent than the advantage derived from greater market access
opportunity. Liberalization of international trade leads to the rise of world market prices,
therefore the import of developing countries also becomes more expensive. While favorable
market access makes the increase of export price possible, on the other hand developing
countries generally import more than the value of their export. The fear is strengthened by the
experience that the WTO compliments don’t consider the special problems of the developing
countries and the implementation of the Uruguay Round favored member states with high
national income and greater resources (OECD, 2001d). From economic and political
reasons, OECD member states should make possible for developing countries to benefit
from the new multilateral agreement. The population of the world forecasted to grow
from present 7 billion to 9 billion people by 2050, the increase taking place almost solely
in the developing world. The majority of them will be born and live on rural areas and
probably many of the population will be farmers (FAO, 2009).
The exporters of the developing countries have great interest in the improvement
of market access of agricultural products in OECD countries. The importance of market
access is supported by the proposals concerning the duty free status of imports arriving from
developing states. The final outcome of these proposals are depend on the efforts of the
developing countries to improve productivity and to strengthen trade capacity. Immediate
beneficiaries of greater market access – through taking advantage of improving export
opportunities –will be probably the middle-income developing countries with sufficient
supply capacity (OECD, 2001e). Within developing countries the situation of sectors
competing with export are different. The WTO commitments of the developing countries
provide a certain flexibility in re-evaluating and adjusting their tariff level that could dampen
the shock effect of trade liberalization process. There is no clear definition as to which
countries should be considered to be developing countries, therefore which should be recategorized into the group of developed countries. Developing countries also fear that
developed countries will conclude multilateral agreements with each other on their own
terms, without the involvement of developing countries.
Agricultural supports applied by the EU and the other developed countries don’t
favor to developing countries. Price supports, import duties, export subsidies and other
supports pull back the agricultural production and export of developing countries. Developing
countries generally profit from further trade liberalization, but low-income countries
importing low-processed agricultural products will be losers if borders open to trade (van
Meil et van Tongeren, 2001) The same applies to countries that currently enjoy preferential
customs regime on the markets of developed countries. Trade liberalization on the whole
might generate much greater advantages in other sectors (especially in textile industry) than in
the agriculture.
Criticism on the CAP has led to significant changes, the EU in the past decade rapidly
lowered the price and export subsidies. In addition the EU is willing to reduce export
subsidies even further if the other forms of export supports are dealt by the WTO Doha
Round.
Developing countries area also concerned that market access to developed
countries will not have much result if they have to comply with the new quality
standards on these markets. The problem is acknowledged by the international
organizations, it is suggested that substantial grants are to be transferred to developing
countries so that they can fulfill the stricter quality obligations of international markets. At the
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same time it is the responsibility of the developing countries to create coherence among
agriculture and other sectors of the economy

2.6. The„Framework” (Doha Development Agenda)
At the August 2004 WTO meeting 147 member states made a compromise that allows
the continuation of the Doha Round. The core of the compromise: rich countries eliminate the
export subsidy of their agricultural products, in return the poorer countries eliminate their
industrial tariffs. The WTO prepared a draft-framework for the successful completion of the
agricultural negotiations. The draft deals with the elimination or reduction of domestic
supports, export subsidies and import duties. The new WTO Round (Doha Round) aims
substantial reduction of domestic and blue box supports (compared to the base years of 19912000 at least 50% cut-back) in 5 years. Blue box support supports are part of the AMS
calculation.
It should be noted that the production crops entitled to blue box direct payments did
not decrease at all after the 1992 CAP reform, thus the support and theory of programs to
constraint production are questionable. In 2007 the EU introduced the direct, decoupled area
payments, at the same time both the set-aside and blue box support has been eliminated. The
USA applied blue box supports until 1996, when discovered that these payments encouraged
the production of traditional products. As a consequence the prices of inputs (e.g. pesticides,
fertilizers) and even land price increased which reduced the international competitiveness of
the agricultural sector.
Concerning domestic supports, bigger supports should be reduced by a greater
extent. Blue box supports’ share is calculated on the basis of all internal support and its extent
is determined on the reference period.
Current Blue Box payments would be capped and
bound. Then, they would either be halved over five years (cut 33% over 10 years for
developing countries), or merged into the Amber Box (i.e. included in “current total aggregate
measurement of support” or AMS) — developing countries would be allowed to delay the
merger until the fifth year. The US-EU draft proposes modifying the definition of the Blue
box (removing the reference to “production-limiting programs”) and limiting this to 5% of the
value of agricultural production by the end of the implementation period. The G-20 wants the
Blue box eliminated. Japan wants it maintained but is willing to modify it. The EU says it is
ready to negotiate additional reductions in Amber Box support so long as the concepts of the
Blue and Green boxes are maintained.
In The EU about 90 percent of the former Blue box supports, with the introduction of
decoupled direct payments shifted to the Green box (the category of support schemes with the
possibly least distorting effect). Coupled payments shifted to the amber box at the same time.
Green box content is also being revised to make sure that only non-distorting measures
remain there.
So in theory it is agreed that internal, domestic support is to be reduced. The ceiling of the
total aggregate support (that is the sum of final bound total AMS plus both de minimis
exemptions and Blue box support) is to be reduced and it cannot be higher than the 80 percent
of the rate laid down in the Uruguay Agreement. In countries granting higher support, the
extent of obligatory reductions will be larger, than in a country granting smaller or miniscule
support. The reduction will take several steps. In the first year of the implementation period
the member states must reduce total support by 20 percent (The EU did not and does not have
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trouble to meet the requirements, since the reform of the CAP in 2003). Developing countries
will reduce agricultural support over a longer implementation period and in a lesser extent.
In current WTO negotiations some member states proposed the “Uruguay Round
Approach”, some preferred the Swiss formula for tariff reduction. The draft proposes a
compromise between the two of them as these received the biggest support in the
negotiations. It would result in a differentiated reduction rate (60-40%), because of the great
differences of tariff rates and also to dim the occurrence of tariff peaks and tariff escalation
(Table 2.2.) For developing countries lower rates of tariff reduction are envisaged.

Table 2.2. Proposal for tariff reduction (developed countries) cut over 5 years
Tariff rate
(ad valorem)
> 90%
15% - 90%
≤15%

Average cut %
60
50
40

Minimum cut for any
product %
45
35
25

Source: Stuart Harbinson, Chairman, Committee on Agriculture, First Draft of Modalities for the further
commitments, 2003. WTO. Geneva.

Table 2.2. Proposal for tariff reduction (developing countries) cut over 10 years
Tariff rate
(ad valorem)
>120%
60-120%
< 20-60%
≤20%

Average cut %
40
35
30
25

Minimal cut for any product
%
30
25
20
15

Forrás: Stuart Harbinson Chairman,Committee on Agriculture,First Draft of Modalities for the further
Commitments, 2003. WTO. Geneva.

The proposal affects the international trade of EU agricultural products in different
ways. The competitiveness of sugar would rapidly decline (partly as the result of the possible
reform of the Sugar Market Regime), the competitiveness of wheat would hardly change.
Most of the WTO member states, including the EU, would prefer the Uruguay Round
Approach to the Swiss formula. The Uruguay Round approach used an average reduction over
all products, allowing some variation for individual products provided a minimum reduction
was met. The Uruguay approach now would result in an average 36 percent reduction during
a period of 6 years with a minimum 15 percent flat rate reduction for all products. The
application of the Swiss formula would result in a greater reduction in tariffs higher than the
average and would lead to an approximately 25 percent average tariff level. Countries with
liberal agricultural policies support the Swiss formula, of course.
Concerning de minimis supports, they are to be reduced by 50 percent in a 5 year period.
Developed countries’ current right to exclude a minimal (“de minimis”) level of support from
reduction commitments would be halved from 5% of agricultural production to 2.5% over
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five years. Developing countries would keep their 10% with additional flexibility, including
the right to credit any “negative support” that is specific to individual products, to the de
minimis level of support that is not specific to individual products. The EU proposes the
elimination of the de minimis support for developed countries as it provides a loophole for
circumventing the reduction commitments (the Cairns Group also supports this proposal). The
EU argues that for example the USA – in possession of the high agricultural gross production
value – is able to grant even more than 20 billion USD market distorting support under de
minimis provisions, because according to the de minimis principle supports under the 5
percent ceiling (see p. 32) exempt from reduction. The USA of course would like to maintain
the high level of de minimis supports and argues that its overall impact on trade is very small.
Developing Countries are subject to special and differential treatment under the
draft. They would be able to identify some products as “special products” (SP) and to
make lower tariff reductions on these products — a simple average reduction of 10%,
with a minimum of 5% per product — and tariff quotas on these products would not
have to be expanded. Developed countries – including the EU and the USA- warn that the
protection of domestic production, and the increased focus on food-security and rural
development in developing countries cannot result in unlimited product protection
(concerning the low tariff reduction obligation). Some call for special and differential
treatment to be based on “objective criteria” such as the level of development and per capita
income, arguing that some “developing countries” are richer and have more developed
agriculture sectors than some transition economies. The US-EU draft defines a new category
of countries, the significant net food exporters, and says special and differential treatment for
these countries should be adjusted.
Many developing countries complain that their exports still face high tariffs and
barriers in developed countries’ markets and that their attempts to develop processing
industries are hampered by tariff escalation (higher import duties on processed
products compared to raw materials). So even if they had comparative advantages in
semi-finished and finished products it would be problematic to utilize these, because of
the heavier tariff burdens. They want to see substantial cuts in these barriers. In OECD
member states the increase of custom level can be observed primarily in the case of processed
coffee, cocoa, oil seeds, fruits and vegetables and walnut. In Australia, Canada, in the EU and
Mexico tariffs of agricultural products decreased more than that of the processed products.
Tariff escalations in the EU’s food industry (and in Hungary also) occur typically in the case
of meat products, dairy products, beverages and tobacco products (OECD, 1997).
In the WTO only 65 percent of the tariff quotas is utilized, and 25 percent of the quotas
are utilized only by a 20 percent extent (OECD, 2002). This suggests that the minimum
market access provisions of the WTO Agreement were not achieved. The low use (underfill)
of tariff quotas is often the result of the mechanism related to determining the right to
import, to quota administration. Exporters are sometimes concerned that their ability to
take advantage of tariff quotas can be handicapped because of the way the quotas are
administered. Various members support some or all of a list of principles, including using
methods that do not discriminate, are simple and practical, are predictable and transparent,
and do not hinder commercial transactions. There are several methods of distributing the tariff
quota: applied tariffs, first come-first served, licenses on demand, auctioning, historical
importers, imports undertaken by state trading enterprises, producers group or associations,
mixed allocation methods and others. In theory the setting up a tariff quota system that it
transparent, non-discriminative and does not burden the exporter with additional costs would
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be very desirable to all actors. Quota auctions are transparent and fair, even can minimalize
the inherent trade distorting effects of the tariff quota system. However, in the case of
auctions the underfill of quotas is one of the lowest, suggesting that other factors (like
participation fee) play also important role in the development of tariff quota utilization.
According to some WTO countries – for the sake of better market access – GATT
tariffs opened on the lowest level in 1995 should be rearranged as the current system is
operating by the former average consumption level of the reference period (1986-1988)
which is unsustainable. If consumption increased then market access should also improve.
The draft proposes –years 1991-2001 as reference period - to expand the volumes to 10% of
domestic consumption (6.6% for developing countries – except special products) during a 5
year-long implementation period (10 years for developing countries) applying flexibility —
one quarter of total tariff quotas allowed to increase to 8% (5% for developing countries), but
only if another quarter is increased to 12% (8% for developing countries). The proposal for
change is justified by the outdated base period and data, the probable increase in
consumption, the change in consumption structure, the need for the successful integration of
the new 34 member states joining the WTO since 1994 (WTO had 157 members at August
24, 2012) and the need for transparency.
The EU opened GATT quotas for 87 products and the USA opened for 55. In
contrast, New-Zealand and Australia have barely 2-3 GATT quotas, since beside tariffs
they are not forced to protect their domestic market by levies. The EU also complained
that those countries that demand substantive market access have only a few GATT quotas that
have only limited effect on their internal markets. The EU argues that the preferential
tariff quota system played a positive role in market access, but the sophisticated quota
administration methods have a unfavorable effect on their utilization. Thus, a significant part
of the member state criticize the transparency and reliability of the preferential tariff quota
system’s management. The EU proposes that for every member state it should be
obligatory to open preferential tariff quotas.
The wide range of products covered by the GATT quota system makes the
management of quotas rather administration-demanding. Therefore in the case of those
products where the MFN (Most Favored Nations – the lowest possible tariff a country can
assess on another country) tariff level closely approached the level of the related GATT quota,
the elimination of the quota system is a better decision than its broadening.
The member of the Cairns group however, think that the market opening cannot be a
step backward, as the 10 percent market access is to be achieved in relation to the already
realized access level (it is an import that accounts for the 10 percent of consumption). The EU
also have no interest in the further opening of its markets by the expansion of the existing
quotas. In the name of several countries New-Zealand argues for the improvement of market
access conditions, the quota expansion is necessary. All the more so, as in the last 15 years
internal consumption globally increased, therefore market access opportunities also should
adequately develop. Market access should be realized for all product of the given food supply
chain (e.g. poultry meat).
The special agricultural safeguard measure (Special Safeguard: SSG) aims to avert
domestic market failures triggered by sudden import or market price rise caused by the
elimination of non-tariff barriers. In countries eligible to apply the Special Safeguard
Clause it covered 15 percent of the total tariff line. The measures in the past were hardly
applied in practice, but in recent years several countries took the opportunity as food prices
started rapidly rising (usually export prohibition measures were announced). Present SSG
measures would be removed for developed countries in a 5 year period and a new special
safeguard mechanism (SSM) would be available as a safety net for developing countries.
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According to the commercial policy state trading can also restrain the import if it
does not purchase the total amount of tariff quota or imports rather complementary and
not competitive products. In spite of this, the proportion of unfilled quotas is not bigger in
the case of state trading than in the general international trade. This situation reflects either to
the lack of import demand or to a deliberate import restricting policy of the state. On the
whole from all the quota distribution methods state trading shows the best utilization of
quotas. State trading is worth analyzing only if it restrains market access and competition
(OECD, 2001b).
The issues of geographical indications (GI) are regulated by Trade Related Aspects of
Intellectual Property Rights (TRIPS) Agreement of the WTO. The TRIPS sets down minimum
standards for many forms of intellectual property (IP) regulation. According to the
Agreement geographical indications (all product) are to be generally protected (Standard
Level of Protection) with regard at least of restraining unfair competition and preventing
commercial and business practice to mislead consumers. Higher or enhanced level
protection is provided for geographical indications for wines and spirits. They have to be
protected even if misuse would not cause the public to be misled. There are exceptions, too:
in some cases, geographical indications do not have to be protected or the protection can
be limited, e.g. when a name has become the common (or “generic”) term and when a
term has already been registered in good faith (before the date of the WTO provisions, or
before the geographical indication is protected in its country of origin) as a trademark.
Market opening and the improvement of market access opportunities assumes not only tariff
reductions, the extending the higher level of protection beyond wines and spirits is also
considered important. Geographical indications (GI) are place names (or words
associated with a place) used to identify products that come from these places and have
these characteristics. The reason of protection is that product’s quality, reputation or other
characteristics can be determined by where it comes from (Protection of Geographic
Indication, PGI). The Protection of Designation of Origin (PDO) covers the term used to
describe foodstuffs which are produced, processed and prepared in a given geographical
area using recognized know-how. Several WTO member states (e.g. Cairns group, SouthAmerican countries) refuse EU claims on Protection of Designation of Origin and on
Protection of Geographical indications, as it would introduce new trade barriers against
products of third countries and would create unfair competitive disadvantage for developing
countries. It is frequently argued that the EU would like to place products named by generic
terms under international legal protection. The legal protection would cover the listing of
characteristics of the given indication on the product (including its GMO content). At the
same time it is necessary to describe the characteristics of the product so that the
production can be controlled and in order to prevent counterfeiting. The EU proposes
that in the Doha Round the strict, global protection of geographical indications of foods
would be approved, that is only products from the given area can have labelled with the
geographic term.
The debates and storms around cheese are excellent examples of the importance of
PGI and PDO. Cheese producers are competing for the consumers by expanding their
selection. /New-Zealand is one of the World’s most important producer of “Cheddar” cheese,
however the British wished to have this GI for themselves. In the EU one of the biggest
debates surrounded the “Feta” cheese. Greece asked for PDO status from the EU for feta
cheese in 1994, which they contended was a uniquely Greek product. The European
Commission accepted this in 1996, but the decision was overturned in 1999 due to challenges
presented by Germany, Denmark and France. The Commission conducted an investigation
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into the origins of feta, accepting information from both sides, and in 2002 declared that PDO
status would be given to Greece. On October 14, 2002 feta cheese was officially named a
Greek product that can only be produced in particular areas of Greece and under certain
regulations. The story did not end here, what more the debate is started all over again with the
accession of Bulgaria (2007) who rightfully argued that feta is also a traditional Bulgarian
cheese. The only, GI cheese of the UK is the “Stilton”. Denmark successfully fought for the
protection of the “Danablu”, France for the protection of “France Comté”. Germany and Italy
had great debates related to the production of “parmesan”. Italy argues that “parmesan” is GI
that can be used exclusively on cheese produced in the Parma region, while Germany thinks
that “parmesan” is a generic word that differs from the legally protected “Parmigiano
Reggiano” name. The EU Commission draws attention to the fact that last century German
dictionaries translated the “Parmigiano Reggiano” name as parmesan which refers to a real
GI.
The majority of member states propose the full elimination of all form of export
support, tightening rules that affect the export competitiveness (export credits, credit
guarantee, food-aid, state trading). It is acknowledged that export supports have serious trade
distorting impacts. Export subsidy generates ruthless competition among the exporter
countries while those countries that are not able to similarly subsidize their export will fall
behind. If market prices are low, governments tend to rely in a greater extent on the
subsidization which reduces the chance of price recovery. Export subsidy application can
result in lower import prices, that might be beneficial for some developing countries, however
the same low import price will have a negative effect on the domestic market and farmers of
the developing countries. Farmers can be forced in this situation to give up farming. The
WTO member states are for the reduction and/or elimination of export subsidies by
2013.
Reduction of import duties will be mandatory for each member states except the
least developed countries (LDCs). Special treatment for developing countries will allow
them to reduce tariffs in a smaller extent for a longer period. Tariffs would be reduced by the
“Swiss formula” (a harmonizing formula that reduces higher tariffs by greater amounts and
simultaneously sets a maximum final tariff rate). WTO member states can identify some of
their products as Sensitive Products and are to be allowed some flexibility concerning tariff
reduction of these items, combining tariff cuts with quota extension. Developing countries can
identify some of their product as Special Products and are allowed to apply smaller tariff cuts
on them.

2.7. The Danger of a Global Trade Collapse
The biggest threat to global trade today that it is increasingly exposed to the huge
US trade deficit (especially with China). This trade deficit is the largest in the world and
masks a global economic imbalance. A healthy international trade system assumes that
countries are diligent exporters and importers at the same time. If countries don’t spend
their export incomes (on import), or if they restrain their import activity (because of low
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economic growth) then the international trade system collapse. The problem is hidden by the
US deficit, but it cannot be expected to continue on the long run as it would require the
permanent and rapid increase of the trade deficit.
The big question is how international trade flow can be increased in the future.
The role of Europe is rather doubtful as the low economic growth in Europe does not allow
the increase of import. Beside, Europe’s international trade balance often shows a trade
surplus (more export than import), which reduce the global market demand. South-American
countries are in a similar position, several big nations (Argentina, Brasilia) are battling with
serious debt crisis endangering their economic stability and growth. They need to force export
as only with the help of high value export income they can repay their international loans. As
for Africa, the continent is too poor to play any important role in the development of
international trade.
Looks like only Asia could save the international trade system from collapsing. The
problem is that Asian countries are rather determined exporters and not so enthusiastic
about importing not to mention their efforts to maintain a positive trade balance and to heap
up the revenue gains (export minus import) from international trade. It also should be
examined how these countries handle their foreign exchange reverses (foreign trade surplus
and revenues from internationals investments). These assets are usually invested in safe
investments, e.g. into US government bonds. Because of the heavy purchase price of these
government bonds is high with low interest rates. If selling would occur in a greater extent,
the rise of interest rates would lead to serious economic problems in US economy e.g. scaling
back investment plans, growing interest rates of mortgage and consumer loans (Stelczer,
2003).
It seems that international trade is lacking the necessary mutuality (circulation),
countries that export do not import automatically, which is very bad for global trade.
The raison d’être of free trade would be its mutually beneficial consequences. What does it
mean? Comparative advantage exists when a country has a margin of superiority in the
production of a good or service i.e. where the opportunity cost of production is lower. Poorer
countries promote their labor-intensive industries, focus on the production of cheap laborintensive products, (e.g. shoes, toys, clothes) and export them to rich countries, that on the
other hand produce and export high-value added, more sophisticated goods (e.g. airplanes,
medicaments, industrial machinery) to them. As a result, the standard of living grows in every
participant countries. Free trade creates some losers of course, as resources move to more
productive areas of the economy. Employment will increase in exporting industries and
workers will be displaced as import competing industries fold (close down) in the competitive
environment (structural unemployment). Consumers will be winners by being able to obtain a
greater variety of goods and services.
Had countries spent their export revenues on importing goods from their trade
partners, the international trade would not destroy jobs, as the circulation of export
revenues and import expenses would be ensured. If too many countries concentrate on
the accumulation of export revenues, the logic of free trade will be crashed. In this case
international trade can slow down global economic growth and can destroy jobs, as too many
sellers fight for the same few buyers. Certain countries compete for the ever growing
proportion of the stagnating world market and try moving their unemployment abroad.
Through decades, the growth of international trade has helped the growth of the global
economy and reducing poverty.
If the international trading system is not able to solve the fundamental problem,
namely, to reduce its excessive dependency of the US market, then global political
tension and economic decline may develop. Greater balance and sustainability should be
ensured in the international trade. It follows that greater economic growth should be
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realized in Europe, in South-America the reduction of government debt should be achieved,
and Asia should stop excess reserve accumulation and should reduce the export dependency
of its economic growth.
These changes either occur spontaneously, or not. The example of Japan is lesson for
all. The Japanese economy, due to the lack of diversification of the production structure, is
still export-driven and continues to stagnate in spite of the foreign trade surplus. If the same
happens anywhere, we better to prepare for growing protectionism, declining competitiveness
and the emergence of discriminatory trade blocks. All that projects a problematic future.

2.8. Possible New Directions for Agricultural Policies in the OECD Member States
The market-oriented production is to the benefit of the national economy if the
allocation of resources meets the market feedback. Moving into the direction of marketoriented production also means that, compared to the previous period, production,
consumption and international trade is less distorted.
The market oriented production has traditionally associated with the notion of
efficiency, but arguments have more compelling power if other rational considerations also
play a role. Based on the analysis of the efficiency of income transfers one can ascertain
that market-oriented support tools – if support is not coupled to production or consumption
decisions such as price- or input support – are much more effective aid to the targeted
households, than market interventions. A similar situation, if the government intervenes to
divert market failure (e.g. when ensuring public goods and public health), as several marketoriented options could prove to be a more effective solution (it is not so about diverting the
market failure, as treating, removing the cause of it). At the international level area based
payments are more acceptable than product supports, even if payments based on the use
of land don’t have an entirely neutral effect on production and trade. Resource based
payments could be added to support categories classified in the Green box of the WTO
(Blandford, 2001).
The biggest challenge for governments is to find the right balance between
income-redistribution, the ensuring of regional or global public goods (services) and
their global responsibility (avoiding all activity and regulation that would put unfair burden
on other countries). The selection of suitable support tools is much more a central issues than
the objective of the support. The tools of alternative agricultural policy provide an opportunity
for governments to achieve their goals with the least trade distorting actions and impacts.
Domestic agricultural policy reform is the most important factor. Although trade
policy is the core of the multilateral negotiations, there would be little trade dispute
among OECD member states, as well as between OECD member states and developing
countries had they targeted the development of a domestic agricultural policy that meets
the already accepted requirements. Domestic supports especially should be designed by
clear objectives, making sure that the performance of alternative support schemes can be
measured and compared to the status quo outcome. The evaluation of the agricultural policy
should be transparent and available for the public to ensure the right to information, so that
agricultural policy makers should take the responsibility for their decisions. Setting up clear
targets probably would lead to fundamental changes of the necessary tools to ensure equity
and to avert market failure. For example the problem of low farming income can be managed
by general tax and social security programs, as these programs have the highest incometransfer efficiency. What is more, this form of the income supports does not distort the
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production and trade. It is noted that supports encouraging the production of public goods, or
positive externalities also increase farmers’ income.
The thing is that farmers are demanding similar treatment to other members of the
society, though of course they also receive support for the production of agricultural products
and public goods. Coupled payments cannot ensure simultaneously the optimal quantity
of public goods and the satisfactory income status of the target group. The income
allocation of these kind of tools is typically regressive and consequently larger farms benefit
more than the small ones, while consumers pay tax according to their food-related spending.
On the whole these tools are net cost burden for developing countries, though they improve
economic efficiency and competitiveness.
Even the market contributed to solving some social problems. The impact of continued
decline in agricultural real prices on household income is automatically reduced by the need
of diversifying of income sources. Less efficient farmers might have to give up farming (all
that leads to efficiency and competitiveness). The agriculture related income in several farms
in the OECD countries is below 50 percent of their average income. Market feedbacks really
reduced the impact of falling agricultural prices. As for public goods, governments can
issue tenders. It can be then determined whether really farmers are the best providers of
public goods, and if so, which farmers.
Other social objectives can be achieved by broader development initiatives, such
as rural and settlement development. This includes environmental protection as well, to be
achieved by the regulation of the national economy, taxation (polluter pays principle), and
supports (if the desired service cannot be ensured by other means). Finally, it is possible that
agro-social interests cannot be ensured neither by market measures, nor by the regulation of
the national economy. In this case specific, goal oriented agricultural policy can bring
solution. Clear definition of the special interests- such as the protection of environment or
landscape- is in itself a very important step in the design of agricultural policy with clear
objectives (and in monitoring).
In a wider context, governments can speed up economic growth by supporting
investments in infrastructure, education and training, as well as in research and
development (OECD, 2001d). Agriculture can benefit from both general investments and
agriculture related ones. Both contribute to the improvement of public health and food-safety.
National agricultural policy also influences the international trade. The net cost of the
less effective agricultural policy leads to greater loss in the global market. It is possible
that trade policy is the only tool to protect domestic producers in sectors battling with import
pressure. Trade policy reform is an important task, but the multilateral negotiations have an
even more crucial role in promoting domestic reforms.
Experience of implementation of the 1994 WTO Agreement suggests that there are
several ways to encourage trade liberalization. These include the elimination of legal
loopholes, the tightening of commitments, reducing the possibilities of flexible classification
of different subsidies, and expanding of the reform process to other previously less affected,
or not affected areas (e.g. export credit, export credit guarantee, international food-aid, state
trading).
The reform of international trade will lead to greater economic growth overall,
but trade liberalization is not for everyone’s benefit, at least in the short term. Farmers
working in sector that previously enjoyed a higher level of protection, will face increasing
competition. Changed environment certainly require adaption, and that adaption period might
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be supported with temporary subsidies. For less viable households however the social support
systems provide the solution (and not agricultural policy).
The liberalization of agricultural trade provides a wide range of opportunities
both for OECD and for developing countries. Mainly exporters of the developing countries
can benefit from the improved market access, while farmers supplying the domestic markets
no longer have to compete with subsidized exports. Despite of this, many producers can suffer
from the negative effects of the process. Previously supported producers in developing
countries will face increased market competition (due to the reduction in tariff protection),
and consumers may pay more for the imported products (due to the world price increase).
Exporters previously benefiting from preferential custom procedures will have to compete
with other potential exporters (tariff preferences will be reduced parallel with the general
tariff reduction). Increased market access opportunities provided by the OECD member states
to developing countries needs to be interlaced with the expansion of their export capacities
(with the help of financial aid).
The central issue of trade liberalization is the reduction of agricultural subsidies. A
number of countries already implemented some positive measures by rearranging their most
trade distorting supports. These reforms however are rather imbalanced concerning
certain products and countries. Analysis of income transfer efficiency show that in case of
replacing present coupled payments by direct income supports, even a 50 percent support
reduction would not reduce agricultural household income. Goal oriented support of lower
income agricultural household could lead to further savings.
Financial resources freed up by subsidy reforms can promote investments that
complement rather than restrict the operation (function) of agricultural markets. Some
areas of investments, such as infrastructure, education, research and development, food-safety
systems, are easily defined, but concrete proposals would require further analysis.
Transparent agricultural policy (by displaying taxpayer transfers) is not only more
effective than the less transparent Agricultural policy, but in addition, the public will be much
more aware of who is paying what, and who benefits. Agricultural policies of the OECD
member states can play central role in the creation of the fair, competitive and
sustainable global food economy.
Summary
By the GATT Agreement entering into force in January 1st 1948, the principle of
comparative advantages won over the economic doctrine of mercantilism, and with the
exception of agricultural products, the goal of a more liberalized international trade had been
realized. The GATT Agreement however ignored the fact that the comparative
advantages of the agriculture are much bigger and more durable than in other sectors of
the economy.
Prior to the Uruguay Round, border protection for agricultural products was not
always in the form of tariffs. In addition to tariffs, other non-tariff border measures were
applied. A core element of the Uruguay Round negotiations was the agreement to convert
these other types of border protection mechanisms into tariffs. This process was called
“tariffication”. Once tariffs are negotiated, WTO Members agree to “bind” those tariffs. This
means that WTO Members are not normally allowed to impose import duties in excess of the
“bound” tariffs inscribed in each country’s Schedule of Concessions.
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The greatest achievement of the GATT Agreement is that the tariff system
became the foundation of agricultural trade of the WTO member states. In OECD
member states the average tariff level of agricultural products is still 60 percent compared to
the 5 percent of industrial products. As a result of the WTO Agreement, developed countries
cut back tariffs by 36% (average cut for all agricultural product) over a six year period
compared them to the base period of 1986-1988. At the same time export subsidies had to
be reduced by 36 %, also, while domestic support level had to be reduced by 20 % (with
a 21 percent reduction in subsidized export quantities).
However, trough binding higher tariffs than were applied prior to the WTO
Agreement entering into force in 1995 (calculated on the basis of reference years in 19861988) created the possibility for the reform to take an opposite direction. Most of the
WTO member states, including the EU, propose the application of the Uruguay Round
Approach that used an average reduction over all products, allowing some variation for
individual products provided a minimum reduction was met. The Uruguay approach would
result in an average 36 percent reduction during a period of 6 years with a minimum 15
percent flat rate reduction for all products The application of the Swiss formula would result
in a greater reduction in tariffs higher than the average and would lead to an approximately 25
percent average tariff level This differentiated cut back would result in a 40-60 percent
tariff reduction in 5 years and current WTO developments seem to prefer this solution.
Developing countries would be allowed to apply a smaller cut back. The proposal affects the
international trade of EU agricultural products in different ways. The competitiveness of
sugar would rapidly decline (partly as the result of the possible reform of the Sugar Market
Regime), the competitiveness of wheat would hardly change. Developing Countries are
subject to Special and Differential Treatment under the draft. They would be able to identify
some products as “Special Products” (SP) and to make lower tariff reductions on these
products — a simple average reduction of 10%, with a minimum of 5% per product — and
tariff quotas on these products would not have to be expanded.
The minimum market access provisions of the WTO Agreement were not achieved.
Currently 65 percent of the tariff quotas are unutilized in the member states, and 25
percent of the quotas are utilized only by a 20 percent extent. The low use (underfill) of tariff
quotas is often the result of the mechanism related to determining the right to import, to quota
administration. According to the proposals of the new WTO round export competitiveness
can be improved by determining the level of consumption based on preference years in
1999-2001. By doing so, preferential tariff quotas would be increased from the current 5
percent to 10 percent of consumption. In the case of developing countries quotas should be
increased to 6.6 percent (with the exception of special products) in 5 years.
State trading can also restrain the import if it does not purchase the total amount of
tariff quota, or imports rather complementary and not competitive products. On the whole
though, state trading shows the best utilization of tariff quotas.
Several WTO member states refuse EU claims on Protection of Designation of
Origin (PDO) and on Protection of Geographical indications (PGI), as it would introduce
new trade barriers against products of third countries and would create unfair competitive
disadvantage for developing countries.
The GATT Agreement in 1994 prohibited the export support of non-agricultural
products. In the case of agricultural primary products such subsidies were only subject to
limited disciplines and only the WTO Agreement restricted their use. On the whole, only 25
WTO member states were affected by the limitation (EU’s export subsidy schemes added up
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to 14 billion USD). The majority of member states proposed the full elimination of
export subsidies. Other forms of export subsidies that influence the export
competitiveness (such as food aid, subsidized export credit and insurance, trading by state
enterprises) should be disciplined. Member states finally successfully agreed that all
forms of agricultural export subsidies (including hidden forms) would be eliminated by
the end of 2013.
The Uruguay Round Agreement on Agriculture classified the different domestic
supports according to their trade (and production) distorting nature. All domestic
support measures considered to distort production and trade (with some exceptions) fall
into the amber box and they are subject to limit. The reduction commitments in the amber
box are expressed in terms of a “Total Aggregate Measurement of Support” (Total AMS)
which includes all supports for specified products together with supports that are not for
specific products, in one single figure for the agricultural sector in the base years of 19861988.
Blue box supports are also part of the AMS calculation and there are no limits on
spending on them (and the same goes for the Green box supports, of course). The
fulfillment of AMS commitments did not pose problems to the majority of member
states as during the Uruguay Round several compromise were made that made their
fulfillments easier.
Reclassifying support forms (from Amber to Green box) was an important step on the
road towards a fairer international trade, however the overall level of supports has not been
reduced sufficiently. According to current WTO proposals Blue box payments would be
subject to significant reduction. They would either be halved over five years (cut 33% over
10 years for developing countries), or merged into the Amber Box (i.e. included in “current
total aggregate measurement of support” or AMS) — developing countries would be allowed
to delay the merger until the fifth year. (The commitment would not force further
restructuring in the EU, as with the introduction of decoupled payments Blue box supports are
no longer relevant).
Green box supports are supposed to have the least impact on trade or production, so
there are no limits on spending on them. They are greatly emphasized since the WTO
Agreement entered into force (1995) and recently several member states propose to put
restrain on their use. The proposal affects the decoupled payments of the EU that were
introduced in 2007 and which was designed to shift Blue box measures into the green
box.
Several member states propose the reduction of de minimis supports by 50 percent
in a 5 year period. Developing countries would keep their 10%, with additional flexibility,
including the right to credit any “negative support” that is specific to individual products, to
the de minimis level of support that is not specific to individual products. The EU proposes
the elimination of the de minimis levels for developed countries as it provides a loophole
for circumventing the reduction commitments. The USA however insists that de minimis
levels have only very small impact on trade, therefore they should be maintained.
In the first period of the WTO commitment the relatively higher world market price of
cereals made the reduction of supports possible while maintaining the given price level. In the
period of changing world market price trends and increasing support, member states had to
however restrain their domestic support. Several countries shifted the notified support
from market price support (amber box) to the direct payment group (Blue box) or even
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to the green box. Also the notifications of some large agricultural exporter countries were
delayed sometimes by several years. This kind of restructuring have a distortion impact on
trade which is yet to be analyzed.
The WTO Agreement has clearly contributed to the reform of the CAP. In addition to
the external factors, however, internal reasons played an even more important role in the
reform process (above all food quality concerns, food-safety issues).
At the August 2004 WTO meeting 147 member states made a compromise that allows the
continuation of the Doha Round. According to the Draft Framework internal, domestic
support is to be reduced. The ceiling of the total aggregate support (that is the sum of final
bound total AMS plus both de minimis exemptions and Blue box support) is to be reduced
and it cannot be higher than the 80 percent of the rate laid down in the Uruguay Agreement.
In countries granting higher support, the extent of obligatory reductions will be larger, than in
a country granting smaller or miniscule support. The reduction will take several steps. In the
first year of the implementation period the member states must reduce total support by 20
percent.
In order to increase export competitiveness export subsidies will be gradually
eliminated and it applies to the hidden forms, such as export credit, export credit guarantee,
food-aid and state trading, as well. The significant reduction of import tariffs is also an
objective, with bigger cut backs on higher tariffs (Swiss formula).
The biggest threat to global trade today is that it that it is increasingly exposed to the
huge US trade deficit. This threatens the balance and sustainability of international trade.

46

Comprehension Questions:
1) Was agriculture included in the 1947 GATT Agreement?
2) Make a list of the most important elements of the agricultural agreement of the
Uruguay Round!
3) What is the essence of „de minimis” support?
4) Whether the “Swiss Formula” or the “Uruguay Approach” is applied in determining
support reduction at the current WTO negotiations?
5) What kind of agreement was reached at the WTO negotiations concerning the
reduction of export subsidies?
6) What are the more favorable forms of support if the goal is the liberalization of
agricultural trade??
7) What does the balance of international trade mean?

Competency Development Questions:
1) What are the reduction rates concerning tariff levels, export subsidies and domestic
supports in the agricultural agreement of the Uruguay Round based on the reference
years in 1989-1988?
2) Concerning the domestic supports, what are the amber, blue and green box categories?
3) Which one is favored by the Doha Agenda: the Swiss Formula, or the Uruguay
Approach?
4) Can we state that the world economy’s trade balance is achieved?
5) What does sustainable global trade mean?
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3. Multifunctional Agriculture
Introduction
The EU places substantial emphasis on the acknowledgment of the
multifunctional nature of agriculture in ongoing WTO negotiations. Therefore it
seems reasonable to pay more attention to the inherent complexity of
agriculture, and to give a more detailed analysis on multifunctionalism as one
of the none-trade concerns. In this Chapter we are going to study the issues of
public goods and market failures, as well as to discuss the relationship between
profitability, market failures and transaction costs.

3.1. Non-trade Concerns
Farmers can produce positive externalities, or public goods (and services) while
farming. These externalities are not necessarily recognized by the market. If there is no
market recognition, then supports related to the production of public goods can be
considered as not producer subsidies, but as remuneration for providing these positive
externalities on a socially optimal level. The EU terminology (and the appropriate English
terms) is not able to express the difference between the support of actual agricultural
products, and the remuneration of public commodities (goods and services). Thus, “refund”,
“support” and “subsidy”, all mean some kind of financial aid.
Farmers have been and are often expected to ensure various non-commodity
outputs without being paid for them (e.g, the public rights of ways and permissive paths for
the population in the UK). While no one is surprised that public funds are spent for the
implementation of traffic rules (e.g. yield), not too much attention is paid to payments
concerning farm pathways used by the public.
The EU wants to create balance between trade concerns -such as market access,
export competition and domestic supports – and non-trade concerns (e.g.
multifunctionality). It is the EU’s fundamental interest to make support possible for
programs classified as non-trade concerns (environment protection, food-safety and rural
development), but in return agrees with the drastic reduction of domestic supports, export
subsidies.
Agriculture produces not only commercial products, but also ensures additional social goods
and services. At Doha Round, the EU stresses the importance of acknowledging the
multifunctional nature of agriculture and argues that government interventions aimed
to implement multifunctional objectives should be unrestricted. The EU proposal on
Non-trade concerns (multifunctionality, environment protection, food-safety, good farming
practices for animal production, generating more employment opportunities in rural areas) is
in harmony with Hungarian interests. The multifunctional nature of agriculture
deserves special support, as it contributes to sustainable development, to the protection of
the environment, to rural viability, and to poverty reduction. Environment protection is a very
important social concern by all means. Rural viability maintenance and poverty reduction are
another characteristic features of the multifunctional agriculture (Popp, 2003).
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These measures require, on the one hand, transparency. On the other hand they
cannot distort production and trade. New-Zealand though agrees the ideas concerning
multifunctionality, but thinks differently about their realization, than the EU. New Zealand
sees EU multifunctionality conception as a way of preserving types of assistance that create
trade imbalances and lead to overproduction by encouraging too many farmers to devote all
their energy to farming. Remarks were clearly aimed at the direct production aid provided by
the EU to European farmers – aid that indirectly supports externalities such as the
preservation of the rural population.
WTO member states can apply the “precautionary principle” in case of food-safety
issues. Measures cannot be discriminative, cannot constitute disguised restriction on trade and
should be proportionate to the nature of the risk. Some WTO members state consider the
precautionary principle to be inherently discriminative (as the protective action takes place
before there is complete scientific proof of a risk), therefore the EU proposes to determine
the guidelines on the application of the precautionary principle. Considering the
contagious animal diseases in several regions and the globalized trade of raw materials if the
food industry, the flexible application of the precautionary principle – especially,
concerning the disease stricken regions and countries - should be allowed according to the
EU. Giving way to animal welfare measures possibly can lead to masked discrimination as
well in a strong competition. Australia for example thinks that goose stuffing in France is a
disgusting practice, likewise the slaughter of bulls in Spain, or the occasional total elimination
(because of animal disease) of the population of large poultry farms in Netherland is to be
restricted. The EU’s goal in this situation cannot be anything less, than to have the costs of
animal sanitary measures acknowledged as Green box supports.
It is also an EU priority that fair competition should be realized for products with
recognized quality and reputation, if these product properties are the result of the place of
origin or the traditional manufacturing. Appropriate measures – indication of place of origin should be introduced, so that the name of these agricultural and food products will have the
protection against misuse.

3.2. Agricultural Policy and Multifunctionality
The objectives of the agricultural policy van be categorized into two groups. One
of them contains the equity or income distribution related issues, and related to the income
position of the agricultural households. The other addresses market failure related
challenges, cases when the market is not able to produce the necessary results expected by the
society (e.g. environment protection, soil and water management, food-security and foodsafety, etc.)
Non-commodity outputs that are necessary, occasionally even indispensable, for
human life are called public goods or public services. The market usually does not
measure and does not recognize their value, therefore the society does not pay for them,
though they do have real economic value. Among others, this phenomena is also called
market failure. The evaluation of public goods (and positive externalities) is of vital
importance however in rural development, if, in case of market failure, we want to
determine the necessary extent of the state intervention.
When analyzing the
multifunctional agriculture we also should decide if the production of agricultural products
can be separated from production of the most important non-commodity outputs
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In the center of economic (and agricultural) policy we frequently find the exchange
relation between equity and efficiency. This means that for the sake of greater equity,
efficiency partly is to be given up. The question is the extent of efficiency loss that can be
undertaken for the sake of decreasing inequality. Is equity or efficiency more important for
the society? Debates concerning economic policy often reflect the differences in thinking
about these two factors. According to the general point of view efficiency should be
improved, meaning that the maximization of national income is the main goal, since every
members of the society would benefit from the greater wealth. Under certain circumstances
(e.g. due to an economic policy program the situation of the rich and the poor deteriorate,
while the position of the middle class improves parallel the to national income increase) even
this concept could be misleading, as it is rather hard to determine whether efficiency or equity
grows or decreases on the whole (Stiglitz, 2000).
Preserving and supporting agricultural household income is a generally accepted
principle in the majority of the OECD member states. It is manifested in political
declarations, and of course, the several decades long past of the agricultural support programs
aimed to improve agricultural incomes also testifies about it. States interventions refer to
market failures if market signals themselves cannot contribute to the optimal structure of
production and consumption. The major reasoning for state intervention is generally
about externalities and public goods, thus market failures.
The nature of externalities is that the side effects of the decisions (concerning
production, consumption and sale) of one actor collides the interest of the other. For example,
farms use to much nitrogen and pesticides (negative externality) or produce surpluses. On the
other hand, the same farms can contribute to the protection of the environment and to
aesthetics (positive externality). It can occur that in market relation the output is not efficient,
since the market does not pay for the costs of externalities (non-commodity output) or does
not give compensation for the social benefit of externalities.
The topic of multifunctionality has been argued for years. In March 5-6, 1998 the
agricultural minister of the OECD member states acknowledged that beside its primary
function – food production and the production of raw materials for the industry – agriculture
contributes to land scape and environment protection, to the production of renewable
natural resources, to the preservation of biodiversity, and to the socio-economic viability
of the rural areas. These values, products and services are called non-commodity outputs.
The agricultural ministers emphasized however, the primary importance of the market
oriented agricultural production and multilateral trade system. This means that the
multifunctional (multi-task) agricultural production cannot distort production and
trade. In addition, the reduction of agricultural production supports and trade barriers lead to
efficiency improvement in resource utilization (Pareto improvement).
Traditional agricultural policy is production oriented, while multifunctionality
focuses on the natural resources. In recent years the variety of non-trade concerns has
been growing. Beside the collective notion of multifunctionality these concerns also include
domestic food-security, food-safety, food quality, animal-welfare, and rural
development. The population maintaining capacity of the rural areas can be improved by
creating domestic food-security, or by maintaining a certain level of domestic agricultural
production. These concerns however are related directly to the operation efficiency of the
existing markets, so we cannot talk about lack of markets or market failures. So these
concerns cannot belong to the group of clear public goods. Contrary to them, public goods
inherently carry the possibility of market failure. The relation among the two categories of
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non-trade concerns (public goods and others) is, that both can be influenced by the free(er)
international trade’s impact on domestic production.
There are two main directions of the debates concerning multifunctionality and free
trade. According to some opinions, supports related to multifunctionality distort free
trade, according to the others, free trade endangers the production of public goods.
Countries that produce agricultural goods expensively with high support usually think that
present agricultural support programs should be continued for providing public goods. Low
cost producers argue that supports (product specific supports) are not the appropriate
instruments for the optimal level provision of public goods.
The WTO Agreement refers to the non-trade concerns with the consideration of
food-security and environment protection. It warns the developed member states to avoid
any measures that would have a negative impact on the reforms of the poorest and net food
importer developing countries. Several supports (Green box) are provided on the basis of
non-trade considerations. Public storage and domestic food-aid serve food-security
purposes. Direct income support, support of the payments to revenue insurance programs (e.g.
the Canadian whole farm income insurance), indemnity payments for disasters, on the other
hand relate to rural development objectives.
Pursuing food-security cannot hinder the agricultural trade liberalization. The
biggest issue for developing countries is whether the developed countries would be willing to
support their adjustment to the free(er) trade environment, and whether net food exporter
countries would be trustworthy partners in satisfying the food demand of the developing
countries. Net food importer developing countries draw attention to food-security issues.
Rich countries can afford to import food; at most there will be some inconvenience in
purchasing them, especially for the poorer customers. The main issue is whether rich
countries would be allowed to support their domestic production to ensure a certain level of
self-sufficiency, and if so, what forms of supporting should be acknowledged.
Animal-welfare is not directly linked to the notion of public goods (services). The
quality of animal products is only slightly affected by the livestock farming practices, but
from a moral and ethical point of view they still can influence the well-being both of
consumers and non-consumers.
The non-trade concern related support of rural development is based on the
assumption that agriculture is a major part of the rural economy. In most developed
states agriculture represent only a fraction of GDP and employment. If the importance of
agribusiness (input producing industry, agriculture and distribution) is considered, then its
share of national income and employment is much higher. In the USA the agribusiness
represents roughly 12 percent of the national income and 16 percent of the active population,
but about two-third of the latter live in cities. This is not at all surprising if you happen to
know that according to the OECD reports the employment rate of agribusiness rarely exceeds
20 percent even in rural regions. An ever increasing part of the (agricultural) household
incomes derives from non-agricultural activities. The development and extension of nonagricultural activities in rural areas is a central issue, but unfortunately the process is hindered
by the difficult access to new technologies (e.g. internet). The role of agriculture in the
rural areas is much more important in developing countries, therefore if agricultural
production was reduced due to the trade liberalization in these countries, we could count
on serious consequences (Popp, 2004).
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When we analyze the non-commodity outputs of the agriculture, we should
consider its social values that are not acknowledged (rewarded) by the market. In
determining the importance of multifunctionality, comparative analyses of non-commodity
and commodity outputs is required. It is however not at all that simple: how can we evaluate
non-commodity outputs and how can we determine the impacts of inputs on non-commodity
outputs?
It is a frequent assumption that with the production of agricultural products
multifunctional services are linearly produced. If that was true, then of course the
declining production (due to the trade liberalization) would be associated with decreasing
non-commodity output and social wealth. The above mentioned examples, however, prove
that the relationship between commodity and non-commodity outputs is rarely directly
proportional. The actual agriculture related output of public goods (services) is affected by the
combination of utilized inputs and produced outputs and by the price ratio. The provision of
public goods is much more affected by land use than by the agricultural activity or
agricultural policy. The traditional agricultural policy tools, such as income support, specific
product support or price support only incidentally contribute to the protection of the
environment, to the production of public goods. The Conservation Reserve Program (CRP) of
the US, for example, serves much rather income support objectives (and the planning and
controllability of the agricultural budget), than the cause of environment protection (Popp,
2002).
The question is which farmer is the most efficient in providing non-commodity
outputs, and that these NCOs to what extent can be considered public goods. Once the public
good nature of the non-commodity output has been established, then the most efficient
intervention and finance (market or state) methods also can be determined. The support of
multifunctional agricultural production includes different administrative transaction costs as
well, that also affect the final choice of different regulatory options.

3.3. The Strength of Jointness Between the Production and Other Functions of
Agriculture
First of all, we need to consider to what extent production can be separated from
non-commodity outputs, thus find out the strength of jointness (as relevant OECD
documents call it) between agricultural commodity production and non-commodity
outputs (NCOs).
Weak linkage van be observed in case of some NCOs otherwise considered to be
belonging to the multifunctional nature of agricultural production. This include the
conservation of rural cultural values and rural heritage as well as the agricultural
employment. If the relationship is strong, then the NCO release is hardly dependent on the
level of commodity production, rather the continuation of production activities (For example,
flood control capacity is linked to the production of rice in the sense that the maintenance of
dykes as an integral part of paddy fields in the process of producing rice contributes to the
preservation of flood control capacity. However, these maintenance activities do not affect the
intensity of rice cultivation), or the use of the factors of production plays a decisive role. In
this case, thus the NCO release relates to the continuation of a certain level production
activity and does not depend on the intensity of the production. Linear correlation
(agricultural commodity production output unit is linked with a unit of non-commodity output
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release) can be considered an extreme case and in practice, it does not occur, even with regard
to food-security. A given level of commodity output does not necessarily provide the
desirable quantity and quality of the non-commodity outputs. If an NCO is not linked to
production intensity but is linked to the existence of a certain level of commodity production,
a policy that stimulates production intensity beyond this level will not affect the provision of
the NCO. For example, a price incentive to produce milk, in order to preserve a pastoral
landscape of which grazing cows are an element, could result in a deterioration of the
landscape if farmers choose to move to an intensive feedlot system of producing milk
(OECD, 2003) (Figure 3.1.).

The indirect relationship is not fixed as it influenced by the farming practice.
Farming
practice A
Non-allocable
inputs (e.g.,
cows on
pasture)

Commodity
outputs
(e.g. milk)

Farming
practice B

NCO with high
quality (e.g.,
landscape)

Non Fixed (Non one toone)

Non-allocable
inputs (e.g.,
cows on
feeder)

No or little NCO

Figure 3.1. Indirect linkeages between NCOs (non-commodity outputs) and commodity
production
Source OECD (2003)

In case of fixed linkage between input and output, there is no competition for
non-allocable inputs. In the example above it would be efficient to target milk as such if
there was a fixed relationship between the number of cows on pasture land and the output of
milk. This is generally not the case as farmers usually have considerable choice in how they
combine different inputs to produce a given output. The degree of choice varies by product,
the level of production, scale and structure, by the physical and environmental conditions, the
technology available to farmers, and the regulations applied to farming practices, etc.
Developments in technology also could change (widen) the possibility of technical
substitution among inputs.
The positive externalities of agriculture often affect special places, venues
(landscapes), and regions. In practice, it is rare that the positive externalities link with the
total production of the agriculture, or with the total area of cultivated land. Negative
externalities related to the intensity of agricultural production should also be taken into
account, since by increasing the intensity of production, the negative external effect will
be greater, too. In fact, negative externalities are generally caused by the intensity of
agricultural production and often increase with it, if there is a lack of measures to reduce
them. Examples are pollution, landscape destruction, and loss of habitat and biodiversity.
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Non-commodity output concerns joint production of a marketable product. The
production is joint production if the release of two or more outputs is technically
interdependent. Originally the term of joint products meant only the inseparable outputs (e.g.
wool and mutton, wheat and straw, soy flour and soybean oil). The jointness of the outputs is
influenced by how dependency relations develop in the farming practices of the products in
question, or by the degree of competing each other for the inputs available in the national
economy. Overall, the economy produces more products if the joint-production of the
products is cheaper than the production of two, independent products. The demand for
inputs or the supply of outputs in the case of joint products responds to price changes in
a different way compared to non-linked output production. If the input used in
production is allocable for each output, then the functions of the outputs can be
distinguished. However, if the produced outputs can be distinguished, then the input
demand and input use is also different.
Joined production affects everything in the agriculture, because the demand for each
input is affected by the price of the other inputs. More significant in terms of the analysis of
multifunctionality, if the inputs are non-allocable by outputs, because in this case the
outputs mutually depend on each other, due to the cross-price effects on supply. There
are three types of jointness between NCOs and non-allocable inputs: linked to fixed nonallocable inputs; linked to variable non-allocable inputs with decreasing rates of return;
and linked to variable non-allocable inputs without decreasing rates of return (Table
3.1.).
Let’s analyze the production of two marketable products and two non-commodity
outputs (landscape as a positive externality and pollution as a negative externality). Suppose
the following: Every product can be produced by using two inputs (land, and a purchased
input). Pollution is linked only to the input purchased for producing the 1st product. The
extent of pollution exponentially increases with the use of the purchased input, but it
decreases if the production of the 1st product increasingly shifts toward a land-intensive
(production on a larger agricultural area) direction. For example, when using fertilizers, the
nitrate (pollution) can be washed out of the soil and cause water contamination. If we use
more fertilizer on the same area (unchanged in size), then the threat of pollution will grow. If,
however, the same amount of fertilizer is spread on a larger area, than the possibility of
washout of nitrates will decrease. In this case, the pollution and the production of the 1 st
product is considered to be (indivisibly) joint production, because the purchase input cannot
be divided between the pollution (NCO) and the production of the 1st product. This means,
that it is impossible to determine the extent to which the purchase input contributes to the
production 1st product and to the pollution. The same purchase input however, can be divided
between the 1st and the 2nd product.
Table 3.1.: Linkeages between NCO (non-commodity output) and non-allocable
inputs
Non-commodity output

Resources

Jointly used fixed nonallocable inputs

1. Linked to mainly fixed
inputs
Flood protection

Land

Regulating water supply
2. Linked to variable
inputs with decreasing
rates of return

Land

Maintenance of dykes (e.g.
use of labor and machine)
Use of irrigation water
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Jointly used variable
non-allocable inputs

Pastoral landscape with
grazing cows

Open field landscape of
wheat

Land

Maintenance of pasture,
hedges

Maintenance of cows
The number of cows may
be linked to the landscape
value. However, as long
as the number of cows
reaches some "threshold
level" the desired
landscape quality may be
achieved. Above a certain
number, landscape
quality could deteriorate..
Maintenance of wheat
plants

Land

The number of plants per
area (i.e. the density of
plants) may be linked to
the landscape value.
However, in practice
there has been no
evidence that the density
could have substantial
effects on landscape
values.
3. Linked to variable
inputs without decreasing
rates of return
Labor
Positive effects of
agricultural employment in
a remote area

For labor intensive
farming in remote areas,
there may be a correlation
between agricultural
employment and its
positive effects.

Source: OECD (2001c)

The significance of landscape is increasing with the increase of the cultivated area,
even though the rate of increase reduces. The land (as input) can be divided between the 1 st
and 2nd product, but cannot be divided between the two products and the landscape. However,
in terms of the landscape, it is a joint production. With every additional input necessary to
increase the production of the marketable products, NCO will also increase, but not with the
same extent as the commodity output. This is the essence of the inputs used in the production
of joint products.
As long as the production of the 1st product is increasing in order to maximize the
profit, the pollution also increases in a greater degree. The two commodity outputs technically
complement each other (complementary), but as the pollution leads to the damage of the
environment, the 1st product and the environment output (NCO) are competing each other. If
the production of both marketable products increase, then the enjoyment of landscape will
grow in a lesser extent compared to the combined product production, therefore technically
complement each other.
According to our analysis, jointed commodity and non-commodity production is
technically related. From, however, an economic point of view, dependency between
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them exists only through prices. The economic dependency between the jointed outputs
is the only common basis for comparing agricultural policies related to the production of
commodity and non-commodity outputs. In economic terms, agricultural commodities are
independent from each other if their supply determined only by their own price changes and
not by the price change of other goods. There are three possibilities: in economic terms goods
can be competitive, independent and supplementary.
In farmers’ decision making the social values and costs of the NCO should be
taken into consideration. All the above proves that in economic terms, marketable product
and NCOs affect each other. If NCO’s price is considered to be the difference of support and
taxation (negative externalities), then we can compare the effect of the direct intervention on
NCO release level with the indirect impact of the traditional support policy.
It is an important factor in the agricultural policy, that technological and economic
interactions can be observed between the commodity and non-commodity outputs. The two
commodity output economically compete each other, while the two NCOs (enjoyment of the
landscape and pollution) economically supplement the production of the 1st product. The
pollution is economically independent from the production of the 2nd product, but relationship
between the landscape and the production of the 2nd product is supplementary in nature. The
two NCOs also economically supplement each other. Since the environmental damage
increases with the increase of the pollution, pollution tax is actually a negative price. The
cross-impact deriving from the supplementary relation of the two NCOs is more negative than
positive. As the state of the environment improves with reducing the pollution, the 1st product
and the environment economically compete with each other.
3.4.Public Goods
Public good (such as clean air, or a nice scenery) is a product that one individual
can consume without reducing its availability to another individual and from which no
one is excluded. If there is competition between individuals to obtain the good and if
consuming the good prevents someone else from consuming it, a good is considered a
private good (such as wheat). The market may not produce enough public goods, because
consumers are not willing to pay for them, in addition the farmer is not encouraged to produce
them. In some cases public goods cannot be separated from the production of marketable
products, yet we still talk about externalities and private production. With farming in rural
areas the provision of public goods can be secured without increasing the production of
private goods. It is because the state can support the maintenance and conservation of the
nice scenery, without encouraging surplus production (and without trade distortion).
We cannot say that all non-market commodity strongly related to production or
market failure belong to the category of public goods. If public goods have measurable use
value, and/or their availability is limited in space, then market related solutions can be
applied for financing the NCOs. Such solutions can include reimbursement (entrance fee),
the limitation of access to public goods (foreclosure), or voluntary contribution. If the noncommodity output does not have only limited use value or does not have at all, then the
NCO is clearly a public good, so state level direct intervention (state support) is usually
necessary.
Generally speaking, there is no comprehensive knowledge about the extent to which
agriculture provide public goods. We also don’t know to what extent can these public goods
considered to be the sources of negative or positive externalities. In the light of the related
research, however, it is considered to be very difficult to carry out the cost-benefit analysis of
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government interventions, or compare the efficiency of different agricultural policy and nonagricultural policy interventions.
In the case of the environment, it can be said that agriculture is the source of many
positive and negative externalities, particularly with regard to land, water and biodiversity.
Over the past 10-15 years the environmental performance of the agriculture has been rather
mixed. Many regions and countries have serious water contamination issues (nitrogen
fertilizer, pesticides), and problems with erosion or depletion of water resources. At the same
time wildlife and habitat conditions improved, and the agriculture related emission of
greenhouse gases has been reduced. The most significant progress took place in countries
and regions with the most stringent environmental standards. Since it is often the
fulfillment of local requirements, we cannot discover a clear linkage between agricultural
supports and environmental conditions. It is certain, though, that in the course of the
agricultural policy reform, more resources should be provided to fulfill those
environmental provisions that have direct lucrative effect.
Beside the sight of the pleasant landscape, agriculture provide a wider range of
public goods. The provision of these public goods is independent of the size of production.
Farms that provide the bulk of production often are the ones that don’t provide the desired
scenery or countryside. Since the characteristics of these public goods can be understood
(determined) at the local level, the extent of the appropriate intervention can be
different in the different regions. Thus, central government intervention is rarely necessary,
and it would also be less effective. On the other hand, comprehensive national programs for
the specific regions might be necessary.
Similar perception can be made about the impact of agriculture on the rural economy.
Agriculture can play central role concerning other activities and employment. Agricultural
resources also have opportunity cost, and these resources can be utilized in other economic
activities (with the same benefit). Local initiatives (e.g. development of the infrastructure),
however can play an even more important role, than central government support tools.
Distinguishing between the nature of public and private goods is not necessarily a
reason for central government intervention. In some cases, though, a specific degree of central
intervention can be legitimate. State intervention always costs money and there is no sense in
intervention if costs outweigh the potential benefit (where this can be measured).
3.5. Market Failure
Agriculture is considered to be much more exposed to market failures than other
industry sectors. Agriculture is associated with public goods and externalities, most of which
relate to the protection of the environment, some of them to cultural values (pleasant
landscape). If the likelihood of market failure occurs on these areas, then central government
intervention may be justified.
It can lead to an interesting situation if domestic prices drop due to the trade
liberalization process and domestic demand is satisfied by import products. In this case, the
savings deriving from the elimination of the expensive (supported) production and reduced
negative externalities, should be compared with the incidental losses of non-commodity
outputs. Giving up farming, or producing products that are not or just slightly linked to noncommodity outputs can have a negative impact, although changes in land use can have a
positive impact on the economy. Producer behavior is crucial, as there different solutions for
structural change and not all change are associated with loss in NCO, thus lead to market
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failure. Most effective farmers can increase farm size or change the structure of production in
a way that the society may also benefit from the change.
It is difficult to answer the question about the extent to which current agricultural
policies make the production of public goods and externalities possible, as analyses show
no change (Status quo) in this area. Hardly can be assumed that agricultural policies create the
circumstances for providing the nearly optimal volume of public goods and net positive
externalities. In order to clarify the question raised, the extent of market failure that
would take place without present agricultural policies (supports), also the costs to
implement an alternative agricultural policy should be examined.
These issues can cause many problems, since income position should be separated
from market failure. To carry out a cost-benefit analysis, first it is necessary to estimate the
appropriate proportion of agricultural support that would be needed to eliminate the market
failures. Secondly, the existence of market failures should be proved, rather than
assumed. It cannot be assumed that the market-oriented agriculture produce only few public
goods in all cases. It also means that instead of the status quo, the results of the unchanged
agricultural policy should be compared with the alternative agricultural policy. The basis for
comparison could be the extent of the market failures that would take place if current
agricultural policy did not operate. The optimal level of intervention can be determined by
taking the available benefits and arising costs into consideration. If specific costs are
reduced, then the optimal release of public goods increases.
It even can occur, that the scenery provided by the agriculture is valued more in the
society than other utilization of the agricultural land. Without government intervention would
social benefit (the value of landscape) be less? The existence or non-existence of market
failure is, of course a special case, also. OECD member states provide several billion USD
agricultural supports every year. The question arises therefore, as to whether this support is
the source of the large amounts of public goods and net positive externalities, that otherwise
(without the support) would not exist.
3.6. Profitability and Market Failure
Preventing market failures in agriculture has a profound influence on farmers’ income
situation. If negative externalities are taxed, then farm income declines. Conversely, if
farmers are supported for providing socially recognized public goods, then farm income is on
the rise. First, therefore, market failure prevention tools are to be applied, and only then
it is reasonable to deal with the problem of profitability. Since public good specific
instruments are needed for their provision, the improvement of the income situation require
multiple tools. Due to the agricultural policy reforms, farm income can sharply fall. To offset
the loss, temporary and decoupled direct payments can be applied. As soon as suitable social
and tax policy measures are available on the level of the whole national economy, the income
loss should be compensated through them.
Of course, not only public goods and externalities are the potential sources of market
failure. Market failures can occur even when there is no sufficient competition between
buyers and sellers. However, this is more of a legal issue and not a reason to support.
Similarly, governments might be reluctant to rely solely on the market when aiming to
guarantee food-security, as it might be threatened by rapid market price growth, war or
embargo. Richer OECD countries probably won’t meet with rapidly rising prices, especially if
the domestic price level is well above the world price level. Shortage of supply can be cured
by domestic production, the maintenance of domestic production capacities, storage and wide
range of international markets.
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The exclusive reliance on domestic production is risky for two reasons: On the one
hand there is always the possibility of a national (not international) crop failure. On the other
hand, in extreme cases, the artificial manipulation of the supply of main agricultural inputs
(e.g. fuel) can damage food-security at least to the extent as it is in the case of the exclusive
national food production. Trade liberalization increases import prices in some developing
countries, leading to a negative impact on food security. These effects, however, are
countered by the opportunities and benefits, such as higher income and increase purchasing
power, offered by the open markets (OECD, 2002a).
Although regular support can stabilize agricultural incomes, but with the low
efficiency of the income transfer it does not encourage diversification or to develop income
risk-coping strategies. Governments can play an important role in risk management: insurance
subsidy, encouraging the use of instruments offered by futures and options markets.

3.7. Transaction costs
The theory of transaction costs has a growing popularity among agricultural
economists, since the ‘90s. Different regulations have different transaction costs. If the
difference between the regulation related transaction costs is greater than the efficiency
difference of the regulatory options, then it is worth paying attention to those costs
(Fertő et Szabó, 2004). This means that the direct production of public goods results in high
administrative and transaction costs, and these additional costs are higher than the gains from
the greater economic efficiency. The probability increases if the effectiveness of the direct
production of public goods is low, meaning that the relationship between agricultural and
public good production is very strong. The most important is to find out the strength and
extent of this relationship, and to determine the relative magnitude of administrative and
transaction costs. In addition we also should consider how the strength of this relationship
changes in the case of different public goods. The strength of relationship with regard to the
structure and size of production should also be examined (OECD, 2001c)
Among the various forms of supports, market price support and output based support
cause the most significant efficiency loss. These losses are linked with the allocation of
resources, in respect of commodity production and consumption. It is a difficult task to
produce non-commodity outputs in appropriate quantity and quality, and at the right
place. For the improvement of non-commodity output release, suitable provisions and correct
application of targeted and conditional (tied to accompanying measures) instruments are
essential.
There is always the danger of wasting money by supporting bad projects. It is can
be avoided if supports are tied to selected parameters, or conditions. According to the
basic principle of economics, objectives can be achieved more efficiently through applying
direct approach, than indirect solutions. Consequently, direct transfers for the provision of
public goods in general are more efficient, than securing public good supply as
externalities through indirect supports. Targeted measures can lead to an increase in
optimal public good supply, as the cost of providing a unit public good can be reduced
this way. In other words, if we can cut per unit expenses by applying targeted public good
production incentives, the release of public goods will increase. It is worth mentioning that
the introduction of targeted measures requires a lot of information and control at the same
time, therefore the introduction of these targeted support tools is associated with higher
transaction costs.
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Summary
Agriculture related social demands, such as the non-trade concerns are also part of
the EU agenda in the current WTO negotiations. Among the different non-trade concerns,
the multifunctional nature of agricultural production plays a prominent role, as it is
strongly related to the possible realignment of the EU’s agricultural supports.
In rich countries agriculture plays a minor role in the national economy. The
importance of the sector, however, is much greater if we consider its use of land and other
natural resources. In the national economy the different sectors increasingly compete with
each other for the utilization of these resources. As the supply of non-commodity outputs
(NCOs) of the agriculture has high income elasticity, the value of land and other resource
related NCOs is growing.
Agriculture has several functions, true, but being multifunctional is not limited to
only the agricultural sector. Agriculture’s primary function is, of course, food production and
raw material production for the industry (medicaments, bio-fuel, and fiber). The other
functions can have positive or negative socio-economic impacts. Positive effects include
landscape management, preserving biodiversity and cultural heritage, rural development and
food-safety. Negative impacts include pollution (soil and water) and landscape degradation.
In general, there is no organized market for the non-commodity outputs of the
agriculture. It means that farmers usually don’t get money for providing these NCOs. If there
is no payment for NCO, then of course NCO impacts are not taken into consideration when
farmers make farming related decisions. Without the internalization of the social value of
the NCOs (e.g. landscape and environment protection), the level of production of the NCOs
will be much lower than the social optimum. Internalization means, that external costs, or
benefits are taken into account during the decision making process. In lack of internalization,
markets tend to “underproduce” positive externalities, while overproduce negative
externalities, compared to the socially desirable optimum.
Domestic agricultural policies often wants to deal with the different externalities and
public goods (services) independently, the majority of economic model examines the
externalities in isolation, assuming that the rest of the externalities are fix and irrelevant. The
impacts of the various externalities and public goods have to be analyzed both in
interrelations, and in relation to market products.
As regards to agricultural policy instruments, it is important to separate the
objectives of producer’s income criteria from the ones correcting market failure. Even if
the same tools are applied to achieve the objectives in question, in each case the optimal level
of government intervention is to be determined. Agricultural policy cannot assume that the
income-level increase of agricultural households to a defined threshold would ensure the
optimal level of public goods. The income situation of farmers is not to be confused with the
support of non-commodity outputs. The problem of low-level agricultural income cannot be
treated by referring to the support of market failure correction, or vice versa.
In addition, it should be noted, that the income distribution impact of agricultural
supports does not coincide with the optimal allocation (distribution) of payments supporting
the production of public goods. For example, market price support relate to commodity
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production, consequently larger farms get more support, even though the smaller farms can
similarly contribute to the provision of the public goods.
Of course there are many unanswered questions as to what should be the role of the
agricultural policy in adverting market failures related to public goods and externalities.
The extent of shift towards the application of market oriented and targeted instruments
depends on the economic efficiency of the different agricultural policy alternatives, and the
transaction costs related to the alternative solutions. If national agricultural policies move into
this direction, then not only cost saving can be achieved, but also diversified objectives can
be.
It is important to examine the strength of jointness between production and other
functions. If there is no or weak jointness, then other functions are less dependent on
production. In this case intervention (support) should not linked to the production
activity, because de-linked measures are more efficient. Weak jointness can be observed
for example between the agricultural production and the provision of cultural heritage, or
employment. Non-commodity outputs are rarely depend (if at all) on the intensity of
commodity production. Even if there is a certain level of jointness with production, the
emergence of other functions does not require the increase of production, above a certain level
(a specific intensity of production is sufficient enough).
When there is strong jointness, the intervention can be justified, especially if one
unit of production is associated with one unit of non-commodity function. However, in
practice such relationship hardly exists. The positive impacts of agriculture usually affect
specific locations, regions (region specific impacts). It follows that targeted (on given
function and area) intervention (support) can ensure the functioning of these NCOs.
The exploration of market mechanisms facilitates the emergence of region-specific
functions. Non-desirable effects can be eliminated by government intervention. On the other
hand, the cost of maintaining the appropriate agricultural policy is also should be taken into
account. In addition to site, region and country specific characteristics, agricultural policy
should also pay attention to the negative and positive domestic and international
impacts. Transaction costs are often not taken into account in policy evaluations, but may be
as important for efficiency as the direct production costs. Different policies may result in
different transaction costs, so all possible solutions (scenario) should be examined in
order to minimize the total cost of government intervention and to maximize benefits.
The biggest challenge for governments is to find the right balance between income
redistribution (regional and global), the provision of public goods (services) and global
responsibility (avoiding actions that would put unfair burden to other countries) Domestic
reform is the most important factor. It is much easier for politicians to say that they
understand the problems of the farmers, but unfortunately international obligations don’t
permit of raising tariffs, than admitting that the root of the problems is the lack of
comparative advantages, and that the national economy might be better off without
agriculture. Although trade policy is the core element of the multilateral negotiations, there
would be little trade dispute among the negotiating parties, had they targeted the development
of a domestic agricultural policy that would meet the already accepted requirements.
Domestic supports especially should be designed by clear objectives, making sure that the
performance of alternative support schemes can be measured and compared to the status quo
outcome. The evaluation of the agricultural policy should be transparent and available for the
public to ensure the right to information, so that agricultural policy makers should take the
responsibility for their decisions.
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A market oriented production is to the benefit of the national economy, if the
allocation of resources corresponds to the market feedback and if the agricultural policy pay
attention not only efficiency but to other rational considerations. Based on the evaluation of
income transfer efficiency it can be said, that with regards to the targeted households,
market oriented support tools – if the support is not linked to decisions about agricultural
production or consumption – are much more efficient, than market intervention. In case of
government intervention to minimize market failure (.e.g. provision of public goods, or
securing public welfare) the best solution would be to choose from the several market
oriented options – the source of the market failure should be identified and eliminated.
Domestic agricultural policy also affects the international trade. The net cost of the
less effective agricultural policy leads to greater loss in the global market. It is possible that
trade policy is the only tool to protect domestic producers in sectors battling with import
pressure. Trade policy reform is an important task, but the multilateral negotiations
have an even more crucial role in promoting domestic reforms.
Financial resources freed up by subsidy reforms can promote investments that
complement rather than restrict the operation (function) of agricultural markets. Some areas of
investments, such as infrastructure, education, research and development, food-safety
systems, are easily defined, but concrete proposals would require further analysis.
Transparent agricultural policy (by displaying taxpayer transfers) is not only more effective
than the less transparent Agricultural policy, but in addition, the public will be much more
aware of who is paying what, and who benefits. Agricultural policies of the OECD member
states can play central role in the creation of the fair, competitive and sustainable global
food economy.
Trade liberalization can contribute to restore the previous farming practices, thus to a
certain level of agricultural regionalization. Crop producers can produce forage for their
own livestock or for livestock farmers living in their vicinity. Livestock farmers and plant
producers can contract with each other for forage production and manure utilization.
The loss of income derived from the trade liberalization can partly be offset by
special supports related to the improvement of animal welfare, food-safety, as well as
wildlife and land management. These conditional supports also contribute to meet
agriculture related social needs.
Agricultural production increasingly will be a secondary source of income for the
majority of farmers. Under the new international market conditions farmers with innovative
attitudes can find new markets for their products. The same applies to the processing
industry, which benefits from the concentration of the production and from the better
market access of products imported from third countries, as well as from the better sales
opportunities of higher value added products.
Comprehension questions:
1)
2)
3)
4)

Are non-trade concerns are important issues of the current WTO negotiations?
What is the definition of multifunctional agriculture?
Why public goods and externalities are important in the agricultural production?
How strong is the relationship between agricultural production and other functions of
the agriculture?
5) What kind of phenomena is a market failure?
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6) Tell about transaction costs and their role in agricultural regulation!
Competency Development Questions:
1) Do you know what kind of non-trade concerns emerge in international trade?
2) Beside production how many other functions of the agriculture can be mentioned?
3) Make a list of positive and negative externalities!
4) Can you mention some good examples on market failure?
5) Is there any relationship between profitability and market failure?
6) If it was up to you, would you seek to minimize or maximize transaction cost when
applying agricultural regulation?

4. The Fifty Years of the Common Agricultural Policy
Introduction
Chapter 4 deals with the development of the European agricultural
protectionism; with the history of the Common Agricultural Policy. Furthermore, it
discusses the contradictions of the CAP and the most relevant CAP reforms. Special
emphasis has been put on the analysis of the changes concerning direct payments and
rural development, within this, the tendency of land prices and the measures of rural
development are presented at full length. The chapter, of course, contains the detailed
analysis of the CAP’s national application.
4.1.The Development of Agricultural Protectionism in Europe
Agricultural protectionism goes back into the distant past in Europe. It is enough
just to think of the mercantilists and the 19th century. (Mercantilists obstructed trade with the
objection of import).
In the Middle Age people were especially sensitive to agricultural imports because
from the territories stricken with agricultural disasters, people always looked for food in the
neighbouring countries in order to flee from starvation. The high shipping expenses and
conveyance losses, as well as inadequate road-systems and the risk of navigation also
hindered trade. (It was impossible for wooden sailing ships to anchor for weeks because of
the cross wind and during this time grain weevils often destroyed the corn shipment).
European agricultural trade was significantly liberalised in the 19th century, which
reflected the improvement of delivery conditions and the realization of comparative
advantages deriving from trade. Liberalisation started in 1846 with the abolishment of the
English Corn Laws of 1663. This law imposed customs duty on corn import if the national
market price was lower than the legally regulated guaranteed price (threshold price). This
way, English farmers had been in a monopolistic position at the national market. At the same
time, agricultural growers could only export corn if the national market price fell under the
guaranteed price; furthermore, after 1673 they received export subventions, as well. Between
1663 and 1846 England stood out among the other early modern nations in the respect of
agricultural policy because the landowning aristocracy, due to its political influence, could
maintain high corn prices at the national market. After the political reform, urban and
industrial interests were emphasized and it resulted that Corn Laws were abolished in 1846.
Moreover, until 1860 almost all the duties on agricultural products were abrogated.
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Napoleon III agreed with England and had removed most of the French commercial
obstacles in the 1860s.German farmers were corn exporters at that time and in 1853 corn duty
was abolished. Italy applied low agricultural import duty and Belgium gave exemption from
duty on the import of main food products in 1871 (Tracy, 1964).
However, the attitude to liberalise the trade of agricultural products quickly
disappeared in the 1870s with the general use of the steam-engine. In North-America,
when the steam-engine became widespread, the extent of arable lands doubled, namely it
reached the number of
230 million hectares, and half of the lands were used for export
aims. The application of the steam-engine meant that together with Australia and Argentina
the number of the cultivated agricultural lands increased altogether with 200 million hectares.
In that period, the present EU member countries had less than 100 million hectares
agricultural area. Of course, they had been frightened of the vision that the ruined farmers
would run for the towns in a great number for living. In spite of the steam-engine’s rapid
spread, agricultural duties at that time meant much less commercial obstacles than the
moving import duty system having introduced within the frame of the Common
Agricultural Policy (CAP) (this so-called levy system had gradually ceased as the result of
the WTO-agreement), within the frame of this agreement the price-level of competitive
import products were raised to the inner, higher price-level, often twofold of the world market
price. (Table 4.1.).
Table 4.1. The tendency of the average agricultural customs tariff in Europe in 1913

Country

Customs tariff in the % of the export
price

France
Germany
Italy
Belgium
Switzerland
Sweden
Finland

29
22
22
26
15
24
49

Source: Tracy (1964)

The reform of agricultural cultivation had been followed by the revolution of delivery,
which started in North-America in the 1930s (at that time in the USA every third family
already owned a car) then after the Second World War this reform and revolution extended to
Europe and later to the other regions of the world as well.
Until these days, the target of agricultural export has been those few markets– Western
Europe, North-America and Japan– where the necessary food could have been grown in any
case. These countries-with the exception of Japan- were able to consume high value-added
food products in a great extent even at the time when the steam-engine was invented. Besides
these regions, just the Middle-East-with its relatively low population- proved to be a solvent
food importer (as the consequence of the oil supplies’ exploration). This can be also an
explanation for the long lasting agricultural trade protectionism.
4.2.The Brief History of the Common Agricultural Policy
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The Common Agricultural Policy (CAP) was born fifty years ago in 1962. This policy,
which-without exaggeration- is the cornerstone of the European integration, is responsible for
the safe food supply of the European citizens, for the development of agricultural
competitiveness and the rural regions’ viability. The CAP is the only policy, where the crucial
part of its public expenditure is financed by the EU and not by the national budget in every
Member State. According to the opinion of the European Commission (EC), the CAP
contributed to the continuous growth of economic performance and productivity, to the
expansion of commerce and furthermore to the households’ reduced expenditure on food
products in the last fifty years.
The so far history of the CAP can be divided into two main sections. The laws;
respectively their fundamental principles in the first thirty years has hardly changed.
The emerging and increasingly serious market and social challenges demanded
responses, so the CAP has been continuously changing since 1992 when profound reforms
were started. The milestones of the agricultural policy’s history have been summarized
briefly, the following way (Biró et al., 2012):
1958

The Treaty of Rome enters into force, where six countries establishes the
European Economic Community. In this treaty agriculture is dealt with
separately: they make decisions to abolish customs tariffs and quantitative
restrictions, which made commerce more difficult among the member countries.
Furthermore, a decision is made to introduce an external tariff system.

1962

The CAP is born, its main aim is that the citizens of the European Economic
Community could get to food at affordable prices and the agricultural growers
could have a suitable standard of living. The Council of Ministers decides on the
components of the common market organisation concerning cereals (import levy,
intervention and export-refund). This regulation serves as a model for other
common market organisations, which gradually isolate internal markets.

1992

Ray MacSharry, Agriculture Commissioner, puts emphasis on the support of
agricultural growers, instead of market subsidies. Price subsidy is replaced by
direct supports linked to cultivation. Environment protection becomes more and
more important and the appreciation of food quality and traditional and regional
food products as well. (the support of source protection).

2000

Rural development becomes part of the CAP. This Second Pillar of the CAP pays
highlighted attention to the economic, social and cultural development of the EU
through multiannual, targeted, regional or local programmes in the member
states.

2003

Franz Fischler, Agriculture and Rural development Commissioner, removes the
connection between direct supports and growing. Agricultural growers conform
better to the market demands than before. The condition of the direct incomesupports is the compliance with the requirements of environment protection,
animal welfare and food safety.

20042007

The number of people living from agriculture doubles in the EU, with the joining
of ten and later two- mainly Eastern-European-countries.

20112013

The aim of the new CAP reform is to increase the economic and ecological
competitiveness of agriculture, to promote innovation, to reduce the unfavourable
effects of the climate change and to promote the increase of employment and
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economy in the rural regions.
The enlargement of the EU in 2004 and 2007 with ten countries and later on with
further two ones has been a milestone in the reunification of Europe. The single market of the
EU-counting 380 million people previously-has increased to nearly 500 million people. “The
agricultural population”- referring to six million farmers- of the fifteen old Member Stateshas enlarged with further seven million agricultural growers.
The twelve new Member States have extended the EU-15’s altogether one hundred
and thirty million hectare agricultural area with fifty-five million hectare agricultural land.
Although, this meant a forty percent increase but the cultivation of the EU-27 in case of most
crops and produces have only enhanced with 10-20%.
In spite of the development of the recent years in the agricultural sector of the new
Member States-through modernisation and restructuring-one of the most important challenge
is still to raise the profitability of agricultural growing and the general living standard of rural
communities. The well-known differences in the standard of living between the old and the
new member states are present more emphatically in the rural areas. (Note: The differences in
the new Member States are higher, measured to the average of the urban regions, because of
the lower incomes and higher unemployment.)
4.3.The Contradictions of the CAP
The Common Agricultural Policy has been introduced in a technological era
ensuring high yields. With the introduction of high price subsidies, the producers have raised
agricultural cultivation according to their likeness. There has not been a single country in
the world being able to accomplish its promise given to farmers on price subsidies, when
there was a shift in agriculture to a high standard of technology. It is also true that the
Common Agricultural Policy has been originally based on stable European yields but the
“Green Revolution” in the 1960s even reached the peasantry of the third world countries, not
to mention the skilled farmers of the EU.
The agricultural policy of the EU has encouraged farmers to produce increasingly
higher production-surpluses and the surpluses could have been sold to the third world
countries just with export subsidies. This attitude has caused significant conflicts in the
international trade between the EU and the other agricultural exporter countries
(especially the USA), which has tolerated the CAP’s market-distorting activity less and less (
the price depression of the world market prices, the ruthless grant competition and the open or
hidden protectionist measures hindering import). All of these facts have impeded the
removal of commercial obstacles in agriculture, which led to the negotiations of the
Uruguay Round under the GATT in 1986 (Kiss, 2002).
The high intervention prices-paid for the farmers in the EU- has resulted an expensive
overproduction and within the agricultural sector the income differences have largely
increased, because eighty percent of agricultural subsidies-similarly to the USA–have been
received and are received also at present by the largest and most productive farms. This way,
the CAP’s programmes on agricultural subsidies have not proved to be efficient in order to
maintain small farms. Most of the holdings have a relatively small size, they produce only
few commodities to the market and therefore they have received/receive low price subsidies.
This is the reason why, the EU’s agricultural policy has to be judged not on the basis of the
period following the Second World War but according to the requirements concerning the
21st century.
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The Common Agricultural Policy has not prevented the exodus of farmers from
agriculture; high price subsidies have favoured the most productive holdings with a high
technological level, which have gradually bought up the small holdings being not able to
exploit the advantages of technical development and intensive cultivation.
In modern societies, the number of farmers and their rate related to the number
of all employed people are defined more and more by the income opportunities out of
agriculture. The number of people living in the country or on farms depends on rural lifestyle and on the value of local connections. Mainly those farmers leave agriculture who are
the most skilled ones and find attractive jobs outside of the agricultural sector. Those farms,
which offer economical possibilities for a shorter period and with a lower standard of living
than urban workplaces are left by agricultural growers by all means.
The farmers of the EU have relentlessly confronted with the liberalisation of the
agricultural trade. It must be noted that the agricultural growers, of those developed
countries having relatively high agricultural subsidies, (like the USA, Canada and Japan) have
also objected the liberalisation of agricultural trade, but their political resistance-compared to
the farmers of the EU- has been a lot weaker. The CAP’s reform in 1992 can be linked to the
decisions of the GATT started in 1986 at the Uruguay Round, which aimed to reduce
agricultural subsidies (internal and export supports) in a great extent. Since the reform of the
CAP in 1992, the majority of agricultural subsidies have been used for supporting directly the
farmers’ income instead of guarantying the prices, storing overproductions and subventing
exports. To curb internal growing has been achieved with encouraging set-asides and with the
reduction of interventional prices. (Szabó, 2001).
The Common Agricultural Policy has not helped nature and environmental
protection either because high price subsidies have led to the rapid development of larger
holdings. The intensification of growing has resulted of course serious environmental
damage. The CAP’s subsidies on environmental protection-besides external cultivation,
nature-and landscape-conservation and environmental care-extend also to the utilization of the
previous agricultural areas for a non- agrarian purpose, like: culture, sports and recreation,
which serves directly the income support of small lands. (Halmai, 2002). This is not really
appealing for large farms growing to the market, whose interests have been originally
represented by the CAP because it hinders the formation of larger holdings and restrains
the improvement concerning the efficiency of cultivating factors. Besides all of these, it
can be observed that the traditional dwelling-houses of the farms will be left behind and rural
settlements can be depopulated. The question can come up at what expenses have been
successful or not successful to make farmers stay on their lands.
It has just become clear in the recent years that the rising population of the world
means actually a smaller challenge than it had been expected earlier by many people. To
satisfy the demand growth of the third world countries for protein (meat, milk and egg)
can be regarded a much greater task, mainly in Asia. If in the EU, extensive agricultural
growing meant the environmental model of the 21st century, then- in spite of Europe’s
excellent agricultural conditions- in the other parts of the world the destruction of rain forests
would continue in order to obtain production areas only suitable for extensive agricultural
cultivation.
European environmentalists are often criticised that they do not take the problem
of global environment protection into consideration and they only deal with the
preservation of the own rural landscape. There are many who raise the attention to the fact
that free trade can destroy Asian small farms. Although, the world has enough good quality
production areas in order to satisfy the food- requirement of the population. Asian small farms
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can also increase growing quickly if the new industries and services- similarly to Europe- will
absorb the unnecessary agricultural workforce.
The EU strives for preserving and enhancing natural resources in the 21 st
century, which goes hand in hand with greater responsibility on the fields of agricultural
growing and environmental management. However, the experiences of the Common
Agricultural Policy show that nature-and landscape protection cannot be successful with the
recent subvention policy. On the other hand, productive farms do not give such a picturesque
view, which would justify receiving a large amount of public money in order to preserve the
rural landscape. The market of organic products is too small at present for realising more
serious extra incomes. Globally, the share of organic products in food supply means 1%, in
the EU it amounts to 3% and according to forecasts in the next decades it can only grow to
maximum 20%.
The productive large farms in the EU contribute to satisfy the world’s rising food
requirements, they play an important role in the life of rural regions and from the respect of
environment protection, they serve the saving of tropical rain forests (because the
increasing food supply-in an indirect way-reduces the grubbing of rain forests for the purpose
of agricultural cultivation). The future of large productive farms in the EU as well depends
on the further liberalisation of the agricultural trade. The support of small holdings within
the frame of rural development policy does not threaten the liberalisation of agricultural
trade because these are direct subsidies intended for landscape protection and for nonagrarian purposes like: relaxation, entertainment and sport in case of some specified areas.
In spite of high agricultural support the desired rural landscape could not have
been achieved in the EU. The direct income compensation contributes to the maintenance of
the landscape and it can stimulate landscaping as well. Although, it is worth mentioning that
the formation of a spectacular landscape belongs rather to the category of life-quality and
not to global environment protection. Organic farming also contributes to landscaping and it
means an important service for those customers who acknowledge the higher expenses of the
workforce in the prices of organic products. However, the support of land preserving
programmes has to be judged with caution. These programmes mainly help the regions
to retain their population because they have disadvantageous growing conditions but are
rich in natural beauties and traditions. In spite of the fact that landscape protection is not
really a task belonging to agricultural policy it can be inserted into the structure of land use
policy (Avery, 1997).
The Agenda 2000 has treated the increased support of the rural areas with
priority. It is an issue of consideration what can be achieved under the expression of rural
development with reasonable supports. It has to be remarked that it has not been successful
to accomplish serious results with rural development policy globally either (the result can
be compared to foreign aid programmes).It is a noble aim striving to strengthen agricultural
areas to be able to retain their population but this cannot hinder-just slow down-the exodus of
rural inhabitants into towns. This process is also inexorable even in the USA having the most
developed rural infrastructure in the world (see; the differences of per-unit earnings and the
possibilities and facilities for spending free time in towns and villages etc.). This does not
mean that there is no need for rural development but we have to stay on the ground of
reality concerning possibilities and expectable results.
In the EU, productive farms are the most affected concerning the future tendency of
land prices. The straight consequence of agricultural subsidies is higher land prices because
with the guarantee of incomes, the risk will be lower and the value of lands go up. In the EU,
the high agricultural support has been embedded into the land price and it has resulted
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almost unaffordable land prices. If we compare the land prices of different countries, huge
differences can be seen. The decrease of the land prices also means that the mortgage
value of agricultural mortgages goes down as well; however the amount of loan
payments remains unchanged (Table 4.2.). This is the reason why during the reforms of
agricultural policy, it has been an important aim as well to achieve that the decrease of land
prices should happen gradually. (For example: supporting with a descending pace)
In Australia and Canada, production areas receive little rainfall and population density
is low, therefore relatively low land prices have been created. In New-Zealand—due to the
greater dairy product export to Asian countries–recently, there has been an increase in land
prices. On the other hand, agricultural areas in Japan are very scarce; therefore the prices at
the land market are very high (Table 4.1.). Besides the above listed facts, land prices in
different countries are mainly influenced by subsidies. The liberalisation of agricultural
trade means that presumably land prices will rise in Argentina but in Japan and in the EU
they will fall (the European market because of its geographic proximity- is a large outlet from
agricultural produces–– however with the liberalisation of agricultural trade the land prices
will be still higher in the EU than for example in Argentina.
Table 4.2. The price of agricultural land in certain countries (in the 1990s)

Country

USD/hectare

Japan

250 000

Netherlands
Germany
New-Zealand (grazing lands)
United Kingdom
The USA
Australia
Canada
Argentina

23 500
19 800
16 100
11 400
6 200
4 200
3 000
2 100

Source: Knight-Frank Property Management. United Kingdom (1996)

In the EU, the price of agricultural areas in hectares (arable lands in some member
countries) showed great differences in 2009 as well. Traditionally, land prices were the
highest in the Netherlands, where it has exceeded the amount of 47 thousand euros per
hectare. The land price in Sweden amounted to just a fragment of this (3.7 thousand
euros/hectare) but in France we can speak also about relatively cheap land prices. (5 thousand
euros/hectare). Land prices have risen in every Member State between 2000 and 2009 (there
are not figures available for all member countries). In Denmark, Sweden, Spain and Belgium
there has been a significant increase in the price. (Table 4.3.).
In the EU as well, in order to outweigh descending land prices, farms are compensated
as the consequence of the withdrawal of supports having applied in the past. (CAP reform
1992; Agenda 2000; CAP reform 2003; Health Check 2008). However, in practice we can see
rising land prices, therefore the treatment of the transition- between the previous high price
subsidies and the future export-oriented policies- needs a rational approach, in spite of the fact
that farmers had to give up a lot of allowances. The problem can be solved in a policy context
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but without compensation, agricultural producers oppose any legal and policy-based changes.
The given (temporary) support, in order to compensate descending land prices, appears to be
relevant; however, the practice shows a different picture, therefore the reduction of subsidies
seems to be appropriate for the sake of liberalising agricultural trade further.

Table 4.3. Land price tendencies in the EU (2009)
Member States
Belgium
Denmark
Germany
Lithuania
Spain
France
Ireland
Italy
Luxemburg
the Netherlands
Czech Republic
Slovakia
Finland
Sweden
England

Land price(euro/hectare)
2000
21 069
10 330
9 081
294
7 292
3 613
12 816
13 653
15 195
35 713
1 555
895
3 932
1 898
11668

2009
27 190
25 919
8 909
971
10 465
5 130
16 230
20 000
47 051
2 249
1 256
6 855
3 747
12 441

Source: Land prices and rents. Statistical and economic information 2012, Eurostat, Luxemburg,

4.4.Direct Supports Under the Agenda 2000 (standard system)
The EU-within the frame of the Common Agricultural Policy’s (CAP) reform in 1992 and the
Agenda 2000-has put the emphasis on direct income supports instead of the previous high
price subsidies; this change has been achieved with the establishment of base areas and
reference yields. The area payments in the EU have differentiated two types of producers
and regulations (simplified or general regulation). Compulsory set-asides have not applied to
those small farmers-growing cereals, oilseed crops and protein-and fibre crops (COPF
plants), who, on the basis of the regional reference yield, have required support for an area
suitable for growing maximum 92 tons of crops (in Hungarian relation it means 19.45
hectares), because according to the simplified regulation they have been entitled for direct
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income supports without any set-aside. On the other hand, market oriented farmsaccording to the general regulation-have received direct income payments in case of
growing COPF-plants if they have taken part in the compulsory set-aside programme
(direct payments have been granted for set-aside areas as well).
4.4.1. Base Area and Reference Yields
The areas can be conferred direct income payments have been restricted with the
establishment of base areas in the EU. The amount has been calculated for a given Member
State or for its regions on the basis of the area used for cultivating COPF-plants between 1989
and 1991 and/or according to the average territory of the Member State taken part in the setaside programme. The maximum cultivation area of certain plants entitled for direct income
payments within the base area-with the exception of oilseed crops-has not been regulated.
When growers overran the base area entitled for direct supports, then the subsidies had been
reduced proportionally with the amount of the exceedance.
In every Member State, in order to calculate subsidies, (in some member countries
separately according to growing regions) a regional average yield, namely a reference yield
has been figured out based on the cultivation results of the period between 1986/87 and
1991/92, but the two years showing the best and worst average yields have been neglected.
Reference yields are used for counting the amount of subsidies. It derives from this fact that
huge differences can be observed among the Member States concerning the level of supports
per hectares.
This way, base areas have defined the size of territories enjoying direct income
payments. The overrun of base areas has resulted penalty sanctions because when
agricultural producers have exceeded the allowed base areas in the Member States, then
the subsidies for farmers had been reduced in proportion to the exceedance in the given
economic year. The EU has sanctioned the Member State reporting exceedance and not the
farmers. Overrunning base areas has occurred many times in some Member States but not on
the level of the EU (Table 4.4.). During the examined period, Austria, Finland, Greece, Italy,
Netherlands, Portugal, Spain and Sweden have not exceeded base areas but the other member
countries have repeatedly broken the size limit referring to base areas. (Luxemburg has done
it just once).
Table 4.4. The overrun of base areas in certain Member States of the EU between 1993
and 1999 (in the percent of the base area)

Country
EU
Germany
Austria
Belgium
Denmark
Spain
France

The
Average
frequency of overrun
overruns
(%)
0
4
0,41
0
3
2,30
4
1,26
0
6
1,72
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Maximal
overrun
(%)
(-2,79)
0,65
(-2,49)
4,18
1,93
(-1,80)
2,62

Minimal
overrun
(%)
-9,04
-2,30
-4,90
-5,43
-2,88
-8,47
-0,46

Average
overrun
(%)
-4,41
-0,34
-4,07
0,00
0,20
-4,80
1,41

Finland
Greece
Ireland
Italy
Luxemburg
Holland
Portugal
Sweden
The United
Kingdom

0
0
0
0
1
0
0
0
5

0,70

1,54

(-12,07)
(-11,19)
(-0,58)
(-12,43)
0,70
(-6,64)
(-9,99)
(-8,12)

-20,11
-19,44
-13,01
-21,71
-9,30
-14,68
-27,42
-11,57

-16,20
-14,55
-7,56
-17,53
-4,65
-8,60
-20,35
-9,64

2,26

-5,20

0,33

Source: European Commission (2001)

Base areas have been defined on a national or regional level and they have not
been figured out on the level of individual agricultural producers, though the Member
States have been given a chance for this (until 1996) but neither Member States have lived
with this possibility. The farmers of the EU could enlarge freely the cultivation area of COPFplants if they had enough appropriate territory for this and received additional direct
payments. In a given situation, this had led to the overrun of base areas and has resulted
criminal sanctions at a national or a regional level. The decision of individual growers has
been influenced by the fact that how much additional support they have calculated in case of
enlarging the area of COPF-plants and how big the loss has been deriving from the possible
exceedance of the base area what the member country had to pay for as a criminal sanction.
Of course, in case of effective sanctioning the overrun of base areas-having defined at the
national or regional level-could not occur (but it was frequent that some member countries
have exceeded base areas.)
The fine charged for overrunning base areas has been a collective sanction and
has applied to every farmer apart from contributing to overrun base areas or not. This
way, there has not been a direct connection at the level of individual growers between
exceeding base areas and the charged fine.
4.4.2. The Effect of Base Areas and Compulsory Set-Aside on the Production
The condition of receiving direct income payments has been compulsory set-asides
(with the exception of the simple regulation referring to small farmers). The EU has decided
upon the size of compulsory set-asides every year concerning the rate of stocks and
utilization (in recent years it has been generally ten percent). Set-aside areas-similarly to
areas had sown with COPF-plants-have been entitled to get direct income supports. The
compulsory set-aside-differently from the restriction of base areas-has related to individual
agricultural growers because according to the general rule, they had to rest the defined
proportion of the area for cultivating COPF-plants on the basis of their reports. Farmers
had to prepare a detailed report on the distribution of COPF-plants cultivated on their lands
and on the size of the set-aside area. In this case, individual growers have been controlled and
the breaking of set-aside commitments has resulted individual and not collective
sanctions. (This meant the exclusion of the farmer from the subsidy programme). This is the
reason why every Member State-without an exception-has kept the amount of compulsory setasides.
Compulsory set-aside maintenance has not pertained to every producer. The farmer
could grow COPF-plants without set-asides if he opted against direct support and he fell
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under the simple regulation. So, compulsory resting maintenance has not meant the whole
area of COPF-plants in the EU; it has referred just to the areas under general regulation (for
the territory of COPF-plants cultivated by productive farms requiring direct support), which
amounted seventy-five percent of the COPF-plants’ whole area between 1993 and 1999.
Since farmers have generally rested lands having the worst quality, the average
yield has grown on the non-rested areas. This meant that in case of calculating the set-aside
area into a land with an average quality, a territory- smaller than the average set-aside ratehas been cultivated. It derives from this, that the growing of COPF-plants has not reduced
in a linear proportion with the size of compulsory set-asides but it has decreased in a less
amount.
The restriction of set-aside areas and direct subsidies for COPF-plants have not
resulted a rigid growing structure but between COPF - and other plants the previously
mentioned structure has taken shape. As the consequence of base area restrictions and
product-specific direct supports, the territory of COPF-plants have not been used for growing
alternative plants by farmers (because it is not worth doing so), therefore a limited supply of
this land has characterised the land market, which has yielded a higher than average land
prices and rents. The application of direct income supports-in itself- has led to higher land
prices and rents.
The limitation of base areas has consolidated the payment of direct income supports.
The definition of base areas at a national and regional level and furthermore the collective
penalty system have allowed the stabilisation of budget expenditures but they have not had a
coercive effect on individual farmers.
As opposed to this, compulsory set-asides have been an instrument of supply control
in order to create a market balance because resting maintenance had a more direct effect on
supplies than base areas.
4.5. Direct Support Under the 2003 CAP Reform (Single Farm Payment Scheme)
The most important measure of the Common Agricultural Policy in 2003 (CAP) has
been to end coupled payments (decoupling)-decoupling was introduced in 1992 with the
MacSharry Reforms- and the introduction of a new support system. This system has been
restricted to the land/farm, it has been a flat-rate aid scheme based on historical entitlement
(originally: Single Farm Payment Scheme: SFPS, later on simply: Single Payment Scheme:
SPS) having introduced in the EU-15 between the period of 2005 and 2007. (Popp et al.,
2004).
The reforms-besides changing the system and modulation of direct payments- have
meant to adjust the organisation of the most important produces to the processes of foreignand internal policies and to strengthen the role of rural development as well. Some
components of the reforms (like: market interventions) were introduced in 2004, other parts
(like: single farm support, degression and modulation) were established between 2005 and
2007. In the reformed CAP, quality, food safety, animal welfare and environment protection
have been highlighted because, on the one hand, the achievement of all of these (eighteen
regulations) has been the condition of the Single Payment Scheme, on the other hand, the
enlargement of the measures on rural development (with the introduction of four new
measures) have also served this aim.
The Common Agricultural Policy of the EU-15 has eaten up forty-five percent of the
common budget. The following foreign-and internal policy factors have necessitated the
reform of the Common Agricultural Policy (CAP) in 2003.
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To achieve the commitments established at the Uruguay Round of the WTO and the
negotiations of the WTO at the Doha Round;
The rather expensive implementation of the agricultural policy ( The agriculture of the
EU- in spite of the MacSharry Reforms and the Agenda 2000 Reforms- has struggled
with the problem of overproduction and the selling of the surplus has demanded a
significant export support);
To strengthen the role of rural development against price subsidies;
The changes in the agricultural policy of the USA due to the new Agricultural Act in
2002 (Farm Security and Rural Investment Act);
The enlargement of the EU with ten new Member States in 2004 (29% increase in
agricultural lands, the number of farmers has risen with 55%;
To meet costumers’ rising expectations on the fields of: food quality and safety and
environment protection);
The demand for a cultivation being more consumer-and market orientated.

The main aims of the reform have been the following: to create a stable agro-and food
market, to reduce interventional supplies and to decrease export subventions in order to
enhance market-orientated and competitive cultivation. To increase income stability of
growing, to reduce the income differences among farmers and to establish supplementary and
alternative income generation possibilities-linked to agriculture-in the rural areas have
received high priority. (Kiss, 2003). The BSE-crisis, the epidemic of food-and mouth-disease,
the quick spread of genetically modified and hormone-treated products have shaken consumer
confidence in the EU as well, for the sake of gaining back this confidence, the measures of
environment protection, animal welfare, food quality and safety have become more and more
important. Greater emphasize has been put on rural development, though it has happened
mainly at the level of words and not on the field of serious deeds or significant supports.
Besides all of these, it is worth mentioning the effort to reduce bureaucracy and
administrative costs, the demand for increasing decentralisation and transparency, furthermore
the limit on agro-expenditures.
To support the First Pillar of the CAP has been recorded in 2002 for the period between
2006 and 2013. In this term, supports cannot exceed the amount of subsidies in the year of
2006 (the EU allows a one percent increase). This way, agricultural supports remain
unchanged between 2007 and 2013, maybe a modest decrease can be observed in real terms.
If agricultural expenditures had exceeded the appropriation with 300 million euros; then it
would have had to calculate with the further decrease of direct payments (this has not
included/it does not include the new Member States, until they can reach the EU-15’s level of
support). The restriction of supports does not involve rural development subsidies. In the new
fiscal period (2007-2013), the assets of rural development have been combined into a
common fund; therefore implementation and control could be/can be coherent.
The previous ceiling of national contributions in the EU– 1,24 % of the Gross National
Income- has not been used because in 2006 the appropriations for budget amounted 1,08% of
the Gross National Income. The difference has been more than 16 billion euros, which has
been regarded-non-officially- as a reserve by the Ministers of Finance. In the fiscal period
between 2007 and 2013, the European Commission has suggested to specify the upper limit
of national contributions in 1, 15 % of the Gross National Income, namely GNI (Gross
National Income: GNI) instead of the previous 1, 24%, which sum-at the end of the present
fiscal period- means a 143 billion euro support. The budget of the CAP in 2013 is about 55,
5 billion euros, from which 42, 3 billion euros can be used for direct and agricultural
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market supports. From the 42, 3 billion euros 38, 7 billion euros can be spent on direct
payments (Table 4.5).
Table 4.5. The budget of the EU (2007-2013)
billion euros
2006

2007

1. Sustainable
economic
47,582 59,675
growth
1a.
Competitiveness,
80791
12,105
employment
1b. Cohesion
38,791 47,570
2.
Preservation
and
management of natural 56,015 57,180
resources
- CAP
54,279 55,259
- market and direct
43,735 43,500
supports
- rural development
10,544 11,759
3. Citizens’ safety and rights 1,381
1,630
4. International relations
11,232 11,40
5. Management
3,436
3,675
Compensation to the new
1,041
members
Total appropriations
120,688 133,560
Actual payment
114,740 124,600
Payment in the percent of the
1,09
1,15
GNI
Source: http://europa.eu.int/comm/agriculture

2008

2009

2010

2011

2012

2013

62,795

65,800

68,235

70,660

73,715

76,785

14,390

16,680

18,965

21,250

23,540

25,825

48,405

49,120

49,270

49,410

50,175

50,960

57,900

58,115

57,980

57,850

57,825

57,805

55,908

56,054

55,859

55,666

55,853

55,497

43,673

43,354

43,034

42,714

42,506

42,293

12,235
2,015
12,175
3,815

12,700
2,330
12,945
3,950

12,825
2,645
13,720
4,090

12,952
2,970
14,495
4,225

13,077
3,295
15,115
4,365

13,205
3,620
15,740
4,500

-

-

-

-

-

-

138,700 143,140 146,670 150,200 154,315 158,450
136,500 127,700 126,000 132,400 138,400 143,100
1,23

1,12

1,08

1,11

1,14

1,15

Within this, the direct payments of the new member countries have approximately
increased fourfold, the 25% support-level has risen to 100%. Hungary received 305 million
euros in 2004 and 350 million euros in 2005 this way, then in 2013 it is expected to receive
almost 1 300 million euros (Table 4.6.). Direct payments-as a result of the Health Checkhave slightly changed, so Hungary in 2013 is entitled to get 1 300 million euros instead of
1 205 million.
Table 4.6. The ceiling of direct payments in the EU-10
million euros
2005
The
Czech 227,9
Republic
Estonia
23,4
Cyprus
8,9
Latvia
33,9
Lithuania
92,0
Hungary
350,8
Malta
0,67
Poland
724,3
Slovenia
35,3
Slovakia
97,6

2006
265,7

2007
342,4

2008
427,8

2009
513,2

2010
598,5

2011
683,9

2012
769,3

2013
854,6

27,3
10,4
39,6
107,3
408,7
0,78
845,0
41,4
113,6

40,4
13,9
55,6
146,9
495,1
1,59
1098,8
55,5
144,5

50,5
17,4
69,5
183,6
618,5
1,99
1373,4
69,4
180,5

60,5
20,9
83,4
220,3
741,9
2,38
1648,0
83,3
216,6

70,6
24,4
97,3
257,0
865,2
2,78
1922,5
97,2
252,6

80,7
27,8
111,2
293,7
988,6
3,18
2197,1
111,0
288,6

90,8
31,3
125,1
330,4
1111,9
3,57
2471,7
124,9
324,6

100,9
34,8
139,0
367,1
1253,3
3,97
2746,3
138,8
360,6

Source: Official Journal of the European Union. 30. 3. 2004.

The advantage of direct income-supports-made independent from growing-is to assure
flexibility for farmers to establish a cultivation structure, so growers can decide freely on crop
structures and livestock, which is a step showing towards a market-orientated raising. All in
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all, we can say that the reform wanted to establish a sustainable and competitive European
agricultural model. The priorities of the reform are the following:





The application of interventions-as a safety net- makes the enhance of agricultural
competitiveness possible, which helps farmers to see market signals clearly but at the
same time it protects them from the extreme effects of the market.
In order to encourage market-oriented and sustainable agricultural growing, the
support of farmers has been highlighted instead of granting produces. On the
basis of the received direct payments in the reference period, a Single Farm Payment
Scheme has been introduced between 1 January 2005 and 1 January 2007, which is
bound to achieve the norms of environment protection, animal welfare and food safety
but independent from producing. All these have increased the income transferefficiency of producer supports.
The redeployment of some sources from the First Pillar (agriculture) to the Second
Pillar (rural development)-for the sake of having a more balanced support and
rural development-has been compulsory for every member country. The
supplementary measures of rural development have been enlarged in order to improve
food quality, to apply stricter regulations and to encourage animal welfare
dispositions.

The CAP reform of 2003 has involved-besides introducing the Single Farm Payment
Scheme independent from growing- the application of produce-specific supports
restricted to cultivation, the agricultural organisation and other regulations linked to the
payment of subsidies. Fundamentally, the Single Farm Payment Scheme belongs to the
category of supports independent from production, in spite of this, in a few sectors, some
parts of the Single Farm Payment- in a certain amount- is still bound to cultivation; for
example: to crop cultivation, cattle fattening and sheep farming (derogation possibility).
However, the main part of the payment concerning the Single Farm Payment Scheme has
become independent from growing. The reform has also allowed applying producespecific supports linked to cultivation, besides the Single Farm Payment Scheme being
independent from raising (derogation is possible). Produce-specific subsidies can be entirely
connected to cultivation.
During the reform of agricultural organisation, institutional prices and supplementary
supports have changed. The reform-within the frame of other schemes-regulates the
following fields: the enforcement of specifications linked to the payment of supports, setaside, the settlement possibility of the Single Farm Payment on the basis of regionalisation,
the tasks of the Integrated Management and Control System, the definition and transfer of
support entitlements.
The reform introduced degression and modulation in 2005 in order to distribute
agricultural incomes in a fair way. As a result of this, the direct support of farms- having more
than five thousand euro subsidy per year-is reduced in the proportion of subsidies over five
thousand euros. This way, in 2005 the decrease meant 3%, in 2006 it was 4%, in 2007 it
amounted to 5% and between 2008 and 2013 the reduction of direct supports was unchanged,
namely 5%.
4.5.1. Direct Supports and Agricultural Market Regimes
Before introducing the Agenda 2003, direct supports-just partly independent from
growing-have amounted almost seventy percent of the EU’s agricultural budget (the
condition of receiving subventions was to sow plants entitled for subsidies and to
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preserve them at least until the time of flowering and furthermore to keep animals
authorized for supports).So, undoubtedly, the separation of direct supports from
cultivation has been a positive step (decoupling). The farmer can decide when, what and how
much he intends to grow on the basis of the market supply and demand. This has led to the
improvement of more balanced product markets and the reduction of overproduction. The
radicalism of the change is decreased by the fact that decoupling has not been entire, in some
sectors (for example: crop production, cattle fattening, sheep-and goat farming) supports
linked to growing-with certain conditions and in different amount-have still remained.
(Popp et al., 2004).
Direct payments-which, could have been taken out under different claims previouslycan be obtained in a combined way under the so called Single Payment Scheme (SPS). These
payments have been separated from growing. The sum of the Single Payment Scheme in the
Member States of the EU-15 have been fixed on the basis of direct subventions drawn in
the reference period. The years between 2000 and 2002 have been chosen as a reference
period (just in the case of fibre flax and hemp, have they calculated with the average of the
obtained direct subventions between 2001 and 2002 and so was the case with olive, where the
reference period fell between 1999 and 2003). The Single Payment Scheme based on
historical entitlement belongs to the inalienable right of farmers, this way it guarantees a
suitable income safety. The Member States of the EU-15 and Slovenia and Malta from the
EU-12 had to change to the Single Payment Scheme between 1 January 2005 and 1 January
2007. The new Member States could have also shifted to the Single Payment Scheme (SPS) in
2005 but in the end, they remained in the Simplified Area Payment Scheme (SAPS) having
applied in 2004. Eight countries from the ten new Member States-with the exception of
Slovenia and Malta-have decided to choose the Simplified Area Payment Scheme in 2004. It
is important to note that direct payments detached entirely from growing are considered to be
green box supports conform to the WTO. (Popp et al., 2004).
In order to calculate the sum of the Single Payment Scheme, the following supports
are taken into consideration in the reference period:















Area payments for COPF-plants;
Supplementary support of durum wheat;
Area payments for rice;
Area payments for leguminous plants;
40% of the support for potato starch;
New, producer support of dried fodders;
Support of seed production;
Cattle premiums;
Sheep- (and goat-) premiums;
Milk premiums;
Tobacco premium;
Support of hop production;
Support of cotton production;
Support of olive production.

At the application of derogation- in case of specified produces under Member State
competence- the Single Payment Scheme partly (small amounts of supports) can be still
bound to production. Supports partly restricted to growing can be also paid from the sum of
the Single Payment Scheme. If the given Member State wants to live with this possibility, the
farmer without growing is entitled to have the proportion of the support, which is not
restricted to production (for example: in case of crop production, 75% of the Single Payment
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Scheme because maximum 25% of the aids can be connected to cultivation). If we take all
the EU Member States into consideration; we cannot talk about the introduction of a
Single Payment Scheme being entirely independent from production because significant
amount of the member states have lived with the option of derogation (the settlement of the
Single Payment Scheme is partly restricted to growing) moreover, product-specific (totally
bound to cultivation) subsidies have also remained in some sectors.
Besides the Single Payment Scheme; product-specific supports-restricted to
cultivation-have been applied as well. Product-specific subsidies do not belong to the
category of the Single Payment Scheme because they are entirely restricted to production
(without growing there is no entitlement for product-specific aids). The application of the
following product-specific supports is possible:










Quality support of durum wheat;
Product-specific support of rice;
Supplementary area payments for protein plants;
Processing aids for fibre plants;
60% of the support for potato starch;
Processing aid of dried fodders;
Area payments for nuts;
Support of energy plants;
Area payments for cotton.

Within the frame of the reform, besides the regulations of subsidies independent from
production and product-specific supports bound to growing, agricultural market regimes
(agricultural market regulation) changed in 2004 as well. The change of the agricultural
market regime applied already to every Member State (EU-25) in 2004 as well.
4.5.2. The application of the Single Payment Scheme
In order that partial detachment and the later introduction of the Single Payment
Scheme should not deform competitiveness and threaten the adhering of budgetary frames,
the European Commission has fixed a separate limit value for the concerned sectors in every
member state. Since, besides the EU-15, the introduction of the Single Payment Scheme
happened in Slovenia and Malta between 1 January 2005 and 1 January 2007, temporarily,
depending on the time of the change in some member states the Agenda 2000-so the standard
system- has been valid with the consideration of its reform in 2003 referring to agricultural
organizations (market subventions). Some parts of the reform entered into force in 2004, in
other member states the payment of direct supports has started on the basis of the Single
Payment Scheme (both the subsidies, independent from growing and aids bound to
cultivation). This means that some member countries introduced the Single Payment Scheme
in 2004, the other in 2006 and the remaining part of them not later than 1 January 2007.
(Popp, 2004).
The member states has been given opportunity to put aside maximum ten percent of
the total direct payments coming from the Brussels source-linked to growing and detached
from cultivation- and to offer supplementary subsidies for farmers who carry out growing
with the consideration of the environment, quality and marketing. Every member
state(EU-15) introduced the Single Payment Scheme not later than 1 January 2007 and
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following that, the European Commission has prepared a detailed report on its operational
experiences and has amended proposals (see: Health Check).
The member countries had the chance to grant the following supports-besides the
Single Payment Scheme- according to the Agenda 2000 with the consideration of the reform’s
measures on agricultural organisation. The member countries-within their own competencecan live with the following options:




In the crop growing sector:
- Maximum 25 % of the area payment for COPF-plants, or
- Maximum 40% of the supplementary area payments for durum wheat paid in the
traditional growing areas;
- 100 % of the direct payments for seeds;
- Maximum 60% of the tobacco premium between 2006 and 2010;
- Maximum 25% of the support for hop production;
- Maximum 40% of the support for olive production.
In the animal husbandry sector:
- Even 100% of slaughter support (calf) and besides this
- 100% of the premium for cows belonging to meat breed and 40% of the slaughter
premium (adult animal) or
- 100% of the slaughter support (adult animal), or
- 75% of the special premium for cows for meat production;
- Maximum 50% of the direct subsidies paid for sheep (and goat)
(together with the supplementary subventions given to areas with unfavourable
conditions).

If a Member State -within the frame of the Single Payment Scheme-has lived with any
of the above mentioned derogation options, the following restrictions have been applied:



A financial frame has been specified for the involved sector, from this sum the direct
payments restricted to growing commitments can be granted according to the required
system;
The Single Payment Scheme of the given country is/has been reduced with this frame:

The conditions of the entitlement for direct supports have not changed because the
adequate regulations for environment support, food safety, animal health and animal
welfare had to be enforced further on at the level of the whole farm. If farmers fail to meet
the requirements, then the support decreases in the proportion of the expectable risk or the
caused damage. For the sake of enforcing the aspects of environment protection and plant
health, (to avoid land abandonment) it is compulsory-in order to receive the direct
payments- for the transferee to keep the agricultural area in good agricultural and
environmental conditions (Table 4.7.).
Table 4.7. The minimal requirement of keeping agricultural areas in good
agricultural and environmental conditions
Scope of action



Necessary measures
 Minimal vegetation cover
Protection against soil erosion with
 Minimal soil cultivation compliant
appropriate tools
with regional conditions
 Tended terraces
To keep the soil organic matter at a
 The application of crop rotation
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Scope of action
proper level




Necessary measures
according to the regulations (where
it is valid)
 Fair management of arable stubble

To preserve the soil structure with
suitable machinery

Minimal preservation, to prevent the
degradation of natural habitats



Proper use of machinery



Minimal animal density and/or
relevant requirements of market
regulation
Protection of permanent grass
Protection of landscape
To prevent the spread of undesirable
plants





Source: Hungarian Ministry of Agriculture and Rural Development (2004)

This provision applies to the whole farm and every sector, independently from the
fact whether it is a cultivated or a non-cultivated land. So, if the farmer for example uses
performance enhancer hormones and pollutes the environment, then the penalty-according to
the seriousness of the case- can amount 10-100% of the support. Twenty-five percent of the
revenue coming from the penalty remains at the member countries. To meet the requirements
of support conditions is not a prerequisite of the settlement concerning supports because
control takes place in the given year but the accidental penalty is inflicted next year.
To keep the soil in good agricultural and environmental conditions belongs to the
supports restricted to stipulations (18 regulations) because otherwise the abandonment and
neglect of soils- not used for agricultural growing- would result in unpredictable
consequences to the country and rural environment. The subsidy restricted to conditions states
that the agricultural area must be kept in good agricultural and environmental conditions,
which can be easily mixed with the usual good agricultural practice concept-applied within
the frame of rural development, however the former is not as strict as the latter one (Popp et
al., 2004).
The enforcement of the minimal requirements helps to remove lands temporarily or
permanently -as the result of the new support system- from agricultural growing. Besides of
this, member countries can specify requirements with the consideration of special
environmental relations and environmental targets. They can apply derogations in order to
prevent the significant decrease of the permanent grass. The minimal requirements have
been defined by the European Commission but the implementation is the task of the
Member State.
Maintaining the land in good agricultural and environmental conditions is closely
related to the good farming practice requirements of the rural development programs, though
their meaning is not fully similar. The objective of good agricultural and environmental
conditions is that land temporary not under agricultural production can be easily cultivated
later if necessary. The objective also ensures environmental and landscape conservation
considerations to prevail. The majority of the Member States propose to reduce radically the
number of statutory requirements from 38 to 18 if compliance control carried out in the
framework of the IACS. The European Commission’s original proposal in January 2003
contained 38 requirements, but finally the number was reduced to 18 (Annex 1). In the current
control system of the EU-15 various national, regional and sectoral institutions are involved,
so the control of new requirements in the framework of the IACS assumes the costly
reorganization and restructuring of this current system. The majority of the Member States
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also agreed that occupational safety and health standards (as it was featured in the
Commission’s proposal) should not be a condition for support, because most farms are
operated and managed by the owner and family members. Rules were introduced gradually, in
three steps (2005, 2006 and 2007) in the Member States (Annex 1).
Most Member States sharply opposed to controlling compliance in the framework of
the IACS, citing overlaps, the difficulties in the coordination of the work of authorities, and
costs. A generally accepted compromise was that the base sample of control should cover 5%
of IACS administration. 20 % of this IACS sample (1% of the beneficiaries) should be tested.
However, the greatest possible flexibility was requested concerning the number of actually
tested holdings, which Member States wanted to determine based upon the outcome of riskanalysis carried out by their own special inspection bodies. The control tests can be performed
on farm, or processor level, as well. Member States are empowered to allocate 25% of the
collected penalties at their sole discretion.
To qualify for the single payment scheme the set-aside obligation introduced for
COPF crops by the Agenda 2000 remained valid (this was equal to 10% of the land that was
compulsory set-aside area prior to the introduction of the SPS). The rate of compulsory setaside remained thus 10 % of the SPS eligible area. If, however, the entitlement was extended
in the framework of regionalization to fruit and vegetable, and table potato production on the
arable land, then 10% of the supported arable land had to be set aside, which was of course
larger area than the compulsory set-aside prior to the SPS system (set-aside for COPF crops).
Exceptions to set-aside were organic farms and small holdings producing COPF crops
under (regional) 92 tons reference yield (approx. 20 hectares). Compulsory set-aside could be
met in the framework of the crop rotation. The volume of byproducts to be used for human
or animal consumption of oil seed crops produced on the set-aside area could not exceed 1
million tons (expressed in terms of soya bean meal). Had the aggregate quantity covered by
the contracts exceeded the 1 million tons, the quantities specified in the individual contracts
were subjects to proportional reduction. 50 % of the planting costs of perennial crops
produced for biomass production on the set-aside area was entitled for national financing,
similar to the earlier period. Compulsory set-aside requirements were finally abolished in
2008 (see Health Check).
At the introduction of COPF crop regulation the Member States could claim regional
average yields (reference yields) also, with the result that at regional level various area
payments came into force. In the framework of the 2003 CAP reform, Member States were
allowed to introduce regionalization, decisions concerning application had to be made till 1
August 2004 (Popp, 2004).


Regional limits for direct payments were allowed to set by Member States.



A portion of the supports could be reallocated between the regions on the basis of
objective criteria.



Separate support level could be determined for arable land and grassland on the basis
of the actual condition in 31 December 2002 (reference period).



Where Member States applied regionally different regulations, set-aside requirements
also had to be determined regionally.



Dairy premium could be installed into the single payment system even prior to 2008.



If it was proven that farmers in the given region faced serious financial problems,
Member States were empowered to pay 50% of the support in advance, prior to 1
December.
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A Member State could be considered one region if its eligible area was under 3
million hectares.

Under the regionalization Member States could allocate the regionally set amount of
support between all of the farms operating in the given region. Under this scheme even those
farms were entitled for support, which otherwise (in lack of regionalization) could not receive
any support (including parcels of fruit and vegetables, and table potato production on the
arable land). Farmers can carry out any agricultural activities, including fruit and vegetables
production (the only exception is the production of perennial crops).
The application of regionalization led to significant changes in income situation, and very
soon; in the first year of the reform and in several farms. While some of the farms enjoyed
generous overcompensation (e.g. extensive grassland management, sugar beet production),
other farms suffered sudden and drastic income loss due to the reforms (e.g. intensive beef
production). This was the reason that some Member States applying regionalization (e.g.
Germany) introduced per hectare fixed payments in several steps, so that the regional
differences in per hectare payments could gradually be levelled off between the holdings of
the given region.
The Integrated Administration and Control System (IACS) also was partially simplified
with the introduction of the SPS system, since the follow-up of COPF crop production and
livestock farming is not a prerequisite of support payments (assuming 100% decoupling, but
as for now, only 90% of the payments are decoupled from production). In the case of
decoupled entitlements the payment amounts of entitlements had (have) to be calculated only
once. Commodities eligible for specific product supports 8e.g. durum wheat, rice, energy
crops), however, had to be continued to register. Under the SPS the payment amounts for
durum wheat and dairy premium changed due to the reform of the agricultural market
regimes, therefore the entitlement payment amounts also were modified from time to time in
the IACS data base (in case of the durum wheat it was reduced, while in the case of dairy
premium increased), so that the transfer of entitlements could be followed-up. The registry of
product specific supports did not mean a simplified Integrated Administration and Control
System. The extent of simplification in the IACS depended on the Member State’s decision. If
the given Member State did not apply the options provided with the decoupled payments (if
part of the supports were tied to compulsory production, or animal keeping) and relatively
few commodities entitled for product-specific support were produced, then the IACS became
simpler.
The operation of the identification system of agricultural parcels (Land Parcel
Identification System, LPIS) continued to be the task of the IACS. The scope of competence
of the IACS however was extended due to the control of compliance regarding the new 18
compliance standards necessary for support (environmental, animal welfare, and quality
standards). Member States integrated the already existing monitoring systems that verified
good agricultural and environmental conditions into the framework of the IACS. This also
affected, according to the 92/102 EEC directive and to the 1760/2000 EC regulation, the
individual identification and registration system of animals.
Applications for support are subject to administrative control with respect to the area
and payment eligibility. The fulfillment of support criteria is also to be checked by on-thespot checks to be carried out by the authorities of the Member States either by selecting a
number of farms randomly, or through risk analysis techniques. For area identification
modern remote sensing methods are also available (and obligatory since 2005). These
controls and on-the-spot checks and inspections - due to lack of eligibility – increased the
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extent of support reduction and the number of exclusion from supports. The control covers
5% of support applications, but the actual control method is to be determined by the Member
State. This means that Member States select 5% of the total application as the sample of all
support claims, carry out a risk analysis, then choose 20% of the sample to check (1% of all
beneficiaries). The majority of Member States supported to carry out a risk analysis covering
5% of the beneficiaries and checking 1% of them, as by doing so it was not necessary to
check farms belonging to low risk or no risk groups.
The IACS can extend control beyond the farm level to other stakeholders of the
product chain (e.g. food-processing plants), however, reduction in the SPS payment only
takes place if there is evidence that the lack of enforcing requirements occurred because of the
farmer’s fault or omission. The majority of the Member States during the discussion on the
reform proposal questioned the possible involvement of the IACS in the control of the 38
single farm support’s compliance conditions (reasoning included overlapping competences,
undue burdens and the difficulties of the integration), and finally only 18 requirements
entered into force (Annex1).
A national ceiling was introduced in the single farm payment scheme and in the
special support (other direct supports) schemes. 1% of these supports (reference amount)
was transferred into the national reserve fund in order to provide support to extraordinary,
exceptional situations, as well as to support new entrants (if they started farming after 31
December 2002, or though started farming in 2002 but received no direct payment for that
year), and young farmers. The national reserve fund could be distributed among the regions to
create regional reserve funds.
It was also possible to increase the national reserve from 1% to 3%. From this national
reserve fund farmers were able to receive payments only up to the level of the regional
average, and the obtained entitlement was not transferable for 5 years. If in any year during
the 5-year long period the farmer did not activate (claim) his/her entitlement then it was
returned to the national reserve. If the Member State did not use, exploit its national reserve
during the 5 year period, unused amounts were returned to the EC budget. The Member States
generally welcomed the possibility of having a higher national reserve, but also expressed that
the national reserve was a kind of special modulation.
From the national reserve those farmers could receive entitlements who did not submit
support claim till 15 August each year. The entitlements concerned could not be sold or leased
out for 5 years from the year of allocation and the farmer had to use all his/her entitlements
himself/herself each year for a period of 5 years otherwise any entitlements not used were
reverted to the National Reserve.
In relation to the reference period, special hardship cases could incur, therefore the
Commission classified the following special cases:


Farmers entering into the agri-environment program, who give up the production of
COPF crops;



New entrants;



Inheritance occurring in the reference period, or purchase of land burdened with lease
agreement valid for the period after 2004;



Increasing production in the reference period;



Farmers taking part in national production structure transformation programs;
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Farms, where the ownership structure changed in the reference period;



Farms that received extra milk quota from the national reserve after the reference
period.

Handling these special cases meant great difficulties for the authorities. In some
Member States (e.g. in the Netherlands), a substantial part of the farms went under some kind
of changes (10-15% of the farms) in the reference period, and the majority of these producers
belonged to the hardship category. The CAP reform listed those special cases where it was
possible to derogate from the application of the reference period, and support claims were
satisfied from the national reserve. The category of force majeure contained the death of the
farmer, his/her long-term incapacity for work, natural disasters, the destruction of livestock
stables (cattle, sheep, and goats), and animal diseases. In these cases, the entitlements could
be transferred without land if the farmer used at least 80 % of his/her entitlements in at least
one calendar year, or returned the unused entitlements voluntary to the national reserve in the
first year of the single farm payment system. A further constraint was that the land eligible for
support had to be at the disposal of the farmer for at least 10 months in the year prior to the
introduction of the single farm payment system (before 1 September), or it was purchased
before 31 May 2003 (Popp, 2004). In this case the reform allowed to apply atypical (two or
one year long) reference period (between 1997-1999) when determining the subsidies, and to
finance them from the national reserve.
There were two possible ways for the calculation of the single farm payments by
taking into considerations the regional and national ceilings. One of the options was the
standard method that determined the amount of the support to be paid to farmers who were
entitled for support in the reference period by taking into account the regional reference
amount, base area and regional ceiling. Under the other option, the regional reference amount
was divided by the eligible area in the region, so all farms became entitled for support
regardless of whether the farmer was entitled for subsidy in the reference period or not. This
second option aimed to avoid the distortion of competition, which could take place if farmers
with support entitlements gain a competitive edge by starting producing agricultural
commodities that had not been supported in the previous period (e.g. fruit and vegetables
producers, table potato producers were not eligible for single payments under the standard
scheme). Farmers who grew COPF crops during 2000-2002 became eligible for the single
farm support even if they chose to produce fruit and vegetables or potato afterwards. In
contrast, farmers who did not grow COPF crops during 2000-2002 were not eligible for single
payments.
Member States had to make decision concerning the application of the second option
until 1 August 2004, which meant that they had to decide upon the introduction of the
regionalization. If so, support payments had to be distributed between the regions based on
the reference amounts. Member States then were allowed to distribute all, or a part of the
regional support appropriations among all the farmers of the region, including farms that did
not meet the eligibility criteria of the single farm payment scheme. Member States determined
the per hectare payment amounts for the eligible area. Support entitlements could be
transferred only within the region, transfer between the regions was possible only if the
amount of per hectare. If the Member State had only one region, the application of the second
option was forbidden. However, special payment entitlements were not subject to the
calculation of regional options.
Single farms payments and special payments (product-specific area based and
production supports) are available upon request. Claims have to be submitted until 15 May of
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each year, and supports can be paid from 1 December of the current year until 30 June of
the following calendar year (subsequent additional payment up to 30 September). Proven
to be an exceptional situation, the aid may be paid before 1 December. In this case
maximum 50% of the support entitlement can be paid to the farmer, or if advance payment
had been made to the farmer before the exceptional situation occurred the maximum can
reach 80%.

4.5.3. Definition and Transfer of Support Entitlements
Direct payments in the SPS system are linked to eligible farm area (exceptions are the
permanent crops and forest), the amount of the payments is based on the value of the payment
entitlements hold by the farmer. Member States had three main options for calculating the
value of SPS entitlements: on the basis of the payments received by the individual farmer
during a reference period ("historical model"), taking all payments received in a region and
divide them by the number of eligible hectares ("regional model"), and a mixture between the
two models ("hybrid model"). The latter model can be either "static" or "dynamic (the second
approximating both elements towards a flatter rate). Payment entitlement can be
transferred to another farmer by sale or gift (with or without land), by lease (with land),
through inheritance, and through merger or scission of the business, but only within the
Member State (followed up by the IACS). Only farmers with valid entitlements can claim
the support.
To prevent the speculative transfer of the entitlements, the amount of the individually
defined SPS payment is linked to the reference area (technically speaking it means that the
per area support amount is fixed), and it is also possible to limit the transfer of entitlements in
the given region. Special regulation deals with the support of livestock farms not directly
linked to land use (Popp et al, 2004).
So, the SPS entitlement can be transferred only among farmers and only within the
Member State. In the case of sale the Member States can decide whether it can be done with
or without land, but in the case of lease transfer is possible only together with the land. It is
also important to study the effects of decoupled payments on land lease. In some Member
States more than 50% (e.g. 60% in Germany) of the utilized agricultural area (UAA) is leased.
In the EU the proportion of land lease continued to grow in the past, and due to the
structural changes induced by the 2003 CAP reform has increased further (Popp et al, 2004).
Decoupled payments (SPS) are linked basically to individuals, which means that those
farmers are entitled for the SPS who received aid payments during the three-year (20002002) reference period (reference date for dairy premium was 31 March 2004). The average
number of hectares declared during the reference period was the number of entitlements
established. That number was divided into the Single Payment to give a gross unit value for
each entitlement. Entitlements were established for the farmer who farmed during the
reference years and therefore were not attached to any specific land. When the European
Commission set the single payment amount it also paid attention to the changing of supports
after the reference period of 2000-2002, and future tendencies (due to the regulations in
Agenda 2000 and 2003 CAP reform) was taken into consideration, too (e.g. growing dairy
premium, and decreasing durum wheat supplement payment because of the changing
agricultural market regime).
The calculated support payment was divided by the average number of hectares
that were eligible for direct aids between 2000 and 2002 (reference area: supported arable
land, set-aside area, and forage area). Entitlements for future supports were calculated for
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each hectare of the reference area. Farmers’ per hectare entitlements differ of course,
depending on the reference yields of the region where the farm is situated (reference yields
were fixed in 1992, with the first reform of the CAP), on the varieties of plants (besides
COPs) eligible for direct payments in the reference period, on the number of livestock eligible
for certain premium, and on the forage area that was declared during the reference period.
An eligible farmer receives a single annual payment for all entitlements in his/her
possession, also each entitlement can be used to claim the Single Payment on one hectare of
eligible land. So to claim all his/her entitlements the farmer has to have sufficient area and
must "activate" his/her payment entitlements and declare an equivalent number of eligible
hectares (1 hectare eligible land for one entitlement). The land can be set-aside area, i.e.
cultivation of the land is not obligatory. Applicants for SPS must be farmers, have eligible
land at their disposal and have entitlements to match their eligible land. If the number of
entitlements matches the number of eligible hectares, the farmer is able to fully exploit his/her
entitlements and direct payments. If the farmer has less eligible area than entitlements, then
part of his/her entitlements will be unused. Eligible land at disposal means that the land in the
year of the claim was under the full land management control of the farmer (own, or leased).
Farmers can buy or sell (trade) entitlements with our without land. Leasing
entitlements on the other hand is possible only together with land lease. The transfer of
entitlements can be permanent or temporary. Farms, of course, can increase or decrease their
base area by land transfers. Trading entitlements can be regionally restricted by the
Member States (Popp et al, 2004).
If a farmer returns the land he was leasing during the reference period to its owner (the
lease expires), but still have bigger agricultural area (more hectares) than the number of his
entitlements, the amount of support will not be reduced. The landlord, however, will not be
eligible even though he got back his land (during the reference period the tenant had full
management control over the land, therefore the tenant earned his right to the support).
However, if the farm’s area due to the return of the leased area will be less than the number of
entitlements, than the farmer exposes himself to the risk of not being able to take full
advantage of the payment entitlements. To reduce his loss he can choose from the following
options:


He can sell his “extra” payment entitlements to other farmers in the region. Of course,
customers can be only those farmers who have more agricultural area (more hectares)
than payment entitlements.



He can decide to lease more area to match the number of his entitlements to the
eligible area again. Landlords can be those farmers who have “surplus” areas.



The former tenant can transfer (sell, or lease) his entitlements to the landlord together
with the returned land. Of course he will do it only if the former landlord is willing to
pay him at least the price which could be achieved with the other above mentioned
options.

The farmer doesn’t have to transfer his entitlement when he is returning the leased land to
its owner. Of course, it also means that if the landlord wanted to lease his land to another
tenant he can only do it without the entitlements. This will affect the amount of the lease
payment, as the tenant will be willing to pay only as much as it is economically reasonable.
The lease payment of the newly leased land depends on therefore the cost-effectiveness of the
production. Landlords, because of the above, have weak negotiating position and cannot do
much else but accept the lower lease payment offered by the tenants on the basis of the
income they are able to reach in the production. The relatively low rate of ineligible areas in a
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certain region also has an impact on the sharing/distribution of support among tenants and
landlords.
If the recipients of the original entitlements drop out from the production (e.g. due to
generational change or structural change), new transfer mechanism can be created (only active
farmers can be in the possession of entitlements). Over time, less and less original recipients
work in the agriculture, and by the transfer of entitlements SPS supports increasingly become
a sort of “pending” items.
Land lease contracts (agreements) are concluded generally for long term and the
parties usually attach different termination clauses to it. Farmers want to maintain and
increase their profit (independently of the existing entitlements) by accelerating structural
changes (e.g. merger of parcels, increase in farm size). A part of this profit will be transferred
to the landlords as lease payments. In order to reduce the costs of production farmers seek
areas to lease close to their farms and want to create larger and more contiguous blocks of
land. It is important therefore to have good relationship with the land owners (landlords).
Lease payments therefore has not or only slightly has decreased under SPS.
In livestock farming regions lease payments will continue to depend on the size of area
needed for the environmentally friendly manure management. Tenants here are in a very weak
bargaining position, therefore neither in these zones there has been noticeable decrease in the
amount of lease payments.
The bigger the difference in the available amount of support of the different regions,
the more diverse is the market of payment entitlements (in Germany the support in the case of
“weak beneficiary” regions is EUR 200/hectare, while in “highly beneficiary” regions it is
EUR 600/hectare). In regions with only small ineligible area the transfer of payment
entitlements is more linked to the transfer of the leased area, which affects the lease payments
of agricultural lands.
Small producers of arable crops (who produce less than 92 tons on their area) with
eligible land are not subject to the compulsory set-aside. In this situation, agricultural
holdings just beyond this size are encouraged to sell the excess area together with the
related payment entitlements. In the case of livestock farms – and supposing not to have
appropriate eligible land or, to have entitlements over a certain value (over EUR 10,000 per
hectare) without eligible land - then farmers were able to apply for entitlements subject to
special conditions. These conditions related to the number of livestock on a holding in the
year of claim.
Distinction should be made between the transfer of the land and the activation of
entitlements. Anyone can be in the possession or can transfer payment entitlements (e.g. an
heir), but only the farmer can activate (claim) the entitlements for payment and only if he/she
has sufficient land at his/her disposal. The transfer can take place between the two clients
directly, but the authorities have to be notified of the transaction. A transfer of entitlements
without land can only take place if the owner has claimed in any given calendar year at least
80% or more of the entitlements that were initially allocated to him. The 80% claim means
utilization, that is pursuing agricultural activity on the eligible land (arable crop production, or
permanent pasture management), or keeping it in good agricultural and environmental
condition. Entitlements could not be activated if the arable land was used for – depending on
the Member States’ decision) fruit and vegetables production, table potato production. In the
framework of regionalization the Member States could extend the entitlements to cover the
fruit and vegetables, and table potato producing areas.
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Derogation was applied for farms without eligible land (e.g. milk producers), which
meant that farmers had to maintain at least 50% of the level of agricultural activity they had
during the reference period of 2000 to 2002 (measured in Livestock Units) to activate special
entitlements for payment. As it was already mentioned entitlements can be transferred only
within the Member States, except if the resident of a Member States inherited entitlements
related to another Member State.

4.5.4. Advantages and Disadvantages of the Single Payment Scheme
The future of the Single Payment Scheme is probably the most debated issue among
the interested parties in the EU. Should it be preserved in the long term? Should it be
abolished? As direct payments were introduced to give compensation for decreasing
intervention prices, the more time passes by, the more difficult will be to justify them. In the
previous support system of the EU area payments, livestock premiums and dairy premiums
were coupled to production, as they were linked to the number of animals (Livestock Units),
to milk quotas, and eligible arable land (to claim support it was obligatory to have animals, to
sow and provide plant care until flowering). Comparative advantages could not and cannot
fully prevail because the 1992 CAP reform defined the per hectare amount of supports on
the basis of the reference yields in the Member States, which is of course has a distortive
effect on the competition between the Member States (Popp et al, 2004).
Due to establishing higher reference yields in the reference period (1986-1991),
farmers in certain Member States – e.g. Germany, France – can be entitled up to twice as
much support than producers in other Member States –e.g. Spain, Portugal – as there (was) is
a double difference between the reference yields. Flat-rate direct payments would have
facilitated to benefit more from comparative advantages than the introduction of per hectare
support payments calculated from per hectare (regional) yields in the 1986-1991 period (see
the 1992 reform of the CAP).
The justification for defining support on the basis of reference yields was that the
reduction in intervention prices caused greater income loss to farms with higher per hectare
yields. It should be noted, however, that farms with higher per hectare yields probably
offer(ed) bigger quantities for intervention purchase, so received higher support through the
intervention (surpluses are produced mainly by farms with more intensive farming practices).
Well, we can interpret the philosophy of the direct support system introduced by the 1992
CAP reform that farms with intensive farming practices deserve more per hectare support,
because they take increased risk when producing more products.
In the case of coupled supports farmers are engaged in agricultural activities
(cultivation, livestock farming) even if the production cost is greater than the revenue,
because they are eligible for support only if follow the obligations to produce. In terms of
income transfer, only part of the support is effective, another part of them covers the losses of
production. Maintaining the inefficient production thus reduces the effectiveness of the
income transfer, especially for farms that sooner or later are going to broke. In the case of
decoupled supports farmers receive the direct payments even if they stop their loss generating
production.
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The primary objective of direct payments within the 1992 CAP reform framework was
to provide compensation payments to offset or at least to reduce the producers’ income losses
generated by the reform process. The argument for compensation is less and less appropriate
as the time passes by and after 2020 it will be very difficult to ask for support because of the
1992 reform of the CAP.
The decoupling clearly improved the competitiveness of the EU agriculture. Coupled
payments in fact impede and limit the opportunities of progressive, long-term job providing
holdings. If the support system delays the termination of inefficient production of inefficient
farms, then it takes more time for farms with the potential to develop, to take over their land,
stables, animals, etc., which is necessary to increase concentration and to reduce the costs of
production. Decoupling of direct payments can have significant impact on the agricultural
production. If direct supports are decoupled from production, farmers receive their direct
payments even if they set aside the whole area (voluntary set aside) of the farm (a minimum
level of care is necessary, though). On the basis of rationality this means that farmers will
only continue their farming activity if sufficient profit can be expected from the production
(support is not taken into account). Therefore the per hectare agricultural production loss may
not be greater than the cost of care of the set aside area. The decoupling of direct supports can
lead to large scale set-aside, which are often politically unacceptable. Still, farmers usually
produce/ produced even if part of the direct payment covers production costs, otherwise they
would be unable to meet their debt service obligations.
Opinions about the impact of decoupled supports is rather diverse in the EU Member
States, because the conditions of production are also different. The problems of entitlement
transfer is viewed differently in Member States with high proportion of leased agricultural
land, than in Member States with that of low proportion. In addition, the differences in the
regulations concerning the protection of the tenants should also be taken into consideration. In
Member States characterized by extensive farming practices in large regions, the introduction
of a uniform national area premium would mean more problems than, for example, in
Germany. In Member States, where the heir is less preferred in the acquisition of the farm
estate, than in other Member States (e.g. in Germany), free support from the national reserve
will be demanded for starting-up agricultural entrepreneurs (Popp, 2004).
Due to the different conditions, Member States were allowed to choose the decoupled
support model they wished to apply (partial coupling, regionalization). As a result of
decoupled supports, planning becomes more predictable, and the competitiveness of farms
with potential to develop improves. Inefficient farms also enjoy improved planning
possibilities as they are no longer forced to maintain production at loss to qualify for direct
payments and don’t have to spend part of their payments to cover the loss. As it later has
turned out, the preliminary expectation concerning the acceleration effect of the introduction
of direct payments on structural changes have not been met.
Decoupling does not necessarily means that farmers in the EU should produce their
products on world market prices, as the EU still applies in case of certain agricultural products
high tariffs to protect the internal market. In the case of products with high tariff protection
the market equilibrium price within the EU single market can be much higher than the world
market price. If, however, the farmers in EU are really unable to produce the product at a
lower producer price (e.g. because of the increasing number of obligatory commitments), then
the prices of agricultural products with high tariff protection can increase, depending on the
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demand of EU consumers (one of the top priority goals of the current WTO negotiations is the
strong reduction of tariff protection).
Lower quality lands may be converted to more extensive land use types. By doing so,
the production in these regions will resemble the farming practices of several overseas
countries (e.g. USA, Australia, New-Zealand). Overall, however, the faster change in the
structure of production can contribute to the improvement of competitiveness in the case of
farms with development potential. If decoupling direct aids led to the set aside of large areas
that socially is no longer acceptable, then the second pillar of the CAP (rural development)
offers a wide range of support options to correct to undesirable processes (investment
supports, agri-environment programs, etc.).

4.5.5 Degression and Modulation in 2005-2013
Degression and modulation will not be applied in the new Member States until their
direct support level has reached that of the EU.
Degression and modulation were introduced in order to ensure the more equitable
distribution of farm incomes. Modulation is basically the reduction in the direct payment for
bigger farms (to provide additional finance to the rural development policy). Farms receiving
more than EUR 5000 direct payment per annum are subject to modulation (or say it another
way, modulation deductions do not apply to the first EUR 5000 of the farm’s direct payment).
Over EUR 5000, modulation deductions are applied gradually: it started with a rate of 3% in
2005, 4% in 2006, and stays at 5 % from 2007onwards till 2013 (Table 4.8.). The modulation
does not apply to farmers receiving annual direct payment below EU 5000, and to farms in
less favored areas. Farmers of overseas territories and of the Aegean Islands are also exempt
from this reduction.
Table 4.8: Modulation (%)
Direct payment
5 000 € >
5 000 € <

2005
0
3

2006
0
4

2007
0
5

2008/2013
0
5

The released funds are re-distributed according to a common key, based on certain
criteria. According to the rules, 1% of the reduction should remain in the Member States
where the saving was generated. The remaining percentage is divided between the Member
States in the basis of three redistribution criteria: the size of agricultural area of each Member
State, the number of persons employed in the agriculture, and the per capita GDP (on
purchasing power parity). Overall, minimum 80% of the modulated amount will be returned
to the Member State to be used for rural development, and only 20% will be transferred to
the common fund. Moreover, voluntary modulation remained in place until 2005, but only
two Member States chose to apply these measures (UK and Germany). Although France and
Portugal also chose to apply voluntary modulation measures, after a short trial period they
abandoned using them. The introduction of voluntary modulation in the Member States was
prevented partly by the resistance of farms receiving high direct payment amounts, and the
fund-raising difficulties to co-finance the measures.
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Due to the modulation, approx. EUR 1.2 billion European funds have been transferred
from Pillar1 to Pillar 2 since 2007 (at 5% modulation rate). Seven Member States (Belgium,
Denmark, Germany, France, Luxemburg, and the United Kingdom) of the EU-15 benefited
from the modulation. Their share of the transferred amount: France EUR 260 million,
Germany EUR190 million, Spain EUR 188 million, and the UK’s share was EUR 132 million
(Table 4.9.)

Table 4.9.: Estimated distribution of funds from modulation between Member
States

Member states
Belgium
Denmark
Germany
Greece
Spain
France
Ireland
Italy
Luxemburg
Netherlands
Austria
Portugal
Finland
Sweden
United Kingdom
EU-15

Funds transferred to
Pillar 2 * (million €)

% of total amount

15,1
30,2
190,0
51,1
188,0
260,0
32,3
119,7
1,1
24,9
37,1
44,3
17,5
22,4
132,1
1 165,8

1,3
2,6
16,3
4,4
16,1
22,3
2,8
10,3
0,1
2,1
3,2
3,8
1,5
1,9
11,3
100,0

Distribution of rural
development funds
%
(2000- 2006)
1,2
1,1
16,1
3,0
10,6
17,5
7,3
13,7
0,3
1,3
9,7
4,6
6,7
3,4
3,5
100,0

*

Since 2007 (at 5% modulation).
Source: European Commission (2003)

Member States get back at least 80% of their modulated direct payment amount (for
Germany the return is 90%). 1 percentage point of the modulation is allocated directly to the
Member State in which it is generated, the remaining percentage points are distributed
according to the allocation key. In practice it means that since 2007, 20% (1 % point of the
5%) of the modulated amount is directly allocated to the Member States, 71% is redistributed
based on agricultural area, agricultural employment and prosperity criterion (GDP/capita).
The remaining 9% was redistributed in a way to ensure that at least 80%, or 90% of the
modulated amount will be at the Member States’ disposal.
In the allocation key, the agricultural area was given a 65% weight, and agricultural
employment got a 35% weight. The proportion of the agricultural area and agricultural
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employment of the Member States was modified by the per capita GDP (one-third of the
positive or negative difference compared with the EU average) (Table 4.10).

Table 4.10: Redistribution of modulation savings on the basis of utilized agricultural
area, employment in agriculture and GDP/ capita (EU=100)
A
Area
Member States

Belgium
Denmark
Germany
Greece
Spain
France
Ireland
Italy
Luxemburg
Netherlands
Austria
Portugal
Finland
Sweden
United Kingdom
EU-15

(%)

1,1
2,1
13,5
2,8
20,6
22,0
3,5
10,3
0,1
1,6
2,7
3,0
1,7
2,4
12,5
100,0

B

C

Employment GDP/capita
(%)
(%)
1,1
1,3
13,2
8,9
14,5
15,1
1,7
15,9
0,1
4,0
7,5
7,6
1,9
1,6
5,7
100,0

107
117
105
65
83
101
115
102
196
113
112
70
102
104
102
100

Weighting

Return
allocation

(%)

Correction
factor:
1 + [(100 –
C) / 3] /
100
(%)

1,1
1,8
13,4
5,0
18,5
19,6
2,9
12,3
0,1
2,4
4,3
4,7
1,8
2,1
10,1
100,0

0,98
0,94
0,98
1,12
1,06
1,00
0,95
0,99
0,68
0,96
0,96
1,10
0,99
0,99
0,99
1,00

1,1
1,7
13,0
5,5
19,4
19,3
2,7
12,11
0,11
2,3
4,1
5,1
1,8
2,1
9,9
100,0

0,65A +
0,35B

(%)

Source: Working paper of the European Commission (2003)

Thus the biggest beneficiary of the modulation was Portugal with a 375% return, while
Austria got back 253%, Greece 173%, Spain 134%, Finland 122%, and Italy 119% of the
modulated amount. In contrast, the Netherlands could claim only 85% and Sweden only 87%.
(Table 4.11).
The redistribution of returned modulated amounts between the Member States
significantly differs from the distribution of rural development funds (2000-2006) between
the Member States. The distribution of rural development funds had not a lot to do with the
relative size of the Member State in question. For example, Austria’s share from the rural
development support was 10%, while the UK’s share was only 3.5%. No wonder, that serious
debates surrounded the method of allocating rural development funds for the period of 20072014.
The ceiling for agricultural supports was established for the 2007-2013 period. In the
agricultural budget the annual, inflation indexed 1% increase meant reduction in real terms
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(the annual inflation was higher than 1%). Starting from 2007, SPS should have been
reduced, had the forecast indicated that the budget ceiling was exceeded by more than EUR
300 million. It however never happened.

Table 4.11: Calculation method of redistributing modulation savings
million euro
Member
States

Modulation

20 %
direct

Additiona
l direct

Key

Total

Net
Allocation
loss/gain
key
(%)

Belgium
Denmark
Germany
Greece
Spain
France
Ireland
Italy
Luxemburg
Netherlands
Austria
Portugal
Finland
Sweden
United
Kingdom

18,8
37,8
211,1
29,5
140,1
325,0
40,4
100,7
1,4
29,2
14,7
11,8
14,3
25,9

3,8
7,6
42,2
5,9
28,0
65,0
8,1
20,1
0,3
5,8
2,9
2,4
2,9
5,2

2,5
8,7
40,0
0,0
0,0
35,7
1,9
0,0
0,4
0,0
0,0
0,0
0,0
0,0

8,8
14,0
107,8
45,2
160,0
159,3
22,4
99,6
0,5
19,1
34,2
41,9
14,6
17,2

15,1
30,2
190,0
51,1
188,0
260,0
32,3
119,7
1,1
24,9
37,1
44,3
17,5
22,4

-3,8
-7,6
-21,1
21,6
47,9
-65,0
-8,1
19,0
-0,3
-4,3
22,4
32,5
3,2
-3,5

80,0
80,0
90,0
173,4
134,2
80,0
80,0
118,9
80,0
85,3
252,6
374,7
122,1
86,5

165,1

33,0

17,3

81,8

132,1

-33,0

80,0

EU-15

1 165,8

106,4

826,4

0,0

-

9

71

233,
2
20

1 165
,8
100

*5% modulation (with the exception of farms receiving less than EUR 5000/year direct support)
Source: European Commission working paper (2003)

4.6. Health Check
A key element of the Health Check agreement, which is the general half-term review
of the CAP 2003 reform, is that, between 2009 and 2012, EU farmers who claim more than
EUR 5000 direct payments per year, will be contributing an extra 5 per cent of their income
support payments (so the rate increased from 5% to 10%) to rural development policy
(through modulation).
A further 4 per cent is being transferred annually from all income support payment
amounts above a threshold of € 300 000, which obviously applies only to the big farms.
Hungary, as a catching up (converging) Member State can calculate with 90%, (instead of 75
%) EU co-financing from redistributed funds for rural development. In Member States, which
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accessed to the EU in 2004, compulsory modulation will be applied only from 2012 (in case
of farmers below annual EUR 300,000 direct support payment amount, from 2013), because
they reach the direct support level of “old” Member States by 2012, which will be 90% of
their direct payment framework due to the 10% modulation.
Maximum 10% of the total direct support payment amounts is part of the national
envelope and can be allocated on the basis of objective and non-discriminatory criteria in
national responsibility. Maximum 35% of this envelope can be allocated as coupled support.
Brussels, in the framework of intervention, purchases only an annual maximum 3 million tons
of wheat, offers above this quantity are subject to tender. Quantity eligible for intervention
under the intervention systems of maize, durum wheat, barley, sorghum and rice is set to 0 t
from 2009/2010. It also should be noted that the European Commission may at any time,
depending on the market developments, put forward a suggestion for community intervention
purchase.
Our raw milk export has been adversely affected by the annual 1% milk quota increase
in the 2009-2013 period (in the case of Italy, which is our most important export market, the
quota already increased by 5% in 2009). The coupled direct aid paid to tobacco producers was
abolished in 2010. According to the new market regime, in the dairy, beef and sheep meat,
goat meat sectors, voluntary coupled support would still be allowed after 2012.
If direct agricultural aids were fully decoupled, some agricultural sectors could be
negatively affected, some of them could even disappear, and of course jobs built on them
would also be terminated. However, there is a huge advantage of decoupling direct subsidies,
namely, that farmers will no longer adjust their production structure to the available supports,
but will make decisions relying on the market feedback.
The proposed Hungarian version of the Single Payment Scheme would ensure the fair
exit of dairy, beef, sheep and goat farmers. The profitability of these sectors has been showing
worsening tendency since the change of regime in Hungary. This was interrupted only for a
brief period in the first three years of our EU membership, when directs supports to be
claimed for the above mentioned sectors were coupled payments. In that period, the coupled
supports brought some prosperity to the sheep and beef sectors. Despite the gradual increase
of supports, the opening and competitive internal market of the EU placed the two sectors at
an increasing competitive disadvantage compared to the Western European regions with
better, larger and higher yielding grasslands. The weakening competitiveness and the partial
decoupling force some farmers to give up livestock farming. Giving up farming however not
at all simple in these sectors because of the strict exit-barriers. Ensuring fair exit of farmers is
necessary: according to the planned measure farmers may claim all or part of the SPS support
even if they gave up production, but still had land at their disposal3.
In the longer term the system of decoupled area payments is not sustainable.
Since its introduction in 1992 a long time has passed, so relying on the per hectare yields of
the1985-1991 reference period (EU-15) is no longer can be justified. As a result of the
pressure of the society (consumers) the priorities of the agricultural policy have also changed
(food-safety, animal welfare, and demand for public goods). A substantial reduction in
agricultural supports can be avoided by quantifying the social value and usefulness of
public goods provided by the agriculture. This is no small task, since, just to mention one
problem, the Member States for example have not yet prepared their position paper on
3

100% of suckler cow support to remain coupled, while ewe premium would be 50% coupled. Other direct
supports paid for the cattle sector (special premium for male cattle, slaughter premium, dairy premium) are
granted on historical basis as part of the single area payment, decoupled from production.
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environmental assessment, which would be necessary to benchmark their environmental
performance. To order such an action, is the competence of the European Commission.
4.7. Rural Development Policy 2000-2006
The EU’s rural development programs require national co-financing. Prior to 1992,
rural developments supports were financed exclusively from the Structural Funds – from the
Guidance Section of the EAGGF. The 1992 CAP reform introduced four accompanying
measures to be financed from the Guarantee Section: agri-environment scheme, schemes for
early retirement, afforestation of agricultural land, less favored areas, and areas with
environmental restrictions. In the framework of the Agenda 2000, the Natura 2000 and other
agri-environmental programs were added to the support of less favored and environmentally
restricted areas. In the Agenda 2000, rural development measures (including the
accompanying measures) were incorporated in a new and single “Regulation on rural
development”, a genuinely second pillar of the common agricultural policy, while direct
supports and market measures belonged to Pillar 1. The accompanying measures were
financed from the Guarantee Section. Funding of other (structural) rural development
measures and Leader+ projects depended on the classification of the regions, as it follows:


Objective 1 regions (regions whose development is lagging behind) of Structural Funds
were supported from the Guidance Section.



Regions outside Objective 1 regions were supported from the Guarantee Section.

The Agenda 2000 offered a package of 22 rural development measures. Member
States were free to draw up their own rural development programs choosing any combination
of measures from the “menu” to meet the needs of their particular regions. Measures drawn
up by the Member States are included in the national and regional programs. The proportion
of EU contribution, i.e. community co-financing ranged according to rural development
measures (objective 1 region, less-favored are, etc.) and the classification of the particular
region.

4.7.1. The Most Important Rural Development Measures4
The support of agricultural investment: investing in agricultural holdings5
Investments had to pursue one or more of the following objectives: to reduce
production costs, to improve and redeploy production, to increase quality, to preserve and
improve the natural environment, hygiene conditions and animal welfare standards, and to
promote the diversification of farm activities. The goal of investments can be for example to
modernize agricultural machinery and equipment.
Supporting human resources: Setting up of young farmers; training, early retirement6
4

Council Regulation (EC) No 1257/1999 of 17 May 1999, on support for rural development from the European
Agricultural Guidance and Guarantee Fund (EAGGF) and amending and repealing certain Regulations
5

Art. 4-7.

6

Art. 8-12
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The young farmer (under 40 years of age) and early retirement schemes were designed
to facilitate the transfer of farms between generations. The goal of the vocational training
support was to promote environment friendly farming practices and the production of high
quality products.
The support of less-favored areas and areas with environmental restrictions7
The support of less favored areas (more than half of the EU-15 agricultural area is less
favored area) and areas with environmental restrictions are designed to ensure continued
agricultural land use, to maintain countryside, to maintain and promote sustainable farming
systems which in particular take account of environment protection requirements, and to
contribute to the maintenance of a viable rural community. The support is granted per hectare
area used for agriculture – prior to the Agenda 2000 the support was linked to production
or to the number of animals (livestock units). The support later has become decoupled from
production, but farmers have to apply the usual good farming practices. Environmental
standards restrict the agricultural production, the support is therefore a compensatory payment
(to compensate for the higher production costs and income loss).
Agri-environment measures8
These measures were introduced into the agricultural policy of the EU in the late
1980’s and became compulsory elements of the rural development programs of the Member
States in 1992. Agri-environment measures were accompanying measures of the Guarantee
Section and provided payments to farmers who volunteered to apply environmentally-friendly
farming practices that go beyond the obligations of good agricultural and environmental
conditions. Participation is voluntary and requires commitment for a minimum period of five
years. Longer term contracting may be subject to environmental impact. The aid is paid
annually and is calculated on the basis of the income loss and cost increase related to
providing environmental services, as well as the on need to provide an incentive.
The Agenda 2000 confirmed that agri-environment measures are compulsory for
the Member States in the framework of their rural development program, which testifies
of the priority of agri-environmental policy.
Improving processing and marketing of agricultural products9
The measure aimed at, among the others, improving the marketing of agricultural
products and increasing the added value of these products. The support of investments had to
meet certain criteria, such as applying new technologies, improving and monitoring quality,
encouraging the development of new outlets for agricultural products, and protection of the
environment.
Forestry10
Support for forestry was aimed to maintain and develop the economic, ecological and
social functions of forests in rural areas.
Promoting the adaptation and development of rural areas (13 measures)11
7

Art. 13-21

8

Art. 22-24

9

Art. 25-28

10

Art. 29-32
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Land improvement,
Reparcelling,
Setting-up of farm relief and farm management services,
Marketing of quality agricultural products,
Basic services for the rural economy and population,
Renovation and development of villages and protection and conservation of the rural
heritage,
Diversification of agricultural activities and activities close to agriculture to provide
multiple activities or alternative incomes,
Agricultural water resources management,
Development and improvement of infrastructure connected with the development of
agriculture,
Encouragement for tourist and craft activities,
Protection of the environment in connection with agriculture, forestry and landscape
conservation as well as with the improvement of animal welfare,
Restoring agricultural production potential damaged by natural disasters and introducing
appropriate prevention instruments,
Financial engineering.
4.7.2. Support for Rural Development

The European Commission defined 230 programs containing rural development
schemes in 2000-2006, which can be broadly divided into three main types (European
Commission) (Table 4.6.).


88 programs were financed by the Guarantee Section (including 20 Objective 2 single
programs for France. France was the only EU Member State that – due to political and
technical reasons – could use this option).



69 (Objective 1) programs were financed by the Guidance Section,



73 programs under the LEADER+ were also financed by the Guidance Section.

Between 2000-2006, the funding available for 2000-06 comprised EUR 52.5 billion - an
annual average of 7.5 billion euros - in the EU-15 for rural development programs. EUR
32.9 billion of this came from the Guarantee Section and EUR 17.5 billion from the Guidance
Section for Objective 1 programs. Another approximately EUR 2.1 billion was allocated to
the LEADER+ (Table 4.12.).
Table 4.12: Rural development programs in the EU-15- (2000-2006)
(1999 prices)
Categories
Rural development
programs
11

Number of programs

Co-finance
(EAGGF)

68

Guarantee Section

Art. 33

97

EU contribution
(billion EUR)
32,9

Objective 2.programs

20
(France)

Objective 1 programs
Leader + program
Total

Guarantee Section

69
73
230

Guidance section

17,5

Guidance Section

2,1
52,5

France was allowed to - due to political and technical reasons – to list 20 Objective 2 programs under
Guarantee Section financing
Source: European Commission, 2006

Member States had the opportunity to determine the proportion of Structural Funds
related development supports to be allocated from the Guidance Section in Objective 1
regions.
Rural development supports can be grouped into categories on the basis of the various
measures (accompanying and structural measures), as supports are assigned to the programs
(measures) in question.
EU funds devoted to Objective 1 regions financed maximum 75% of the total
development cost, while Community contribution in other areas was maximum 50%.
Exceptions were the income generating investments (including agricultural and forestry
enterprises processing agricultural products), which were financed by 35% (Objective 1
regions) and 15% (other regions).
In the Agenda 2000, an average (and maximum) 4.4 billion euros per year was
earmarked (including accompanying measures) for rural development measures to be
financed from the Guarantee Section in the 2000-2006 period. On the other hand, the
Guidance Section funding of rural development measures could not exceed 19.6 billion
euros (including Leader+), which meant an average 2.8 billion euros per year (Table 4.13.)

Table 4.13.: Direct payments and support for rural development in the EU-15,
2000-2006 (1999 prices)
million €

Year
2000
2001
2002
2003
2004
2005
2006

1
DP* &
market
support
36 620
38 480
39 570
39 430
38 410
37 570
37 290

2
RD**
(Guarantee
section)
4 300
4 320
4 330
4 340
4 350
4 360
4 370

3
4
Agriculture
RD
total
(Guidance
(1+2)
Section)***
40 920
2 800
42 800
2 800
43 900
2 800
43 770
2 800
42 760
2 800
41 930
2 800
41 660
2 800

*direct payments
** rural development
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5
Agriculture
& RD total
(3+4)
43 720
45 600
46 700
46 570
45 560
44 730
44 460

6
RD
total
(2+4)
7 100
7 120
7 130
7 140
7 150
7 160
7 170

7
RD (6/5)
%
16,2
15,6
15,3
15,3
15,7
16,0
16,1

***If Guidance Section funds had been evenly allocated annually by the Member States (it did not happen in
practice).
Source: http://europa.eu.int/scadplus/leg/eu

Rural development support (Guarantee and Guidance Sections) allocation
accounted for 15-16% of total CAP support in 2000-2006 in the EU-15. The European
Commission fixed the annual allocation of the Guarantee Sections funds to Member States for
the 2000-2006 period (in case of the new Member States for the period of 2004-2006) on the
basis of objective criteria – e.g. environment protection, employment, landscape protection
(Table 4.14.)
During 2000-2006 two-third of the EAGGF rural development supports were
allocated to schemes for less favored areas and areas with environmental restrictions,
afforestation of agricultural land and other forestry measures (Table 4.15).
Table 4.14. Guarantee section support for rural development 2000-2006
Financial allocation to member states
EU-15 2000-2006
EU-10 2004-2006
EUR million
%
EUR million
Austria
3207,9
9,7
Cyprus
75
Belgium
379,2
1,2
Czech Republic
543
Denmark
348,9
1,1
Estonia
150
Finland
2199,3
6,7
Hungary
602
5763,6
17,
5
Latvia
328
France
Germany
5308,6
16,1
Lithuania
490
Greece
993,5
3,0
Malta
27
Ireland
2388,9
7,3
Poland
2867
Italy
4512,3
13,7
Slovakia
397
Luxemburg
91,0
0,3
Slovenia
282
Netherlands
417,1
1,3
Portugal
1516,7
4,6
Spain
3480,9
10,6
Sweden
1130,0
3,4
UK
1167,9
3,5
Total
32905,9
100,0
Total
5761
Source: http://europa.eu.int/comm/agriculture/rur/eval/index_en.htm

%
1,3
9,4
2,6
10,5
5,7
8,5
0,5
49,8
6,9
4,9

100,0

Table 4.15. European Agricultural Guarantee and Guidance Fund (EAGGF) expenditure
on major rural development measures (2000-2006)
Rural development measures (EU-15)
Investment in agricultural holdings
Setting up of young farmers
Training
Early retirement
Less-favored areas
Areas with environmental restrictions
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EUR million
4 682,0
1 824,0
344,0
1 423,0
6 128,0
13 480,0

%
9,5
3,7
0,7
2,9
12,5
27,5

Agri-environment
Improving, processing and marketing of agricultural products
Afforestation of agricultural land and other forestry
Promoting the adaptation and development of rural areas
All rural development measure*

3 760,0
4 807,0
12 649,0

7,7
9,8
25,8

4 9097,0

100

* Does not include all program (evaluations, technical assistance) expenditure, neither commitments of the
previous programming period (1994-1999) to be carried over. With these items, the budget appropriation
amounted to EUR 52.5 billion.
Source: http://europa.eu.int/comm/agriculture/rur/eval/index_en.htm

Guarantee Section funding for rural development programs was eliminated in
October 2006, Guidance Section funding was extended till October 2008 (n+2). That is
why Guarantee Section support were already relatively high in 2000, while Guidance Section
supports gradually increased.
.
4.7.3. Categories of Rural Development Supports
As, mentioned above, the objectives of rural development were targeted through a
menu of 22 measures that Member States could choose from in order to address the specific
needs of their rural areas. The 22 measures covered three main areas:
Restructuring/competitiveness






Investment in agricultural farms (holdings)
Start-up assistance for young farmers
Training
Early retirement
Improving, processing and marketing of agricultural products
 Land improvement
 Reparcelling (land consolidation)
 Setting up farm relief and farm management services,
 Marketing of quality agricultural products,
 Managing agricultural water resource
 Developing and improving infrastructure connected with the development of agriculture,
 Restoring agricultural production potential (damaged by natural disasters)

Environment/land management






Less Favored areas and areas with environmental restrictions
Agri-environment
Afforestation of agricultural land
Other forestry measures
Protecting the environment in connection with agriculture, forestry

Rural economy/rural communities




Basic services for the rural economy and rural populations
Renovation and development of villages,
Diversifying agricultural activities
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Encouraging tourism and craft activities
Financial engineering

In the programming period of 2000-2006 rural development support appropriations
were allocated between the main areas as follows: environment/land management measures
represented 52% of the EAGGF expenditure, restructuring/competitiveness represented 38%,
and rural economy/rural communities represented only 10% (Figure 4.1.).
4.7.4. New Rural Development Measures
As a result of the modulation, the importance of rural development continued to grow
in the European Union, though the increase of rural development expenditure increased only
by EUR 1.2 billion per year. In the meantime the scope of rural development measures also
expanded. Planned capping of direct payments over EUR 300.000/farm has been abolished,
arguing that it only affects a few hundred farms.

38%

10%

52%

Group 1: restructuring/competitiveness
Group 2: environment/land management
Group 3: rural economy/rural communities

Figure 4.1. Distribution of supports for rural development measures (2000-2006)
Source: http://europa.eu.int/comm/agriculture/rur/eval/index_en.htm

With the CAP 2003 reform (Council regulation (EC) No 1783/2003 of 29 September
2003) four rural development measures were added to the existing 22 which brought the
number of measures to 26. From the four new measures 2 were aimed to improve food
quality, while the other two measures promoted compliance with EU regulations (if EU
legislation had not yet been transposed into the national law) (Table 4.16.).
The new measures came into force in 2003, and application in the Member States was
not mandatory, but possible. These new elements of the support system were aimed at
primarily improving food-quality and food safety, also helping farmers to comply with the
mandatory rules of environmental protection, as well as with public health, animal and plant
health, animal welfare and occupational safety and health standards. These measures
contributed to the expansion of alternative income opportunities (support for quality
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production and marketing activities) and enforced new standard introduced by the 2003 CAP
reform (support to improve compliance with EU standards).
Food quality: improve the quality of agricultural products
Two new measures were introduced to improve food-quality. The first measure
granted quality improvement supports for farmers' voluntary participation in EU or
national food quality schemes. Food-quality schemes that were eligible for support12:





Protection of geographical indications and designations of origin for agricultural
products and foodstuffs;
Certificates of specific character for agricultural products and foodstuff;
Organic production of agricultural products and indications referring thereto on
agricultural products and foodstuffs
Quality wine produced in specified regions.

Table 4.16. Maximum support levels of rural development measures
(after the 2003 CAP reform)
Article
8 (2)
12 (1)

Subject
Set-up assistance for young farmers

Support (euro)
25 000
*15 000
150 000
3 500
35 000

Early retirement

Note
per transferor and year
total amount of transferor
per worker and year
total amount per worker

Compensatory allowance for less favored areas
15 (3)

16
21 c
21 d

24 (2)

24 c
31 (4)

32 (2)

12

Minimum
Maximum average

**25 per hectare of areas used for
250 agriculture

Support for areas with environmental restrictions
Maximum
200
per hectare
Initial maximum payment
500
Introducing standards
10 000 per holding
Farm advisory services
1 500 per advisory service
Agri-environment
Annual crops
600 per hectare
Specialized perennial crops
900 per hectare
Other land uses
450 per hectare
Local breeds in danger being lost to
***200 per livestock unit
farming
500 per livestock unit
Animal welfare
Quality improvement
3 000 per holding
Annual premium to cover loss of income from afforestation
Farmers of associations
725
per hectare
Other private-law person
185
Support for ecological and social forestry functions
Minimum payment
40
per hectare
Maximum payment
120

Art. 24 b (2) a-d; Council Regulation (EC) No 1257/1999 of 17 May 1999
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*Subject to the total maximum per transferor, the maximum annual payments may be increased up to twofold
taking account of the economic structure of holdings in territories and the objective of speeding up the
adjustment of the agricultural structures.
**This amount may be reduced to take account of the particular geographical situation or economic structure of
holdings in certain territories and in order to avoid overcompensation.
*** This amount may be increased in exceptional cases taking account of specific requirements of certain
breeds, which should be justified in the rural developments plans
Source: http://europa.eu.int/comm/agriculture/rur/eval/index_en.htm, Annex -Council Regulation (EC) No
1257/1999 of 17 May 1999

In addition, Member States could support other quality improvement programs
included in their national action plans, if complied with the related EU criteria. The amount of
grant was maximum 3 000 euros per farm and year – up to maximum 5 years.
The second measure aimed at improving the marketing of food products produced in
the framework of the food-quality program. Producer groups could claim support for
activities intended to inform consumers and promote agricultural products or foodstuffs
designated under Community or national food quality scheme. The total amount of support
was limited to a maximum of 70 % of the eligible costs of the action.

Measures on meeting standards

Two new measures have been introduced in order to help farmers to comply with the
newly introduced minimum standards. The first measure grants support for introducing
new Community standards on environmental protection, public-, animal-, and plant health
and occupational safety and health, which were not yet included in the national legislation.
Support may be granted during a period not exceeding five years annually in the form of a flat
rate aid and on a degressive basis, in equal instalments. The temporary support intended to
contribute partly to costs incurred and income foregone due to applying demanding standards
and to additional investments. Member States established the basis of fixed amounts of the
support (hectare, worker. etc.). The maximum eligible annual amount, per holding, of support
for meeting standards could not exceed 10 000 euros, regardless of the number of claims per
farmer.
Support was not granted where the non-application of a standard was due to the nonrespect by the applicant farmer of a standard already transposed in national legislation.
Farmers could claim support however, if the Member State enforced an already existing
directive, but its implementation period in the given Member State expired or the
implementation was only partial. In this case farmers could claim support for a maximum
duration of five years from the date the standard became mandatory. This was a single, and
exceptional opportunity for claiming co-finance to introduce those standards that caused
difficulties in some Member States. For example the Nitrate Directive (12 December 1991) of
the Council came into effect in 31 August 2003, which means that the implementation period
covered more than ten years. If a Member State implemented the Directive only after 1
September 2005, the farmer could apply the support measure for meeting standards only for
three years. The slower the Member State implemented the existing rules, the shorter was the
period of time, the producers could be supported, or the more slowly the farmer applied the
standards, the shorter was the period of being eligible for the support. For example, if the
farmer started following the rules only from 1 September 2005, he was eligible for support for
three years. Had he started complying with the standards from 1 September 2007, he could
claim support only for 1 year.
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The other measure aimed to promote the use of farm advisory services, which
identify and where necessary, propose improvements relating to the application by farmers of
statutory environmental, public, animal and plant health and animal welfare standards. The
total amount of support for the use of advisory services was limited to a maximum of 80 %
of the eligible cost and to 1500 euros.
The introduction of farm advisory services became mandatory for the Member States
from 2007, and farmers could voluntarily turn to them. Holdings receiving more than EUR
15 000 per year direct payments had priority in farm advisory services. Following the
mandatory introduction, administrative control system of cross-checks were improved by
adding on-the-spot checks.
4.7.5. The Expansion of Rural Development Programs
Animal Welfare
This expansion of the agri-environment measures aimed at providing support for
agricultural methods designed to improve animal welfare that involve more than the
application of usual good farming practice including good animal husbandry practice. The
annual amount of support was maximum 500 euros per livestock unit and was granted
during a period not exceeding five years.
Setting up of young farmers
The new regulation grants higher support for the setting-up of young farmers. The
setting up premium is increased from 25,000 to 30,000 EUR for young farmers who are using
farm advisory services linked to the setting-up of their activity during a period of three years
after setting-up. In addition, the percentage of public support for investments in agricultural
holdings has been increased by 5 percentage points: the previous percentage for public aid in
young farmers' agricultural holdings investments was 45% - and 55% in less-favored areas; it
has increased up to 50% - and 60% in LFA (the support is a single premium, or interest
subsidy up to a maximum of EUR 30,000)
Natura 2000
Natura 2000 maximum per hectare payments were set to an annual 500 EUR for the
first 5 years and 200 EUR after that. The amendment of the existing measures is aimed at
providing higher support in exceptional cases taking account of specific circumstances. In
justified cases the maximum amount of payment can exceed 200 euro per hectare in a
longer period. Area eligibility restrictions have been abolished, so Member States could
provide support on a larger areas (practically, the supported area was 10% larger than the size
of areas with environmental restrictions).
Forestry
Forestry investment supports have been extended to state forests to improve their
ecological and social functions (welfare forests). Prior to the new regulation only private
owners or their association could be supported. In case of fast-growing species cultivated in
the short term, support for afforestation can be granted for planting costs only
Agri-environment and animal welfare
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To promote agri-environment management and the application of animal welfare
measures EU co-finance has been increased from 75% to 85% in Objective 1 regions, and
from 50% to 60% in other regions.
Less-favored areas
The support payment for less-favored areas on the basis of objective criteria has been
increased from EUR 200 to EUR 300 per hectare (average of the Member States).
4.8. Rural Development in the New Member States between 2004-2006
EAGGF Guarantee Section EU funding for rural development in the new Member
States was fixed by the European Commission at EUR 5.76 billion for the 2004-2006 period.
Further 2 billion euros were added to it from the Guidance Section.
According to some experts the new Member States received a generous and tailor
made rural development package, since the EU-15’s rural development funding for 20002006 amounted to EUR 52.5 billion, which is in terms of per hectare and population was
lower than that of the new Member States’. The fund allocation took into consideration that
rural regions in the new Member States are less developed than rural areas in the EU-15, also
rural development support was designed to compensate for the gradual phasing in of direct
agricultural payments.
For the 10 new Member States, funding by the Guarantee Section financed 10, and
funding by the Guidance Section (Objective 1) financed 9 rural development programs
between 2004-2006 (with the exception of Cyprus where all rural development measure is
available). The total amount of the rural development budget available to the new Member
States is approx. EUR 7.8 billion (1999 prices) (Tables 4.17., 4.18., 4.19.).
56% of the EU-15’s total rural development supports (Guarantee and Guidance
Sections) was devoted to Objective 1 regions. In the case of the EU-25 this percentage
increased to 66%, because 95% of the rural development supports of the accession countries
funded Objective 1 regions.
In the EU-15, 18% of the population (68 million people) lived in 48 backward regions,
while in the EU-25, almost 25% of the population (116 million people) lived in 67 backward
regions with per capita GDP lower than 75% of the Community average, in 2000.
Besides helping new Member States to catch up, there was another problem for the
former Member States: with the accession of the 10 countries 18 regions (of the 48) lost their
backward status (along with their eligibility), because their per capita GDP became higher
than 75% of the EU average (in the EU-25 the average was lower compared with the EU-15).
Table 4.17. Support for rural development in the new Member States (2004-2006)

Rural development
programs
Objective 1
Total

Number of
programs

EAGGF

EU contribution
(EUR billion)

10

Guarantee Section

5,8

9

Guidance Section

2,0

19

7,8

Sorurce: http://europa.eu.int/comm/agriculture/rur/eval/index_en.htm
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Table 4.18. Support for rural development in the EU-10 (Guarantee Section)
EUR million

2004
163,3
45,3
22,5
98,7
147,3
181,2
8,1
862,4
84,7
119,5
1733

Czech Republic
Estonia
Cyprus
Latvia
Lithuania
Hungary
Malta
Poland
Slovenia
Slovakia
EU-10

2005
182,0
50,4
25,1
110,0
164,1
201,9
9,0
961,0
94,4
133,1
1931

2006
197,5
54,8
27,2
119,4
178,1
219,2
9,8
1043,0
102,5
144,5
2096

2004-2006
542,8
150,5
74,8
328,1
489,5
602,3
26,9
2866,4
281,6
397,1
5760

Source: http://europa.eu.int/comm/agriculture/rur/eval/index_en.htm

Table 4.19.: Maximum amounts for the specific rural development measure in the new
Member States
1257/1999 EC
Article
33 b
33 c

33 d

Subject

Support (EUR)

Semi-subsistence
farms
Compliance with
Community
standards

1000*
200
100 000
100 000
80 000
60 000
50 000

Producer groups

per farm and year
per hectare for the first
year
for the first year
for the second year
for the third year
for the fourth year
for the fifth year

* In the case of Poland the maximum eligible amount shall not exceed EUR 1 250
Source: http://europa.eu.int/comm/agriculture/rur/eval/index_en.htm

The distribution of supports between the two pillar of the CAP (agricultural and
rural development) has improved by the accession of the 10 new Member States. Prior to the
enlargement the distribution of agricultural and rural development supports in the
Guarantee Section was 90% and 10%. After the enlargement in 2006 this proportion
changed to 86% and 14% respectively (Table 4.20). If the appropriations of the Guidance
Section is added to the Guarantee Section Funding, the total allocation for rural
development amounted to EUR 10.5 billion in 2006, which was about 20% of the total
agricultural budget (EUR 54.3 billion).
Table 4.20. Estimated expenditure in the EU-25 (2004-2006)
2004
106

2005

2006

Direct and market support
Rural development (Guarantee
Section)
Total

42 769

43 724

43 735

6 536

6 707

6 840

49 305

50 431

50 575

Source: Agra Focus (December 2003 – No.94. Internal paper prepared by DG BUDGET).

4.8.1. Rural Development in Hungary (2004-2006)
Although agri-rural development programs (afforestation, agri-environment, supporting
less favored areas, early retirement, etc.) can contribute to the increase of incomes and
carrying capacity, but does not facilitate the creation of new jobs. To improve the carrying
capacity of the countryside, significant regional development (industry, services, and
infrastructure) are necessary.
The rural development measures (Guarantee section) for the 2004-2006 period were laid
out in the National Rural Development Plan (NRDP), while structural measures (Guidance
Section) in the Agricultural and Rural Development Operational Program (ARDOP). EU
commitments for funding rural development measures totaled in EUR 919.5 million from
which 620.3 million euros financed the National Rural Development programs (along with
EUR 152 million national co-finance), and EUR 317.2 million was allocated to fund
Agricultural and Rural Development Operational Program (along with EUR 106 million
national co-finance).
Thus, total funding for NRDP amounted to HUF 192 billion, while ARDOP
commitments reached HUF 106 billion. Two third of ARDOP appropriations was allocated to
investment supports to improve international competitiveness. 40% of NRDP was allocated to
agri-environmental measures (tables 4.22. and 4.23.).

Table 4.21. Allocation of supports between NRDP measures, Hungary (2004-2006)
Measure
1. Agri-environment
2. Less-favored areas
3. Compliance with Community standards on animal welfare
and hygienie
4. Afforestation of agricultural land
5. Early retirement
6. Semi subsistence farms
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Total public funding
%
HUF billion
78
40,8
21
10,8
43

22,5

20
5
6

10,6
2,6
3,2

7. Setting up producer groups
8. (Technical assistance)
Total

9
10
192

4,5
5,0
100,0

Source: Agricultural and Rural Development Ministry of Hungary

Table 4.22. Allocation of supports between ARDOP measures, Hungary (2004-2006)
Measure
1. Investment in agricultural holdings
2. Setting up of young farmers
3. Vocational education and training
4. Fishery
5. Improving processing and marketing of agricultural
products
6. Diversification of household incomes in rural areas
7. A mezőgazdasághoz kötődő infrastruktúra fejlesztése
8. Renovation and development of villages and protection and
conservation of the rural heritage
(9. LEADER+)
(10. Technikai segítségnyújtás)
Total

Total public funding
HUF billion
%
55
52,1
3
2,9
2
1,5
1
1,4
15

14,2

6
12

6,1
11,3

4

3,5

5
3
106

4,6
2,5
100,0

Source: Agricultural and Rural Development Ministry of Hungary

Between 2004-2006 approx. EUR 1.2 billion Community funding was allocated to
Hungary to finance direct and market support. The additional national support amounted to
EUR 1 billion. Rural development commitments reached almost EUR 1 billion with EUR 250
million national co-financing.

4.9. Rural Development 2007-2013
More than 56 % of the population in the 27 Member States of the European Union live
in rural areas, which cover 91 % of the territory. Geographical and scenic diversity is the
special feature of the rural areas in the EU. The EU citizens appreciate the countryside, as it
provides alternative landscape and quality of life. Therefore the rural area cannot be seen as a
handicap, but rather as a valuable asset (wealth). Its future in the EU should be seen as the
network of viable rural areas with real people working and living there, and by no means can
it turn into some kind of outdoor museum. The think globally and act locally principle should
be applied in the practice of rural development. Agricultural holdings will not be able to solve
the rural problems, rural development however can save some farms. The survival of small
holdings can be ensured primarily by non-agricultural income sources.
The strengths of the EU’s agriculture include favorable climate and soil conditions,
proximity of markets, farmers’ skills, tradition, experience, as well as the good quality, wide
range and safety of the products. The greatest challenge for the competitiveness of the
agriculture in the EU is twofold: in the international market it has to comply with different
regulations, while in the internal market the issue of multifunctionality (especially the
competitive production of public goods demanded by the society), and the implementation of
environment protection and animal welfare measures cause problems.
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The most important rural development measures to improve competitiveness are
training, farm advisory services, promoting quality production, supporting sale to local
markets, and support the increase of the added value. The rural development measures are
essential for increasing the competitiveness of the agriculture, but the diversity of regions
should also be taken into consideration. Particular attention should be given to young farmers,
since they are the future of the agriculture in the EU. For efficient rural development the EU
has set up a single rural development fund and applies single programming method and
monitoring mechanism.
Rural development should be supported in those regions, where economic growth can
be achieved by the allocated supports. It is not possible to allocate more, than the agriculture
produces. If the added value is not increasing, then the total income of farmers will remain the
same, or less farmers will have greater income. Without economic growth the rural population
will continue to migrate into the cities. If rural development supports are allocated to
programs that don’t generate economic growth, more funding will be necessary: first to
support rural development, second to provide social support of the migrated population. This
clearly means that investments in rural areas have to be competitive.
Rural development increasingly pays attention to those persons and groups who take
an active part in the integrated and sustainable development of rural areas. Rural
development appropriations gradually increased and reached EUR 10.54 billion in 2006,
and has amounted to EUR 13.2 billion by 2013. This amount does not include the transferred
modulated amounts (an annual amount of EUR 1.2 billion, since 2007)

4.9.1. Rural Development in Hungary (2007-2013)
Between 2007-2013 direct payments have increased EUR 1.3 billion per year (100%
support level), while rural development has been funded by the EU with an annual 500-600
million euros (Figure 4.2.)
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Figure 4.2. Direct payments and rural development supports in Hungary (2007-2014)
Source: European Commission (2007)

If national co-finance is added to EU resources, the support of rural development
programs amounts to approx. HUF 1400 billion between 2007-2013 (Table 4.23.). According
to the Hungarian rural development plan, 46% of the funding should support the
modernization and the development of infrastructure in agricultural holdings and forestry
undertakings. Investment support is granted to improve the competitiveness livestock and
crop sectors. Unfortunately, in spite of the investments, livestock numbers are steadily
decreasing in Hungary. It means that the competitiveness of the livestock sector has not
improved in spite of the investments supports. The other part of the planned expenditure is
aimed to protect the environment, improve the quality of rural life, and to support local
initiatives (Leader programs).
4.10. The Application of the CAP in Hungary
4.10.1. The Copenhagen Agreement
The accession negotiations between Hungary and the EU were concluded in 13
December 2002 in Copenhagen, where the level of agricultural supports available from the
Community budget was also fixed. The entitlement payments were calculated by taking into
account the followings: valid specific payments, basic (reference) area, reference quantities,
the level and schedule of direct payments. As a result of the accession negotiations, in case of
products with quota regulation, Hungary were able to maintain at least the production level of
the reference period (some years prior to the accessions), in other cases it became possible to
increase the production (Table 4.24)
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Table 4.23.: Intended allocation of rural development resources (2007-2013)

EAFRD
contribution

Measures (axes) and focal actions
I. All measures
of which:
121.Modernisatin of agricultural holdings
123. Increase added value of agricultural and
forestry products
125.Farm and forestry investments in
infrastructure
II. All measures
of which:
214.A. Agri-environment
214.B. Conservation of genetic resources
221. First afforestation of agricultural land
III. All measures
of which:
312.Support of micro-enterprises
IV. All measures
of which:
413. Quality of life/diversification
511. Technical assistance
Total

HUF billion
Public
Total public
expenditure
expenditure
%

461,9

643,7

45,9

295,1

411,2

29,3

38,4

53,6

3,8

42,0

58,5

4,2

340,0

442,4

31,5

218,2

283,9

20,2

53,7

69,9

5,0

134,8

187,8

13,4

61,1

85,2

6,1

56,9

74,1

5,3

27,7
41,4
1035,2

36,1
55,2
1403,3

2,6
3,9
100,0

Source: New Hungary Rural Development Program 2007-2013 (version February 2007)

Direct payments have been introduced gradually in every new Member State, in
2004 farmers could claim only 25% of the direct payments they would have been entitled for
under Agenda 2000 (standard scheme). The proportion increased to 30% in 2005, 35% in
2006, and 40% in 2007. Since 2008, the annual increase was 10%, so 100% support level
(Community funded DPs) is reached in 2013.
The Copenhagen Agreement provided two opportunities for direct payments: (1) under
the standard scheme, which is applied in the old Member States and means sector-specific
funding, or (2) differing from the relevant acquis of that period, in the form of fixed area
payments. Member States were empowered to provide supplementary national supports, in
the form of the so called top-up. Member States could choose from two options. (1) provide a
top-up of maximum 30% point, or (2) in the case of already EU conform subsidies provide
top-up to raise the support level up to maximum 110% of the 2003 level. Under Community
law, supplementary national aids – as they are considered to be national supports – cannot be
granted without the approval of the European Commission.

Table 4.24: Final quotas, reference yields, and base area for Hungary
(Copenhagen Agreement)
Items

Quantity
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Note

Items
Base area of COPF crops (ha)
Reference yield of COPF crops (t/ha)
Durum wheat traditional area (ha)
non-tradition durum wheat base area
(ha)
Flax, processing quota (t)
Hemp, processing quota (t)
Rice base area (ha)
Rice reference yield (t/ha)
Leguminous plants base area (ha)
Dried fodder, processing quota (t)
Tobacco quota (t)

Quantity
Note
3 487 792 average of 1999-2001 period
average of 1997-2001 period excluding
4,73
the best and the worst year
2 500 EU’s final offer at the deputy level
round, in 3 December 2002
4 305
0
2 061
3 222
3,10
1 954
49 593
12 355

„A” quota sugar (t)

400 454

„B” quota sugar (t)

1 230

„A” isoglucose quota (t)
„B” isoglucose quota (t)
Processed tomato quota (t)
Peach, processing quota (t)
Pear, processing quota (t)
milk quota (t)
milk quota reserve in 2006(t)

127 627
10 000
130 790
1 616
1 031
1 947 280
42 780

Special beef premium
maximum number of animals

94 620

Suckler cow premium , maximum
number of animals
Slaughter premium, maximum number
of animals
Additional payments, beef (€)
Mother ewes and goats, maximum
number of animals
mother ewes additional payments (€)

average of 1997-1999 period
based on data for year 2000
based on data for year 2000
Non Member State specific quota
average of 1998-1999 period
average of 1997-1999 period
base on consumption between19951999
WTO approved export
(0.31% of „A” quota)
on the basis of the proposal of
Denmark
average of 1998-2000 period
average of 1998-2000 period
average of 1998-2000 period
On the basis of the proposal of
Denmark
EU’s final offer at the deputy level
round, in 3 December 2002

117 000 data of year 2000 minus 10%
235 998 on the bases of data for 2000
2 936 076 quota specific calculated value
revised EU position in the Denmark
1 146 000
proposal package, 11 December 2002
1 211 510 quota specific calculated value

Source: Ministry for Agriculture and Rural Development (2004)

The level of national direct payments in 2003 was significantly lower than in the EU-15,
hence the 110% option was not considered in Hungary. The 30% point increase in direct
payments meant that the total (EC+Top up) support level in 2004 was 55%.
In the framework of the 2003 CAP reform different direct payment systems operated
in parallel until 2007:


Standard Scheme (Agenda 2000)
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the new “simplified” Single Area Payment Scheme offered to the new Member
States, and



Single Farm Payment Scheme (SFPS) introduced by the reform, that could be (would
be) applied in different combinations (versions).

4.10.2. The Single Area Payment Scheme
Hungary accepted the option offered in the Copenhagen Agreement, and introduced
the Single Area Payment Scheme (simplified grant of direct payments and top-up from the
national budget) for a transitional period of maximum 2004-2013 (Popp, 2004). The size of
eligible area was estimated as 4.355 million hectares (Table 4.25). The total direct support
from the Community budget amounted to a total 305.81 million euros in 2004.
Table 4.25: Eligible area under SAPS in Hungary (2004)

2000
2001
2002
2003 (preliminary data)
< 0,3 ha parcels
0,3-1,0 ha area
< 1 ha total area
Eroded and highly
contaminated lands
unsuitable for farming
Airfields, military training
grounds and fairgrounds
Land not in good
agricultural condition in
30 June 2003
Land non eligible for
SAPS support
TOTAL SAPS eligible
area

(hectares)
Perennial
Garden
crops
crops
205 848
101 622
198 777
97 752
198 530
98 482
198 530
98 482
52 458
98 482
0
0

Total UAA

Arable land

Grassland

5 853 922
5 738 170
5 867 303
5 865 769
589 509
186 119

4 493 793
4 378 985
4 505 653
4 505 653
438 569
131 953

1 051 219
1 061 158
1 063 104
1 063 104
0
54 166

775 628

570 522

54 166

52 458

98 482

730 887

198 215

532 672

0

0

4 100

0

0

4 100
734 987

198 215

536 772

0

0

1 510 615

768 737

590 938

52 458

98 482

4 355 154

3 736 916

472 166

146 072

0

Source: Ministry of Agricultural Rural Development and Hungarian Central Statistical Office

The per hectare amount of direct payment, which is calculated as the ratio of the total
Community funding of direct payments and eligible land area, was 70.22 euros.
This decoupled subsidy could be claimed on eligible arable land, grassland, perennial
crop land, assuming at least 1 hectare eligible area farm land (in case of perennial crops the
minimum was 0.3 hectares. The minimum size of parcels had to reach at least 0.3 hectares.
Whereas the area eligible for DPs in 2004 actually reached 4.8 million hectares compared to
the estimated 4.35 million hectares, a 10% payback rate had to be applied. The actual amount
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of the support thus decreased to the 90% level of the original 70.22 euro/hectare. The size of
eligible land gradually increased to 5 million hectares and Community financing also
increased gradually this increase is continued until 2013, when the support level reaches
100% (Table 4.26). As the result of the CAP reforms, by 2013 the amount of EU financed
direct are expected to reach EUR 1300 million.
Table 4.26. Direct payments financed by the Community budget, Hungary (20052013)
Year
Amount

2005
350,8

2006
408,7

2007
495,1

2008
618,5

2009
741,9

2010
865,2

2011
988,6

million €
2012
2013
1 111,9 1 235,3

Source: 583/2004/EC regulation

Direct payment amounts gradually increased in the New Member States, the initial
level of 25% have been growing since the accession will reach its maximum 100% in 2013.
The option for national supplementary support, called top-up meant a 30% point additional
Community approved subsidy (Table 4.27).
Table 4.27. Schedule of direct payments during the transitional period (% of old
Member States’ direct support level)
2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

EU support

25

30

35

40

50

60

70

80

90

100

National
support

30

30

30

30

30

30

30

20

10

-

Maximum
support

55

60

65

70

80

90

100

100

100

100

Source: DG AGRI (2004)

Under the Copenhagen Agreement the total support of the individual sectors of the
new Member States including Community funding and top-up from the national budget could
not exceed 55% (25%+30%) of the support level defined by the EU legislation in 2004. In
2005, the total support increased to 60%, in 2006 to 65% (35%+30%). The only exception
was the milk production: the adaptation negotiations of the CAP reform resulted in an
agreement on raising the level of direct payments up to 85% in the dairy sector (25%+60%).
The level of direct support increased to 90% in 2005, and to 95% (35%+60%) in 2006. Due to
budgetary constraints, however, the 30% point top-up level has never been achieved in
Hungary. Despite this, the national topping-up was a major contribution to the increase in
profitability.
To calculate the direct support of the COPF crops we should take into account the per
hectare reference yield of 4.73 tons that was defined during the negotiations as the average
yield of the period between 1991-2001. To define the actual support payment the reference
yield shall be multiplied by the current support level of EUR 63/reference tons (in case of
protein crops it is 72.5 euro/tons), and Hungarian producer were entitled its 25% in 2004. The
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average direct support level in the new Member States (EU-10) will reach only 83% in 2013,
due to the lower reference yields. (Table 4.28). Hungary has a favorable position, as its
reference yields are similar that of the EU-15.
Table 4.28. Evolution of direct farm support [SAPS+top up*]/ha
EUR/ha

ref.
yields
t/ha

2009

2010

20112013

Czech Republic

4,20 145,7 159,0 172,2 185,5 212,0 238,5

265

265

Hungary

4,73 149,5 161,0 174,3 208,6 238,4 268,2

298

298

Poland

3,00 104,0 113,4 122,9 132,3 151,2 170,1

189

189

Slovakia

4,06 140,8 153,6 166,4 179,2 204,8 230,4

256

256

**4,00 138,6 151,2 163,8 176,4 201,6 226,8

252

252

Member States

EU-10
EU-15
EU-10/EU-15%

2004

2005

2006

2007

2008

4,77 300,5 300,5 300,5 300,5 300,5 300,5 300,5 300,5
83,8

46,1

50,3

54,5

58,7

67,1

75,5

83,8

83,8

*top up: from national budget
**estimated by the author
Source: DG AGRI (2004)

Due to the relatively high reference yields the estimated per hectare direct payment
was EUR 70 in Hungary, in 2004, which represents (represented) a high level support level
compared to the other new Member States (Figure 4.3.). As it was mentioned above, the
actual per hectare amount of direct support decreased to 63 euros as the eligible area gradually
increased to approx. 5 million hectares. Hungary underestimated the size of its eligible area,
that is why the defined per hectare support was higher than the actual payment. In 2006,
eligible area increased to 5.1 million hectare, to its peak point, and has been around 5 million
hectares since then.
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Single area payments (SAPS) in the new Member States (2004)
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Figure 4.3. Single area payment scheme in the new Member States (2004)
*As the reference area was exceeded in Hungary, only 63 euro/t support was paid (proportional division)
Source: European Commission (2005)

In Hungary the number of farms eligible for single area payment was relatively high
with 238 thousand holdings (in the meantime it dropped to 180 thousand), the average area
per support claim was, on the other hand, rather small (23 hectares). In the EU-10, only
Poland and Lithuania had lower values. In contrast, area size per support claim in 2004 was
188 hectares in the Czech Republic and 146 hectares in Slovakia (Figure 4.4.). The higher the
number of support claims to be processed by the authorities, the greater the amount of money
to be paid from the national budget for administration. It means that if support claims cover
smaller areas, the per hectare administration cost will be higher.
4.10.2.1. Livestock sector
National top-up payments for male beef
This support within the European Union can be claimed for male beef sold for
slaughter within the Member State, or for male beef sold to another Member State (or to third
countries). The financial source of the claim was created in the Copenhagen Agreement for
maximum 94620 heads, by combining the following direct payment entitlements:


Special beef premium (94620 heads)



Special slaughtering premium (94620 heads out of the possible 141559 heads quota)
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Single area payment (SAPS): number and area of claims (2004)
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Figure 4.4. The number and area of direct payment claims in the new Member States
(2004)
Source: European Commission (2005)

The total amount of these subsidies amounted to 15.09 million euros in 2004 (55%
support level). This amount was deducted by that part of the single area payment which could
be accounted to bull fattening. To do that, the first step is to divide the special beef quota (in
livestock unit, 1 head=0.6LSU) with the stocking density indicator of 1.8LSU/hectare. The
result is the theoretical size of forage area for bull beef (31540 hectares). This area value was
multiplied with the per hectare single payment of 70.22 euro and the result (EUR 2.21
million) was deducted from the corresponding national envelope (at 55% support level). The
remaining amount of EUR12.88 million was divided by the special beef quota. The result was
the maximum support available for fattening bull in 2004, a headage payment of 139.09
euros. The support was announced by the Ministry of Agriculture and Rural Development
(87/2004 regulation) as the only sector-specific, available national top-up payment for beef
cattle farms, the amount of the support was HUF 34700/head. The support at 60% level in
2006 was announced as the support of fattening bulls by the 28/2005 regulation of the
Ministry, its maximum amount was 145.26 euro/head, but not more than 34862 HUF/head. In
2007 the support was decoupled, so since then it can be claimed regardless of the production.
In 2005 and 2006, EUR 147.15 and 157.22/head was the amount of the support, and it has
increased steadily since then, too. It should be noted that if the animal number quota was
exceeded, not the payment amount, but the number of animals eligible for support would
be reduced.
National top-up payments for suckler cows
This support can be claimed for beef and dual-purpose cows and heifers, as well as for
female cattle born from crossbreeding with beef breed bulls. The financial source of the claim
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was created in the Copenhagen Agreement for maximum 117 000 animals (suckler cow
quota), by combining the following direct payment entitlements:


Suckler cow premium (117 000 heads)



National top-up to suckler cow premium ( EUR 3.2 million in 2004)



Top-up for cattle farms, financed from the Community budget (EUR 2.94 million
in 2004)



Slaughter premium for 30% of number of animals eligible for slaughter premium
reduced by the number of fattening bulls of 94 620 (46 939 adults and 94 439
calves).

The total amount of these payments reached EUR 19.1 million in 2004 (at 55%
support level). From this amount – similarly to the calculation of the special beef premium was deducted that part of the single area payment which could be accounted to the suckler
cow number. The first step was the division of suckler cow quota (defined in livestock unit)
by the stocking density indicator (stocking rate, 1.8 LSU/ha), the result was the theoretical
size of the forage area (65 000 hectares). The product of this area and the single payment
(EUR 70.22/hectare) was EUR 4.56 million, which was deducted from the national envelope
(at 55% support level) of this entitlement. The remaining EUR 14.54 million was divided with
the suckler cow quota, and the resulting figure of 124.25 euros (or HUF 40 000) was the
maximum available per head national top-up payment. The support gradually increased in
2005 and 2006, to 133.55 euro/head and 140.81 euro/head. The previous note made on the
support of fattening bulls applies here, too: if the quota is exceeded, not the amount of
payment, but the number of eligible animals will be reduced.
Top-up payment for extensification
The extensification premium (EP) works as a “top-up” payment on the applications for
the suckler cow and the special beef premiums. Under MacSharry reforms, the EP was
payable on farms when these animals were collectively stocked at 1.4 livestock units (LU) per
forage hectare (non-eligible for national topping-up) or lower. Other eligibility criteria that at
least 50% of the forage area (non-eligible for national topping-up) is grassland. The financial
source of this item was EUR 11.6 million in 2004 up to 211 620 animals. From this amount
the difference in forage area (both of male beef and suckler cow) calculated with the two
stocking density indicators (1.8 and 1.4) had to be deducted (27 583 hectares). This area value
had to be multiplied with the per hectare single payment (70.22 euros). The result of 1.94
million euros had to be deducted from the corresponding national envelope (at 55% support
level). The remaining 9.7 million euros was divided by the headage quota. The maximum
amount of the extensification premium headage payment for male beef and suckler cow was
45.85 euros. The amount of the support increased to 49.5 euro/head in 2005, and to 52.77
euro/head in 2006. The increase has continued after 2006, too. In 2007 the extensification
premium was transformed into a decoupled payment.
National top-up support for milk production
This support can be claimed by farmers with milk quota. The financial source of the
support is defined in the Copenhagen Agreement as the aggregate maximum of 1 782 650
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million tons of wholesale quota and 164 630 direct sales quota, and covers the following
combined claims:
 Dairy premium,
 Additional payments,
 Slaughter premium in the sector is defined as payment for the 70% of the number of
animals (46 939 adults and 94 439 calves) eligible for slaughter premium (not
including the quota of 94 620 fattened bulls).
The amount of these subsidies was EUR 22.81 million in 2004 (at 85% support level).
From this amount the part of single area payment eligible for milk production had to be
deducted. For doing so, the baseline was the 725 thousand registered farms in 2003, with a
total of 64 220 hectares owned and leased forage area. This forage area value was multiplied
by the quotient of their aggregate milk quotas and productions (1 503 208 tons). The result is
the total theoretical forage area size of milk production (83 192 hectares). Multiplying this
figure by the single payment (EUR 70.22/hectare) the result was EUR 5.84 million, which
amount had to be deducted from the appropriate national envelope (at 85% support level).
The remaining EUR 16.97 million was divided by the milk quota, which resulted in EUR
8.71/t maximum amount of national support for milk production. The amount of the support
increased to maximum 19.67 euro/t in 2005 and to 31.7 euro/t in 2006. This striking growth
was the result of the gradual increase in the dairy premium. After the 2003 CAP reform, the
support became decoupled from production. Hungary received permission (derogation) for 5
years from accession to market drinking milk with a fat content of 2.8% (m/m).
National top-up support for mother ewes
This support can be claimed for ewes either already lambed at least once, or older than
12 months. The financial source for the support as it is defined in the Copenhagen Agreement
funds is maximum 1 146 000 heads (mother ewe quota) and was created by the aggregation of
the following direct support claims:
 Mother ewes quota (for 1 146 000 heads)
 Additional payments for maintaining ewes (1.21 million euros in 2004).
The amount of these subsidies was 13.9 million euros in 2004 (and at 55% support level).
This amount was reduced with that single area payment part that could be rearranged to
mother ewe support. First step was to divide the mother ewe quota expressed in LU (1 animal
=0,15 LU) by the 1.8 stocking density indicator to get the theoretical forage area for ewes
(95 500 hectares). This area value then was multiplied by the per hectare single payment of
70.22 euros, which was 6.71 million euros. The national envelope of this entitlement (and at
55% support level) was reduced with this amount. The residue (7.2 million euros) was divided
by the mother ewe quota. The result was the maximum amount of 6.25/ head national top-up
for mother ewes. The national top-up for mother ewes was maximized in 6.52 euro/head in
2005 and 2006. In case of exceeding the quota not the support payment but the number of
animals eligible for support is to be reduced. This support form due to the decoupling
introduced by the 2003 CAP reform can be granted at a maximum 50% level.
Additional support for maintaining mother ewes in less favored areas
Those farmers who claim national top-up for mother ewes and at least 50% of their
land is situated in less favored area, can claim additional support for their ewes. In 2004
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farmers were eligible for 1.16 million euros under this scheme. The maximum amount of this
additional support was calculated by dividing the above amount by 300 000, which is the
number of eligible animals. The headage payment thus was defined in 3.85 euro (1008
HUF/head) for 2004, while in 2005 the support amounted to 4.2 euro/head and to 4.55
euro/head in 2006. After decoupling the support can be granted at a maximum 50% level,
since 2007.
4.10.2.2. Crop Production Sector
In the crop sector the national top-up calculation under the Copenhagen Agreement
based on the quotas, base area, and in the case of seed production on the area calculated from
the production quantity, as well as on the 55% support level of national supports approved for
2004. In the year of the accession 4 support schemes had been established:





Support for arable crops
Support for Burley tobacco
Support for Virginia tobacco
Support for rice

The calculation of the maximum national top-up area payments follows a similar way as
that in the case of livestock sectors: the single, sector specific area payments shall be deducted
from the allocated national funds, the residue shall be divided by the eligible hectares.
Support for tobacco production
As a result of the efforts to improve quality, the current structure of the tobacco
production is different from that reflected in the Copenhagen Agreement’s quotas: The share
of Virginia type tobacco has increased in recent years. Based on this fact and considering the
options offered by Community legislation (2075/95 EC Regulation of the Council and
1336/98 EC Regulation of the Commission) Hungary suggested the reallocation of tobacco
quotas. Although the Virginia producers enjoy higher per hectare payments, Hungary, by
reallocating the quotas, granted less support for them, compared to what they would receive if
the original quotas were applied. (Table 4.29.)
Table 4.29. National top-up of per hectare payments in the tobacco sector

Quota fixed in the Copenhagen Agreement
55% of the standard support (6 587 x 2
384,23) + (5 768 x 2 980,62) x 0,55
Suggested quota
Standard payment (55%) with the suggested
quota
Average yield
Eligible area
Single payment for the eligible area
National top-up envelope

unit
t

Burley
6 587

Virginia
5 768

€

8 637 708

9 455 719

t

4 000

€

5 245 306

t/ha
ha
€
€

2,00
2 000
140 440
5 104 866

7 000
11 475
387
2,01
3 483
244 576
11 230
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Total
12 355
18 093
427
11 000
16 720
693
5 483
385 016
16 335

National top-up

€/ha

2 552,43

811
3 224,85

677

Source: Ministry for Agriculture and Rural Development, Research Institute for Agricultural Economics (2004)

The amount of the support at 55% support level was 5.25 million euros for Burley and
11.48 million euros for Virginia tobacco. These amount were reduced with the product of the
single payment of EUR 70.22/ha and growing area. The residue was then divided by the
growing area to calculate the maximum amount of the national top-up for the two tobacco
type. This way, the support for Burley tobacco amounted to 2 552.43 euro/ha (580 000
HUF/ha), while Virginia tobacco producers were eligible for 3 224.85 euro/ha (740 000
HUF/ha) support in 2004 (Table 4.23). Following the same steps, in 2005 the calculated
maximum support for Burley reached 2780.53 euro/ha, and the Virginia tobacco was
supported with 3 514.08 euro/ha. It should be noted, that if support claims covered an area
bigger than the aggregate base area, then per hectare payments to farmers were reduced
proportionally.
Support criteria:


Sowing shall take place no later than 15 June, plants should be preserved at least until
flowering.



Applying farming practices and plant protection methods as laid down in the national
regulation.



Written agreement between producers and processors, under which producer is
obliged to deliver all harvested tobacco to the processor, and processor is obliged to
take over all of the raw materials.



Support claim for a growing area of at least one hectare.



Parcel size of at least 0.3 hectare.

Meanwhile these support have been partially decoupled from production and in parallel
support for restructuring has been introduced.
Support for rice production
The financial source of this support defined in the Copenhagen Agreement was
calculated by aggregating the following direct payment entitlements for 3 222 hectares base
area.
 Rice direct area payment;
 Rice crop-specific additional support.
The amount of these support at 55% support level was 972 thousand euros. From that
the product of single payment (70.22euro/ha) and the base area was deducted. The maximum
amount of the national top-up rice was defined therefore as 231.56 euro/ha in 2004, while in
2005 it was reduced to 58.95 euro/ha and to 57.28 euro/ha in 2006. The reason for this
significant reduction is that rice producers are not entitled for the decoupled payment of 102
euro/reference yield until the introduction of single farm payment). If the size of area covered
in the support claims exceeds the base area, per hectare supports to farmers shall be reduced
proportionally.
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Support criteria


Sowing is to be finished till 31 May, plant are to be maintained at least till flowering.



Claimed area of at least 1 hectare.

Support for arable crops
Funds for this entitlement defined in the Copenhagen Agreement were calculated by
aggregating the base area of COPF crops, and hem, plus the production area of seeds
calculated from their production quantity during the adaptation negotiation (total area of
3 520 790 hectares) and were established by aggregating the following direct support
entitlements:


Single area payment for COPF crops.



Special top-up for protein crops.



Top-up for durum wheat in traditional and non-traditional growing areas.



Direct support for legume crops.



Support for hops.



Producer support for sowing seeds.

The amount of these subsidies at 55% support level was 554.77 million euros. From this
amount the product of single payment (70.22euro/ha) and base area shall be deducted. The
remaining 327.54 million euro was divided with the aggregate base area to calculate the
maximum national top-up payment for arable crops, which would have been 93.03 euro/ha in
2004. As, however, the total national funding of HUF 91 billion in 2004 was not sufficient to
cover all type of top-up entitlements, furthermore because the single area payment
entitlements for COPF crops covered more than 88% of all direct payment entitlements, the
national envelope for arable crops contained only the difference after deducting all other
direct payment entitlements from the total available HUF 91 billion funding. This residue was
284.81 million euros which was divided with the aggregate base area to calculate the
maximum of the national top-up for arable crops, which was 80.89 euro/ha in 2004. Thus the
final amount of this payment amounted to HUF 11 000/ha. The national top-up envelope
gradually was reduced, and finally the area based national top-up for arable crops was phased
out. If claimed area exceeded the aggregate base area, per hectare supports to claimants were
proportionally reduced.
Support criteria were:


types of plants that can be sown are defined in the related EU regulations (1251/1999
EC regulation of the Commission, 1686/72EC regulation of the Council, and 1577/96
EC regulation of the Commission), sowing is to be finished till 15 June, plants to be
preserved at least till flowering.



Claimed area of at least 1 hectare.



Minimum parcel size 0.3 ha.

It is equally applicable for all crop subsidy that for one parcel only one claim can be
submitted during the marketing year, except for supports under the accompanying measures
(agri-environment, support for less-favored areas and areas with environmental restrictions).
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4.10.2.3. A diagnose of Hungary’s accession to the EU
Integration and globalization are important determinants of today’s world economy.
The Hungarian agrarian economy was not able to effectively adapt neither to the global nor
the European integration challenges, due to the lack of openness, versatile partnership and
cooperation. This failure was experienced already during the EU accession process, and
unfortunately it has not changed after the accession. The attitude of the stakeholders in the
agriculture and food industry suggested that they were not really interested to learn about the
purposes and operation of the EU, or the possibilities of the accession. Instead of
understanding and exploiting the development opportunities offered by the globalization and
European integration, they see themselves much more as victims of the process.
So it is not surprising that since the EU accession, changes are often mystified and
watched helplessly even by the increasingly disillusioned professional public. In general they
listened to what they wanted to hear and not what they should hear. The short term interests
were constantly put in front of the long term perspectives, often combined with the culture of
unreliability, equivocation and deception. With this mentality we will not get closer to the
European front-rank nor to our own expectations. In the long run our position in the European
Union will be the fruit of our own efforts. It is still not yet clear for us, that in the EU there is
no “free lunch”, but at the same time the European integration provides opportunity for the
Member States to benefit from the international division of labor accordingly to their
capabilities. The European Union is not equal to globalization, but rather offers solutions to
the problems of globalization. If there is no change in our attitude, and there is no change for
the time being, or this attitude even worsens, then we will not exploit the opportunities
offered by the EU, but our membership will be lived as “suffering”. Otherwise, there is of
course life outside of the European Union, too. The question, however, is that without the EU
membership what economic performance could be achieved by Hungary. The answer to that
question does not require much imagination.
Despite the relatively good ecological conditions the international competitiveness of
the Hungarian agriculture and food industry has not improved in recent years. From the
vicious circle of weak purchasing power, and increasing demand for cheap products we can
break out only through development. As long as consumers’ choice determined by the prices,
there will not be quality oriented selection at the processors. The Hungarian food industry has
been shrinking compared no only to other sectors of the national economy, but also in relation
to its previous position. Its domestic market share has decreased, the proportion of import has
increased rapidly, our balance of trade is almost at zero in case of processed (secondary
processing) commodities, and in the case of some important raw materials (e.g. pork, milk
and dairy products, fruit) Hungary became a net importer. The domestic conditions can be
characterized by the facts that several large international food-processing company has
withdrawn from Hungary, and the share of foreign capital has steadily decreased. The way out
of this situation should be acquiring knowledge of and applying modern, up-to date foodindustrial technologies, namely significant investment into the food industry. The sign of this
today cannot be seen yet.
Competition in Hungary, as an EU Member State, is regulated by the Community
legislature and by harmonized national laws. The specialties of the agricultural sector
however are dealt with in the common and in the national agricultural policies, which have
precedence over the competitions rules. However, the total exclusion of the food-chain from
the application of competitions laws would not be a legitimate solution, as it would mean the
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termination of our obligations. State (government) interventions to handle market
disturbances affect markets and price, but are unable to influence the market in the long run.
What is more, these acts of the state rather reduce the chance of durable solutions to emerge
(they are suitable at best only to soothe passions).

Summary
Agricultural protectionism in Europe has a long history, still agricultural tariffs
were much smaller obstacles of trade than the import duty system introduced in the
framework of the CAP. The EU’s agricultural policy should be judged according to the
requirements of the 21st century, and not according to the post WWII period. The 1992
reform of the CAP can be related to the GATT Uruguay Round agreements on agriculture,
which aimed at the significant reduction of agricultural supports (both domestic and export
supports). The Common Agricultural Policy did not contributed to the protection of the
environment and nature, because the high price support led to the rapid spread of big farms,
as well as by intensifying the production, to serious environmental damages.
The big commercial farms within the EU, however, contribute to satisfying the
increasing demand for food in the world, play important role in the rural life, and from an
environmental point of view, they can even help to save the tropical forests (it depends of
course partly on the solvency, partly of the willingness of tropical countries to import food).
The future of commercial farms within the EU depends on the further liberalization of
the agricultural trade. Supporting small farms in the framework of the rural
development policy through targeted direct supports for landscape management and nonagricultural utilizations, such as leisure, entertainment and sport in certain areas, is not a
threat to trade liberalization. The increased support of the countryside was a top priority in
the Agenda 2000, but it was not able to stop – only slow down – the migration of the rural
population to the cities.
Commercial farms in the EU are highly affected by the evolution of land prices, as the
high agricultural supports have been built into the price of the land and led to very high
land prices in international comparison. The compensation payments that were introduced
in the EU due to the consequences of the withdrawal of former support types (CAP reforms in
1992, 2000, 2003) compensate commercial farms to offset high land prices. The decline in
land prices has not yet occurred, so further trade liberalization appears to be justified in
the EU, too.
Major social unrest surrounds farming practices. Consumers require safe and
socially acceptable farming methods, and ask for guarantee from the members of the
agricultural sector. It is not a coincidence that the reforms of the CAP took this direction, too.
With the 1992 reform of the CAP and with the Agenda 2000, former high price
support has been replaced by a direct income support system that was calculated on the basis
of the reference area and reference yields. Two types of area based payments were
established (simplified and standard schemes). Small farmers of COPF crops were not
subject to compulsory set-aside if their claimed eligible area (in Hungarian context it was
approx. 19.45 hectares) was sufficient to produce maximum 92 tons of cereals (based on the
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reference yield of the region). Under the framework of the simplified scheme they were
eligible for direct payments without set-aside obligations. Commercial farms producing
COPF crops, on the other hand operated under the standard scheme and were entitled
for direct support if they took part in the compulsory set-aside program (the set-aside area
also was eligible for the direct support).
The following reform of the CAP in 2003 aimed at decoupling direct payments from
production, in order to ensure that producers’ decision would be influenced by the actual
market conditions and not by the different support levels. The essence of the so called Single
(farm) Payment Scheme is that instead of the separate payments the farmers received prior to
the reform, single payments would be based on historical entitlements (reference period
2000-2002) and could be claimed without actually producing agricultural commodities, thus it
should remove incentives to overproduce. The decoupling was however only partial. As a
result of the compromises a number of optional and coupled supports remained valid. These
coupled supports amounted to 10% of the direct payments.
Farmers can buy or sell (trade) entitlements with our without land. Leasing
entitlements on the other hand is possible only together with land lease. Anyone can be in the
possession and transfer entitlements, but activation (claim) of the entitlements is possible only
if there is sufficient eligible area at disposal.
In the single payment scheme 1% of the national ceiling of direct payments has been
transferred into the national reserve fund to give assistance in case of exceptional situations
and to set-up young farmers. The rate of the national reserve fund can be increased to 3%.
Set aside areas as set out in the Agenda 2000 were registered in the SFPS system until
2008, because farms had to maintain their compulsory set-aside obligations at least to that
extent if claimed direct payments. The set aside area could be part of the crop rotation, but
crop production for commercial purpose was not allowed on this land unless they –
guaranteed by processing contracts concluded in advance –were intended for human
consumption or for animal feed. In 2008 the compulsory set aside rate was set at 0%.
Degression and modulation were introduced in order to ensure the more equitable
distribution of farm incomes and to strengthen rural development purposes. Modulation is
basically a reduction in the direct payment for bigger farms (to provide additional finance to
the rural development policy). Farms receiving more than EUR 5000 direct payment per
annum are subject to modulation (or say it another way, modulation deductions do not apply
to the first EUR 5000 of the farm’s direct payment). Over EUR 5000, modulation deductions
are applied gradually: it started with a rate of 3% in 2005, 4% in 2006, and stays at 5 % from
2007onwards till 2013 The modulation does not apply to farmers receiving annual direct
payment below EU 5000, and to farms in less favored areas. As degression and modulation is
not applied in the new Member States until their support level reaches the EU level, their
application is not affected the Hungarian agriculture.
In spite of the modulation the amount of direct payments only marginally
decreased in the old Member States, in contrast to the expenditure on other measures –
especially market support – that apparently fell. The net amount of reallocations resulting
from the modulation is only EUR 1.2 billion a year. Overall, minimum 80% of the modulated
amount is returned to the Member State to be used for rural development, and only 20% is
transferred to the Community budget to finance rural development measures. Rural
development was expanded by adding four accompanying measures that could be financed
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from the rural development funds. The reallocation of support from pillar 1 to pillar 2 means
that the distribution of supports between the two pillars has barely changed. The savings from
modulation provide at best only EUR 1.2 billion additional finance to rural development. In
budgetary terms, the reform can be evaluated as a careful and by no means a major step
toward strengthening the rural development.
Depending on the method used for redistributing the funds reallocated for rural
development purposes, with the redistribution of rural development expenditure – taking into
account agricultural land, employment and per capita GDP – some Member States got into a
better position and some lost position. As the per capita GDP (purchasing power parity) also
played a role in the calculation of redistribution, a fair balance has been created between
richer and poorer Member States.
Contrary to the direct payments, rural development supports require national cofinancing. It is no coincidence that the reform added new elements to the accompanying
measures of the rural development in those areas (food-quality, animal welfare, compliance
with standards) where the aspirant countries waiting for accession lagged (lag) behind. For
Hungary primarily the support for food-quality, and compliance with the standards were
important issues (in the case animal welfare measures the country asked for derogation).
Compliance with environmental standards is one of the criteria for granting direct
decoupled payments. The administration of the control and monitoring of the fulfillment of
environmental obligations to determine eligibility of the decoupled supports will be much
more difficult than the current control of the eligible land. The control of land eligibility is
helped by remote sensing and satellite images, while for example compliance with animal
welfare measures can be checked only directly on the farms. Eligibility for decoupled direct
supports was finally bound to meeting 18 statutory management requirements instead of
the planned 36.
The absence of the application of the polluter pays principle makes it difficult to
protect the CAP against farmers and society. A further problem is the extension of
environmental standards to farmers who produce commodities not eligible for direct supports
(such as fruit and vegetables production, table potato production). Finally the reform extended
the enforcement of the standards to all activities of the farm regardless of what kind of crops
are grown on the land. The reform aimed at the reduction of administrative burdens and the
simplification of payouts, since very often these burdens - and not the eligibility – prevent
access to support for farmers.
The introduction of the single area payment scheme to Hungary assumed the set-up
and satisfactory operation of the Integrated Administration and Control System (IACS).
This requirement was not easy to meet by the Member States and they also had serious
problems with the cross compliance (environment protection, food-safety and animal welfare)
criteria of direct payments. Old Member States had to shift toward the new Single Payment
Scheme between 2005 and 2007, while new Member States can apply the Single Area
Payment Scheme until 2013.
A key element of the Health Check agreement, which is the general half-term review
of the CAP 2003 reform, is that, between 2009 and 2012, EU farmers who claim more than
EUR 5000 direct payments per year, will be contributing an extra 5 per cent of their income
support payments (so the rate increased from 5% to 10%) to rural development policy
(through modulation). A further 4 per cent is being transferred annually from all income
support payment amounts above a threshold of € 300 000, which obviously applies only to the
big farms. Hungary, as a catching up (converging) Member State can calculate with 90%,
(instead of 75 %) EU co-financing from redistributed funds for rural development. In Member
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States, which accessed to the EU in 2004, compulsory modulation will be applied only from
2012 (in case of farmers below annual EUR 300,000 direct support payment amount, from
2013), because they reach the direct support level of “old” Member States by 2012, which
will be 90% of their direct payment framework due to the 10% modulation. The biggest result
of the 2008 CAP "Health Check" is that it made the Single Payment Scheme more effective,
efficient and simple by strengthening decoupling from production through the gradual
replacement of historical entitlements to area (per hectare) based support model.
Maximum 10% of the total direct support payment amounts are part of the
national envelope and can be allocated on the basis of objective and non-discriminatory
criteria in national responsibility. Maximum 35% of this envelope can be allocated as coupled
support. Brussels in the framework of intervention, purchases only an annual 3 million tons of
wheat, offers above this quantity are subject to tender. Quantity eligible for intervention under
the intervention systems of maize, durum wheat, barley, sorghum and rice is set to 0 t from
2009/2010. It also should be noted that the European Commission may at any time, depending
on the market developments, put forward a suggestion for community intervention purchase.
Milk quotas are increased an annual 1% rate between 2009-2013. Coupled support for
tobacco producers has been phase out in 2010. According to the new market regime, in the
dairy, beef and sheep meat, goat meat sectors, voluntary coupled support would still be
allowed after 2012.

Comprehension questions:
1)
2)
3)
4)
5)
6)

What are the main characteristics of the EU’s protectionism?
Did the CAP reforms influence the evolution of high land prices?
What was the goal of the Agenda 2000?
Give a short description of the 2003 CAP reform!
What was the goal and content of the Health Check?
What are the characteristics of the rural development expenditure in the EU?

Competency development questions:
1) Why is the protectionism so relevant in the EU for quite a long time?
2) What are the underlying causes of high agricultural land prices in the EU?
3) Has the role of the market in the agricultural production strengthened due to the
reforms of the CAP?
4) What would you change in the current agricultural support system of the EU?
5) What do you think, the co-finance of rural development measures promote or hinder
rural development in the Member States??
6) What are the characteristics of the rural development expenditure in Hungary?
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5. CAP Reform 2014-2020
Introduction
This chapter presents the latest reform proposal, namely the expected changes
of the CAP in the 2014-2020 budget period. We also discuss the impacts of the
planned reform on the Hungarian agriculture. Beside the interpretation of the
reform, we will also study the critiques of the 50 year-old policy, make an account
of the negative and positive effects with regards to the latest challenges. After
getting familiar with the new multiannual financial framework for the CAP, we
will learn about the most important changes in direct supports and their possible
impacts on the physical performance indicators and on the structure of the
Hungarian agriculture. Finally, we will analyze the different conceptions relating to
rural development. The structure of the final legislation is likely to be identical to
the reform proposal, however, details and percentages can change.

5.6. International Challenges
There is a competition for the use of the land (and for the use of water) between food
and other commodity productions (such as feed, biofuel, and fiber). The existing competition
is further intensified by different drivers and pressures, like environment protection,
biodiversity, and recreation.
.
5.1.1. Food-Security
The World Food Summit of 1996 defined food security as existing “when all people at
all times have access to sufficient, safe, nutritious food to maintain a healthy and active life”.
Commonly, the concept of food security is defined as including both physical and economic
access to food that meets people's dietary needs as well as their food preference. The World
Health Organization defines three facets of food security: food availability, food access,
and food use. Food availability is having available sufficient quantities of food on a
consistent basis. Food access is having sufficient resources, both economic and physical, to
obtain appropriate foods for a nutritious diet. Food use is the appropriate use, based on
knowledge, of basic nutrition and care, as well as adequate water and sanitation. The FAO
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adds a fourth facet: the stability of the first three dimensions of food security over time.
Access to food supplies is strongly influenced by food prices
Although price swings are no at all rare in the food market, the latest price shock was
the combined effect of several factors. Trigger factors can be sorted into three categories:
ecological and biological factors that influence production and trade; factors affecting the
macroeconomic environment (population growth, consumer income increase, drastic increase
in world market price of crude oil, etc.); agricultural and trade policy factors (trade barriers,
reforms, encouraging biofuel production, etc.). Some of the listed factors have short term,
others have long term effects. While the decline in production, for example in the leading
exporter countries, influence markets only within a year (cyclical), certain macroeconomic
factors can induce long term structural change (Popp and Potori, 2008). The estimated impact
of the price shock in 2006–2008 on the number of undernourished varied markedly across
regions and countries. Small import-dependent countries, especially in Africa, were deeply
affected by the food and economic crisis. Some large countries were able to insulate their
markets from the crisis through restrictive trade policies and could protect their consumers
through safety nets. However, trade insulation increased prices and price volatility in
international markets.
Are we witnessing a paradigm-shift? Instead of free trade we experience the rise of
protectionism, instead of food-security (which a global concept) countries seem to rely more
on self-sufficiency, instead of private stocks, state storage is strengthened, and instead of
importing, countries tend to move their food production abroad. South-Korea, China, the
United Arab Emirates, Saudi Arabia and Japan purchase or rent vast areas of arable land in
Africa, Asia, and Indonesia and the Philippines. Even Russia and Ukraine are added to the list
of the investors.
Although global per capita food consumption decreased in the past few years, the
demand for cereals and oilseed crops increased, partly because of diet changes (meat
consumption increased in the emerging countries), partly because of the increasing industrial
use of these crops. At the same time it is worth mentioning that enough food is produced
worldwide to feed all people, still nearly 1 billion people are suffering from chronic hunger.
There are a wide range of factors that contribute to this problem, the most significant of them
being the poor distribution of foodstuffs, which of course related to the unequal income
distribution. In other words, nearly 1 billion people don’t have the money to buy food. If the
demand for food is very high, then in the case of even a slight fall in food production, stocks
will rapidly decline. One of the possible explanations is that only a fraction of the globally
produced agricultural commodities enter into the international market, e.g. about 16 percent
of the world’s wheat, less than 8 percent of the world’s rice and 8-10 percent of dairy
products enter this global market. In most years, the United States, Canada, Australia, the EU27, the former Soviet Union (including three major wheat exporters: Russia, Ukraine, and
Kazakhstan), and Argentina account for about 90 percent of world wheat exports and will
remain dominant players in the future, too.
The global cropland area is roughly 13.1 billion hectares, which adds up to 18.5
percent of the Earth’s surface. From that area 5 billion hectares are agricultural land (1.4
billion hectares arable land, 0.2 billion hectares permanent cropland, and 3.4 billion hectares
pasture), 4 billion hectares forestland and 4.1 billion hectares other areas. Cropland areas have
stagnated at approximately 1.5 billion hectares in recent years, of which roughly 1.1 billion
hectares are rain-fed and 400 million hectares are irrigated. Although 71 percent of the Earth’s
surface is covered by water, only 4 percent of the vast oceans are suitable for fishing. Beside
the most important protein crop, soybean, another important protein source for the animal
feed industry is the fishmeal. Since fishmeal production is steadily declining, soon new
alternative protein sources will be necessary.
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As the consumption of animal products is increasing, livestock farming continues to
be the largest land user in the world. In the EU, livestock farming uses about two-third of the
agricultural land, globally the ratio is over 40 percent and nearly 40 percent of the world grain
output is being fed to livestock. In the past decades forage production could not keep up with
population growth. There are also huge regional differences in the per capita feed mixture
production. If feed production of domestic feed mills or the self-sufficiency level of meat
production will increase in the developing countries, then they have to increase their forage
production or have to import. The question is, where they will buy the feed grains, or what
kind of other alternative raw materials can be used for feed purposes.
The solutions to addressing the availability of arable land are three-fold: the
production of more arable land; an increase in the productive capacity of existing cultivated
land and the conservation of arable land in order to prevent degradation. According to
optimists, the current 1.4 billion hectares of global arable land could be doubled, pessimists
say that there is virtually no spare land available for expansion (only Africa, South-America,
Russia, Ukraine and Kazakhstan has some reserves). Overall, not more than 5 percent
increase can be realized. Cropland areas have begun to decrease in some top producer
countries of agricultural commodities (e.g. USA) due to the increasing demand for fertile
arable lands for alternative uses such as bio-fuels, encroachment from urbanization and
industrialization. Turning areas into agricultural land often hindered by their low productivity,
the high costs of the process and the high risk of plant diseases (FAO, 2011a).
Another way of ensuring food-security is to increase yields. However, over the past
decades in the case of several products, crop yields stagnated or increased only modestly. This
is particularly evident in wheat (since the beginning of the ‘1990s in Europe) and in rice
(since the middle of the ‘90s in China) production. The main reason is the lack of investment
in development. As production capacities are also declined, it would be increasingly difficult
to satisfy the growing domestic and global demand. However, at the same time, due to
significant agricultural research and development efforts (improved hybrids, increased plant
density, changes in leaf angle and root system, etc.) corn yields increased substantially.
Increasing prices of major crops contributed to the modest growth of agricultural
investments. The majority of this actions, however, focused on turning new areas into
agricultural land, rather than increasing per hectare yields. We can find several examples for
that in Africa and South-America. The annual average yield of cereals increased by 0.8
percent in recent years, in contrast to the forecasted 1.0-1.3 percent global growth in demand.
Due to the dwindling stocks, even slightly below average yields can raise problems. In case of
a more significant production shortfall, consequences can be catastrophic. The need for
increasing crop yields brings along the issue of GM (genetically modified) crops. It is very
much possible that more and more countries around the world will produce these plants
irrespective of whether the European Union will approve them quickly or not. Without
importing feed, the EU would have to cut back on meat, dairy, and egg production. The ban
on using animal parts in feed brought on by the BSE crisis (mad cow disease) has heightened
Europe’s dependence on foreign imports. And it is also clear that the EU is not able to reduce
its dependency on agricultural raw material import, especially with regards to protein feed.
Another obstacle in increasing yields is the rapid decease in the world irrigated land
base. Agriculture is a major user of water resources (farming accounts for around 70 percent
of water used in the world today). In recent years, draught induced crop failures indicated that
agriculture is strongly dependent on water resources. Competition for the use of water is
increasing between the different users. In some areas, such as in Northern China, water
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scarcity is so serious that farmers had to give up the cultivation in certain areas. And, though
water scarcity has always been a problem for northern China, shortages have reached crisis
levels as a result of rapid economic development (e.g. the water consumption of the ever
growing metropolises and industry). Ground water level has dropped by several meters and
large areas become desertified (FAO, 2011b).
Due to the global economic expansion, and because the world’s population will
continue to grow, though at a slightly slower pace (an annual average of 1 percent), the
demand for food is expected to increase. Today, the world’s population exceeds 7 billion
people and according to current projections it will reach 8 billion by 2030, and will likely to
reach 9 billion by 2050. 20 % of the global population lives in Europe, and in North and
South America. Asia is the most populous continent, with its 4.2 billion inhabitants
accounting for over 60% of the world population (also Asia is the engine of economic
growth). Africa is the second-most-populated continent, with around 1 billion people, or 15%
of the world's population. The world's two most-populated countries (China and India)
together constitute about 37% of the world's population. These two countries - basically the
entire Asia-Pacific region – are becoming increasingly dominant players of the global
economy. In parallel with the income growth, protein consumption is also increasing. If
calculated with only one billion people (the population of China and India is of course much
greater), then in the case of 10 kilogram increase of annual per capita consumption of meat,
40 million tons additional feedstuff would be necessary (roughly 4 kg of grain is needed for 1
kg live weight gain).
Demand for food is also influenced by the changing consumer habits. In China about
20 percent of the population (300 million people) now can afford higher quality meals. In
India, the structure of food consumption of the middle class (about 150-200 million people,
with an annual growth of 30 million) is getting very similar to the Western European habits.
As the purchasing power increases, people eat not only more calories, but more animal
products as well. As demand for dairy and meat products is increasing, the demand for cereals
and oilseeds also grows.
Consumption habits change as societies change. This process is related, among others,
to the global urbanization. Masses of people who give up farming move to the cities, where
their consumption habits – partly due to the improvement in the standard of living – change.
This process modifies the structure of the economy and in overall, increase the demand. In
extreme cases, however, the urbanization process can limit agricultural production (e.g. by
large number of people leaving the rural areas, or/and by the expansion of industrial parks,
infrastructure, residential quarters). Today, more than half of the population lives in cities,
and the number will be even greater in the future. As the urbanization goes on - and
international trade is getting more liberalized – the geographical centers of production and
consumption will be increasingly separated. The importance of transport, storage, cooling
grows and, of course the costs of handling the commodities also will increase. And food
stocks are expensive to hold. It means that poor countries may not have had the stocks
available before the crisis to compensate for any domestic production shortfalls On the whole,
food prices are expected to rise (FAO, 2011a).
Weather shocks influence the supply side, and we should prepare for future production
shortfalls and dwindling stocks in the main exporter countries. What is more, weather shocks,
are typically unpredictable and may lead to unpredictable changes in prices, especially if
stocks are low to begin with. Knowing that global demand for food increases, the weather
shock related impacts can be even more serious.
And there are some other factors that should not be forgotten. There are financial
actors who have increasingly moved into the agricultural markets to bet on future prices of
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these commodities. Traders have always speculated on the agricultural-commodities futures
market, just as they do in other commodities like copper or oil. Those with an actual
commercial interest — food producers and buyers — use this market to bet against price
increases and decreases as a form of insurance against volatility.
The sharpest criticism is, however, targets the production of biofuels. Why is that? The
raw materials for ethanol and biodiesel production are plants, which at least for now, are
grown primarily for food or for feed. Biofuel production has increased in recent years, but
still give only a few percent of the fuel market. Its influence on the agricultural commodity
markets, however, is huge. Today about 10 percent of the global sugar cane and vegetable oil
production, and 7-8 percent of the global cereal production is used by the biofuel industry.
Predictions are that global demand for biofuels will hit 172 billion liters by 2020, up from 81
billion liters in 2008. At current production levels that would mean that an additional 40
million hectares of land would have to be converted to growing crops for biofuel. This growth
is also a significant factor in the rise of global food prices (Popp et al, 2010).
Food-security is not just a question of producing food. It relates primarily to the
changes in food prices and purchasing power, as the access to food is determined by these
factors. The physical existence of food stocks very is important of course, as people tend to be
afraid of not being able to buy food even if they could afford it. So what are the risks of
access to food that risk management should treat? Money can be made even from fears, but
that won’t solve the problems of food security, because money in itself is not a sufficient tool
to provide food. Creating a global food-security network is considered to be a very urgent task
if we want to avoid some nasty and irreversible consequences. Developing countries should
prepare for future food crises partly because of the unfavorable climate change conditions. At
the same time both developing and developed countries have to be aware of the possibility of
an increasing south-north migration. For the North, this migration might (as it is already so)
lead to security challenges. The EU already worries about the influx of immigrants from
Africa and more than one EU Member State leaders are voicing opposition to
multiculturalism.
There are some things that can be solved in the food chain, too. If food losses were
curbed, then even under unchanged circumstances, we will be able to increase the supply of
foods and reduce the pressure on water resources. Right now, global food losses occurring
along the entire food chain reach up to 50-60 %. Roughly one-third of food produced for
human consumption is lost or wasted globally, which amounts to about 1.3 billion tons per
year. Food is lost or wasted throughout the supply chain, from initial agricultural production
down to final household consumption. With that we waste also the energy and water that is
necessary for food production. Knowing that our world’s resources are limited, reducing food
losses should be a focus area (IWMI, 2007).

5.1.2. Energy Security
Modern global societies are based on the consumption of fossil energy. The pace of
this consumption has been steadily growing over the last century. Today, however, many are
getting skeptical about the possibility of preserving the modern western lifestyle in a world
where we must dramatically reduce the current pace of consumption of fossil energy, as
resources are depleted. In the light of the absolute dependence of modern societies on fossil
energy, this process is a serious reason of concern. The huge economic growth of the past
decades was due to the fact that we were able to exploit the available resources needed for
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transport, production or simply for more comfortable life-style, and paid a very low price for
them. Since the 1980’s more and more researcher examined the possibility of the exhaustion
of stocks, which is called the Peak-Oil Theory. As the population of the Earth is increasing,
energy production should increase, too. Since the average per capita energy consumption is
steadily rising, therefore even if there was no change in population, the global energy use still
would rise. Improvement in energy efficiency could for an extent counterbalance this process,
even could curb the rate of growth significantly. But as the population of the world increases,
the use of resources increases exponentially. The issue of Peak-Oil is relevant, because after
reaching a situation of Peak-Oil, the total amount of oil available will begin to shrink. This
means that it will no longer be possible to increase oil based energy consumption at the world
level (each time someone increases their consumption of energy, someone else will have to
reduce their consumption proportion).
Politicians and economists generally suggest that economic growth is the remedy for
the problems in the economy. The problem with this idea is that it is firstly false, secondly
even it was true, the limited availability and depleting status of our resources would not make
possible to hold up global economic growth. What is more, enforced economic growth can
lead to the final destruction of our planet. If the ecosystem suffers drastic and irreversible
damage, along with the ecological collapse, greenhouse emission would double. There is not
much encouragement in the present situation of renewable and green resources. They account
only for 13 % of the primary energy use (IEA Bioenergy, 2009). Renewable resources are
resources of materials or energy that can replenish and regenerate. They can contribute to the
improvement of energy security, to the reduction of pollution (especially to the reduction of
CO2 emission), to rural development and to the expansion of international trade. The most
frequently used renewable resources are biomass, water, geothermal, wind and solar. In
addition to the (hopefully) increased use of renewable resources, improved energy efficiency
and energy conservation is also important if countries want to reduce their import energy
dependence.
The surge in crude oil prices can be explained above all, with the rapid expansion of
industrial production in China and India. Demand for crude oil affects the price trends of gas
and nitrogen fertilizer as well. It is true though, that the relationship between the gas and oil
market is significantly weaker these days. This can be explained by the strong increase in
demand for gas, and by the liberalization of natural gas trade. Natural gas is difficult to
transport, therefore its supply is less flexible. In the longer term, however, natural gas price is
expected to be once again more closely aligned with crude oil price, because the large gas
importers are developing the gas infrastructure (storage capacity for liquefied natural gasLNG). Most recently hopes surround pale gas production. Some say that natural gas extracted
from shale rock could become a significant global energy source. The largest supply and
production capacity belongs to the USA (IEA, 2010), but some argues that this new wonder is
actually just a new short-term bubble, and production projections are overly optimistic
(thereby unrealistic) as wells are significantly underperforming compared to original
projections (Rogers, 2013).
The dependency on crude oil associated with the high oil prices (and consequently the
increase of agricultural input prices and rising transportation costs) have led policy makers to
pay attention to the alternatives provided by the renewable resources. Utilizing renewable
resources would lead to reduction in greenhouse emission, too. Of course renewable energies
are not the ultimate solution for environment problems, but present and future results
achieved by applying the best available technologies (BAT) cannot be despised, either.
Besides relying increasingly on biofuels, energy efficiency improvement is also necessary.
Today’s technological reality is that biofuels cannot be replaced by other alternatives in the
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near future. It is not surprising that their use and mixture with gasoline is recommended,
appropriated or even required in several countries. There is also a large supply of possible
biofuel production encouraging tools (IEA Bioenergy, 2009).
Energy policy is aimed at minimizing energy supply risk, keeping energy prices low
and reducing the negative environment impact of energy use. The energy consumption related
annual global emission of carbon-dioxide is 30 billion tons. Traffic contributes to the
emission with more than 10 billion tons of CO2. The EU’s dependence on energy import is
alarming. It will be more and more important to diversify the import and domestic energy
resources in order to ensure uninterrupted energy supply. Road transport contributes about
one-fifth of the EU's total emissions of carbon dioxide. Emissions from road transport has
increased by nearly 23% between 1990 and 2010, and without the economic downturn growth
could have been even bigger. Transport is the only major sector in the EU where greenhouse
gas emissions are still rising and 98 % of the necessary energy used in the sector comes from
crude oil (IEA, 2010). There are very few fossil energy producing regions in the world. What
is more, the majority of these countries are politically unreliable, and often use their "oil
weapon" to pressure or "blackmail" individual oil-importing countries. The share of final
energy consumption from renewable resources in the EU was 10 % in 2010, and would reach
at least 20% by 2020. Each Member State should achieve at least a 10% share of renewable
energy (primarily biofuels) in the transport sector by 2020.
Only 2% of the world’s farmland is cultivated organically, therefore it is impossible to
meet the world’s food demand without fertilizers, i.e. excess energy. The fertilizer
consumption depends largely on the (cereals and oilseed) price expectations of the farmers. (If
the price of cereals and oilseeds is expected to rise, the demand for fertilizers increases.)
Global fertilizer consumption is increasing and is growing fastest in the emerging markets.
China accounts for 30 %, India 14%, the USA 13% and the EU 9 % of the global fertilizer
consumption (Popp and Potori, 2008). The most important fertilizer, the ammonium-nitrate is
produced directly from natural gas, therefore the cost of production affected by - as mentioned
above – the changes in crude oil and natural gas prices. The important potassium and
phosphorus quarries are in geographically remote areas, so the increase in transportation costs
affects the price of these fertilizers. The production of fertilizers is expensive as production
capacity is limited – it requires capital intensive investments and the rate of return is low.
However, the production of fertilizers in Arab countries continues to grow, so not only crude
oil price but food prices – through providing fertilizers for food production - also can be
influenced by them. There is no doubt that agricultural input prices somewhat can affect the
global production structure. For example, if fertilizer prices are high, the production of cereals
can be replaced by soy production (as the fertilizer demand of soy production is lower).

5.1.3. Environmental Security
The security of the environment means that food and energy should be produced
without harming the environment, or if is not possible to do it with the least harm. The
concept of environmental security is a convergence between traditional national security
thinking and environmental protection and policy development. They have come together to
form, arguably, a new field of environmental security. Many people are not aware of how
quickly we use up the yet cheap natural resources, and that we produce waste much faster
than it could be recycled.
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More than 80 % of total greenhouse gas emissions in the EU-27 are caused by energy
production, energy use by the industry, services and households, and transport. In 2000, 27.5
% of the EU’s greenhouse emission came from the energy industry, 21 % from transport, and
10 % from the agriculture. If the EU reduces the proportion of nuclear energy its energy mix
(nuclear energy’s share of total generation will drop from 28.0% to 23.7%, over the period of
2010-2020), then new energy resources (with low carbon emission) will be necessary in
electricity production. Otherwise it will not be possible to meet the objectives on greenhouse
gas emission reduction and energy-security. Under the Kyoto Protocol, 15 countries that were
EU members before 2004 ('EU-15') are committed to reducing their collective emissions to
8% below the 1990 levels by during the period of 2008-2012. For 2020, the EU has
committed to cutting its emissions to 20% below 1990 levels. This commitment is one of the
headline targets of the Europe 2020 growth strategy and is being implemented through a
package of binding legislation. In fact the EU’s climate and energy targets for 2020 set three
key objectives. The first is the already mentioned 20 % cut back on greenhouse gas emission,
the second is raising the share of EU energy consumption produced from renewable resources
to 20%; and the third is a 20% improvement in the EU's energy efficiency (IEA, 2010 and
EC, 2013).
Climate change is already affecting the world’s poorest countries. It is not surprising
that developing countries are more vulnerable. They are battling with water scarcity,
technological lag and urbanization is also a main issue. Technology transfer so far has not
provided much help as there is lack of sufficient expertise and these countries usually also
have farm structure problems. The countryside needs access to the networks of modern life
(public utilities, public health, education, electrification, etc.) to improve the living conditions
of the population living there. Net food exporter countries should deliver even more food to
the net importer countries, so that they have access to cheaper, affordable foods.
5.2. Critical Evaluation of the CAP Reforms
The CAP has its roots in 1950s Western Europe, whose societies had been damaged
by years of war, and where agriculture had been crippled and food supplies could not be
guaranteed. The CAP aimed at encouraging better productivity in the food chain, ensuring fair
standard of living to the agricultural community, market stabilization and ensuring the
availability of food supplies to EU consumers at reasonable price. The agricultural policy set
up market regimes that guaranteed supports and high purchase (community intervention)
prices for the farmers, encouraging them to increase their production. Financial aids were
provided for restructuring farming. Farmers were able to expand their farms, to take part in
education on farming and available technologies. Early retirement programs and vocational
training was also part of the package. The goal of the agricultural policy was to set up a
farming system that complies with the economic and social demands of that time.
Thanks to these incentives, efficiency improved, and farms became so productive that
they grow more food than needed. The surpluses usually were purchased by community
intervention (in order to avoid the collapse of producer prices), were then stored, all that
finally led to ‘food mountains’. By the 1980s the EU had to contend with almost permanent
surpluses of the major farm commodities, some of which were exported (with the help of
subsidies), some of it had to be stored or disposed of within the EU. These measures had a
high budgetary cost, distorted the world markets, did not always serve the best interests of
farmers and became unpopular with consumers and taxpayers. At the same time society
became increasingly concerned about the environmental sustainability of agriculture. Several
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measures were introduced to bring production levels closer to what the market needed and to
halt the rise of budgetary expenses. In 1988, the budgetary guidelines set a maximum ceiling
for the CAP budget based on: 'stabilizers' that set a maximum limit on quantities guaranteed
to receive support payments, and a new approach to Community structural policy that favored
a more effective global strategy for rural and less favored areas and a closer coordination
between the Guidance Section and other Structural Funds.
Since 1992 price support mechanisms (product support) have been gradually replaced
by decoupled direct payments (producer support) that relieved the negative side effects of the
CAP. The current agricultural policy has less distorting effect on European and global
markets, less detrimental to the poor farmers in developing countries, and does not encourage
production that is harmful for the environment. Despite of these positive impacts, the CAP
endows very uneven benefits on member states and individual farmers and is really not
fulfilling any clear income distribution, rural development, or environmental protection
objectives. The support of rural development and environment protection is often partly, or
wholly unjustified and the implementation is not effective. Furthermore, remaining elements
of the CAP’s old market support mechanisms are considered problematic by the EU’s trading
partners (for example export subsidies on dairy products, and high import tariffs), weakening
the EU’s negotiating position in its efforts to dismantle excessively protective policies
worldwide and secure a successful conclusion to the Doha Round (Zahrnt, 2009).
Budgetary constraints in the EU and especially on the agricultural expenditure, along
with the WTO negotiations affect the development of agricultural and rural development
supports. The traditional CAP objective of food security will of course continue to play an
important role. Partly due to the latest enlargement of the EU, the increasing economic, sociocultural and natural diversity of the European Community requires a rural policy approach
that in its broader single framework provides diverse implementation. Sustainability is also a
requirement to be met by the future CAP, including landscape protection, conservation of
natural resources and biodiversity, and food-safety issues.
With the ongoing urbanization in the European society rural areas are considered to be
areas in which population is declining, due to the outward migration of younger age-groups,
low natural growth due to population imbalance, and the consequent ageing of the population.
Rural population thus has an ever shrinking impact in policy making and on the outcome of
elections (less votes). Despite of this, land use, and conservation of valuable natural resources
(such as water, soil and biodiversity) is still the responsibility of the rural society. Food,
however, is much more than mere commodity. A major challenge for the food-chain –
including farmers – to convince European consumers that the various food they produce is
safe for consumption, and of good quality.
Analyses of fiscal federalism argue that budgetary expenditures should focus on
financing European public goods13, as they cannot be provided in sufficient extent by the
Member States. The common budget is an important source in supporting human capital
(particularly in higher education), research and innovation. Joint infrastructure programs have
cross-border effects (citizens of other member states also can benefit from them). Additional
13

Public goods are non-rival and non-excludable goods in consumption. It means that all individuals together may consume one and the
same good and there is no way (or it would be very expensive) to exclude anybody from it. Public goods are one-to-many relations. While all
consumers are provided with the same amounts of public goods, irrespective of whether they have paid for them or not, public goods will
only be supplied if the sum of each individual's contribution to pay for the public good covers the marginal cost of producing it. State
financing, or some kind of collective action is therefore necessary. European public goods are those public goods that derive form the
functions that European polices have for all EU citizens.
.
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areas for harmonized European actions include climate change, and energy security.
Community policy aims to improve economic efficiency and to improve cohesion. The
European solidarity means income redistribution from the rich European countries to the poor
Member States. Cohesion is also a public good, as it contribute to the harmonious
development of the EU essential to social stability (structural policy is part of the cohesion).
The latest major budgetary reform of the EU took place more than two decades ago, in
1988. Despite the major changes in the European economy and society, the global crisis
(climate change), and the failure of the Lisbon Strategy (by 2010 the EU would be the world’s
most competitive and dynamic knowledge-based economy), budgetary expenditures continue
to redistribute incomes and unfortunately are not so supportive of economic growth and
improving efficiency of the EU. Initially, the vast proportion of the Community budget, at
times more than two-third of it, was spent on the agricultural policy. Although the CAP has
undergone several reforms, still accounts for about 40 % of the EU budget and nearly half of
the legislation (Figure 5.1.). The debate on the future of the CAP strongly relates to the
review of the community budget, as the global crisis, namely the food and financial crisis, and
the climate change enforce the best utilization of the scarce financial resources.
90 % of the EU territory is rural area, and more than half of it is farmed. Since the
CAP reform in 1992, the EU has been supporting agri-environment measures. Agrienvironment measures are designed to encourage farmers to protect and enhance the
environment on their farmland. It provides payments to farmers in return for a service.
Programs are announced by the Member States and farmers sign contract with the authorities
and commit themselves for a minimum period of at least five years. Programs are co-financed
by the EU and the Member States. The rural area is home to more than 56 % of the EU's
population, and rural development, of course, is a vitally important policy area.
In rural areas agriculture and forestry are the main activities concerning land use. It
follows that these activities have an important role in the rural communities, as these are the
foundations of the structure of the society, of economic viability, of natural resource
management and landscape conservation. The EU’s rural development policy aims to improve
the quality of life in rural areas and to encourage diversification of the rural economy, as well
as to improve the quality of the environment and countryside, and to improve the
competitiveness of the agricultural and forestry sector. LEADER (’Links between the rural
economy and development actions') is one of the four initiatives financed by EU structural
funds and is designed to help rural actors consider the long-term potential of their local
region. It is actually a local development method which allows local actors to develop their
area by using its endogenous development potential
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The EU has improved food safety significantly since the food scares in the 1990s, by
introducing hygiene measures, rules on animal and plant health and checks on pesticide
residues and additives in food, to give only a few examples. It is an objective to protect and
raise the health status and welfare of animals in the Community, in particular of foodproducing animals, whilst permitting intra-Community trade and imports of animals and
animal products in accordance with the appropriate health standards and international
obligations. The Community legislation concerning the welfare conditions of farm animals
lays down minimum standards. Responsibility is placed on owners and keepers of animals to
ensure the welfare of animals under their care and prevent unnecessary pain, suffering or
injury. It also lays down other general principles, such as regular inspection, rapid treatment
for sick animals, recording of veterinary treatment and mortality, general provisions with
regard to livestock buildings, outdoor shelter, feed and water. Animal welfare measures are
answers to consumers’ demand. However, changes in farm animal welfare standards impact
first on production costs in livestock, and it can be expensive, so farmers are usually rewarded
if farming practices go beyond minimum standards.
5.2.1. Goals and Tools
In the last 50 years the Common Agricultural Policy has been the European Union's
most important common policy. This explains why traditionally it has taken a large part of the
EU's budget, although the percentage has steadily declined over recent years. Starting from
the 1980s, increasing proportion of the community supports was market related subsidy.
Heavy export subsidies and growing market supports helped to maintain relatively high
producer prices, but it put a heavy burden on the budget. On the other hand, trade partners
became increasingly disgruntled with EU dumping, and protested against export subsidies.
Responding to both internal and external pressures, the EU finally accepted the first major
reform of the CAP in 1992.
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The CAP started as a strong price (product) supporting policy, applied heavy export
subsidies and high tariffs. Then in 1992 sector specific direct supports were introduced which
was followed by setting up decoupled payments in 2003 (to receive a payment under the
Single Payment Scheme farmers must follow a variety of regulations on the environment,
public health, animal health, plant health, animal welfare and land maintenance. This system
is known as Cross Compliance.). From 2003, direct payments were gradually decoupled from
farmers’ production decisions. Today, farmers’ decisions are based on supply and demand,
i.e. on the market: 90 percent of the direct payments are decoupled and famers have no
obligation to produce: they are free to respond to market signals and adapt farming
accordingly. Producer prices have been influenced since 1992 increasingly by the changes in
demand and supply. The decrease in institutional prices induced loss of revenue, which was
compensated by direct payments tied to certain commodities (Cereals, oilseeds, protein and
fiber crops, cattle, sheep and goat). So, the structure of direct payments has changed as market
support decreased and the proportion of direct supports increased.
While analyzing the use of supports, we can discover that the purposes of the CAP are
not at all clear. If the goal is to support (low) incomes, then why big and rich farmers are the
most supported? Today 20% of farmers receive 80% of the aids, which can be explained by
the fact that 20% of farmers own 80% of farmland. If the goal is the protection of the
environment, then why the CAP supports large farms applying farming practices harmful to
the environment? If the goal is to ensure food-security, food-safety and food-quality, then
why should the CAP apply decoupled payments? As mentioned above, 90% of the direct
payments are decoupled from production. A further argument for maintaining current support
system is that direct payments are paid for the fulfillments of EU standards. However many
other industries apply even sticker standards without supporting their accomplishment.
Former EU commissioner (1970-1974), Ralph Gustav Dahrendorf’s 40 years old statement on
the CAP is still deemed to be correct. As he commented: “(the CAP) is little more than an
instrument for Ministers of Agriculture to get for their farmers in Brussels and in the name of
Europe what they would not get at their national Cabinet tables” (Wickman, 2003). Home
politicians today report on their Brussels negotiations with the same attitude when
interviewed by the written and electronic media.
CAP supports are primarily not for encouraging the production of externalities and
public goods. Payments are equally decoupled from the production of commodities and public
goods and they are fully financed by the Community. Support that do have a more direct
encouraging effect on the production of European public goods, however mostly are only cofinanced through the second pillar of the CAP (Pillar 2, Rural Development). Bearing that in
mind we can state, that the present agricultural support system is primarily an income
redistribution system, above all in the first pillar of the CAP, but in the case of several
measures of Pillar 2, too. Whereas CAP expenditure is largely a redistribution, it is important
to know who the beneficiaries are. In examining the redistribution of direct payment across
Member States it is apparent that most Pillar 1 supports goes to the richer Member States, to
regions, with lower unemployment rate and stronger economic growth. Pillar 1 is inconsistent
with the objectives of cohesion, while Pillar 2 is more consistent with cohesion objectives
within the Member States, but not in between them. On the whole, however Pillar 2 is not
sufficient to address marginalization of lagging behind regions, and focus more on symptoms
than on underlying causes: remoteness, low productivity, lack of qualified labor and services.
Both Pillar 1 and Pillar 2 supports are favoring the more economically viable and growing
areas of the EU (Shucksmith et al., 2005). As direct payments add up to the 75% of the CAP
budget, most of the money paid by European taxpayers’ go to a few and rich farmers. This is
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hardly cohesion, as poor tax payers also contribute to the support (Baldwin, 2005). The CAP
is irrational about how money is raised and how it is spent. There is no clear link between the
wealth of a country and the amount it receives from the CAP.
Maintaining fair producer prices were one of the aims of the CAP in the case of some
important land-based commodities such as cereals, dairy products, and beef. In contrast to
this objective, commodity markets that are less dependent on land size, such as pig and
poultry sector, have been influenced primarily by market conditions (market oriented sectors)
and without much community intervention. No surprise, that starting as early as the 1960s
significant progress in terms of techniques have taken place in the pig and poultry sector and
producer prices have decreased in nominal terms. Contrary to that, the beef sector (and in
cereals production) experienced strong community interventions. Producer prices
significantly increased till the end of the 1980s because of the less intensive technical
progress and, consequently, the persisting low efficiency. The international competitiveness
of the most supported sectors (cattle and cereals) steadily deteriorated, and at the same
time the EU had to contend with almost permanent surpluses of these commodities, some of
which were exported (with the help of subsidies), others of which had to be stored or disposed
of within the EU. At the same time, the competitiveness of the less regulated pig and poultry
sector, despite the limited community attention – shows a much better picture and the sectors’
surpluses have not reached 10% since the 1990s (Figure 5.2.). Still, the EU’s food and
agricultural trade remained relatively balanced, mainly because of the growth of secondary
processed commodity export.

Figure 5.3: Impact of CAP reforms on EU net production surplus
Source: Haniotis (2009)

In international comparison, the agriculture of the EU operates at higher cost
compared to other agricultural exporter countries. This can be explained by the higher
production costs (wages, input prices, tax) and by the strict environmental and animal welfare
obligations. As supports have been decoupled from production, in many Member States
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farmers can no longer generate positive gross margin in cattle, sheep and goat farming, as
farmgate prices have not risen in the same extent as in the cereals sector. Thus, higher fodder
prices led to higher production costs. Farmers however did not give up livestock farming, as
direct payments continued to flow. What is more, in livestock production is not so easy to
give up production in a short time, and the hope in the rise of animal product prices
encouraged farmers to continue their activity. The biggest incentive are those coupled
payments though, that are still applied in some Member States. Decoupled payments along
with the relatively strong import (tariffs) protection contribute to maintaining the present level
of agricultural production.
The legitimacy of the decoupled payments (Single Payment Scheme, SPS14) is
questionable, as historical entitlements lead to support levels that may vary from sectors to
sectors and from area to area (the single payment is calculated on the basis of the aid received
by farmers during a reference period and reference yield of cereals, protein, oilseed and fiber
crops, or number of animals). Even after the setting up the SPS system it is true that market
oriented production doesn’t affect the sum of the support, therefore the introduction of
decoupling, though in a smaller extent, does not harmonize with market oriented decision
making, and has a distortion effect on the market. Previous reforms introduced direct
payments on the basis of historical and/or regionalized options, with the aim of avoiding
directly distorting decisions on the total production or choice of product by farmers. Using
historical production as a basis for defining payment levels had the advantage that it reflected,
to some extent, the conditions for agricultural production in a specific region. It was therefore
politically realistic at the time to allow for the link between decoupled payment levels and
historical support levels, especially since not all sectors were reformed at the same time.
Today, as adjustments in all sectors have taken place and since twelve more Member States
have joined the European Union with a substantially different production and support history,
differences in support levels based on historical references cannot be justified on a long term.
Even more so, farm structures and production pattern have of course changed since the
reference period. Moreover, direct payments based on historical production patterns do not
reflect the fact that important environmental public goods tend to be provided by farms with
lower yields (European Commission) (Figure 5.4.).

14

or Single Farm Payment (SFP)
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Payments
€/ha

Current payments
Flat rate per eligible hectare
basic payments

Region 1

Region 2

Yields

Figure 5.4.: Payments based upon historical (institutional) price loss
*Several regions in the member states, and different per hectare payments for the different regions
Source: own editing

The biggest result of the 2008 CAP "Health Check" is that it made the Single Payment
Scheme more effective, efficient and simple by strengthening decoupling from production
through the gradual replacement of historical entitlements to area (per hectare) based support
model. Area support model application within CAP Pillar 1 means the gradual financial
convergence between of area based decoupled payments and some Pillar 2 aids (agrienvironment, less favored area grants). Member States can choose to fully utilize the options
extended by the Health Check, for regrouping other supports for the benefit of the cattle and
sheep sector. By doing so, Member States can separate maximum 10 % of the SFP for setting
up customized, targeted support programs in the dairy, sheep, and beef sector. It is rather a
paradox situation: while Member States unanimously supported full decoupling, at the same
time still were successful to reach agreement on a certain recoupling as 10 % of direct
payments can be tied to compulsory production.

5.2.1.1. Direct Payments and Market Intervention (Pillar 1)
Direct payments, namely SPS and SAPS make up 75%, while market regulations
about 5% of the CAP budget. Since 2005 all farmers receiving direct payments are subject to
compulsory cross-compliance. Cross-compliance includes two elements: Statutory
Management Requirements (SMR) are requirements referring to 18 legislative standards in the
field of the environment, food safety, animal and plant health and animal welfare. Good
agricultural and environmental condition (GAEC) refers to a range of standards related to soil
protection, maintenance of soil organic matter and structure, avoiding the deterioration of
habitats, and water management. Farmers don’t have to actually produce crops on the area
entitled for support, but have to maintain the good conditions (if the land is not in agricultural
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production then farmers are to cut scrub and cut or graze rank vegetation on the whole area of
the agricultural land at least once every 5 years). Farmers’ decision are no longer influenced
by supports but market demand and supply, as at least 90 % of the direct payments are
decoupled.
IDEMA15 research project results show that SPS can increase the revenue of farms
only in a limited way (Ekmand and Rabinowicz, 2007). If supports were eliminated, the value
of land would decrease, changes in structure would speed up, and revenue from other sources
would increase, while the total revenues of the small producers would remain largely
unchanged (Sahrbacher et al, 2007). Land market regulation greatly influences the extent
which to support can be capitalized in land prices (Latruffe and Le Mouel, 2006).
Although the impact of SPS on farm revenue is not determinant, still SPS contributes
to higher employment levels in regions where employment options are limited mainly to the
agriculture. This situation is of course slows down the process of structural changes in
agriculture. SPS can contribute to the improvement of biodiversity and landscape
conservation in marginal areas with high production cost, because of the cross compliance
obligations agricultural lands must be kept in good condition even if they are not occupied for
agricultural production (Brady et al, 2009.)
Through the cross compliance obligations SPS promotes also food-security, because
farmers are supported for maintaining the agricultural function of the land. Farmers therefore
are not encouraged to change the function of their area to another (e.g. forest area is not
supported in the SPS). Direct payments are highest in the most productive or competitive
regions, thanks to the high reference yields. In these regions supports cannot contribute to
food-security as market prices are incentive enough to encourage production. Supports here
will not promote the production of public goods, neither on national nor European level.
It is frequently argued that common financing of agricultural supports is necessary to
ensure equity. If Member States applied very different levels of national payments, it would
have a distorting effect on the single market and would lead to unfair competition. This
statement is however false, because fertile lands would be cultivated even without supports. It
means also that decoupled payments don’t influence the production (only the income) in
fertile regions, therefore these payments cannot distort the market. Decoupled payments can
have an impact on investments - which can be a legitimate European objective - if capital
markets do not work properly and/or problems in borrowing impede the achievement of
profitable investments. This does not apply to the richer Member States, which are likely to
pay higher support to their farmers. As SPS payments are linked to land (and not to mobile
factors), differences in support manifest primarily in the value of land (if all the other
conditions are the same). High direct payments slow down the improvement in
competitiveness as they hinder structural changes. If Member States decided to pay a higher
than average support, on the long run they would decrease their own competitiveness, what is
more land owners would be enriched rather than farmers.
5.2.1.2. Competitiveness, Environment and Rural Development (Pillar2)
Both the sum and importance of Pillar2 have increased recently (and this trend is
expected to continue in the future, too), but it still accounts only for some 20% of the CAP
15

IDEMA: The impact of Decoupling and Modulation in the Enlarged Union: a sectoral and farm level
assesment – a research projekt supported by the European Community’s Sixth Framework Programme (Contract
No SSPE-CT-2003-502171.), www.agrifood.se/idema
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budget. Rural development support even with national co-financing added, is a much smaller
amount than direct payments. The three core objectives of rural development are: improving
the competitiveness of the farm and forestry sector through support for restructuring,
development and innovation; improving the environment and the countryside through support
for land management; and improving the quality of life in rural areas and encouraging
diversification of economic activity. The objectives are implemented on EU level in four
priority axes and in 41 detailed measures (fourth axis is the LEADER). Budgetary allocations
are set up as 44% for environment protection and land management, 34% for competitiveness,
and 23% for economic diversification and quality of life (but there are significant differences
between member states). Leader accounts for 6%, and technical assistance for 3%.
National co-finance rate is also subject of debate in ongoing EU budget negotiations.
It is not yet known if the new Member States would preserve their preferential status in the
national co-finance of rural development programs after 2013 (Table 5.1.).

Table 5.1.: EU co-financing rate
Axis1 and 3
Axis2 and LEADER
New challenges (climate protection,
water management, biodiversity
conversion)

General
50%
55%

Convergence regions
75%
80%

75%

90%

Source: European Commission (2011)

Axis I: Competitiveness
The first Axis of the RDP is aimed at improving the competitiveness of farm
enterprises through support for restructuring, development and innovation. Measures under
this Axis include the objective of promoting structural change at farm level and include
support for training, installation aid for young farmers, early retirement and modernization of
agricultural holdings through on farm investment.
Measures for improvement of competitiveness and productivity are dim about the
nature of market failure they wish to handle. The prerequisite of the success of these kind of
supports would be that factors of production and commodity markets aren’t operating
properly. If, however, there is no market failure, then these supports will distort both
production and trade. In the framework of community financing the EU should, by the way,
solve EU level (and not Member States’) problems.
Dysfunctional capital markets lead to the lack of investments. However, the untargeted
and extensive use of Axis 1 measures for supporting farm- or processing investments are
deemed to be significant overcompensation. To facilitate borrowing and the improvement of
the financing infrastructure of the rural areas would be better solution, and should be the
responsibility of the Member States. The creation of a favorable economic environment is
prerequisite of investment improvement, and it is also the task of the Member States. The
above mentioned Axis1 measures often finance investments that would be realized even
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without supports. It should be noted that investment supports probably were more successful
in the new Member States with less developed credit market.
Measures aimed at improving quality and setting up producer organizations can
improve the operation of commodity markets by reduction in transaction cost and by building
networks for information exchange. Training programs for farmers, farm extension, soil
improvement, development of infrastructure improve the quality of the factors of agricultural
production. Support granted for land consolidation reduces transaction costs, while labor
mobility can be improved by training and retraining. The application of the measures listed
above however relatively is limited, and – with the exception of R&D – don’t associated with
cross border effects.
The most significant measures of Axis 1 have been applied to a very limited extent,
though they would increase efficiency in Member States (generally in new Member States)
where the market is not operating sufficiently. Investment support is in fact simply
redistribution of the revenues to the benefit of the targeted farms and firms.
Axis II: Environment Protection and Land Management
Intervention under Axis II serves two general purposes. It promotes the supply of
public goods, such as biodiversity, ecosystem services, and landscape conservation. The
market mechanism could not provide the socially desirable extent, compositions and
distribution of these public goods. The other purpose of the axis is the reduction of negative
externalities (water and air pollution, soil degradation for example) damaging natural
resources.
Environment pollution associated to modern farming practices is the classic example
of market failure. Agri-environment measures (AEMs) are designed to encourage farmers to
protect and enhance the environment on their farmland. It provides for payments to farmers in
return for a service – that of carrying out agri-environmental commitments that involve more
than the application of the usual good farming practices. Agri-environment services include
for example organic production, extensive livestock farming, conservation of biodiversity and
scenic landscape, and the protection of habitats). Farmers receive direct payments as a
compensation for additional costs or profit loss.
Agri-environment measures may be designed at national, regional or local level so that
they can be adapted to the particular farming systems and environmental conditions, which
vary greatly throughout the EU. This makes agri-environment a potentially precise tool for
achieving environmental goals (European Commission, 2005). However, targeted support is
limited to only a few (universal) measures. Farmers are paid for performing the contracted
environment management service because due to the complexity of biological systems
controlling and measuring actual environmental results is very difficult. All that means that
AEMs payments are not able to differentiate among different costs and performances,
therefore cannot align to the actual expenditure of the farms.
Though AEMs play an important role in maintaining and restoring biodiversity, their
ecological impact is barely detectable, and controversial. According to IDEMA’s evaluation
involving 5 Member States, AEMS had little impact on biodiversity, at best moderately
positive (Kleijn et al, 2006). Targeted support should be differentiated by the variety of
common and endangered species. The number of common species can be increased by
relatively simple changes in farming practices, in contrast to the more costly measures
necessary to protect endangered species.
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Axis 3: Rural Development in a Broader Sense (quality of life in rural areas and
diversification of the rural economy)
A central objective of Axis 3 is to have a ‘living countryside ‘and to help maintain and
improve the social and economic fabric, in particular in the more remote rural areas facing
depopulation. Investment in the broader rural economy and rural communities is vital to
increase the quality of life in rural areas, via improved access to basic services and
infrastructure and a better environment. Spontaneous developments of the countryside alone
is not sufficient to improve the quality of life in rural areas. Several rural region is battling
with serious challenges due to the steady decline in the economic importance of the
agriculture, underemployment, and lack of new revenue sources and jobs. In addition, huge
differences can be observed between the performances of the different regions. The question
in this context is how the chosen strategy measures of the Member States can affect the
development of the marginal areas. It is well known that long term economic trends lead to
concentration instead of the disintegration of economic activities. If agglomeration forces
create a stable centre-periphery system for regions, economic policy has little space in altering
the regional distribution of development. Many research reports reveal that R&D measures
contributed to the creation of jobs in rural areas, the reduction of rural depopulation, but so far
researchers were not able to measure the actual extent to which R&D measures affected the
change in employment level and in the number of rural population.
Rural development programs were not sufficient to counteract the marginalization of
lagging regions, as they are not designed and not suitable for replacing misguided national
strategies. For example, financial planning and supporting basic services have beneficial
effects, but being symptomatic treatments, they will not cure the causes of the problems in the
given regions: distance, low productivity, lack of skilled workforce and lack of services.
Although initial support of projects (seed money) can cover the transaction costs, but it is only
useful in case of viable business ideas, otherwise it is simply wasting the aid.
We can also conclude that the cross-border effects of rural development supports are
not existing, or only to a limited extent. The primary motivation is cohesion and contrary to
the cohesion policy the measures in question cover the rural areas, only they do not prove to
be effective.
5.2.1.3. Distribution of CAP Supports in the Member States
The total utilized agricultural area covered 172 million hectares in the EU-27. In
budget year 2013, direct payments (DP) amounted to EUR 45,6 billion, which is EUR
256/hectare in average. The introduction of an EU flat rate (moving away from historical
references towards an EU wide 'flat rate' or 'EU average' with the same level of aid per hectare
to all farmers in the EU) would lead to redistributing direct payments between and across the
Member States (16% of direct payments would be realigned). There are huge differences in
direct payments between Member States (Figure 5.3). New Member States, where
agricultural supports were introduced gradually, are entitled to the full amount of DPs in
2013. Some old Member States still do very well under the current framework, in particular
France, Greece, Ireland and Spain- although France is now a marginal net contributor to the
CAP. On the other hand, Germany is by far the biggest loser from the CAP, and perhaps
somewhat surprisingly, so is Italy. The UK is also a net loser from the CAP, although it does
not do as badly as some other net contributors to the budget. The picture is also mixed for the
new Member States. Poland, Hungary and Romania are among the biggest winners, but the
Czech Republic, Slovakia, Slovenia and the Baltic states are not significant beneficiaries
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under the current framework. Greece is definitely at the top with its EUR 544/hectare DPs,
while Latvia seems to receive the smallest amount of EUR 83/hectare. Hungary with an
average 5 million hectare eligible area can expect EUR 264/hectare DPs (Figure 5.5). The
flat rate scenario sparked intense debates in former Member States and between former and
new Member States. Production linked direct payments are also questioned, particularly
during periods of higher producer prices (see grain 2007/2008).
The allocation guidelines of rural development (Pillar 2) payments do not adhere to
either the goals to be achieved or to the current position of the Member States. Determining
factors are supposed to be the objectives of regional convergence, the former level of rural
development supports, and the non-yet defined specific situations and needs. Rural
development fund allocation in 2007-2013 was influenced largely by the political dynamics of
the Council’s December 2005 decision, rather than the criteria of Pillar2 objectives. In new
Member States the amount of per hectare rural development payments are higher than in the
old ones. The EU-27 is entitled to EUR 12,75 billion rural development support in 2013,
which calculated with the 172 million hectare agricultural area is EUR 74/hectare (Figure
5.6) Hungary with an average 5 million hectare eligible area can expect EUR 115 /hectare
rural development support.
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Figure 5.4. Pillar 1 Direct Payments in 2013
*Bulgaria and Romania: eligibility for 2015
Source: Zahrnt (2009)

There are also large differences between the distribution of Pillar 1 and 2 supports in
the Member States. In some countries, such as Denmark, the Netherlands and Germany, Pillar
1 share is high (above 80%), while for example in Austria the proportion of Pillar 2 payments
are up to 50%.
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The current reason for direct support that EU Member States have to meet stricter
standards than third countries, concerning the conservation of natural resources, the protection
of the environment and the animal welfare. Furthermore, this support is designed to
compensate for revenue loss derived from price volatility. If necessary, safety net measures
can be introduced in the framework of market actions (market action related supports are not
discussed here).
All measures deployed under Pillar 2 by Member States have to be linked to welldefined objectives and targets via Rural Development Programs. Pillar 2 payments cover only
a portion of the agricultural area, depending on farmers’ decision about the type of measure
and the size of the farmland where they want to implement those measures. Measures can
include climate protection, water management, and conservation of biodiversity. All that
farmers want to know is whether implementing the measure would be rewarding for them.
The potential of rural development to achieve its objectives for biodiversity is still severely
undermined by poorly designed schemes and insufficient allocation of resources Large
proportion of Axis 2 funding is being used as untargeted income support, with negligible
environmental benefit. Monitoring and assessment is also poor in most Member States.
Uptake is still the main tool used to assess effectiveness of measures, often with perverse
results. Field monitoring of the environmental impacts of spending is rare, and in most
Member States delays are affecting the implementation of the Common Monitoring and
Evaluation Framework, especially concerning impact indicators. Effectiveness of all spending
should be regularly and meaningfully monitored using success indicators based on
measurement of impacts; the level of uptake of voluntary schemes should no longer be
considered a success indicator (Armstrong-Brown et al, 2009; Bocaccio et al, 2009).
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5.2.1.4. Longer Term Challenges
The objectives of a common agricultural policy were set out in the founding Treaty of
Rome in 1957 and formally they are still in force. The main objectives are to ensure a fair
standard of living for the agricultural community, to assure the availability of food supplies at
reasonable prices, to increase agricultural productivity and to ensure market stability. It may
be appropriate to review the original objectives, as more than 50 years have passed since they
had been born. Designing the new measures is a serious challenge that should pay attention to
the principle of subsidiarity, at the same time it is also important to consider the possible other
utilization purposes when allocating the scarce budget resources of the Community.
Political intervention is justified by market failures, such as the lack of production of
public goods, externalities, and the promotion of cross-border effects. The EU should offer
more support for the measures aimed at promoting cross-border effects, but there is not
sufficient financial resources for that purpose (Korkman, 2008). To achieve these goals much
more importance should be attached to energy, environment and climate change related
investments, to research activites related to alternative energy sources, as well as to facilitate
the investment in human resource related post-secondary education and research.
Fair or reasonable consumer prices
The interest of farmers (high producer prices) and consumers (low consumer prices)
are cannot be protected simultaneously and their hierarchy is also undefined. The objective of
fair consumer prices in the Treaty of Rome probably was never taken too seriously by anyone,
and in order to establish credibility, the elimination of this objective is the only rational step.
It is simply impossible to ensure fair treatment on two opposing level. Besides protecting
European consumers against high consumer prices would have significant negative effect on
the economies of third countries considering the globalization of the global food market and
the large share of the EU in global trade. Particularly, setting up export bans during periods of
high world prices (see the food price shock in 2007/2008) would mean that the EU protects
the rich consumers against the poor net importer countries, as export ban measures would
increase the world prices. In 2007/2008 the EU did not apply export restrictions, but had
taken similar measures earlier and the possibility of further application exists.
Income support
Supporting the income of farmers has been the major goal of the CAP. Extensive
literature proves that this goal cannot be achieved in the long term, because income supports
capitalize into agricultural asset values. According to OECD analysis farmers’ income in
several Member States is not lower than the income level in other sectors of the economy
(OECD, 2002b). The total revenue of agricultural households are more or less independent of
the size of the farm, whereas the smaller farms will complement their income from sources
other than agriculture. The majority of agricultural households therefore are able to earn the
required income. The miniscule supports distributed among many smallholdings have only a
very limited effect on their livelihood. At the same time, large farms hardly need the bulk of
income support they receive, as their income level and wealth is above the average.
It is indisputable that the prosperous agricultural sector plays an essential role in rural
development, in landscape conservation, and in long term food-security. Marketable private
goods, however, are need to (should) be paid by the consumers, while public expenditure
should be used for encouraging the production of public goods.
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If the evolution of agricultural income remains a priority, then it should be aligned
with social policy. Contrary to price support, direct payments increase farm income not
collectively, but individually. The normal practice of social policy does not prevail, because
there is no efficient and careful monitoring of the income position of the recipients. Much of
the support is individual income transfer, even though payments should depend much more
of the individual’s income status, than of the fulfillment of environmental obligations, which
is contrary to the principles and practice of social policy. If the objective of income support of
farms examined on the basis of the subsidiarity principle, our conclusion is still that income
support is not a community regulation issue, and that it should be harmonized within the
national social policy.
Competitiveness and Productivity
According to the Treaty of Rome one of the objectives is to increase agricultural
productivity by promoting technical progress and by ensuring the rational development of
agricultural production and the optimum utilization of the factors of production, in particular
labor. The EU’s latest strategic documents emphasize competitiveness rather than
productivity (Commission of the European Communities, 2009). Productivity is an important
precondition of competitiveness, the latter, however, is a broader concept. As trade
liberalization and globalization is expected to continue in the future, the increasing
international competition will encourage the enhancement of competitiveness, which by the
way is in harmony with the Lisbon Strategy. The majority of economic policy tools required
to improve competitiveness are in the power of the governments. The EU level incentives for
innovation, research, and technological development, represent added value. Innovation is a
key driving force behind economic growth, which is why the CAP should focus more on
encouraging innovation in agriculture. In the larger regions of the EU, due to the similar
economic, agronomic, environmental and social conditions, significant savings could be
achieved by pooling of research resources. In addition, the return rate of agricultural R&D
investments are very high.
Innovation can be moved forward by encouraging and the dissemination of new
technologies, however lack of information and risk-averse behavior can be roadblocks to it.
Providing information on new technologies is an essential condition in the dissemination,
which is however lagging behind. It follows that it is appropriate to facilitate activities that
improve the flow of information, also to support demonstration projects, systems for testing
and certifying new technologies, as well as to support advisory services and knowledge
centers (Blackmann, 1999).
Pillar 2
Competitiveness related Pillar 2 supports should be targeted to the creation and spread
of new technologies in agriculture, in food industry and in the area of rural resources.
Investment grants for the new Member States can be maintained for catching up purpose
and for a transitional period. “Investment aid” should be transformed towards “innovation
aid” that focuses on risky investments with high innovation potential, linked to accompanying
research and advisory systems, based on benchmarking (do right things & do things right),
and embedded in a network of “demonstration farms” (Isermeyer, 2008).
Market Stability
Creating and maintaining more stable agricultural markets was one of the objectives of
the Treaty of Rome. As agriculture is characterized by inelastic supply and demand, even the
smallest market disturbance can lead to fluctuations in the price of the products. Support
policy to stabilize markets decreases the price volatility, reduces producer risk, thus can

150

contribute to an increase in agricultural production and to the improvement of food security.
The objective complies with the principle of subsidiarity, since it is very expensive for small
Member States to offset the fluctuations in agricultural production by themselves. Strategic
measures include import tariffs, export subsidies, quotas, and intervention prices. The
expenditure on market stabilizing measures grew steadily, because technological development
steadily increased the productivity of the agricultural production since the 1950s, and it also
led to overproduction problems. Therefore, the 1992, 2000 and 2003 reforms of the CAP
reduced tariffs, export subsidies, and intervention prices (WTO negotiations also played a role
in the process).
The reforms of the CAP proved successful and overproduction was not a major
problem in the EU for years. Due to the current financial and economic crisis, SMP and butter
stocks piled up again, but hopefully it is a temporary phenomenon. The introduction of lower
institutional prices corresponds with the competitiveness objectives, as improvement in
competitiveness requires efficient allocation of resources. Price volatility is also considered to
follow consumer preferences and production conditions.
This raises the question of how low the level of intervention prices should be. Some
experts believe that intervention prices should be determined by considering the moving
average of international reference prices, which would be a very low level to operate the
safety net. (Bureau and Mahé, 2008) The authors note that safety-net intervention purchases
even restricted to exceptional circumstances would hardly be possible without some degree of
border protection (any intervention system would otherwise be flooded by imports). It is also
unclear whether the tariffs that remain after a Doha agreement would allow the EU to
maintain a floor price with such an instrument.
The idea of guaranteeing market stability assumes that farmers must be protected from
risks, while other tools are also available for addressing price stabilization problems in
harmony with the subsidiary principle. In recent years, the EU has been considering a possible
integration of risk management in the CAP analyzing risk and crisis management strategies to
provide an improved response to crises in the agricultural sector. It should be noted that even
the market can offset the unfavorable production results of the individual farmers. Market
solutions include for example pre-contracts, creation of common funds, insurance, as well as
futures and options markets. Market failures can also occur due to the lack of information, or
because of asymmetric information. In fact, systemic risks (if risks of the individuals show a
strong positive correlation) also can lead to market failures. Risks can be diversified (less
systemic), if farmers or even producers of non-agricultural sectors from different regions are
involved in the system. This is likely, however, to hinder competition, and would mean high
transaction costs, while the level of risk management would be low. The futures and options
market on the other hand could be solution for the latter issue, but assumes that farmers have
sufficient market knowledge about agricultural products and transactions. Another
complications is the standardization of the products (Hull, 1997). The introduction of a
common risk management system can be a good solution if the EU had more information on
the magnitude and distribution of risks, and about the possible ways of counteract the risks,
than the farmers and Member States. It is unlikely, however, that the EU will have more
information about individual risks than farmers and Member States. On the other hand, the
EU can encourage legislation to create mandatory rules that require farmers to join risk
management systems. The same can be performed by the Member States as well (for
example, in Greece and in Cyprus insuring agricultural holdings against damage due to
natural risks is mandatory). Un-harmonized Member State actions, however can lead to
market failures in the single market. And finally, this solution would limit EU intervention to
legislative matters, while the solution for risk management problems can be resolved by the
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markets. The high insurance fees of system level risks can be reduced by supports, which
could be the responsibility of the Member States. A concern, however that different support
levels in the Member States also can lead to market disturbances in the single market
therefore it is necessary to set up the legislative framework on EU level (European
Commission, 2006).
Financial policy (tax policy) can offer protection against the consequences of
unforeseen price falls, if it allows the offset of losses and gains for a several year period, and
allows interest free loans. Financial policy is not a CAP but Member State competency, and
some Member States already (e.g. the Netherlands and Italy) apply similar solutions to
alleviate the effect of the financial and economic crisis. In addition, the Member States
provide ex post aids if necessary, through compensation schemes or funds. The EU also
provide aids through the European Veterinary Fund and in the framework of the European
Union Solidarity Fund to cover the damage caused by infectious animal diseases and natural
disasters.
The role of the CAP concerning market stability, thus would be limited to setting up a
safety net (short term) that replaces the current market interventions and to provide legal
framework for the operation of other risk management systems (such as support of individual
insurance contracts, mandatory participation, etc.) The EU also might provide additional
finance to national emergency funds relieving the damages caused by catastrophes
(catastrophes occur very rarely, but they usually have serious and widespread consequences).
Food Security
EU Member States can be reluctant to rely solely on the market concerning food
security. Food security can be threatened by rapid market price increase that can make food
purchase impossible, or by war and embargo. Rapid price increase is unlikely to occur in the
wealthy EU, as internal prices are much higher than world market prices. Lack of products
can be overcome by increasing agricultural production, by maintaining production capacities,
by stocking and if worldwide international food market operates sufficiently. Exclusive
reliance on national or Community production is very dangerous for two reasons. On the one
hand there is always the risk of loss of production both on national, and regional level. On the
other hand, artificial manipulation of the major agricultural inputs (for example fuel) can
seriously damage food security (OECD, 2001d)
Food security means that the food supply is secured even under uncertain future
circumstances. The core of the global food security is that the quantity of global production
and global stocks exceeds global demand. The food production of the Member States (and of
course of the EU) contributes not only to the national (or EU), but to the global food security
as well, so we are talking about cross-border public goods. The issue of food security is a
major argument for the continued maintenance of agricultural supports. Food is a private
good, and the food market is very capable of harmonizing food production and food security,
as they are joined products. The question is whether the food market is really able to
guarantee sufficient food security. As for sufficiency in food security, there is no evidence to
show that the market is not able to take care of it. Even if there was evidence of incapable
market, only coupled supports could be applied for guaranteeing food security (because
decoupled payments don’t affect production).
How can the EU contribute to global food security? Global food security assumes the
worldwide diversification of efficient food production, since the over-specialization of one
region would reduce the production of other regions, which on the other hand would increase
the risk of a global food-shortage. Due to the support provided to European farmers,
production have decreased in other regions of the world, and in parallel to that, food security
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level of net exporter countries also shrank. EU agricultural supports led to lower world market
prices, which favors net food importers, but in itself it is a weak argument for preserving the
current support system of the EU. At the same time, however, the EU’s fresh initiative about
supporting production increase in Africa (input support) can be considered as a step toward
increasing global food security. The EU is going to provide a one-billion euro support to
developing countries in 2013-2015, to help farmers purchase cheaper sowing seeds and
fertilizers so that they can increase per unit yields. It is still uncertain though, whether
developing countries with that support would be able to reach better results compared to the
EU. At the same time, this decision is supposed to be a tool in withholding undesired
migration.
Some think that food security belongs to the category of public goods, because it
creates the possibility of future production growth. Food security is not guaranteed at all, as
the increase of global population and incomes will increase food demand as well. Agricultural
land area can only in a limited extent be enlarged, so significant enlargement can be realized
only through deforestation. Deforestation would however lead to the growth in green-house
gas emission. Due to current environmental problems (particularly water scarcity)
productivity, per hectare yields should be improved on the already utilized agricultural areas.
Water scarcity already affects every continent. The “water bubble” around the Earth is not
sustainable and very fragile. Although the overall amount of water on our planet has remained
the same for two billion years, 7 billion people share it today, compared with the 300 million
global population in the days of the Roman Empire. If the losses in the food chain were
reduced by 30-40% (loss occurs in production, transportation, storage, processing, marketing
and consumption), even if other conditions were not improved, but remained the same, food
supply could be increased and water consumption could be reduced (Popp et al, 2010).
The urbanization process, urban expansion inevitably covers some agricultural land (a
population of 1 million requires about 40 thousand hectare land). Urbanization usually leads
to higher per capita GDP, but on the long run humanity probably would profit more if
agricultural land remained under cultivation. Urbanization, that is to say, speeds up climate
change, which costs more, than the short term benefits of the urban expansion. The increase
of global population accelerates urban expansion and increases demand for food, energy and
transportation. The result is a growing and fierce competition for land, and probably this will
be a recurrent problem to be dealt with after the financial and economic crisis.
It follows that a rise in per hectare yields could contribute primarily to food production
increase. The long term increase of yields per unit of area is usually attributed to
technological improvements, which assumes that more R&D funding for agricultural
technology development will be necessary in the future. In order that food supply keep pace
with the growing human population, and to provide sufficient food to approximately 9 billion
people by 2050, an annual 2% increase in current level of food production would be
necessary (in contrast with the current 1%). It will inevitably lead to the even greater
importance of biotechnology and it is very much possible that more and more countries
around the world will produce GM crops irrespective of whether the European Union will
approve them quickly or will not approve their production at all. It is also clear that the EU is
not able to reduce its dependence on agricultural raw material import. Therefore the EU is
faced with two options: either accept the decline in food output and an increase in import
(especially of meat products), or take notice of the changes occurred in the international
market, and through rigorous risk assessment and management approve GMO cultivation.
GMO crops clearly offer added value for livestock farming (DG AGRI, 2007).
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5.2.1.5. Cohesion and Rural Development in a Broad Sense
Poverty and lagging behind is an existing reality in several rural regions of the EU,
especially in the new, and in some marginalized regions of the old Member States. At the
same time there are examples of flourishing rural areas with good economic performance. In
the poorer regions agriculture usually has a greater importance. It could be argued that the
objective of the CAP is to reduce poverty and to promote cohesion. Rural poverty, however,
has two dimensions: the poverty of the rural region (comparison with other regions) and
poverty occurring in the rural regions (comparing the poorest of the region with the average
rural population). The first problem is of CAP competence, but the second is part of the
national social policy of the Member States.
Poverty reduction should be achieved in an indirect way, rather than granting direct
payments. Thus, when planning new measures to support rural development and cohesion,
decision makers should focus on how to create the conditions of economic growth and
development in the poorer regions. Rural development in broad sense is to be defined on
regional bases and sheal be determined in the context of an overall strategy, rather than
supporting different projects. EU regional policy aims to help each region achieve its full
potential, to improve competitiveness and employment by investing at regional level in areas
of high growth potential, with an added value for the EU as a whole, and to bring living
standards in the countries that have joined the EU since 2004 up to the EU average as quickly
as possible. Regional policy is an investment policy. It supports job creation, competitiveness,
economic growth, improved quality of life and sustainable development.
In contrast, the purpose of the structural policy is the convergence of per capita GDP,
and that goal in itself indicates the allocative nature of structural supports (Begg, 2006).
Agricultural policy should serve the interest of agglomeration development: increasing the
quality of rural work force (both in quality and structure), ensuring access to business services
and technical knowledge, and guaranteeing services and entertainment options. Investment in
human capital speeds up productivity growth, and improves the inter-sectoral and regional
mobility of labor. Rural development policy therefore should be harmonized with both
regional and national policies (Figure 5.6.)
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Figure 5.6.: Co-ordinated and integrated implementation of the CAP reform
Source: own editing

While cohesion policy supports the poorer regions of the EU, rural development
policy covers all regions, including the rich ones (in spite of the large number of new Member
States). The question is whether or not the regional development policy should be part of the
CAP in the prosperous regions, if it has no cross border effects. Rich Member States would be
able to apply such development policies under their own competence, though they are likely
to be unnecessary and would have trade distorting effects as well. According to the rebuttal
the CAP is able to adjust if exchange of the experiences encourages adjustment and that the
CAP offers better ways to prevent misuse. At the same time preferential measures should
apply to lagging rural regions and to new Member States.
5.3. Financial Framework for 2014-2020
Discussions of Chapter 5.3 are based on the Proposal for a Regulation of the European
Parliament and of the Council establishing rules for direct payments to farmers under support
schemes within the framework of the common agricultural policy, and on the book of the
Agricultural Economics Research Institute (Biro et al, 2012).
Agricultural interests are particularly at risk in the process of setting up European
budget for the next seven years, given that the CAP is currently the EU's single largest item of
expenditure (at a cost of about €55.3 billion in payment appropriations in 2011). CAP budget
is likely to freeze at 2013 levels in nominal terms, which means an overall EUR 435.5 billion
for agricultural policy. The bulk of the CAP budget continues to be allocated to Pillar one
(EUR 317.2 billion), while funding available for Pillar 2 Rural Development will be EUR
101.2 billion. Beside the expenditure of Pillar 1 and 2, additional amounts of total EUR 17.1
billion can be paid for (EC, 2011a):


food-security and sustainable agriculture related R&D (EUR 5.1 billion),



food-safety improvement (EUR 2.5 billion),
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food-aids to most deprived persons (EUR 2.8 billion), for reserve for crises in
the agricultural sector (EUR 3.9 billion),



and for mitigating the effect of international trade agreements (max. EUR 2.8
billion from the European Globalization Fund).

Pillar 1 funds can be redistributed in a limited extent between 2014 and 2020.
According to the draft, all countries currently receiving direct payments below 90% of the
EU-27 average direct payments (about € 279/hectare) will, over the period 2014-2020, close
one-third of the gap between their current level and 90% of the EU-27 average (Figure 5.7).
The convergence process would be financed by Member States with direct payments above
the EU-27 average in 2013.
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Figure 5.7 Redistribution between Member States
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At the same time the nominal value of Pillar 1 sources would not or only slightly
would be reduced in Member States with direct payments below the EU-27 average, but
above its 90%. These include Hungary, too. According to EC calculations Hungary would
receive approx. an annual amount of EUR 1.3 billion direct support.
As for Pillar 2 fund distribution, it looks like that 50% of the payments will be
distributed on historic bases, and 50% on objective criteria from 2014. At the same time the
rural development support of a given Member State will not be lower than the 90%, and will
not be higher than 110% of current support level, according to the Commission. EU cofinancing rate would vary between 50-100% (EC, 2011b).
Member states also will have an option to transfer up to 10% of its 'national ceiling'
from Pillar to Pillar 2 between 2014 and 2019. Member States with Pillar 1 supports below
the 90% of EU-27 average can transfer up to 5% of their Pillar 2 support to Pillar 1 (EC,
2001c).
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5.3.1. The proposed new system of direct payments
5.3.1.1. Basic payment scheme
In order to move away from the different systems of the Single Payments Scheme in
the EU-15 (which allows for historical references, or a payment per hectare, or a "hybrid"
combination of the two) and the Single Area Payments Scheme (SAPS) in most of the EU-12,
a new “Basic Payment Scheme” will apply after 2013. All Member States will be obliged to
move towards a uniform payment per hectare at national or regional level by the start of 2019.
Basic payments will be, in terms of the amount, the most significant item in Pillar 1 sources
of the Member States. Depending on Member States’ decision its proportion can vary roughly
between 40-70 % of total Pillar 1 grants. This will involve a phased ending of payments based
on historical receipts, to be replaced by flat rate area payments defined at national or regional
level by 2019, with at least 40% of the change to be achieved in the first year. The Basic
Payment scheme will replace SPS and SAPS, which expire on 31 December 2013. New
entitlements will be allocated based upon the area land claimed upon in 2014.
Under the new BPS, entitlements will be allocated to farmers who apply for supports
under the scheme till 15 May 2014.
Eligible land is used for primarily agricultural production. It also compromises any
area which gave right to payments under the SPS or SAPS in 2008 and due to environmental
considerations is withdrawn from cultivation, therefore its eligibility according to current
legislature is abolished. Entitlements therefore can be cover even a greater area than is
supported today.
Every farmer can receive entitlements if meeting one of the criteria listed below:


Either activated at least one payment entitlement under SPS in 2011, or
produced only vegetables and/or fruits and/or grapes.



Or claimed support in 2011 within the SAPS framework, or did not apply for
single area payment and possessed agricultural land that did not qualify as
agricultural land in “good agricultural” condition as at June 30 2003.

Present differences in the support level of farms can be taken into consideration when
determining the value of new entitlement payments, but as it was already mentioned, by 2019
flat rate per hectare area payments will be applied. The new payment entitlements, as well as
the present ones – will be tradable, but only active farmers can purchase them. Support
entitlements also can be inherited. The definition of active farmer according to the
Commission proposal is either natural or legal person, who (1) obtains at least 5% of their
"annual receipts" (excluding subsidies) from agricultural activities, and (2) carries out on
his/her/its land at least minimum agricultural activities defined by each and every Member
States.
The first criterion though applies only to farms eligible more than EUR 5000 direct
payment, but still would increase bureaucracy, which would be totally against the original
goal. Direct support payments would require the involvement of the tax authorities, because
of the control of non-agricultural income and supports. Basic payment will be linked to
compulsory cross compliance measures. These will be, however, simplified and rationalized.
The number of Statutory Management Requirements will be reduced by five (to 13), and the
number of Good Agricultural and Environmental Condition measures will be reduced by 7 (to
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8). At the same time some rules of the water framework directive (200/60 EC) and of the
sustainable use of pesticides directive (1107/2009 EC) will be gradually entered among the
measures of cross compliance.
According to the Commission’s proposal Member States should in general refrain
from granting direct payments where the payment would be lower than EUR 100 or the
eligible area of the holding for which support is claimed would be less than one hectare.
However, as the structures of the Member States' agricultural economies vary considerably
and may differ significantly from the average farm structure in the Union, Member States
should be allowed to apply minimum thresholds that reflect their particular situation. Member
States will create a National Reserve that can be used to allocate entitlements to young
farmers, new entrants and to farmers in order to prevent land abandonment, including in areas
subject to restructuring. The funding allocation for the national reserve will be up to 3%. The
value of payment entitlements from the National Reserve will generally be the national or
regional average, except for the purpose of restructuring in certain vulnerable sectors in
accordance with the objective criteria
5.3.1.2. Green component
For encouraging environmentally favorable farming practices Member States would
have to set aside 30% of the DP envelop. This greening payment may be set at 30% of the
farmer’s own individual payment (variable greening), rather than a national/regional flat
greening payment per ha. This direct aid (green payment) complements the basic payment,
and is subject to the following conditions according to the original proposal:




Maintaining permanent pasture, although up to 5% of permanent pasture reference
area may be converted to other uses;
Crop diversification (a farmer must cultivate at least 3 crops on his arable land, if it is
larger than 3 hectares; none of the plants can account for more than 70% of the land,
and the third plant must occupy at least 5% of the arable area);16
Maintaining an “ecological focus area” of at least 7% of farmland (excluding
permanent grassland) – i.e. field margins, hedges, trees, fallow land, landscape
features, biotopes, buffer strips, afforested area.

Farming on Natura 2000 arable land is also subject to meet the requirements above to
be entitled for green payments. Organic producers, however, will automatically qualify for the
green payments with no additional requirements as they are shown to provide a clear
ecological benefit.
As it was mentioned above 30% of the DP envelope has to be allocated for greening
purposes, and it is a significant proportion of Pillar 1 funds. If claimants don’t meet the
requirements, they could lose their basic payments, too, which doesn’t seem like an
appropriate sanctioning mechanism, because it means that farmers have to fulfill not only the
16

Farms with between 10 and 30 hectares of arable land must cultivate two crops, whereby the main crop may
not account for more than 75 percent of the total area. Farms with over 30 hectares of arable land must cultivate
three crops, whereby the main crop may not account for more than 75 percent, while the two main crops
combined may not account for more than 95 percent of the total area
Farms with more than 75 percent
grassland or more than 75 percent of their land in equivalent agri-environmental programs are exempted from
this ruling, as are farms that swap their land each year (e.g. particular specialized potato farms in Germany).
Further exceptions apply to farms with a high proportion of certain crops (forage, legumes, fallow) on their
arable land. As a rule, permanent grassland should be preserved at the single farm level. Reductions of up to 5
percent are permissible per farm. Under certain circumstances, member states can decide to introduce regional
regulations for the preservation of permanent grassland (Council of the European Union, 2013)
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Cross Compliance requirements, but also the greening component conditions to receive
payments under BPS. The double sanction (losing green component payment plus basic
payment) was refused by the European Parliament, too. In any case, up to now, there is not
yet known what would happen with the proceeds of sanctioning in the Member States.
It is also not clear what is the difference between the Pillar 1 “greening” payments and
the agri-environment measures that can be supported from Pillar 2. If organic farming is
automatically makes the farmer eligible for the green payment, then compliance with other
agri-environment measures why not?
Several Member States, producer organizations argues that crop diversification
measures are not lifelike for a group of farms (see above), and the required 7% ecological
focus area is an exaggeration (just think about farms - typically in Spain – which invested
much into irrigation systems). It might be more reasonable to set up a common ecological
focus area target on more farms in the area, but in case of non-compliance it would be
difficult to distribute the penalties among the farmers.
The vast majority of farmers understandably will choose the set aside options with its
smallest ecological benefit.
5.3.1.3. Support of less-favored areas
Member States for a maximum of 5 % of their Pillar 1 direct payments can provide
special support for farmers in areas designated as "less-favored. This would be a top-up
payment on Pillar 2 supports toward this group of farmers.
5.3.1.4. Young farmers scheme
The objectives for young farmers under this top-up to be met, the Member States can
allocate maximum 2 % of their total direct support envelope to young farmers (below the age
of 40 at the time of submitting the application) who are setting up an agricultural holding for
the first time, or who have set up in farming in the last 5 years. This payment will be paid for
5 years but will be reduced on a scale which reflects the year the business was set up and the
year of application. The payment will be based on the Member State’s average holding size
subject to a minimum payment of 25 hectares and no greater than the average holding size. It
is not clear yet if this payment will be mandatory, or voluntary. The Council is arguing on a
voluntary payment, both the Parliament and the Commission argue on a mandatory one. It is
also not clear what the reason is to provide young farmers payments from Pillar 1, when Pillar
2 young farmer related measures (set-up assistance and initial investments) will continue to be
available.
5.3.1.5. Coupled payments
Member States can grant up to 5% of their national ceiling to sectors or regions where
specific types of farming or specific agricultural sectors undergo certain difficulties and are
particularly important for economic and/or social reasons. This proportion is increased
automatically to 10% of their national ceiling for the new Member States or countries that
have provided coupled support to suckler cows (Portugal, Belgium, Austria, France and
Spain). If desired, these latter Member States can apply to the Commission to use an
unrestricted proportion of their national ceiling for coupled payments provided they meet a
series of conditions set out in the draft Regulation. Furthermore, after 2016, all Member
States can apply to increase the specified percentages (5% or 10%, respectively) that apply to
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them if they can show that an increase is necessary to meet these specified conditions. These
conditions include:
- the necessity to sustain a certain level of specific production due to the lack of
alternatives and to reduce the risk of production abandonment and the resulting social and/or
environmental problems,
- the necessity to provide stable supply to the local processing industry, thus avoiding
the negative social and economic consequence of any ensuing restructuring,
- the necessity to compensate disadvantages affecting farmers in a particular sector
which are the consequence of continuing disturbances on the related market;
- where the existence of any other support available under the DP Regulation, the RD
Regulation or any approved State aid scheme is deemed insufficient to meet the needs
referred to in this Article.
As some of the existing coupled payments (sugar, fruits and vegetables) will lapse and
be fully integrated into the decoupled payments scheme after 2012, these provisions would
seem to give plenty of scope for Member States to maintain or even increase coupled
payments after 2013. Particularly the inclusion of market disturbance as a justification for
specific payments is a new departure, even if the scope of these measures is limited to
maintaining the existing level of production but not increasing it (Matthews, 2011).
Coupled direct payments may be revised till 1 August 2016 by the Member States in
order to increase or reduce their amount from 2017, or eliminate them, or change the payment
conditions. Coupled support may only be granted to the extent necessary to create an
incentive to maintain current levels of production in the regions concerned.
5.3.1.6. Small Farmers’ Scheme
The Commission proposal lays down a simplified scheme for small farmers (up to
10% of annual national ceiling), who may thus receive a lump sum payment replacing all
direct payments and producing administrative simplification with an easing of such farmers'
obligations related to greening, cross compliance and controls. Member States, in order to
reduce the burden of administration and upon their own decision, can pay simplified and
small lump sum to small farmers. According the proposal small farmers should choose
between basic payment and Small Farmers Scheme (SFS). It they choose the latter, then
would be entitled for an annual EUR 500-1000 support that would replace all the other
possible direct payments (including greening payments). Farmers under SFS would be exempt
from complying cross compliance obligations, too, though Member States may apply
sanctioning system according to their national regulations. Community support, however,
would not be withdrawn. The support amount per beneficiary would not exceed 15% of the
national average support level per beneficiary, and would not exceed an amount
corresponding to the national average payment per hectare multiplied by a figure
corresponding to the number of hectares with a maximum of three. Farmers wishing to
participate in the small farmers’ scheme have to submit an application by 15 October 2014.
Farmers not having applied for participation in the small farmers scheme by 15 October 2014
or deciding to withdraw from it after that date would no longer have the right to participate in
that scheme. Payment entitlements held by farmers participating in the small farmers’ scheme
will not be transferable, except in case of inheritance or anticipated inheritance
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5.3.1.7. Capping Direct Payments
The Draft also introduces a system for large beneficiaries where the support level is
gradually reduced and ultimately capped to improve the distribution of payments between
farmers. The amount of direct payments to be granted to a farmer under the Regulation in a
given calendar year would be reduced as follows:





by 20 % for the tranche of more than EUR 150 000 and up to EUR 200 000;
by 40 % for the tranche of more than EUR 200 000 and up to EUR 250 000
by 70 % for the tranche of more than EUR 250 000 and up to EUR
by 100 % for the tranche of more than EUR 300 000.

The system should however take into account salaried labor intensity to avoid
disproportionate effects on large farms with high employment numbers. The amount above
should be calculated by subtracting the salaries effectively paid and declared by the farmer in
the previous year, including taxes and social contributions related to employment, from the
total amount of direct payments initially due to the farmer without taking into account the
payments to be granted. Maximum levels should not apply to payments granted to agricultural
practices beneficial for the climate and the environment since the beneficial objectives they
pursue could be diminished as a result. In order to make capping effective, Member States
should establish some criteria in order to avoid abusive operations by farmers seeking to
evade its effects. The proceeds of the reduction and capping of payments to large beneficiaries
should remain in the Member States where they were generated and should be used for
financing projects with a significant contribution to innovation on support for rural
development.
It is important to note that Germany, the dominant political force within the EU,
starkly rejects the restriction of direct payments per farms, which according to German
politicians might adversely affect the operation of agricultural co-operative in the East part of
the country.
5.4.The impact assessment of the proposed direct support system in Hungary
Discussions under 5.4 are also based on the scientific communication of the Research
Institute of Agricultural Economics (Biro, 2012). Expected trends in agricultural and food
production, in domestic consumption and in trade are projected by the economic modelling
toolkit of the Institute. Year 2013 was the baseline, which was considered to be the same as
year 2010. The rates and utilization of future direct support were estimated based on the 2010
direct support database of the Agricultural and Rural Development Agency, as well as on the
moving averages and 2010 database of the Farm Accountancy Data Network (FADN), (see
Keszthelyi and Pesti, 2010: in their discussion of the results basic payment scheme fell into
the last place as this envelope is virtually a residue amount).
5.4.1. Green component
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According to the EC proposal thirty percent of direct payments would be tied to
greening farming practices, which would be roughly EUR 390 annually in the case of
Hungary. According to our estimation the approx. amount of support per hectare would be an
annual EUR 80, but it also depends on how many would prefer the small farmers’ scheme.
Farmers choosing the SFS will not be eligible basic payments, nor other direct payments.
When making an assessment on the greening component, we should take into consideration
the costs and alternative costs of meeting the requirements of an environmentally friendly
farming practice. Cost implications are associated primarily to the setting up of ecological
focus areas, but the process also requires alternative cost calculation, since no crops can be
produced on this land.
Based on 2010 data, approx. 101.9 thousand farms should ensure that at least 7 %17 of
their eligible hectares excluding permanent grassland is ecological focus area. Calculations
show that income reduction due to non-compliance would not exceed EUR 20 per hectare in
80% of farms (Table 5.2).
This 101.9 thousand farms cultivated 4706.7 thousand hectares in 2010. 7% of this area is
329.5 thousand hectares, but of course total EFA would cover less, since a portion of the land
is either set-aside area or permanent pasture.
Table 5.2.: Income loss categories due to the greening component compliance (EFA)
0 EUR/ha

0>10 EUR/ha

10≤20 EUR/ha

20≤40 EUR/ha

>40 EUR/ha

Claimants

Area

Claimants

Area

Claimants

Area

Claimants

Area

Claimants

Area

(Nr)

(thousand
ha)

(Nr)

(thousand
ha)

(Nr)

(thousand
ha)

(Nr)

(thousand
ha)

(Nr)

(thousand
ha)

10 360

385,0

3119

739,2

68 325

3244,9

2082

132,4

18 057

205,1

Source: Research Insitute of Agricultural Economics calculation

In 2010 the number of farms cultivating more than 3 hectares arable land in Hungary
was 86.4 thousand and 34.9 thousand farms of them produced only one or two crops (their
average area was 12.6 hectares). For meeting the mandatory requirements these farms should
change their production structure. Maize producers are especially affected: in 2010 92.7
thousand farms on a total 1145.8 thousand hectares produced maize, and 27.2 thousand of
them (with total 272.8 thousand hectares area) produced maize on more than 70% of their
arable area (a total of 240.4 hectares). As SFS could be an attractive alternative for about 11.6
thousand maize producers, the others would have to reduce their maize area with a combined
38 thousand hectares.
It is important to underline that for farms, which produce extremely high production
value on a small area (e.g. seed potato, sweet potato, or poppy-seed production, etc.) and are
engaged in producing typically only one crop, setting up ecological focus areas would lead to
higher income loss(exceeding EUR 80/hectare), and that would not be compensated by the
17

European Parliament (COMAGRI) amendments: Farms below the size of 10 (15 hectares according to Council
amendments) hectares would be exempted from the obligation of EFAs; The COMAGRI voted for 3%
obligation, with a move to 5% in from 2016. The COMAGRI also included some possibilities for Member States
to implement 3% EFA at the regional level, which could help in building adjacent EFAs but might also lead to
count as EFAs some fallows that exist “naturally” in some particular areas (additional notes by the translator,
2013)
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green component. In 2010 there were about 300 such farms with an average 22 hectares
cultivated area.
Restrictions on permanent grassland – contrary to the above – would not lead to cost
increase or loss of income according to our calculations.
With regard to diversification it would be appropriate to team up with those Member
States, who propose to increase the lower limit of 3 hectares to at least 10 hectares. As for the
ecological focus areas, it would be worth considering that the regulations should include areas
that already had been utilized that way in 2014, as it is with permanent grasslands. This would
be a more rational solution in market terms and would let to reduce the proportion of the
green component under 30% of Pillar 1 funds.

5.4.2. Support of Less Favored Areas
In Hungary, compared to the EU average, the proportion of less-favored areas is small.
Since farmers cultivating land in such areas are eligible for similar supports with different
conditions from Pillar 2, it is not justified to provide support from also Pillar 1, as it would
reduce the overall amount available for BPS.
5.4.3. Young Farmers’ Scheme
Within the EU and in Hungary the unfavorable age structure of farmers, the small
proportion of young farmers is a serious challenge for the agricultural sector. The proposal of
the Commission empowers the Member States to “use the national reserve to allocate
payment entitlements, as a matter of priority, to young farmers who commence their
agricultural activity”. “Young farmers are natural persons who are setting up for the first time
an agricultural holding as head of the holding, or who have already set up such a holding
during the five years preceding the first submission of an application to the basic payment
scheme and who are less than 40 years of age at the moment of submitting the application”.
Objectionable however is the upper limit of the area eligible for this support. In the
case of Hungary it would be 25 hectares, which - as it emerges from Commission’s
background document, too (EC, 2011b) – means that only a tenth of the sources allocated to
this purpose could be paid to new entrants. In Hungary, farms managed by young farmers are
usually cover more than 25 hectares (of course in case of greenhouses the area is much
smaller).
In Hungary, because of the age and land size restrictions a mere 9500 farmers could
claim this support. About 76% of them cultivate less than 25 hectares (total of 77.3 thousand
hectares), while the rest of them farm 160 thousand hectares of land. The latter, however, due
to the 25 hectare ceiling could claim support for barely the one-third of this 160 thousand
hectares If we were allowed to raise the upper limit to 50 hectares, eligible area would
increase with 38 thousand hectares (would affect about 1000 farms), and if upper limit was
100 hectares, eligible area would increase with 70 thousand hectares (and would affect further
400 farms). The potential need for funding the support of young farmers would require only
0.7% of the Pillar 1 envelope if upper ceiling remained 25 hectares. With a hundred hectares
ceiling it still would be only 1%. In order to ensure the maximum use of this support we
should propose the elimination of the area restriction. It is also would be appropriate to
recommend to let every young farmer (up to age 40) benefit from the support, not only those
who started farming within 5 years preceding the first submission.
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5.4.4. Coupled Payments
In the past few years the introduction of SPS to Hungary, in order to provide more
supports to dairy, cattle and sheep farmers, was considered more than once. Since, under the
terms of the Draft, cattle, sheep and goat farming can be subsidized in 2014-2020, and part of
the supports can be coupled with production, it makes no sense now to introduce the SPS in
2013. The 10% optional coupling is sufficient for the Hungarian agriculture to replace current
animal related coupled payments, in fact it also provides opportunity to increase milk
production. This supports would allocate about 85% of the available fund (Table 5.3). It
should not be forgotten, however, that these coupled supports may only be granted to the
extent necessary to create an incentive to maintain current levels of production.
Table 5.3: Estimated amount of coupled supports of dairy, cattle and sheep farming in
2014, based on current quota utilization
EUR ’000

Suckler Cow
25 535

Beef and veal
production
9 961

Milk production
54 546

Ewes (and shegoats)
19 699

Source: Research Institute of Agricultural Economics calculation

5.4.5. Small Farmers’ Scheme
The SFS is a new measure, which is in harmony with the Hungarian agricultural
policy concept. However, the amount of payment paid to small farmers choosing the SFS in
Hungary is not yet clear from the Draft. It can vary between EUR 500 and 1000. According to
unofficial reports, the EC in the case of Hungary calculated with EUR 891 SFS support.
However, if we follow the rules of payment calculations laid down in the proposal, namely
that the amount cannot exceed 15 % of the national average payment per beneficiary, the
amount reaches up to EUR 1000. If we calculate with EUR 1000 then significant part of the
holdings claiming currently SAPS would choose the SFS as it offers greater support to them.
By doing so, these farmers will exclude themselves, however, from every other support
measure, and will not be able to trade their support entitlements (except in case of inheritance
or anticipated inheritance), which would hinder the process of farm concentration. Since
farmers wishing to participate in the small farmers’ scheme can submit an application only
once during the seven year multiannual financial framework by 15 October 2014, providing
adequate information for farmers is of key importance.
According to our calculations, about 39% of eligible farmers (69 thousand claimants)
would prefer SFS. They cultivate not much more than 3% of agricultural area (160 thousand
hectares), which will not be part of the basic payment scheme projections. These farmers will
be better off with SFS by receiving EUR 36.6 million more (an average amount of EUR
470/farm), which is almost double of the support they were entitled for in 2013.
5.4.6. Basic Payments
The total national envelope of basic payment scheme varies according to which
complementary directs support schemes are applied in the Member States, and to the
proportion of sources allocated to compulsory and voluntary entitlements, and national
reserve.
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According to the calculations Hungary would allocate 54% of Pillar 1 funds under
Basic Payment Scheme (of which 3% is national reserve), which is an annual EUR 0.7 billion.
If small farmers’ scheme was claimed by 69 thousand farmers, then per area amount of basic
payment would be about EUR 140 (Figure 5.8)
5,3%

0,7%

10,0%
54,0%
52,4%

1,6%

30,0%

Green component
Small farmers' scheme
Basic payment sceme

Coupled payments
Young farmers' scheme
National reserve

Figure 5.8: Possible allocation of Pillar 1 envelope in Hungary
Source: Research Institute of Agricultural Economics calculation

In Hungary until 2011 agricultural holdings, especially livestock farms and labor
intensive crop sectors eligible for SAPS payments, also claimed complementary national
direct payments, and direct payments allocated in accordance with the Council regulation
(EC) No 73/2009 of 19 January 2009 (specific supports up to 10% of the national ceiling).
These sources reached up to almost EUR 180 million. The amount of complementary national
direct payments (top-up) is subject to gradual reduction and is phasing out in 2011-2013
according to the Copenhagen Agreement (Popp, 2004). It means that it is important to make
full use (now it is only at 60%) of resources to be allocated from the direct payment envelope
to sustain the differentiation between sectors. Special support for dairy farmers, restructuring
programs for the tobacco, rice, beef and sheep, and vegetable and fruit sectors, as well as
support of insurance fees are financed from this framework. These grants provide about EUR
130 million aid for these sectors. Part of the phased out support can be recovered from the
improving market situation of milk and dairy products, from another temporary entitlement 18,
and from national sources available yet. In some sectors, however, support levels will
decrease.
Besides coupling 10% of DPs to production (approx. EUR 130 million) the national
reserve could provide opportunity for maintaining the 2011 status quo. In Hungary, however,
its amount would be at most EUR 20.5 million under the draft. Therefore it would be
appropriate to propose that the national reserve may be fixed not as maximum 3% of BPS, but
as maximum 3 % or even 5% of Pillar 1 sources. Otherwise it will be very difficult to raise
18

See the rural development regulation of 22/2012. (III. 9.) of the Minister of Rural Development on the
conditions of specific support for the National Program of restructuring the beef and sheep sectors, financed
from the European Agricultural Guarantee Fund.
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the par value of support entitlements in regions where this is justified by the special
circumstances.

5.4.7. Capping of direct payments
Under the proposal, capping would take place if the amount of direct payments
without green component to be granted to a farmer and reduced by the amount of wages,
taxes and social contribution would be higher than EUR 150 000. Based upon the database
of the RIAE and FADN, and calculating with an EUR 143 basic payment per hectare support,
the reduction (capping) would affect only a fraction of mixed farms cultivating more than 760
hectares/farm, and part of the specialized COP and other fieldcrop farms cultivating more
than 1400 hectares/farm (5.4. Table)
Table 5.4: Number of agricultural holdings affected by capping, in Hungary
Direct Payment
Capping
Categories

Level of reduction

Potentially affected
farms

Total amount of
capping

(from EUR)
150 000
200 000
250 000
300 000

(%)
20
40
70
100

(Nr)
209
107
61
40

(mil EUR)
1,44
1,57
1,82
6,87

Source: Research Institute of Agricultural Economics calculation

The provision encourages the increase of salaries, and the whitening of employment,
therefore the lower limit is expected to shift upward. According to the calculations capping
would affect only 209 farms, and the proceeds of about EUR 11.7 million would be
transferred to Pillar 2. Realistically, the amount of capping probably will be smaller and
proceeds should be used to fund innovative projects exempt from national co-finance related
to productivity and sustainability in the framework of the European Innovation Partnership.
5.4.8. Results of the Impact Assessment Model
Under current uncertain economic circumstances it is difficult to establish a modeling
framework that could faithfully reflect the acceptable conditions derived from the 2014-2020
CAP framework. Since the hectic fluctuation of various price indices increase the uncertainty
of calculations, recent events were taken into consideration as a single shock. The effects of
the new direct payment system were modelled under economic condition defined by fixed
300 HUF/EUR exchange rate. These effects are almost the same for each of the economic
years between 2014 and 2020 since economic conditions were assumed to be constant.
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Although the increase in crop production might stop due to the “greening”, allocation
trends remain the same: oilseed and maize production area continues to grow at the expense
of cereals and smaller crop sectors (Table 5.5), the process is clearly catalyzed by the global
and European market constellation (Potori, 2011; Popp and Potori, 2010).

Table 5.5. Impact assessment results in crop production
Sectors
Wheat
Maize
Barley
Rapeseed
Sunflower seed

Production area index
0.98
1.02
0.93
1.02
0.99

Output index
0.98
1.02
0.93
1.02
0.99

Source: RIAE calculation basedd on FADN data

In the case of livestock sectors the livestock model was used to calculate the change of
livestock numbers under different economic conditions (Table 5.6.). Previous trends (Popp
and Potori, 2009) mostly continue in the medium term in livestock farming, too. Poultry
sector, which is excluded from direct supports, seems to continue to stagnate or can even
decline, with the exception of duck production with a probable profitability increase, meaning
that modest recovery can be expected in the sector. Breeding sow farms and pig farms are also
excluded from direct payments, and further decline is foreseen regardless of the economic
circumstances and support structure. The new support system, however, can stabilize the
position of cattle (beef and dairy) and sheep farming, so even modest output increase is
possible. Although the proposed coupled payments directly cannot induce growth, still can
improve the profitability of beef cattle farming.
Overall, it is concluded that the proposed transformation of the direct payment system
would not have significant impact on the main real variables and production structure of the
agriculture. The changes would mainly affect the total income and income distribution. Total
income would be reduced by approx. 3% due to areas coming out from production, while
because of the SFS an annual EUR 32.6 million support would flow to the smallest farms
from the rest of the holdings.
Table 5.6: Impact assessment results in livestock farming
Sectors
Broiler production
Turkey production
Duck production
Goose production
Pork production

Livestock index
1.00
0.96
1.05
1.00
0.95
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0.97
1.01
1.00
1.02

Breeding Sows
Beef cattle farming
Milk production
Sheep farming
Source: RIAE calculation basedd on FADN data

It is obvious that for farmers the reform of the CAP is important, but not the only
factor shaping the future. As Hungary is an open economy, the profitability of agricultural
production during 2014-2020 can be much more affected – besides efficiency improvement –
by the interplay of different factors, such as capitalization, the changes in the world market
price of crude oil, the performance of the economies in emerging countries, the more frequent
occurrence of local weather extremes, reactions of major crude oil exporter that might shake
the international markets, as well as the volatility of exchange rates, or even the activity of
index traders and macro investors on the futures market.
5.5. Proposed Major Market Measures
The draft legislation of the single market organizations (EC, 2011e) contains
relatively few changes to market measures and supports associated with them. New
elements are the abolition of vineyard planting rights and of sugar quotas by 2015, but
neither of these steps are unknown to the stakeholders. The most significant change is the
rules on producer organizations.
5.5.1. Intervention
Market measures (intervention purchase, support of private storage and export
subsidy) are no longer part of the Pillar 1 envelope. Their funding will be carried out from the
emergency reserve of EUR 3.9 million. Products that can be offered for intervention will be:





Between 1 November and 31 May: wheat, barley, and maize (reference price EUR
101.31/t)
Between 1 April and 31 July: paddy rice (reference price EUR 150/t);
Between 1 Marc and 31 August: butter (reference price EUR 2463,9/t) and SMP
(reference price: EUR 1698/t);
All year round: fresh or frozen beef and veal (reference price: EUR 2224/t, R3 half
carcass).

Total quantity purchased on reference price cannot exceed on EU level 3 million tons of
wheat, 109 thousand tons of SMP, and purchase made at maximum 90% of the reference
price of 30 thousand tons of butter.
Public purchases may continue beyond these limits by tender, just as it is the normal
procedure in the case of barley, maize, paddy rice, beef and veal intervention. Private storage
supports will be available for white sugar (until the - 30 September 2015 - abolition of sugar
production quotas), for fresh and frozen beef, for butter, for SMP, for pork, goat meat and
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mutton19. (On SMP market only public purchase is allowed till 2014.) Pork reference price
remain at EUR 1509.39/t (half carcass) (EC, 2011e).
5.5.2. Measures to Resolve Specific Problems
Under the Draft the EC would receive authorization to adopt legislative acts if
substantial rise or fall in prices, or some other factors caused disturbances either in the
domestic, or in the international market of a given sector. If the risk of market disturbance is
high, the Commission will be empowered to adopt delegated acts in the framework of
emergency procedure that should be implemented without delay.
The Commission is also empowered to implement extraordinary support measures to prevent
the spread of animal diseases, to restore consumer confidence if it was shaken by animal,
plant, or public health threats, and to treat serious market disturbances resulting from loss in
consumer confidence. The EU co-finances these expenditures of the Member States up to
50% (in the case of expenditure related actions against foot and mouth disease in beef, milk,
pig, sheep and goat sectors, up to 60%). The Commission is also empowered to accept
immediately applicable implementing acts in case of duly justified, extremely urgent specific
sectoral problems.
The extraordinary measures fall within the competence of the Council for now, but the
Commission would like to seize these opportunities to speed up the intervention. Many
believe, however, that it is not necessary, since the Council meeting (Agriculture and
Fisheries Council) may be convened within a few days, which is not without example, by the
way. It should be noted that pursuant to the draft regulation, the European Parliament or the
Council can at any time revoke the Commission’s authorization to accept exceptional
measures.
5.5.3. Recognition of Producer Organizations
The proposal aims at a more balanced operation in the food chain, in particular, to
improve the structure of agricultural production, as well as to strengthen the position of
producers. The European Commission’s proposal is based mostly on the experience related to
the system operating in the fruit and vegetable, and olive sector, but it also takes account of
the market regulation of the milk sector that were introduced due to the economic crisis in
2008/200921. Rules related to the recognition of Producer Organizations (POs) and interbranch organizations that originally applied in the fruit and vegetable, and olive sector are
now expanded to cover all sectors. The legislator assumes that Producer Organizations can
contribute to market stabilization, to the reduction of extreme price volatility, more effective
20

19

Private storage will be available for olive oil and flax, too - neither is relevant product in Hungary.

20

Discussion under Chapter 5.5. are based on the Commission’s proposal for a Regulation of the European
Parliament and of the Council on the common organization of the markets in fishery and aquaculture products (
COM/2011/0416 final - 2011/0194 (COD)); on Regulation(EU) No 261/2012 of the European Parliament and of
the Council of 14 March 2012, on Commission Implementing Regulation (EU) No 302/2012 of 4 April 2012
amending Implementing Regulation (EU) No 543/2011 laying down detailed rules for the application of Council
Regulation (EC) No 1234/2007 in respect of the fruit and vegetables and processed fruit and vegetables sectors.
21

See Regulation of the European Parliament and the Council 216/2012/EU (14 March 2012)
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treatment of market failures, and to more transparent market relations. Market interventions
would be based on the sectoral initiatives of the stakeholders22.
According to the draft, the European Commission would gradually withdraw from the
different food-chains and would focus on maintaining a minimum safety net and defining the
operational framework. At the same time the Commission would be empowered to accept
independent resolution that would limit the powers of Member States’ action.
The Commission lays down the foundation of three regulations on producer
organizations that can operate in any sector of the agriculture, and can be established with
different purposes, competences, and membership (Figure 5.9).

INTERBRANCH ORGANIZATIONS

The activities of producer organizations (POs) are considered to catalyze producers’
self-organization, employment and to increase viability of rural areas by ensuring income and
jobs. The role, operation and recognition of Producer Organizations (POs), Associations of
Producer Organizations (APOs) and Inter-branch Organizations (IBOs) are regulated among
the market measures (EC, 2011e), while the conditions of supports related to them, as well as
to producer groups (PGs) involved in direct production organization are regulated among the
rural development measures.

= Producer
organization
= Individual
farmer
PRODUCER ORGANIZATIONS

Figure 5.9: The structure of producers’ self-organizing
Source: RIAE composition

From 2014, Member States shall recognize POs and APOs. Both organizations should
be formed on the initiative of the farmers who are “growers of products covered by the regime
and/or of such products intended solely for processing” (EC, 2011d). Objectives of the
producer organizations are also laid down in the regulation, such as coordinating and
concentration of supply, stabilizing producer prices, optimizing production costs, using

22

As Agricultural and Rural development Commissioner, Dacian Cioloş emphasized in his speech at the a
Future for Agriculture 2012 Conference (Brussels, 27 March 2012) in the future not Brussels will decide about
what and how much of that should be produced, and how much should be exported; there will be no centralized
decisions.

170

environmentally sound cultivations practices, waste management practices and promoting
sustainable farming practices.
Inter-branch organizations, established by producer organizations operating in certain
sectors, or by their associations – due to their membership – can contribute to creating a
higher level vertical cooperation, market organization, and coordination. Inter-branch
organization that are formed on the initiative of the stakeholders pursuing economic activities
related to production, distribution, and/or processing in one or more sectors, are also shall be
recognized. Objectives of IBOs can include helping to coordinate better supply distribution;
drawing up standard contracts which are compatible with Union law; providing the
information and carrying out the research needed to deliver sustainable supplies in the
amount, quality and price according to market requirements and consumer expectations;
improving quality, knowledge of and the transparency of production and the market; laying
down rules on the production and marketing; performing research and market studies, and
developing techniques to optimize the operation of the market including information and
communication technology; promoting Union fishery and aquaculture products in a nondiscriminatory manner by using the potential of certification, in particular designations of
origin, quality seals, geographical designations and sustainability merits; etc.
An IBO may be a representative organizations if it accounts for at least 65 % of at
least two of the following activities: production, marketing or processing of the relevant
product during the previous year. A PO is deemed to be representative of production and
producers in the specific economic area where it operates, with view to an extension of rules,
where its members account for at least 50 % of the producers in that economic area and it
covers at least 60 % of the volume of production of the area. (The definition of producer is
likely to be different in the different sectors). If the producer organization is considered to be
representative of production and marketing in one Member State and makes an application to
the competent national authorities, then the “Member State may make the rules agreed within
a producer organization binding on producers who are not members of the organization and
who market any of the products within the area in which the producer organization is
representative”. Compulsory rules can apply to financial contributions, to performing
activities laid down in the agreements and decisions of the IBO. “The rules to be extended to
non-members shall apply for a period between 90 days and 12 months”. It means that
Member States can delegate really significant powers to the representative organizations. The
objectives of extended rules can be to make accurate production or market reports, to provide
standard contracts for the sector(s), to draw up production, distribution, environmental
protection rules, quality minimum requirements, or rules for packaging that are stricter than
EU or national regulation.
The Commission shall be authorized to draw up legislation that would encourage
producer and inter-branch organizations to pursue activities to promote the adjustment of
supply to market demand – with the exception of buying up surpluses. These activities may be
directed towards improving the quality, improving the organization of production, processing
and distribution, facilitating data collection necessary for market analyses, etc. Measures can
affect the former CMOs of live plants23 (except cut flower), beef and veal, pig meat, sheep
meat, poultry meat, goat meet and egg production.
Those activities of POs and IBOs that aim at implementing the objectives under
Article 39 of the Treaty on European Union (improvement of agricultural productivity,
ensuring fair living conditions to farmers, market stabilization, etc.) may be exempt from the
Live plants and floriculture products include live trees, shrubs and bushes and other goods commonly supplied
by nursery gardeners or florists for planting or ornamental use.
23
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prohibitions related to competitions referred to in Article 101 (1). (Article 101 (1) prohibits
some activities deemed to be incompatible with the internal market: agreements between
undertakings, decisions by associations of undertakings and concerted practices which may
affect trade between Member States and which have as their object or effect the prevention,
restriction or distortion of competition within the internal market.) The activities of POs and
IBOs, however cannot be discriminative, cannot result in sharing the market, cannot distort
the market, or directly or indirectly fix purchasing or selling prices. It is important to
underline that the European Commission has exclusive competence to determine whether
PO’s and IBO’s agreements, decisions, concerted practices deviating from competition rules
can be justified, or not.
The recognition of producer organizations and their associations, or inter-branch
organizations is just an entry ticket to the cooperation with national authorities and does not
automatically mean that the organization will be supported. However, recognized producer
and inter branch organizations may be supported from Pillar 2 sources, among the others to
encourage horizontal and vertical cooperation (e.g. shortening the supply chain), to develop
new products and technologies, for pilot projects, etc., if these are included in the rural
development program of the Member State (EC, 2011c).
5.5.4. Producer Organizations and Producer Groups
In the case of fruit and vegetable producer organizations the Commission in the future
would like to control and monitor more closely the utilization of payments. Accordingly, the
approval of operative programs defining the operation of producer organizations may be
transferred from national competence to the competence of the Commission. Currently the
Member States enjoy full freedom in determining and financing the operative programs, and
community financing is linked to the expenditure based on the operative program plans. In
contrast, under the proposed regulation the Commission shall have the necessary delegated
powers to control the structure and content of the operational funds, the national framework
and national strategy of these operative programs.
In the new programming period the conditions of community reimbursement of
national expenditure for operatives programs will change. A recognized PO may set up an
operational fund to finance its operational program. This fund is financed by the financial
contribution of members (or the producer organization itself) and the EU’s financial
assistance. As a general rule, the financial assistance of the EU is limited to 50% of the total
operational fund, but in specific cases it may be increased to 60%. In regions of the Member
States where the proportion of fruit and vegetable production sold through POs is especially
small, the Commission may authorize the Member State to provide national support to a
maximum 80% of their operational fund. In accordance with the legislation in force, in
regions of Member States where producer organizations market less than 15 % of the value of
fruit and vegetable production and whose fruit and vegetable production represents at least 15
% of their total agricultural output, the national financial assistance may be reimbursed by the
Community at the request of the Member State concerned. The maximum 80% financial
assistance to operational funds would remain in the following financial framework, however,
the Commission shall specify the maximum amount of reimbursement of national supports,
furthermore may define approval measures concerning national financial supports. In
addition, the EU would provide reimbursement only if less than 15% of the aggregated fruit
and vegetable production value is sold by producer organizations, association of producer
organizations or producer groups in the Member State concerned. The European Commission
in the future aims to achieve effective market regulation by coordinating the operation of
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producer organizations, so that the EU can respond more effectively and more quickly in case
of market disturbance or crisis situation in the fruit and vegetable sector. Accordingly, the
draft proposal of the CMO contains several delegated powers concerning crisis management
and prevention measures. For example, in the future the Commission can regulate the choice
of measures, the withdrawal of commodities from the market, and the conditions of greenharvesting and non-harvesting of fruit and vegetables.
The European Commission has basically two main objectives concerning producer
organizations in the period ahead:
a. Producer groups bringing together smaller producers should meet the conditions for
recognition as a producer organization after a maximum 5 year transitional period.
The reason of the objective is that producer organizations are more viable, and due to
their organizational strength and the more marketable commodities have more
bargaining power, therefore better access to markets.
b. The EU considers of key importance the role of producer organizations the rural areas,
in sustaining rural population, and in improving income positions. Therefore the
creation of producer organizations is a priority among the rural development
measures.
During the transition period and until the final recognition, national authorities of the
Member States may grant these groups funding to form, encourage them to cover
administrative costs, as well as to cover part of the investment needed to attain recognition
(and set out in their recognition plan). This funding may be partially reimbursed by the EU. It
ceases once the PG is recognized as a PO.
The extent of operational support is calculated on the value of the production marketed
by a producer group: in the first two years the ceiling is 10%, and a ceiling of 8%, 6% and 4%
of the value of the marketed production applies on the 3rd, 4th and 5th years, respectively. As
for investment cost due to amendments to rules of producer organizations on 3 April 201224,
the ceiling changed as follows: no ceiling in the first 2 years of implementation of the
recognition plan, and a ceiling of 70%, 50% and 20% of the value of marketed production
applies on the 3rd, 4th and 5th years, respectively. At the same time, the European Union’s
financial assistance shall be limited to 4.1 % of the value of the marketed production of each
producer organization. However, that percentage may be increased to 4.6 % of the value of
the marketed production provided that the amount in excess of 4.1 % of the value of the
marketed production is used solely for crisis prevention and management measures.
This framework will not change in the future, but in order to give producer
organizations in the fruit and vegetables sector greater responsibility for their financial
decisions, new terms should be set out for the use of those resources. The aim of the new
conditions is to ensure an efficient, targeted and sustainable support system that after the
maximum five year long transitional period would result in the recognition of a new PO.
Accordingly, producer groups must present a phased recognition plan to their national
authorities. If this is accepted, it constitutes preliminary recognition and signals the start of the
transitional period. The achievement of the recognition plan will be closely monitored by the
24

Investment related EU financial assistance according to the draft proposal prior to the amendment was limited
to 50% of the actual expenditure, which under certain circumstances could have been increased to 60%.
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national authorities. In the fifth year support would be granted to the producer group if the
recognition plan was realized.
Another important feature of the new regulation is the enhanced support for micro,
small and medium-sized enterprises. It means that in the future only producer groups meeting
the definition of micro, small and medium-sized enterprises could be supported. The annual
ceiling of the aid will be EUR 100.000. The amount of support up to EUR 1 million marketed
production value will not change, above EUR 1 million, however it will be halved: in the first
two years a ceiling of 5%, and the ceiling of 4%, 3% and 2% applies on the 3 rd, 4th and 5th
year. This measure also aims to encourage producer groups to be interested in the more
efficient coordination, organization and in the increase in market turnover, so that they would
be able (by reaching a certain size) to transform into producer organizations and leave behind
the “framework” of rural development. It is also an important element of the new legislation,
that while producer groups can currently use part of their 100% support for financing
investments, in the framework of the European Agricultural Fund for Rural Development
(EAFRD), co-financed supports can be claimed by only individual farmers. This measure
probably will narrow the circle of farmers who will be able to obtain investment sources, and
also shows the intention of the EU, namely that strengthening smaller producers, and
enterprises should have priority in the rural development framework. It is shown also in the
scope of investments which is supported by the EU:






investments improving the overall economic performance of the enterprise;
investments improving processing facilities;
investments improving marketing;
investments in the infrastructure related to development and modernization;
investments that contribute to the fulfillment of agri-environment commitments.
5.5.5. Abolishment (Liberalization) of Planting Rights in the EU Wine Sector

Within the EU, the grafting-on and planting of vines of wine grape varieties is
prohibited, except if the planting is covered by planting rights. These rights can take the form
of (i) individual replanting rights, granted to a farmer following the grubbing-up of previously
existing vines; or (ii) new planting rights and rights from a national or regional reserve
managed by the Member State, not yet allocated to specific growers (scientific research and
experimental purposes included) (European Court of Auditors, 2012). If the producer
successfully claimed replanting rights, the new parcel of vines does not have to be planted on
the same piece of ground but may be transferred to another piece of land within the same
appellation, and replanting rights are tradable. If replanting rights expire (they are only valid
for a certain period) they are transferred into the national reserve of planting rights and can be
sold from the reserve for a certain period of time. This is to ensure that replanting rights in a
certain Member State are not lost and can be monitored and sustained. (The recently
completed grubbing-up support scheme, of course, is not associated with replanting rights.)
Prohibitions on planting new vineyards and the associated system of planting rights is
maintained until the end of 2015, however Member States are allowed to continue enforcing it
in all or part of their territory until 31 December 2018. The abolition of planting prohibition
was imparted with the 2008 CAP reform. The abolition of planting rights was introduced after
creating (an assumedly long term) balance in the wine market, because more efficient
producers were restricted by it in expanding production and improving their competitiveness.
After the abolishment of planting rights anybody can plant new vineyards anywhere in the
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EU. Many says that it would be the end of quality oriented regulation, since the control of
planting rights offered quality control to the Member States, as they could determine the wine
grape variety to be planted. This means that the abolition of planting rights will favor the
producers of low-cost table wines. In Hungary, planting of vineyards currently is allowed
only in areas listed in the cadaster of specified regions, and it is not yet clear if the current
procedure may be maintained in national competence in the future. There is one more reason
why the abolition of planting rights is not desirable for Hungary: by the liberalization,
Hungary would be at a competitive disadvantage compared to other Member States with more
capital-intensive wine production, with a consequence of falling producer incomes and further
reduction of wine areas. Hungary therefore took a position at the side of sustaining planting
rights. However, this would not mean the freeze of the total wine producing areas at current
level, as according to the data of the National Council of Wine Communes, replanting rights
available in the national reserve even let producers increase their production.
Besides Hungary, the abolition of planting rights is opposed by France, Italy, Spain,
Portugal, Germany, Austria, Romania, Bulgaria, Luxemburg, Cyprus, the Czech Republic,
Slovakia, Slovenia and Greece, too. Because of the strong protest, the European Commission
launched a special advisory group to review the system of replanting rights. The advisory
group’s ruling is expected to be born at the end of 201225.
5.5.6. Abolishment of Sugar Quotas
The European Commission’s legislative proposal does not include the continuation of
the sugar production quota regime, and minimum price for sugar beet, so they are to be
phased out by 2014/2015. Although the decision on the elimination of both quota and
minimum price had been made much earlier (IP/05/1473) in 2006, when the major reform of
the sugar sector took place, the current reform process of the CAP once again sparked the old
debate. Neither the producers, nor the sugar companies of the largest sugar producer Member
States accept the proposed changes, since in case of falling world market prices they would
hardly be able, if at all, to compete with the cane sugar imported from overseas 26.
Furthermore, among other things, it is also argued, that the elimination of the sugar market
regime would lead to greater domestic price volatility and the sugar supply of the EU would
become unpredictable. The abolition of the sugar quota would possibly result in further
decline in sugar beet production in Hungary, which can be explained partly by the weaker
efficiency, and partly by the comparatively low capacity of the sugar factory in Kaposvár.
A suggestion of raising the Hungarian sugar quota to the level of self-sufficiency has
been made recently (see the press release from the State Secretariat of the Ministry of Rural
Development, 5 November 2011). According to the suggestion the present quota level of 105
thousand tons should be raised up to 280-300 thousand tons. However, we should note, that in
2006/2007 based on the consensus of sugar-beet producers, sugar factories and the Ministry
of Agriculture, Hungary decided to renounce 50% of its sugar quota. (According to the EU
regulation, in Member States, where at least half of the sugar quota was renounced, the sugar
beet growers became eligible for coupled payments for 5 years.) However, since one of the
sugar companies (Mátra Cukor Zrt – Mátra Sugar co. Ltd) was not able to conclude the
25

The protesting countries may win a postponement of six years according to the recommendation of the special
advisory board (European Commission press release, 14/12/2012)
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Beside Hungary, France, Germany, Poland, Belgium, Spain, Lithuania, Finland, Romania, Austria, Slovakia,
Greece and the Netherlands also argue for the maintenance of sugar quota (International Confederation of
European Sugar Beet Growers, 2012)
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cultivation contracts necessary to fill in its own sugar quota, Hungary renounced 75% of her
quota. The financial interest of the stakeholders played an important role in the process, as the
European Commission encouraged quota returning by providing additional financial
assistance to sugar beet producers from 2008/2009 (IP/07/1401).
It is however, highly doubtful that there would be any political support on EU level for
the triplication of the Hungarian sugar quota, for at least two reasons: On the one hand, the
quota renouncement was heavily supported by the EU (more precisely, it was supported by
the consumers who paid higher price for sugar), on the other hand the actors of the sugar
industry paid very high prices to obtain the additional quotas allowed in the framework of the
reform.
To reach sugar self-sufficiency in Hungary an annual 2 million tons of sugar beet
should be processed. The capacity of the sugar factory in Kaposvár is 7-8 thousand tons a day.
If we calculate with a 100 days campaign period, a further 12-13 thousand tons per day
capacity would be required. According the experts’ opinion the sugar factory in Kaposvár
under the most favorable circumstances could produce maximum 150 thousand tons of sugar
per year (that would be a 50% self-sufficiency rate), and this is the biggest quantity to which
the raw materials could be provided optimally. It means that one more sugar factory should be
built, but its costs - not including the necessary infrastructural investments - would reach up to
HUF 60 billion. The increase in domestic sugar self-sufficiency level of course would require
more than just building another factory. It also assumes the development of the technical
conditions of sugar beet production, like purchasing modern sugar beet harvesters. Only this
purchase would require an amount of about EUR 33 million (approx. HUF 10 billion). In
addition, to ensure the profitability of the sector it is essential to stabilize per hectare yields
that can be realized beside by increasing inputs, only with irrigation. Investment of this
magnitude, however, assumes long term market predictability and stable regulatory
environment. The maintenance of the current quota regulation, minimal price and market
protection till 2020, however is not enough for that.

5.5.7. Abolishment of Milk Quotas
The scope of milk quotas (reference quantities) was extended yet back in 2003 with
the so called Fischler reform (Franz Fischler, agriculture commissioner) of the CAP, till 31
march 2015. At the 2008 review (Health Check) of the 2003 CAP reform the EU has decided
that milk quotas would be gradually increased before they expire in 2015. As a first step, with
regards to the market situation of (cow) milk, as producer prices and consumer prices were
high, the Commission proposed a 2% increase in the national milk quotas (the quantity of
milk that can be produced without penalty) in 1 April 2008. Following that, between 1 April
2009 and 31 March 2014 milk quota is to be increase increased in five steps with a yearly 1%
in 26 member states, while in Italy in 1 April 2009 a one-time 5% increase was implemented.
If Member States overrun their quota they have to pay surplus levies (penalty
payment). The amount of the levy can be rather substantial even in case of just a few
percentage overrun. Member States who typically exceed their quotas are the Netherlands,
Denmark, Austria, Cyprus, and Luxemburg, while the milk quota is almost fully filled in
Poland, France, Germany, Belgium, and Ireland (Figure 5.10). The rest of the Member States
are far below the defined reference quantities, so the milk quotas no longer limit their
production27. Member States who exceeds their milk quotas typically sell the bulk of their
27

However, it should be noted that acquiring bigger milk quota would require purchasing the individual quotas
from many small producers, which would be a difficult and costly undertaking.
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surpluses, usually on a depressed price, in those Member States who were not able to fully
utilize their milk quotas. There is however no chance in 2012, just three years after the last
quota increase and two years before their total abolition, for suspending the increase of milk
quotas, or reallocating them. North-Western Member States will benefit probably from milk
quota abolishment. However, it should be noted that the introduction of the per hectare flat
rate to the basic payment scheme in Member States and on regional level in 1 January 2019 at
the latest, would probably limit milk production in the LFA regions of these countries, too.
In Italy (Hungary’s most important export market), the 5% one-time milk quota
increase in 2009 led to significant growth in production. Consequently, the import of raw milk
has declined and the competition among importer is increasing. The situation is further
aggravated by the purchase of almost 85% of Parmalat stocks by Lactalis, the French
collectively owned “dairy giant”, to whom the French owners can deliver milk, too. As the
milk production of the neighbouring countries is forecasted to grow, Hungary’s raw milk
export would probably decline. The increased raw milk quantity in the domestic market is
likely to lead to falling producer prices and consequently can speed up the pace of the
shrinking of milk production.
The dairy sector should prepare for the changes in time. The consumption of dairy
products in the EU and in Hungary is not likely to decline in the long run, so the fundamental
questions concerning the future of the sector is whether the domestic dairy industry will be
able to preserve, or by any chance, to improve its position. The most pressing matter is to
improve the efficiency and competitiveness of milk production and especially of milk
processing, so that it will be able to handle all the domestic milk production. Market
stakeholders should be encouraged to create and join producer organizations, associations of
producer organizations and inter branch organizations. With combined efforts, these
organizations can improve the transparency of the food-chain, can strengthen and stabilize
contractual relations.
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Figure 5.10: Milk quota utilization in EU Member States
(quota year 2010/2011)
Source: European Commission

5.6. Rural Development 2014-2020
Besides improving the competitiveness of agriculture, the sustainable management of
natural resources, and the production of public goods, improving the quality of life in rural
areas, and maintaining rural population are the most important elements of rural development.
In order to ensure balanced regional development greater emphasis will be placed on the
“place-based” (or location-based) approaches, which aim to exploit the possibilities of
endogenous development by relying on cooperation and partnerships (Flament, 2011). Its
most important condition is to carry out adequate assessment of the competencies at different
levels of decision-making levels and to enforce decision making (Zawalińska, 2011).
The background impact study (EC, 2011b) and its annexes (EC, 2011f) of the
European Commission’s proposal (EC, 2011c) analyzed several scenarios, each containing
different emphasis on the policy objectives and providing different opportunities. Thus it
cannot be excluded that the final legislation will be a combination of the different elements of
several scenarios. Based on the impact assessments and on the working group discussions, it
appears most likely28 that the “integration” scenario will prevail in the rural development29 .
28

The other two scenarios would lead to greater changes, which politically cannot be considered plausible.

29

It is concluded that the „adjustment” scenario would represent the continuity of the policy. Its implementation
would lead to significant improvement in the competitiveness of the agricultural production and in environment
performance. However, it is doubtful whether this approach without fundamental changes would be acceptable
when facing with present and future challenges. The “refocus” scenario orients the policy exclusively towards
the environment and climate change, would phase out direct payments and assumes that socio-economic needs
of rural areas can be served by other policies.
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The “integration” scenario “entails major policy changes in the form of enhanced
targeting and greening of direct payments and reinforced strategic targeting for rural
development policy in better coordination with other EU policies, as well as extending the
legal base for a broader scope of producer cooperation (EC, 2011c)”. In addition to the
requirement for more effective operation, rural development sources would be frozen in real
terms, however the objectives criteria adapted to the rural development objectives and
priorities would play a greater role in the redistribution between the Member States.
With the adoption of the integration scenario the rural policy would harmonize with
the EU 2020 Strategy, and closer coordination can be achieved through those non-EAFRD
funds that also support the implementation of rural development objectives. The European
Innovation Partnership (EIP) "Agricultural Productivity and Sustainability" can enhance the
effectiveness of innovation-related actions. Emphasis is given to services related to
environment protection and climate change mitigation. Finally, the introduction of new risk
management tools is also initiated, such as the “Global Agricultural Risk Management Fund",
which would operate on similar principles as the EU Solidarity Fund.
The expected economic impacts of the integration scenario’s rural development
measures include the faster diffusion of innovation activities and broader collaborations, as
well as the improved efficiency in the food supply chain. In addition to the known forms of
cooperation, there are new opportunities in the support of inter branch organizations, or
contractual cross-border cooperation. The effective implementation of rural development
programs can be further encouraged by the correct use of the results of ex-ante assessments,
and by setting aside performance reserves. Alignment to the local socio-economic needs can
be assisted by supporting grassroots initiatives, introducing LEADER “start-up kits”, as well
as the possibility to combine the sources of different funds.
The proposal also deals with the issue of simplification. In this context, the
management and control requirements of the pillars are aligned and harmonized. The
implementation can be further simplified by the development of the new common monitoring
and evaluation system.
5.6.1. Distributional Considerations
In the European model of agricultural economy, the multifunctional agriculture and
the countryside provide different services, such as food production, ecological and
environmental services, as well as socio-economic and cultural services. In the framework of
rural development investment supports may lead to improved competitiveness, environment
related supports may generate increased labor demand through the production of public
goods, while supports improving the quality of rural life lead to increase in consumption. The
overall benefits from rural development supports may be enhanced because of the multiplier
effect. The current distribution of rural development supports between the axes is far from
being effective, as part of the support – similarly to the direct payments –exert an influence
outside the rural regions, leaking to non-rural areas:
 The benefits of agricultural farm investments tend to leak towards both the input and
output side (Viaggi et al., 2011a). To reduce the undesirable impact, supports should
be transformed into farm-specific financial assistance decoupled from investment, and
based on the labor endowment of the enterprise, on the degree of specialization, and
on the managerial expectations (Viaggi et al, 2011b).

179



Farm-level support are inadequate to improve the environmental status, since the
environmental status quo, or the improvement of biodiversity requires supporting
complex intervention measures in relatively larger areas (Mouysset et al, 2012).
 Psaltopoulos et al. (2011), analyze the impacts of supports on the system of
relationships in the local economy and conclude that rural regions have suffered losses
in comparison with the urban areas.
The accessibility of the central economic areas is a determining factor in economic
performance. The level of economic activity is lower in the outer suburban, peripheral
regions, than in the central urban areas30. Unemployment indicators, particularly with regard
to the long-term unemployment, typically exhibit higher values in the remote, peripheral rural
areas (McQuaid and Gregg, 2006). Eupen et al, (2012) recommend a new rural typology, with
regional revenues, accessibility, and natural values to be taken into account. Territorial
development is determined by the changes of these factors. According to Michalek and
Zarnekov (2012), the multi-dimensional (composite) rural development index they
constructed on the basis of an econometrically estimated intra- and inter-regional migration
function composed of factors (domains) such as incomes, accessibility, quality of the
environment, and the activity of the population, also draws attention to the huge differences in
the level of regional/ rural development among rural regions, progressing regional disparities,
and to the importance of the balanced territorial development of rural regions. Therefore the
allocations of rural development funds between the Member States should be based on
objective criteria.
The paradox of the allocation of the funds across the European Union is that although
every Member States agree on the importance of increasing support efficiency, net
contributors wish to reduce their contribution, while net beneficiaries are interested in the
increase of their support level (O’Driscoll, 2011). According to the rate of their contribution
to the CAP budget, Member States can be grouped into three categories: net contributors31,
balanced contributors32, and net recipients33. Groups of Member States are also can be
identified by the differences in the economic development. Southern Member States would
generate greater sources by increasing direct payments, while the majority of the new
Member States would rely more on rural development measures to strengthen the structural
transformation. An UK-led coalition of Member States – e.g. the Netherlands and Sweden –
urges the radical reform of rural development. France and Germany, however, favor only
minor adjustments.
5.6.2. Hungarian Ideas
Hungary’s rural development policy – accepting the proposed rural development
priorities34 of the CAP – considers the food production function of the agriculture to be a
priority, since it cannot be replaced by anything else. Summing up the experiences of the past
period (Hungaricum Consortium, 2010; Ministry of Rural Development, 2011a), we can
30

Besides the outer peripheries there are also urban (inner) peripheries called shadow zones.

31

Belgium, the Netherlands, Luxemburg, United Kingdom, Germany, Sweden, Malta, Italy, Cyprus.
Denmark, France, Austria, Finland, Slovenia.
33
Portugal, Spain, Czech Republic, Poland, Slovakia, Ireland, Romania, Estonia, Greece, Hungary, Bulgaria,
Latvia, Lithuania.
34
Agricultural competitiveness; sustainable management of natural resources; balanced development of rural
areas
32
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conclude that the New Hungary Rural Development Program (NHRDP) created development
opportunities in the rural economy, environment and in the society, induced community
initiatives, and animated both financially and intellectually the countryside. At the same time,
the program was more about relieving the symptoms, and was not so successful in generating
creative development activities. Measures aimed at the improvement of the status of
environment and rural areas did not lead to significant increase in environmental value added,
and claimants were more interested in obtaining funds for their operation. Rural areas were
motivated more by the social constraints, and by basic infrastructural needs, than by their
interest in enterprise-development. In the LEADER local decision making opportunities are
limited. Effects of the NHRDP in the four axes:


Axis I (Improving the competitiveness of the agricultural and forestry sector) supports
focused on investments into the production of agricultural raw materials, so there are
few options left for to improve processing and market access. The development of the
technology led to reduced labor demand and none the quality parameters of human
resource improved significantly.



Axis II (Improving the environment and the countryside) measures (mostly agrienvironment, Natura 2000 and afforestation) maintained the production, and, at most,
created some additional job opportunities for agricultural or forestry workers.



Axis III (Quality of life in rural areas and diversification of the rural economy)
supports, partly due to the low absorption capacity, contributed mostly to development
in social care, and in basic services.
 Axis IV (LEADER) had an important role in the development of local management
systems that cover the rural areas and are based on the cooperation of local
governments, enterprises, and civil organizations. However, disadvantaged social
groups (e.g. poor people, Roma people) are under-represented in the decision making
process.
Increase in the added value, creating more job opportunities based on the development
in economy and enterprises, which is triggered by innovative ideas, conceptions and framed
in cooperation, partnerships, are continue to be the greatest challenge in rural development.
The driving force of the economic growth - aligned to the EU 2020 “smart, sustainable
and inclusive” medium-term growth strategy – would be innovative answers to current
challenges, new skills that are needed for innovation, new jobs, improving social welfare and
increasing standard of living (EC, 2010). On the basis of the necessary developments in the
different areas of intervention, the following issues require decisions to determine the future
direction of rural development:





Structure of holdings, farm structure: Strengthening viable farms, restructuring and
diversifying their production will increase the chance of survival, the farm income and
will provide livelihood. When determining who the beneficiaries of the improvements
should be, decision makers must consider, in the context of farm-size, the differences
derived from specialization, economies of scale, capitalization and the role in
employment.
Sectoral preference, value added, market access: Instead of activities involving low
level employment and low added value, the production of labor intensive, high value
added food should be supported if market opportunities are well established.
Cooperation: Market trends make the cooperation of stakeholders essential. The
method and the spatial extent of the integration between producers (horizontal), and
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between the different actors across the food-chain (vertical) should be determined.
Producers’ cooperation contributes to the reduction of transaction costs, to the increase
in bargaining power, it improves market access, and increase transparency.
Risk Management: The returns on agricultural investments, and the stability of
producer incomes require new approach in the agricultural risk management and
significant expansion in compensation35. Besides measures designed against the
harmful consequences of natural disasters and catastrophes, introduction of an
insurance system designed especially for disasters endangering crop security (such as
draught, hailstorm, frostbite, etc.) with supported insurance fee, and later the creation
of the conditions of income insurance (group risk insurance) should appear on the
agricultural insurance market
The social role of rural development: The increased social participation and reduced
rural poverty serves as a safety net. For the successful realization of programs
targeted to make a way back to work, public work opportunities, social farming
program and cooperatives are necessary. The local program also should be based on
local resources.

It is a priority task to launch more added-value creating innovations to mitigate our
lagging behind position, in the following areas:






Improving the competitiveness of the agriculture in the local, domestic, EU and world
market, too. In addition to producing quality products and safe foods, following
environmental and animal welfare rules, it is essential to improve the efficiency of the
agricultural production, and to support the necessary investments. It is appropriate to
increase the level of processing, and the level of renewable energy production, to
bring new products to the market through new innovative investments and to develop
and modernize existing products. Promoting the structural transformation is also very
important and can be achieved by the modernization of existing farms, by increasing
the number of viable agricultural holdings and undertakings, by the diversification of
products and activities. Land consolidation is essential if we want to improve the
viability of agricultural production and farms, and want to facilitate the sustainable use
of our natural resources. To enhance bargaining power, the cooperation and
collaboration of producers should be strengthened, market access should be improved
(e.g. development of local markets), and marketing activity should be developed.
To provide effective ecosystem services an environment protecting natural resource
management should be developed throughout the rural area. In addition to the
increased utilization of renewable energy resources, the reduction of greenhouse gases
(GHG) emission, and the enhancement of carbon absorption collectively contribute to
climate change mitigation. The rational use of the land will help to adapt to the climate
change. Financial assistance could focus primarily on the production of environmental
public goods, and on the reduction of the effects of the climate change. In the case of
environmental considerations attention should be paid to the sustainability of the
ecosystem, to the conservation of biodiversity and to the enforcement of water
management goals.
Local resource-based economic growth assumes the increase in local food production
level, the increased degree of processing, preserving existing jobs and creating new
ones (e.g. green employment), as well as developing basic and community services,
strengthening the infrastructural background, and expanding and developing central
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places. Successful local development is based on developing value-boosting, active,
innovative and well-functioning rural communities, which can be realized by the
consistent application of the LEADER principles36. The self-organizing ability of the
rural communities should be strengthened. It is essential to set up aid programs to help
the lowest income households, and launch well designed return-to-work programs..
The efficient use of public funds requires the targeted and concentrated use of the
available rural development sources. Furthermore the systems of rural development, regional
and cohesion supports should be harmonized. Raising the quality level of rural development
requires interventions that fortify the optimal use of natural and production resources,
sustainability and social cohesion at the same time. Synergy effects generate more balanced
territorial development. To launch complex and priority programs, consideration should be
given to territorial and sectoral issues.
Additional areas of intervention are capacity building to improve human (e.g.
supporting young farmer entrants) and institutional conditions, as well as trainings and
advisory services to promote and sustain enterprise development in the rural areas. Once the
conditions of innovations, such as the widespread use of production, scientific, technical,
administration methods and technologies, institutional information and evaluation systems
(e.g. remote sensing) are created and offered to public use, the door opens for successful
developments. In programming and implementation, interventions are designed to “cut” red
tape, to reduce administrative burdens and to improve transparency.
Rural development supports continue to be the most important source of development
in the following decade, too. The drawdown of current development funds, however, falls
short of the expectations. This is especially true for livestock farmers, who, at least the
majority of them, are not encouraged to modernize their farms, when facing acute lack of
capital, shortage of cash, expensive loans, unfavorable market conditions and market
outlooks. At the same time support conditions require to maintain the level of production for
several years.
The social expectation and the realistic goal is clear: under the current world market
conditions, existing CAP regulation and within our national framework we should use our
agricultural resources to the maximum extent possible, to increase the GDP and to ensure
high rate of employment (livelihood). Without doing so, all stakeholders (intellectuals,
farmers, and food processors) agree, the Hungarian agricultural economy will continue to
struggle with structural tensions and poor competitiveness. Therefore if we want to ensure
food-, energy- and environmental security, then it is essential to deliver an effective strategy
built on the higher level use of our natural and human resources (Popp et al., 2008).

5.6.3. The Changing Scope of Rural Development
According to the draft proposal on EAFRD (EC, 2011c), in the framework of the
CAP, rural development supports should contribute to the improvement of agricultural
competitiveness, to the sustainable management of natural resources, to effective climate
actions, and to the balanced territorial development of rural areas. Realizing these goals
assumes sound programming, effective delivery framework, and adequate distribution of
financial resources.
36

Integrated approach, partnership, area-based approach, networking, cooperation, supporting grassroots
initiatives.
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The implementation mechanism is based on the strategic approach that includes
clearly defined common priorities, common objectives in all Member States based on the
above priorities and, necessary adjustments based on past experiences.
From the different scenarios of the CAP reform, the integration scenario will define
the future in 2014-2020. Its main goal are:





More effective, more equitable and better targeted distribution of funds;
Greening CAP payments;
Improve sectoral competitiveness, sustainable development, innovation
cooperation;
Promote adaptation to economic and environmental challenges.

and

In the new framework – in order to ensure consistency with the Europe 2020 “the smart,
sustainable and inclusive growth” strategy (EC, 2010) –, facing challenges such as climate
change, environment and innovation, the scope and direction of rural development is more
accurately defined than ever. In this context, the second pillar of the CAP is built on six EU
priorities for rural development and their focus areas, which translate the relevant Thematic
Objectives of the CSF (EC, 2011c):
1. Fostering knowledge transfer and innovation in agriculture, forestry, and rural areas,
strengthening the links between agriculture and forestry and research and innovation
and fostering lifelong learning and vocational training in the agricultural and forestry
sectors.
2. Facilitating restructuring of farms facing major structural problems, notably farms
with a low degree of market participation, market-oriented farms in particular sectors
and farms in need of agricultural diversification, and facilitating generational renewal
in the agricultural sector.
3. Better integrating primary producers into the food chain through quality schemes,
promotion in local markets and short supply circuits, producer groups and inter-branch
organizations, and supporting farm risk management
4. Restoring and preserving biodiversity, including Natura 2000 areas and high nature
value farming, and the state of European landscapes, improving water management,
and improving soil management.
5. Increasing efficiency in water use by agriculture, in energy use in agriculture and food
processing, facilitating the supply and use of renewable sources of energy, of byproducts, wastes, residues and other non-food raw material for purposes of the bioeconomy, reducing nitrous oxide and methane emissions from agriculture, and
fostering carbon sequestration in agriculture and forestry;
6. Promoting social inclusion poverty reduction and economic development in rural
areas, with a focus on the following areas in order to facilitate diversification, creation
of new small enterprises and job creation, foster local development in rural areas and
enhance accessibility to, use and quality of information and communication
technologies (ICT) in rural areas
All of the priorities shall contribute to the cross-cutting objectives of innovation, environment
and climate change mitigation and adaptation (EC, 2011c). However, there is a priority
missing on promoting essential horizontal cooperation, which could enhance the effectiveness
of the other priorities.
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Besides creating a new priority system, simplification was another important consideration
throughout the CAP reform process. Simplification is expected in the design of the rural
development programs by Member States, too. Simplification measures are:




Setting up Common Strategic Framework (CSF). All EU funds are placed under a
common strategic framework at EU level with common rules. CSF seeks to improve
coordination and secure the more targeted use of the EU's structural funds. Rural
development is to be included in the Common Strategic Framework with other EU
shared management funds.
Introducing Partnership Contracts. In 2013, each Member State will be asked to draw
up a Partnership Contract. These will set out an assessment of national development
needs and define priorities. The Partnership Contract will constitute an agreement
between the Commission and the Member States regarding the use of EU supports and
funds37.

The EAFRD draft proposal (EC, 2011c) sets out preliminary expectations for the given
priorities, these ex ante conditionalities are established in Annex IV of the proposal (Table
5.7.).
To improve the effective implementation of rural development programs horizontal
regulations applying to several priorities and mandatory for all Member States have also been
laid out:




Administrative efficiency in the Member States. In order to realize this goal, Member
States are to create their administrative strategy including public administration reform
if necessary.
Ensuring adequate human resources allocation for the management and
implementation of rural development programs.
Appropriate approach laying down principles with regard to the setting of selection
criteria for projects and local development is defined.

The fulfillment of the ex-ante and horizontal conditionalities makes the access of Member
States and beneficiaries to EAFRD sources possible, and make the implementation of the
supported projects easier.
The Member States – similarly to the earlier period – can submit either a single rural
development program covering their total territory, or a set of regional programs. The rural
development program on the basis of the common target indicators valid for all Member
States includes rural development principles related goals, the strategy of their delivery, and
the associated measures. Programming in the Member States must comply with the EU
priorities for rural development, should be complementary to other policy programs (in
particular to policy related to agricultural markets, cohesion policy, and common fisheries
policy), and at the same time must adapt to the specific national conditions, and rural areas
characterized by different potential beneficiaries. The draft proposal include rules concerning
the design, approval and revision of rural development programs, that largely follow current
rules, though contain some new elements, too.

37

European Regional Development Fund (ERDF), European Cohesion Fund (ECF), European Social Fund
(ESF), European Agricultural Fund for Rural Development (EAFRD), European Maritime and Fisheries Fund
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Member States are given more room to include in their rural development programs
thematic sub-programs to address specific needs in areas of particular importance to them
(Table 5. 8).

Table 5.7. Priorities linked ex- ante conditionalities for rural development
EU priority for RD
1. Fostering knowledge transfer
and innovation

Ex ante conditionality and criteria for fulfillment



National and/or Regional Innovation Strategy
Sufficient advisory capacity.



Commencement of new business activities (business set-up) :
- Reducing time to set-up business to 3 working days and the cost to
€100; reducing the time needed to get licenses and permits to 3
months;
- Systematic assessment of the impact of legislation on SMEs.
 Good Agricultural and Environmental Conditions (GAEC):
standards to be defined in national law and specified in the program;
4. Restoring, preserving and
 Minimum requirements for fertilizers and plant protection,
enhancing ecosystems
definition of relevant mandatory national standards;
 Risk prevention: the existence of national risk assessments for
disaster management taking into account climate change adaptation.
 GHG emissions reduction plan and report on adopted policies and
measures;
 Energy Efficiency Action Plan;
5. Promoting resource efficiency
 Existence of a water pricing;
 Waste management plans;
 National renewable energy action plan.
 The provision of support for relevant stakeholders in accessing the
EAFRD ( support for submitting, implementing and managing
projects);
6. Promoting social inclusion
 Comprehensive and inclusive strategy for inclusive start-up support;
 National NGA Plans (Next Generation Access Networks), to reach
the EU high-speed Internet access targets.
Source: Based on (EC, 2011c) Annex IV, edited by RIAE Rural Development Policy Department
2.-3. Enhancing
competitiveness, promoting
food chain organization and risk
management

Thematic sub-programs38 should concern, among others, young farmers, small farms,
mountain areas and the creation of short supply chains. They should also be used to provide
for the possibility to address restructuring of agricultural sectors which have a strong impact
on the development of rural areas. To increase the efficient intervention of the thematic subprograms Member States are allowed to provide for higher support rates for certain operations
covered by them (maximum 90%).
As a further simplification, earlier axes disappear, so rural development programs will
be based on priorities and associated measures (Annex 2). In order to ensure that the measures
comply with the specificities of the Member States and beneficiaries, in the case of several
measures - in the light of the criteria laid down in advance by EC – it will be possible for the
38

When Member States incorporate thematic sub-programs in their rural development programs, each subprogram should be founded by SWOT analysis, and must include identification of the needs that have to be
addressed by the sub-program; specific targets at sub-program level and a selection of measures including an
assessment of the expected contribution of the measures chosen to achieve the targets; a separate specific
indicator plan, with planned outputs and planned expenditure, broken down between public and private. The
Managing Authority may designate one or more intermediate bodies, including local authorities, local action
groups or non- governmental organizations, to carry out the management and implementation of that strategy
(EC, 2011c).
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Member States to define and apply different threshold values and categories. (For example
rural area typology, agricultural holding categories by size.)
Table 5.8: Measures and Operations of Particular Relevance to Thematic Sub-Programs
Thematic sub-programs
Measures and operations

Mountain
areas

Short
supply
chains

+

+

+

+

+

+

+

+

+

+

+

+

+

+

+

+

+

Young
farmers

Small
farms

+

+

+

Knowledge transfer and information actions
Advisory services, farm management and farm relief
services
Cooperation
Investments in non-agricultural activities

Business start-up aid for young farmers, business start-up
aid for the development of small farms
Investments in physical assets

Setting up of producer groups

+

+

+

LEADER

+

+

+

Quality schemes for agricultural products and foodstuffs

+

+

+

Basic services and village renewal in rural areas
Payments to areas facing natural or other specific
constraints
Agri-environment operations

+

+

Farm and business development in rural areas

+

+
+

Establishment of agro-forestry systems
+
Source: Based on (EC, 2011c) Annex III, edited by RIAE Rural Development Policy Department

The simplification of monitoring and evaluation is realized by the establishment of a
common monitoring and evaluation system with a list of common indicators linked to the
policy priorities. For Member States with properly functioning control systems and low error
rates, the Commission will be empowered to allow for a reduction of the number of on-thespot checks.
Monitoring of the program involves the drawing up of an annual implementation
report that should be sent to the Commission. Member States must submit the first progress
report covering calendar years 2014 and 2015, only in 2016. There will not be half term
evaluation report, however in the annual implementation report submitted in 2017, Member
States will have to cover a description of the implementation of any sub-programs included
within the program, an assessment of progress. Member States must also shall prepare an ex
ante and ex post evaluation report, the latter shall be submitted to the Commission by 31
December 2023 at the latest.
.
5.6.4. Measures
As the majority of measures serve multiple purposes or priorities, they are no longer
grouped into axes. The draft regulation defines list of measures, from which Member States
can assemble their combinations of measures in relation to the priorities. Each of the
measures can serve multiple priorities or purposes. In terms of the composition of measures
several changes occurred compared to the 2004-2013 period. The majority of changes are
aimed at correcting those already existing measures that are not operating properly:
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Adjustments have been introduced to settle problems related to the implementation of
measures and to the use of sources (e.g. in case of animal welfare measures the
potential commitment period shortened, while potential agri-environmental
commitment period extended), they also ensure greater access, more targeted, and
more efficient use of financial resources (e.g. in the future, only producer groups
deemed to be SMEs have access to supports).
Combinations of measures have been introduced to design and implement integrated
projects of high added value (e.g. investments into physical assets, farm advisory,
management and farm relief services).
Strengthening and extending measures: The draft regulation strengthens some
measures already in force, while others are extended in the form of horizontal
measure. For example the current cooperation measure is significantly reinforced and
extended to support a wide range of types of cooperation (economic, environmental
and social) between a wide ranges of potential beneficiaries. It now explicitly covers
pilot projects as well as cooperation activities crossing regional and national borders.
Leader and networking approaches will continue to play a key role, in particular for
the development of rural areas and in spreading of innovation. Support through Leader
will be consistent and coordinated with the support for local development from other
EU shared management funds. A prize for local innovative cooperation projects will
support transnational initiatives in favor of innovation (European Innovation
Partnership) (EC, 2011c)..
Designing new measures in response to economic, social, and environment changes
(economic crisis, climate change, characteristics of the new Member States). The list
of individual measures contains several new measures (e.g. individual measure covers
organic farming, areas facing natural constraints, the income stabilization tool which is
a part of the risk management tool kit).

The new rural development policy with regard to the main elements of the measures
continues to support the former goals (such as competitiveness, climate change, environment
protection), however certain areas will be given greater emphasis than before (for example
innovation, cooperation, risk management). The risk management tool-kit offers new
possibilities to deal with the increased economic risk caused by the strong price volatility in
agricultural markets and climate change. The prerequisite of successful risk management
measure application is the creation of national risk assessment system. In the risk
management tool-kit, beside the measures to be applied in case of crisis (restoration of
production potential as well as prevention measures), there are two other measures: mutual
funds for farmers for economic losses caused by the outbreak of an animal or plant disease or
an environmental incident, and an income stabilization tool providing compensation to
farmers who experience a severe drop in their income due to natural disasters. The delivery of
measures is ensured by partly by the nature of the application (voluntary or mandatory) and
partly by the minimum ratio of the source defined for the measure.
5.6.5. Financial framework
The support of rural development in 2014-2020 will be funded from the EAFRD
amounting up to almost a quarter of the CAP budget (23.2%). EAFRD will be part of the
above mentioned CSF (including all Structural Funds) aiming at implementing the Europe
2020 strategy (EC, 2010a). The new structure is expected to facilitate the management of the
projects, especially the implementation of integrated projects both for the national managing
authorities and beneficiaries. Rural development is indirectly promoted by other CAPresources, direct payments and market expenditure (Pillar1), as well as other supports
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allocated to agricultural goals, including food-safety, food-aid to the most deprived persons,
safety net provisions in the event of agricultural crisis, European Globalization Adjustment
Fund resources, and the special support for research and innovation (Horizon 2020), too.
With regard to the rules of finance – in accordance with the multiannual financial
framework – the annual breakdown of resources will be fixed by the EU decision making
institutions (EP and EC). The distribution of funds for rural development is based on
objective criteria linked to political goals while taking into account the current distribution
mechanism (past performance). As in the previous period, the co-financing rate will be
higher, 85%, in the less developed regions in the 2014-2020 period, too (Table 5.9). The
minimum EAFRD contribution rate will be 20%, the maximum rate will be 80% , which may
be increased up to 90% in less developed and outermost regions, and in the case of certain
sub-thematic programs. Innovation projects are fully (100%) financed from the EAFRD,
regardless of the level of development of the regions.
Table 5.9: EAFRD co-financing rates
Target area of intervention
Minimum EAFRD contribution
Less developed regions* and outermost regions
All other regions
Certain measures**
Operations with a significant contribution to innovation

Contribution (%)
20
85
50
80-90
100

* GDP per capita for the 2007-2013 period was less than 75% of the average of EU-27%
** Knowledge transfer, information activities, setting up producer groups, cooperation, business start-up aids to
young farmers, local development measures under LEADER, 90% only in less developed regions and outermost
regions.
Source: Based on (EC, 2011c) edited by RIAE Rural Development Policy Department

The minimum distribution rate of EAFRD resources between the different target areas:






25% of the total contribution from the EAFRD to each rural development program for
climate change mitigation and adaptation and land management, through the agrienvironment-climate, organic farming and payments to areas facing natural or other
specific constraints measures.
5% of the total EAFRD shall be reserved for Leader. If Leader actions are financed
from different funds, a “lead fund” shall be designated and the strategy’s running
costs, ’animation‘ and networking activities will be financed from the lead fund only.
Technical assistance is fixed at 0.25% of the rural development envelope.
5% performance reserve. It shall be allocated in 2019 if the performance review in
2017 and 2019 based on the progress reports of the Member States proves that the pro
rata use of resources harmonized with the chosen objectives, programs and subprograms39. The allocation can only be used for priorities where performance has been
satisfactory (milestones have been achieved) – based on Member State proposal (EC,
2011c).

It is also a novelty that resources transferred to the EAFRD from Pillar1 of the CAP due to
the introduction of the upper ceiling in direct payments shall be reserved for operations which
39

Late decision on the performance reserve can easily prevent the resource allocation.
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provide a significant contribution to innovation, in the form of an initial prefinancing amount.
This initial prefinancing amount shall represent 4% of the EAFRD contribution to the
program concerned. It may be split into a maximum of three instalments depending on budget
availability. The first instalment shall represent 2% of the EAFRD contribution to the
program concerned (EC, 2011g). Some flexibility for transfers between pillars is introduced
up to 5% of direct payments from Pillar I to Pillar II to allow Member States to reinforce their
rural development policy, and from Pillar II to Pillar I for those Member States where the
level of direct payments remains below 90% of the EU average (EC, 2011c).
In the context of the implementation of the rural development objectives, the distribution
of financial resources between the Member States is also a fundamental question. In making
the annual breakdown the EAFRD proposal takes into account (EC, 2011c):




objective criteria linked to rural policy objectives:
o the competitiveness of agriculture
o sustainable management of natural resources and climate action, and
o balanced territorial development of rural areas
past performance (current distribution of EAFRD resources)

The proposed target- and performance oriented resource allocation that replaces the
former distribution to solve “specific situation and needs” aims at more efficient operation of
rural development. The EC’s impact assessment (EC, 2011b) provide distribution formulas
based on indices and indicators (Annex 3).

Summary
The accelerated development of the world economy, the globalization affects among
others the food economy, too. The conditions of agricultural production around the world are
changing rapidly and create new challenges for the sector. The most important determinants
of these changes are the transforming food demand, the falling relative prices of traditional
agricultural products, the growing importance of food supply chains with vertical integration,
accelerating concentration in food trade and food processing, worsening environmental
situation, the impacts of climate change, liberalization of global trade and agricultural policy
reforms.
The transformation of demand deserves the first place in our list. The growth rate of
demand for cereals as food is gradually decreasing, because in addition to food consumption
the feed demand of the livestock is growing significantly. The underlying reason is that the
demand for animal products and for fruit and vegetables is steadily growing. What is more,
food-safety gains more importance in consumption decisions. At the same time the
quantitative indices of per capita food consumption are not increasing, in fact in case of
certain products (e.g. cereals) long-term decline can be observed for the benefit of dairy and
meat products due to the continuous quality improvement in diet.
New development is the increasing demand for raw materials of bioenergy
production. The rapidly increasing prices and dwindling stocks of fossil energy resources
shift the focus on agriculture linked energy production. In addition to the biomass, oilseed
crops, cereals, mainly maize can be the raw materials for energy production. Today, the
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bioenergy production is more of a future possibility, but the demand for its raw materials is
growing already.
Global price trends are also important factors. The long term downward trend in
relative food prices seem to be broken. The global price developments of energy and
agricultural products are getting more and more linked. At the same time major volatility is
expected in agricultural producer prices, which will influence agricultural production.
Over the past decade food supply chains with vertical integration gained more
importance parallel to the rapid concentration process of the food-trade, which is
manifested in the expansive retail capacity of supermarkets and hypermarkets. Food
processing and trade integrate the stakeholders of the food supply chain from producers of
raw materials to consumers in an ever growing degree. Integrated systems manage the road of
the food from farm to fork (table), where processors and retail chains provide mandatory
requirements and standards. Similar tendencies can be observed in Central and Eastern
Europe. In Hungary, the five largest retailers account for two-third of food sales (in Poland it
is “only” about 50%).
Agricultural production is influenced by the agricultural policy and the institutional
environment, too. As a result of the WTO negotiations, sooner or later the further
liberalization of international markets will be inevitable, which would facilitate the
international market access of products from developing countries (assuming appropriate
quality and sufficient quantity). However developed countries would face probably
transforming traditional agricultural support systems, consequently increasing market
competition.
Along with the changing demand increased integration of national and international
agricultural markets is expected. As a result, market oriented production and focus on
agricultural incomes will replace the traditional quantitative approach of the agricultural
production. The key to producers’ success is to think in food-supply chains. The role of
human labor that characterizes traditional agricultural production is also changing as
production management and organization, i.e. the quality side of the labor is becoming
increasingly dominant. Producers’ decisions are determined by market demand, therefore on
farm level the specialization of production can be expected, coupled with the diversification
of production on regional level.
In parallel with the strengthening of market relationships the scale of production also
increases fast, especially in livestock farming. Industrial livestock farms give an ever
increasing proportion of poultry meat, pork, and egg production. Similar tendencies prevail in
milk production but with a smaller increase in production scale. Modern large-scale livestock
production technologies can be easily applied in different regions of the world. However, the
development of these technologies creates an increasingly difficult situation for small
agricultural holdings and family farms. Recent analyses and forecasts indicate that in
competitive markets only those producers can survive who are able to increase significantly
their scale of economies in the above mentioned sectors.
The efficiency advantage of small holdings under the circumstances of traditional
agriculture cannot be questioned. The higher productivity of family work and the lower cost
of leadership and management of smaller farms generally offset the benefits derived from the
more advanced technology of large farms. Today, however, the big question is whether the
small enterprises and family farms will be able to sustain their former efficiency
advantage in the integrating agri-food markets. Experience has shown that closer cooperation
and uniform, organized market presence is essential for their long term survival.
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Intertwined challenges of environmental issues and climate change are getting
more frequent and more serious in the agricultural production. Reducing the negative impact
of the intensive agricultural production systems requires significant efforts. To create an
environmentally sustainable agriculture with climate change mitigating effect is not an option
but vital necessity.
Accelerating technological development based on scientific results is a top priority.
New farming practices should be developed to increase per area yields significantly without
damaging the environment, while using limited natural resources. Research and development
expenditure should be increased rapidly to improve the productivity and the quality of the
entire food-supply chain.
Although having relatively favorable ecological conditions, the Hungarian agrarian
economy, besides its openness, versatile partnership and ongoing cooperation, needs also to
apply the most up-to-date technology and expertise if wants to meet the challenges of the
global and European integration. In the triangle of food-, energy- and environment crisis,
new, conscious and harmonized adaption strategy is necessary. The adjustment pressure is not
merely an agricultural interest, since competitive agriculture does not exist without
competitive processing, trade, education-research, innovation and institutions.
Perhaps the most important elements of the therapy for the “ailing” Hungarian food
economy are the widespread availability and adequate infrastructure of knowledge, research
and education, as well as the international exchange of experience (no shame in learning from
others). Unfortunately Hungary is not moving in that direction. Our domestic food economy
is not able to spend serious money on research, development and innovation, either. In this
situation, the research, development and innovation sank to the level of the low wage labor,
even though it would generate significant added value in the sale of end products. Of course it
is not possible to be competitive in every area, but in some sectors our comparative
advantages could certainly prevail. Hopefully, we will see good examples of that in the long
run.
Analyzing the changes that have occurred since its reform in 1992, it is obvious that
the last decade has taken the agricultural policy in the right direction, but the pace of change
was rather low. Taking this into account, it probably cannot be expected now either that the
necessary fundamental changes will take place in a short time. It was an important feature of
the previous CAP reforms that the regional and farm level distribution of the supports
remained more or less the same. The level of current SPS payments is still closely related to
the direct payments that was introduced in 1992 with a compensatory purpose. It follows that
the largest farms and most productive regions receive the highest support. With the
modulation measure direct payments over EUR 5000 has been reduced with 10% till 2012 (a
further 4% reduction is applied for payments over EUR 300 000 in the framework of
progressive modulation).
An additional modulation is designed to reduce the existing differences between
payment levels in old and new Member States and in different regions in order to adjust
support levels based on historical reference yields and intervention price reduction. The
reduction of direct payments to a given reference level would significantly reduce the average
level of current support, with that the burden on the CAP budget. This would be the first step
towards equalization of support levels, because it eliminates very high supports. In fact, the
reduction of high subsidies would not have negative impact on structural changes, in contrast
to applying an upper ceiling for the payments. New challenges defined in the framework of
the Health Check, especially climate change actions, could have priority in the allocation of
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budgetary savings. While climate change is a major challenge of a magnitude previously not
experienced, the EU’s reaction is somewhat vague toward it.
The determination of the upper ceiling of supports has several disadvantages. The
marginal progressive modulation (capping) that was introduced by the Health Check is not
going to fundamentally change the uneven distribution of payments, and the significant
reduction of high level supports can have a negative impact on the development of economic
efficiency. The arbitrary determination of the upper ceiling of the supports affects structural
change, because it restrains the growth of farms, and in the long run negatively affects the
competitiveness. Furthermore this type of regulation can easily be evaded by the artificial
splitting of farms. It is however even more important that with exception of the highest
support, the relationship between the magnitude of direct payments and the income position
of the farm is not always clear. Non-agricultural revenues of a more-supported full-time farm
can be lower than that of a small and less supported part-time farm. However, even relatively
limited income support contradicts the principles of social policy. The debate surrounding the
support-ceiling focuses on the wrong issue, as the problem is not the amount of the aid, but its
purpose and effect. Although a considerable amount of income support can be controversial,
however wide range environmental services should be better rewarded (otherwise they would
not exist), than similar services provided to a smaller extent.
Cross-compliance has been introduced by the 2003 CAP reform to prevent the
accidental reduction in the level of direct payments. Farmers have to fulfill 19 requirements to
maintain the good agricultural and environmental conditions (GAEC) of their land (in the new
Member States they have been gradually introduced). In addition Member States must retain
areas under permanent grassland (In relation to the total area of farmland in use, as recorded
in the reference year) and a comprehensive advisory service has to be set up in order to ensure
cross-compliance. Several farmers oppose the cross-compliance system, and its future is
uncertain.
It can be argued that the cross-compliance has no disadvantage. On the other hand it
also lacks significant advantages. The Health Check did not change the situation, so it remains
uncertain that the cross-compliance is effectively able to provide environmental benefits. The
two components of the cross-compliance is the Statutory Management Requirements (SMR)
and the GAEC. As the SMR are already in force they cannot be considered as basis of the
support (in fact, the opposite argument is appropriate: farmers cannot be eligible for support if
don’t fulfill the mandatory requirements). In peripheral regions the GAEC commitment
functions as an actually environmental support, and even provides certain environmental
benefits. Under current (or reduced) SPS support period it is reasonable to maintain the crosscompliance, however increasing the number of requirements would complicate the gradual
elimination of SPS.
For Hungary, the rates and utilization of future direct support were estimated by the
Research Institute of Agricultural Economics based on the 2010 direct support database of the
Agricultural and Rural Development Agency (ARDA), as well as on the moving averages and
2010 database of the Farm Accountancy Data Network (FADN). The central element of the
new reform is tying a proportion of direct payments to environmentally friendly farming
practices. According to the EC proposal thirty percent of direct payments would be tied to
greening farming practices, which would be roughly EUR 390 annually in the case of
Hungary. According to our estimation the approx. amount of support per hectare would be an
annual EUR 80. The green payment complements the basic payment, and is subject to three
conditions according to the EC’s proposal: maintaining permanent pasture, crop
diversification and maintaining an “ecological focus area”. Calculations based on data of
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ARDA database 2010 show that 101.9 thousand farms would have to set up at least 7%
ecological focus area. According to our calculation, income loss due to this requirement
would not exceed EUR 20 in 80% of these farms. The obligation on permanent grasslands
would not lead to cost increase or loss of income. There were 86.4 thousand Hungarian farms
cultivating more than 3 hectares in 2010, 34.9 thousand of them however grew only one or
two plants instead of the three proposed by the draft. In order to comply with the regulation,
these farms should change their structure of production.
With regard to crop diversification obligations it would be reasonable to team up with
those Member States who propose raising the 3 hectare lower limit to at least 10 hectares. As
for the ecological focus areas, it would be worth considering that the regulations should
include only those areas that already had been utilized that way in 2014, as it was in the case
of permanent grasslands. This would be a more rational solution in market terms and would
allow reducing the proportion of the green component under 30% of Pillar 1 funds.
In Hungary, because of the age and land size restrictions less than 9500 farmers could
claim the young farmers scheme. The potential need for funding the support of young
farmers would require only 0.7% of the Pillar 1 envelope if upper ceiling remains 25 hectares.
With a hundred hectares ceiling it still would be only 1%. In order to ensure the maximum
use of this support we should propose the elimination of the area restriction. It is also would
be appropriate to recommend to let every young farmer (up to age 40) benefit from the
support, not only those who started farming within 5 years preceding the first submission.
Maximum 10% the Pillar1 funds can be allocated as coupled payments. The 10%
optional coupling is sufficient for the Hungarian agriculture to replace current animal related
coupled payments, in fact it also provides opportunity to increase milk production. This
supports would allocate about 85% of the available fund. However, coupled payments may
only be granted to the extent necessary to create an incentive to maintain current levels of
production.
The per capita amount of small farms scheme (SFS) payment can reach EUR 1000 in
Hungary. According to our calculations, about 39% of eligible farmers (69 thousand
claimants) would prefer SFS. They cultivate not much more than 3% of the utilized
agricultural area (160 thousand hectares), which will not be part of the basic payment scheme
projections. These farmers will be better off with SFS by receiving EUR 36.6 million more
annually (an average amount of EUR 470/farm), which is almost double of the support they
were entitled for in 2013.
According to the calculations Hungary would allocate 54% of Pillar 1 funds under
Basic Payment Scheme (of which 3% is national reserve), which is an annual EUR 0.7 billion.
If small farmers’ scheme was claimed by 69 thousand farmers, then per area amount of basic
payment would be about EUR 140. Besides coupling 10% of DPs (approx. EUR 130 million)
to production, the national reserve could provide opportunity for maintaining the 2011 status
quo. In Hungary, however, it would be at most EUR 20.5 million under the draft. Therefore it
would be appropriate to propose that the national reserve may be fixed not as maximum 3%
of BPS, but as maximum of 3 % or even 5% of Pillar 1 sources. Otherwise it will be very
difficult to raise the par value of support entitlements in regions where this is justified by the
special circumstances.
According to the calculations, capping would affect about 200 farms, and the
proceeds of about EUR 11.7 million would be transferred to Pillar 2. Realistically, the amount
of capping probably will be smaller and proceeds should be used to fund innovative projects.

194

To analyze structural changes, the Research Institute of Agricultural Economics
deployed its newly developed simulation model. According to the model - ceteris paribus –the
proposed transformation of the direct payment system possibly will not have significant
impact on the main real variables and production structure of the agriculture. Market impacts
are much stronger and previous tendencies will continue to prevail. It is expected that oilseed
and maize production area would grow at the expense of cereals and smaller crop sectors. The
new support system can stabilize the position of cattle (beef and dairy) and sheep farming,
however, the majority of poultry sectors, which are excluded from direct supports, seem to
continue to stagnate or can even decline similarly to breeding sow farms and pig farms, where
further decline is foreseen. The changes would mainly affect the total income and income
distribution. Total income would be slightly reduced, while 2.5% of Pillar 1 supports would
be reallocated to the smallest farms (due to the farm level upper ceiling and small farms
scheme).
The European Union operated 21 common market organizations until 2007. The
European Commission is going to gradually withdraw market interventions from the CMOs
and will focus on maintaining a minimum safety net, and on defining the operational
framework. At the same time the Commission would be empowered to accept independent
resolution that would limit the powers of Member States’ action. The Commission lays down
the foundation of three regulations on producer organizations that can operate in any sector of
the agriculture, and can be established with different purposes, competences, and
membership. Producer organizations and inter branch organizations are given special powers
to stabilize product prices, reduce price volatility, to prevent and correct market failures, and
to develop transparent relationships. To exploit the possibilities included in the regulation
proposal, marketing actors should be prepared and encouraged to be proactive. The activity of
self-organized groups of marketing actors can be advantageous both for the different
agricultural sectors and authorities. Government’s decision become easier if stakeholders
discuss the different options and send mature proposals to decision makers. Ideally,
stakeholders will not allow partial interests to prevail over common interests and they can
have bigger responsibility in the preparation of decision making. Overall, the new regulatory
environment provides opportunity to improve the transparency of the food-supply chains, to
strengthen contractual relationships, to make production conditions and incomes more
predictable, and ultimately to encourage development and innovation. The determining and
dominant element of the new regulation is the extension of decision and resolutions of the
producer and inter-branch organizations. In this regard the representative status of the
organizations is a key issue. For granting representative status accurate records are essential
both in terms of operators and production. The details of the recognition process will clarify
the different roles, but decision makers and organizations should prepare definite ideas
concerning the design process. The correct application of competition rules is probably the
most difficult task and it is very important to learn and also to shape the opinions of the EC
and of the national competition authority.
Prohibitions on planting new vineyards and the associated system of planting rights is
maintained until the end of 2015. The abolition of planting rights is not desirable for Hungary,
because due to the liberalization Hungary would be at a competitive disadvantage compared
to other Member States with more capital-intensive wine production, with a consequence of
falling producer incomes and further reduction of wine areas.
The sugar production quota regime, and minimum price for sugar beet will be
abolished at the end of the 2014/2015 season. The abolition of the sugar quota would
possibly result in further decline in sugar beet production in Hungary, which can be explained
partly by the weaker efficiency, and partly by the comparatively low capacity of the sugar
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factory in Kaposvár. Although several Member States oppose the abolition of sugar quotas, it
is highly doubtful that there would be any political support on EU level for increasing the
Hungarian sugar quota, for at least two reasons: On the one hand, the quota renouncement
was heavily supported by the EU (more precisely, it was supported by the consumers who
paid higher price for sugar), on the other hand the actors of the sugar industry paid very high
prices to obtain the additional quotas allowed in the framework of the reform.
There is no chance to change the EC’s decision to abolish milk quotas in 1 April
2015. North-Western Member States will benefit probably from milk quota abolishment.
Hungarian milk producers are going to face ruthless market competition and it threatens their
market positions. The most pressing matter is to improve the efficiency and competitiveness
of milk production and especially of milk processing, so that it will be able to handle all the
domestic milk production. Market stakeholders should be encouraged to create and join
producer organizations, associations of producer organizations and inter branch organizations
The Hungarian experience of rural development policy is that the program was more
about relieving the symptoms, and was not so successful in generating creative development
activities. Measures aimed at the improvement of the status of environment and rural areas
did not lead to significant increase in environmental value added, and claimants were more
interested in obtaining funds for their farming activity. Rural areas were motivated more by
the social constraints, and by basic infrastructural needs, than by their interest in enterprisedevelopment. The low level of economic activity, the lack of willingness to cooperate, and
undeveloped relationships of the target groups hampered the manifestation of rural
development supports’ impacts. To develop economically and socially disadvantaged rural
areas and their agriculture (typically struggling with competitive disadvantage) more issues
should be dealt with simultaneously: innovation, technology and human resource
development, increasing value added, supporting market access, and encouraging
cooperation.
The support of rural development in 2014-2020 will be funded from the EAFRD
amounting up to almost a quarter of the CAP budget (23.2%). EAFRD will be part of the
Common Strategic Framework (CFS) (including all Structural Funds) aiming at implementing
the Europe 2020 strategy. Each Member State will be asked to draw up a Partnership
Contract. These will set out an assessment of national development needs and define
priorities. The Partnership Contract will constitute an agreement between the Commission and
the Member States regarding the use of EU supports and funds.
The preliminary expectations (ex-ante conditionalities) and horizontal conditionalities,
linked to the six rural development priorities, facilitate programming, implementation, as well
as the beneficiaries’ access to support, and the effective realization of the projects. The
implementation of programs is closely monitored by the new common monitoring and
evaluation system, and indicators adapted to the policy priorities. In the case of programming
and implementation simplification aims to intervene, to reduce bureaucracy and
administrative burdens, as well as to improve transparency.
The implementation mechanism of rural development is based on the strategic
approach that includes clearly defined common priorities, common objectives in all Member
States based on the priorities and necessary adjustments based on past experiences. As for
Pillar 2 fund distribution, the EC proposes that 50% of the payments would be distributed on
historic bases, and 50% on objective criteria from 2014. At the same time the rural
development support of a given Member State cannot not be lower than the 90%, and higher
than 110% of current support level, according to the Commission.
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The second pillar of the CAP in the future will be based on six priorities that
contribute to reach the top priority goals of the new system of rural development. These goals
(objectives) are related to the environment, to climate change mitigation, and innovation. An
additional item in rural development is to make bigger rooms for Member States’
particularities and to provide targeted measures for special problems through thematic subprograms. Thematic sub-programs should concern among others young farmers, small farms,
mountain areas and the creation of short supply chains. They should also be used to provide
for the possibility to address the restructuring of agricultural sectors having strong impact on
the development of rural areas. To increase the efficient intervention of the thematic subprograms Member States are allowed to provide higher support rates for certain operations
covered by them (maximum 90%).
Both the structure and content of the support system of rural development are being
transformed. Axes will be abolished, since certain measures can be linked with different
priorities. The EC proposal defines list of measures, from which Member States can assemble
their combinations of measures in relation to the priorities. Each of the measures can serve
multiple priorities or purposes. The measures defined in the proposal continue to support the
former goals (such as competitiveness, climate change, environment protection), however
certain areas will be given greater emphasis than before (for example innovation, cooperation,
risk management). Less successful measures will be combined (e.g. advisory service or farm
management and farm relief services).
The direction of the CAP reform is favorable for Hungary, since by coordinating
different policy areas, applying more targeted and greener supports, promoting innovation,
and encouraging producer self-organizations, as well as introducing a risk management tool
kit, it reinforces agricultural and rural development. At the same time, however, the proposed
redistribution mechanism is unfavorable for Hungary. Our available EAFRD resources can
shrink as much as 10%. The more emphasized validation of the disadvantaged status would
create more favorable development possibilities in the allocation of funds.
The financial plans of the EU 2014-2020 budgetary period are not bearing the mark of
fiscal austerity. Due to the prolonged economic crisis of the eurozone there is a realistic
chance that the budget of the next programming period will be cut back – mainly the net
contributor Member States urge it. No doubt, if it happens then the CAP, which one of the
largest single item in the budget, will be curtailed, too, consequently supports to farmers will
be reduced.

Comprehension questions:
1) Which are the biggest international challenges for food-security, energy-security and
environmental security?
2) Give a critical evaluation of the past 50 years of the CAP!
3) What are the main characteristics of direct payments in the new CAP reform (20142020)?
4) How does the reform proposal of the CAP (2014-2020) change the rural development
measures?
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5) How will the CAP reform (2014-2020) affect the supports of the Hungarian
agriculture
6) How will the CAP reform (2014-2020) affect the Hungarian rural development?
7) How will the CAP reform (2014-2020) affect the production structure of the
Hungarian agriculture?
Competency development questions:
1) Why food-security, energy-security and environmental-security is is important for the
EU?
2) What do you think is the biggest paradox of the 50 years old CAP?
3) Do you think that the current CAP reform (2014-2020) is a major step forward, in the
context of the previous reforms?
4) Would you support the introduction of flat-rate area payments in the member states?
5) How do you evaluate the changes for rural development in the framework of current
CAP reform (2014-2020)
6) Will the CAP reform positively or negatively affect the Hungarian agriculture?
7) Rural development supports should be granted to the rural population in general, or
only to farmers living in rural areas?
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Glossary
ACP countries (African, Caribbean and Pacific countries): a group of countries in Africa,
the Caribbean, and the Pacific, signatories to the Cotonou Agreement (special trade
agreement) with the European Union.
Acquis communautaire: The rights and obligations that EU countries share. The 'acquis'
includes all the EU's treaties and laws, declarations and resolutions, international agreements
on EU affairs and the judgments given by the Court of Justice
Aggregate Measurement of Support (AMS): The indicator on which the domestic support
discipline for the Uruguay Round Agreement on Agriculture is based. It is determined by
calculating a market price support estimate for each commodity receiving such support, plus
non-exempt direct payments or any other subsidy not exempted from reduction commitments,
less specific agricultural levies or fees paid by producers.
Agreement of Technical Barriers to Trade (TBT-Agreement): An international treaty
administered by the World Trade Organization to ensure that technical regulations, standards,
testing, and certification procedures do not create unnecessary obstacles to trade.
Special Livestock Premiums: Direct payments in the EU to compensate farmers for the
reductions in the intervention price of meat (beef, veal) on the basis of animal number
Blue Box: is a WTO category for any support payments that are not subject to the amber box
reduction agreement because they are direct payments under a production limiting program
(EU is the most prominent applier of them)
BSE: Commonly known as mad cow disease, is a fatal neurodegenerative disease
(encephalopathy) in cattle that causes a spongy degeneration in the brain and spinal cord.
Cairns-group: A unique coalition of 19 agricultural exporting countries. The group was
founded in Cairns (Australia) in 1986, and plays a key role in pressing the WTO membership
to meet in full the far-reaching mandate set in Doha. The members states( Argentina,
Australia, Bolivia, Brazil, Canada, Chile, Colombia, Costa Rica, Guatemala, Indonesia,
Malaysia, New Zealand, Pakistan, Paraguay, Peru, the Philippines, South Africa, Thailand,
and Uruguay) urge the liberalization of international agricultural trade. Hungary was a
member till 1997.
CAP: The Common Agricultural Policy of the European Union. Since 1992 it have gone
through significant reforms (MacSharry reform, Agenda 2000, reform 2003, and 2013)
Codex Alimentarius: The „Food Book” is a collection of internationally recognized
standards, codes of practice, guidelines and other recommendations relating to foods, food
production and food safety.
Comparative advantage: Comparative advantage exists when a country has a margin of
superiority in the production of a good or service i.e. where the opportunity cost of production
is lower. If any given country specializes in those activities in which it is more efficient, and
another country does the same, when trading, both countries are better off since they are
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specialized in that activity in which they are more efficient and trade for the rest. It forms the
theoretical basis of international trade.
De minimis rule: In the context of agriculture, the term de minimis has two meanings: 1.
This is the rule of the World Trade Organization that a developed country is not required to
reduce
its support for a particular product where the value of the support is less than 5%
of the total value of production of the product its overall support for farm products where the
value of support, over all products, is less than 5% of the total value of agricultural
production. The corresponding figure for a developing country is 10%. In the context of the
common agricultural policy and the granting by a member state of ‘state aid’ to its farmers,
the de minimis rule permits such payments to be made without prior notification to the
European Commission on the condition that, in any one year, the payment per farm does not
exceed € 5000.
Decoupling: The removal of the link between the receipt of a direct payment and the
production of a specific product.
Deficiency payment: In the United States, deficiency payments are direct government
payments made to farmers who participated in annual commodity programs for wheat, feed
grains, rice, or cotton, prior to 1996. The crop-specific deficiency payment rate was based on
the difference between the legislatively set target price and the lower national average market
price during a specified time..
FEOGA: Fonds Européen d’Orientation et de Garantie Agricole, which is The European
Agricultural Guidance and Guarantee Fund (EAGGF). It was a fund within the overall
European Union budget for the financing of the Common Agricultural Policy (CAP). On 1
January 2007 the EAGGF was replaced by the European Agricultural Guarantee Fund
(EAGF) and the European Agricultural Fund for Rural Development (EAFRD).
Food and Agriculture Organization of the United Nations (FAO): A specialized agency of
the United Nations international organization for food and agriculture that leads international
efforts to defeat hunger.
General Agreement on Tariffs and Trade (GATT): Was a multilateral agreement
regulating international trade. GATT was signed in 1947 and lasted until 1994, when it was
replaced by the World Trade Organization in 1995.
General System of Preferences (GSP): Arrangement, within the context of the World Trade
Organization, whereby a developed country is permitted to apply lower rates of tariff on
imports from developing countries.
Genetically Modified Organisms (GMO): GMO is an organism whose genetic material has
been altered using genetic engineering techniques.
Globalization: Worldwide spread of news, information, technology, commodities, services,
and factors of production.
Green box: Green box supports are supposed to have the least impact on trade or production,
so there are no limits on spending on them.. To qualify for the green box, the payment must
not have the effect of providing price support to producers.
Income Transfer Efficiency: The efficiency of income transfer. Transfer efficiency is
usually defined as the ratio of net income gain of the targeted beneficiaries (agricultural
households),
Intervention Price: The price at which national intervention agencies are obliged to purchase
any amount of a commodity offered to them regardless of the level of market price (assuming
that the commodities meet designated specifications and quality standards). Thus, the
intervention price serves as a floor for market prices.
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Joint Production: The simultaneous production of two or more goods (even non-commodity
outputs) from the same resource.
Liberalism (Economic): Or free trade policy. The state does not or just slightly regulates the
trade of commodities and services.
London Interbank Offered Rate (LIBOR): is the average interest rate estimated by leading
banks in London that they would be charged if borrowing from other banks. It is fixed on a
daily basis.
Market Price Support (MPS): is an indicator, developed by the OECD, used in the
calculation of Producer and Consumer Subsidy Equivalents (PSE/CSE). MPS is the annual
monetary value of gross transfers from consumers and taxpayers to agricultural producers
arising from policy measures creating a gap between domestic market prices and border prices
of a specific agricultural commodity measured at the farm gate level. Conditional on the
production of a specific commodity, MPS includes the transfer to producers associated with
both production for domestic use and exports and is measured by the price gap applied to
current production. It can be calculated on the level of agricultural economy, or on product
level.
Minimum Market Access: Preferential market access (tariff quota) for products, if their
import in the base period (1986-1988) was lower than 5 percent of domestic consumption.
Most Favored Nations (MFN): Under the WTO agreements, countries cannot normally
discriminate between their trading partners. Grant someone a special favor (such as a lower
customs duty rate for one of their products) and you have to do the same for all other WTO
members. This principle is known as most-favored-nation (MFN) treatment
Multifunctional Agriculture: Multifunctionality, or multifunctional agriculture are terms
used to indicate generally that agriculture can produce various non-commodity outputs in
addition to food. This nature of the agriculture contributes to the sustainable development, to
the protection of the environment, to the socio-economic viability of rural areas, and to
poverty reduction.
Non-Commodity Output (NCO): Agriculture contributes to land scape and environment
protection, to the production of renewable natural resources, to the preservation of
biodiversity, and to the socio-economic viability of the rural areas.
Non-Trade Concerns (NTC): Similar to multifunctionality. The preamble of the GATT
Agriculture Agreement specifies food security and environmental protection as examples.
Also cited by members are rural development and employment, and poverty alleviation.
North American Free Trade Agreement (NAFTA): is an agreement signed by Canada,
Mexico, and the United States, creating a trilateral trade bloc in North America. The
agreement came into force on January 1, 1994.
Organization for Economic Co-operation and Development (OECD): an
international economic organization of 34 countries, founded in 1961 to stimulate economic
progress and world trade
Peace Clause : Article 13 of the World Trade Organization's Agreement on Agriculture
protected countries using subsidies which comply with the agreement from being challenged
under other WTO agreements. Without this “peace clause”, countries would have had greater
freedom to take action against each other’s’ subsidies, under the Subsidies and Countervailing
Measures Agreement and related provisions. It expired in 2003.
Private good: An item that yields positive benefits to people. It is excludable, i.e. its owners
can exercise private property rights, preventing those who have not paid for it from using the
good or consuming its benefits; it is rivalrous, i.e. consumption by one necessarily prevents
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that of another. A private good, as an economic resource is scarce, which can cause
competition for it.
Producer Support Estimate (PSE): (formerly producer subsidy equivalent) is an indicator
of the annual monetary value of gross transfers from consumers and taxpayers to agricultural
producers, measured at the farm gate level, arising from policy measures that support
agriculture, regardless of their nature, objectives or impacts on farm production or income.
Protection of Designation of Origin (PDO): is part of the Protected Geographical Status
system in the European Union (EU). This framework is designed to protect the integrity of
European food and drink by carefully legislating the labeling of certain European products.
When something is given a Protected Designation of Origin, it means that only items
produced in a specific area in a particular way may bear that label in the European market.
Protection of Geographic Indication (PGI): A PGI indicates a link with the area in at least
one of the stages of production, processing or preparation (such as Turrón de Alicante). The
link with the area is therefore stronger for PDOs..
Public Goods: Public good is a good that is both non-excludable and non-rivalrous in that
individuals cannot be effectively excluded from use and where use by one individual does not
reduce availability to others. Examples of public goods include fresh air, flood control
systems landscape. Public goods that are available everywhere are sometimes referred to as
global public goods.
Amber box: All domestic support measures considered to distort production and trade (with
some exceptions) fall into the amber box and they are subject to limit under GATT
Agricultural Agreement obligation.
Single Area Payment Scheme (SAPS): „Simplified” area payment system offered to the
mew Member States that was introduced from 2014 in 8 Member States (all, except Malta and
Slovenia).
Single Payment Scheme (SPS): The most important feature of the 2003 CAP reform is the
decoupling, which means that production and support are no longer directly linked. The new
payment mechanism is based on historical entitlements and linked to area/farm. The SPS was
introduced in the EU-15 in 2005-2007.
Special Safeguard Clause (SSG): The special agricultural safeguard measure (Special
Safeguard: SSG) aims to avert domestic market failures triggered by sudden import or market
price rise caused by the elimination of non-tariff barriers.
SPS-Agreement (Agreement on the Application of Sanitary and Phytosanitary
Measures): WTO’s agreement on animal and plant health.
Tariffication: A core element of the Uruguay Round negotiations was the agreement to
convert these other types of border protection mechanisms into tariffs. This process was
called “tariffication”.
Total Support Estimate (TSE): The Total Support Estimate (TSE) is an indicator of the
annual monetary value of all gross transfers from taxpayers and consumers arising from
policy measures which support agriculture, net of the associated budgetary receipts,
regardless of their objectives and impact on farm production and income, or consumption of
farm products.
Trade Related Aspects of Intellectual Property Rights (TRIPS): The TRIPS sets down
minimum standards for many forms of intellectual property (IP) regulation. According to the
Agreement geographical indications (all product) are to be generally protected (Standard
Level of Protection) with regard at least of restraining unfair competition and preventing
commercial and business practice to mislead consumers.
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United States Department of Agriculture (USDA): is the U.S. federal executive department
responsible agricultural policy It was founded in 1862.
Uruguay Round Agreement on Agriculture (URAA): International treaty that was
negotiated during the Uruguay Round of the General Agreement on Tariffs and Trade, and
entered into force with the establishment of the WTO on January 1, 1995.
Uruguay-i Round: The 8th round of multilateral trade negotiations under the umbrella of the
General Agreement on Tariffs and Trade (GATT), spanning from 1986 to 1994.
Tariff Rate Quota (TRQ): A trade policy tool combining two policy instruments (quota and
specified tariff level). Refers to the quantity of the commodity that can enter the domestic
market under lower or zero tariff rate.

Annex 1. : Cross Compliance
1. A. Applied since 1 January 2005
Environment protection
1.

Council Directive 79/409/EEC of 2 April 1979 on the
conservation of wild birds (OJ L 103, 25/04/1979 p.1.)

2.

Council Directive 80/68/EEC of 17 December 1979 on the
protection of groundwater against pollution caused by certain
dangerous substances (OJ L 20, 26.1.1980, p. 43)

3.

Council Directive 86/278/EEC of 12 June 1986 on the
protection of the environment, and in particular of the soil,
when sewage sludge is used in agriculture (OJ L 181,
4.7.1986, p.7)

4.

Council Directive 91/676/EEC of 12 December 1991
concerning the protection of waters against pollution caused
by nitrates from agricultural sources ( OJ L 375, 31.12.1991,
p. 1.)

5.

Council Directive 92/43/EEC of 21 May 1992 on the
conservation of natural habitats and of wild fauna and flora
(OJ L 206, 22.7.1992, p. 7.)

Article 3, Article 4
paragraphs (1), (2)
and (4), Article 5, 7,
and 8.
Article 4 and 5

Article 3

Article 4 and 5

Article 6., 13., 15.
and Article 22.b)

Public and Animal Health
Identification and registration of animals
6.

Council Directive 92/102/EEC of 27 November 1992 on the
identification and registration of animals (OJ L 355,
5.12.1992, p. 32)
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Article 3, 4 and 5

7.

Commission Regulation (EC) No 2629/97 of 29 December
1997 laying down detailed rules for the implementation of
Council Regulation (EC) No 820/97 as regards ear tags,
holding registers and passports in the framework of the
system for the identification and registration of bovine
animals (OJ L 354, 30.12.1997, p. 19.)

Article 6 and 8

8.

Regulation (EC) No 1760/2000 of the European Parliament
and of the Council of 17 July 2000 establishing a system for
the identification and registration of bovine animals and
regarding the labelling of beef and beef products and
repealing Council Regulation (EC) No 820/97 (OJ L 204,
11.8.2000, p. 1)

4. és 7. cikk

2. B. Applied since 1 January 2006
Public- , Animal- , and Plant Health
9.

Council Directive 91/414/EEC of 15 July 1991 concerning
the placing of plant protection products on the market (OJ L
230, 19.8.1991, p. 1)

10.

Council Directive 96/22/EC of 29 April 1996 concerning the
prohibition on the use in stockfarming of certain substances
having a hormonal or thyrostatic action and of ß-agonists, and
repealing Directives 81/602/EEC, 88/146/EEC and
88/299/EEC (OJ L 125, 23/05/1996 p.3.)

Article 3, 4, 5 and 7

11.

Regulation (EC) No 178/2002 of the European Parliament
and of the Council of 28 January 2002 laying down the
general principles and requirements of food law, establishing
the European Food Safety Authority and laying down
procedures in matters of food safety (OJ L 031 , 01/02/2002
p.1)

Article 14 and 15,
Article 17 (1)
Article 18, 19 and 20

12.

Regulation (EC) No 999/2001 of the European Parliament
and of the Council of 22 May 2001 laying down rules for the Article 7, 11, 12, 13.
prevention, control and eradication of certain transmissible
and 15
spongiform encephalopathies (OJ L 147, 31.5.2001, p. 1.)

Article 3

Notification of diseases
13.

European Union Council Directive 85/511/EEC of 18
November 1985 introducing Community measures for the
control of foot- and-mouth disease (Official Journal L 315 ,
26/11/1985 p.11)
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Article 3

14.

Council Directive 92/119/EEC of 17 December 1992
introducing general Community measures for the control of
certain animal diseases and specific measures relating to
swine vesicular disease (OJ L 62, 15.3.1993, p. 69.)

Article 3

15.

Council Directive 2000/75/EC of 20 November 2000 laying
down specific provisions for the control and eradication of
bluetongue (OJ L 327, 22.12.2000, p. 74)

Article 3

3. C. Applied since 1 January 2007
Animal welfare
16.

Council Directive 91/629/EEC of 19 November 1991 laying
down minimum standards for the protection of calves [OJ L
340, 11.12.1991, p. 28].

17.

Council Directive 91/630/EEC of 19 November 1991 laying
Article 3 and Article
down minimum standards fo the protection of pigs (OJ L 340,
4(1)
11.12.1991, p. 33)

18.

Council Directive 98/58/EC of 20 July 1998 concerning the
protection of animals kept for farming purposes (OJ L 221 ,
08/08/1998 p. 23)

Article 3 and 4

Article 4

Annex 2. : Relationships between rural development measures and priorities
Measures

1.

Knowledge transfer and information actions

2.

Priorities
3. 4. 5.

6.

+

(Article 15)

Advisory services, farm management and farm relief services
(Article 16)

+

+

+

+

+

+

+

+

+

+

+

+

+

+

+
+

+

+

+

+

+

+

Quality schemes for agricultural products and foodstuffs
(Article 17)

Investments in physical assets (Article 18)
Restoring agricultural production potential damaged by
natural disasters and catastrophic events and introduction of
appropriate prevention actions

+

(Article 19)

Farm and business development (Article 20)
Basic services and village renewal in rural areas (Article 21)
Investments in forest area development and improvement of
the viability of forests (Article 22)

+

+

+

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

209

+

Investments improving the resilience and environmental
value of forest ecosystems (Article 26)
Investments in new forestry technologies and in processing
and marketing of forestry products (Article 27)
Setting up of producer groups (Article 28)
Agri-environment- climate actions (Article 29)
Organic farming (Article 30)
Natura 2000 and Water framework directive payments

+

+
+

+
+

+

+

+

+

+

+

+

+

+

+

+
+

(Article 31)

Payments to areas facing natural or other specific constraints
(Article 32)
Designation of areas facing natural and other specific constraints
(Article 33)
Animal welfare (Article 34)
Forest-environmental and climate services and forest conservation
(Article 35)
Co-operation ( Article 36)
Risk management (Article 37)
Crop, animal, and plant insurance (Article 38)

+

+
+
+

+

+

Mutual funds for animal and plant diseases and
environmental incidents (Article 39)
Income stabilization tool (Article 40)

+
+
+
+

LEADER (Article 42-45)

+

+

+
+

Source: EC (2011c Annex V), edited and composed by the Research Insitute of Agricultural Economics,
Directorate of Agricultural and Rural Development Policy (AKI)

Annex 3. Economic, environmental and social indicators in the “integration” scenario of
the European Commission.

Country

Belgium
Bulgaria
Czech
Republic
Denmark
Germany
Estonia
Ireland
Greece

Per
capit
a
GDP2

EAFR
D
source

Labor

(2013)
million
EUR
77,8
395,7

(2007-2009 average)
’000
’000
’000
ÉME
EUR
EUR
65,6
31,7
28,3
494,5
8,0
9,8

Productivity
1

Rural
population
3

Natura
2000

Permanen
t
Pasture

LFA

Forest

UAA4

(2006)

(2000)

(2007)

(2005)

(2000)

(2007)

’000 people

’000 ha

’000 ha

’000 ha

’000 ha

’000 ha

1612,2
6464,3

100,2
692,3

511,5
279,6

249,4
842,0

611,5
3492,3

1374,4
3050,7

424,3

137,3

11,8

19,7

9084,2

231,9

909,2

1751,9

2556,0

3518,1

106,5
1429,7
113,3
351,5
671,7

55,9
609,3
32,1
147,5
568,7

22,9
26,0
10,9
8,5
11,2

29,5
28,3
16,1
33,9
23,2

3845,4
34775,8
1171,3
3069,6
7131,6

126,7
2025,7
54,3
382,6
770,3

201,1
4838,6
273,4
3130,3
819,6

384,6
10391,7
2093,0
293,2
2375,5

2662,6
16931,9
906,8
4139,2
4076,2

Spain

1284,3

967,7

26,5

25,3

22728,2

4342,7

8649,8

9287,1

24892,5

France

1279,0

804,6

26,0

26,7

44674,8

2413,1

8105,3

14506,4

27476,9

Italy
Cyprus
Latvia

1441,2
21,0
151,2

1302,2
25,9
104,8

20,2
12,9
4,2

25,0
23,5
13,3

27079,3
772,5
1562,9

1362,9
2,1
118,4

3451,8
1,9
639,5

30,3
8858,3
339,0
3270,3
3111,3
20315,
1
12279,
0
6452,9
91,3
1251,4

7901,4
156,4
2704,3

12744,2
146,0
1773,8
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Lithuania
Luxembur
g
Hungary
Malta
Netherland
Austria
Poland
Portugal
Rumania
Slovenia
Slovakia
Finland
Sweden
United
Kingdom

253,9

180,1

7,6

14,5

2546,0

99,7

819,1

1593,3

1862,7

2649,0

13,2

3,8

26,2

67,5

472,6

14,5

68,3

123,1

90,9

130,9

584,6
10,7
102,8
533,0
1851,1
589,9
1356,2
113,0
319,8
288,6
275,8

403,4
4,2
165,1
163,3
2263,2
338,0
2205,3
83,7
91,3
72,4
65,5

7,9
19,0
40,7
16,1
5,3
7,0
6,0
6,1
8,5
12,1
17,8

15,6
18,8
32,7
30,3
14,0
18,7
11,2
21,8
17,3
28,4
29,5

8374,3
0,0
2800,1
6349,6
29527,7
5056,6
19652,0
2007,0
4786,0
3899,8
7176,5

641,1
0,6
96,6
372,8
1853,9
637,9
1342,9
108,6
317,0
19,5
138,0

504,2
0
820,7
1730,3
32712
1780,6
4540,1
288,2
551,1
38,5
487,1

883,9
10,3
233,0
2093,0
9227,9
3401,6
3974,6
448,5
1152,1
2152,6
1548,3

1738,9
0,2
314,3
3757,5
9193,9
2437,2
6987,3
1137,9
1932,4
19611,2
25288,4

4228,6
10,3
1914,3
3189,1
15477,2
3472,9
13753,1
488,8
1936,6
2292,3
3118,0

749,2

341,4

28,5

28,4

18444,1

549,3

10080,0

8424,0

1983,7

16130,5

EU-27

14788,9

11696,
7

13,7

24,5

275064,4

133089,
9

EU-15

9194,1

5670,9

21,7

27,2

189116,2

172485,
1
124546,
1

EU-12

5594,8

6025,8

6,3

16,3

85948,2

94108,
6
72542,
4
21566,
1

18815,
5
13352,
6
5462,8

56790,7
44713,2
12077,5

99234,6
33855,3

47939,0

Notes: 1) Gross Value Added/ Annual labor unit; 2) in Purchasing Power Standard (PPS); 3) in intermediate and predominantly rural

regions, county level; 4) Utilized Agricultural Area
Source: DG Agriculture and Rural Development (2011c) edited and composed by the Research Institute of
Agricultural Economics, Directorate of Agricultural and Rural Development Policy (AKI)
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