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Abstract:

In 2003, the Common Agricultural Policy underwent a substantial reform. Direct payments that were linked to the production of certain crops and livestock were abolished. Alternatively, the Single Farm Payment was introduced in EU-15 Member States. We investigate the distributional consequences of alternative implementation choices for organic farms in Austria. Results show that net-returns of farms and the distribution of farm revenues depend on the particular implementation of the reform.

Introduction:

The 2003 reform of the Common Agricultural Policy (CAP) brought a major change in the way its instruments affect production decisions of farmers. Since January 2005, in many EU-member states, it is no longer necessary to produce certain agricultural commodities as a precondition to obtain direct payment (this process is called 'decoupling'). Direct payments, previously granted if crops or cattle were produced, were substituted by the Single Farm Payment (SFP). The only condition is that 'agricultural land is maintained in good ecological conditions' ('cross-compliance'). 

The agricultural ministers could not agree on a single system on how to allocate SFP among farmers at the level of EU-15. Therefore, three options were developed and member states (or regions with the relevant authority) can make a choice among them. 

· The historic approach (implemented in Austria, Belgium, France, Greece, Italy, Ireland, The Netherlands, Portugal, Spain, Scotland, Wales): Each farmer is granted entitlements corresponding to the payments she/he received during 2000-2002 ('reference amount') and the number of hectares she/he was farming during this period and which gave right to direct payments in that period ('eligible hectares'). 

· The regional - or flat-rate - approach (implemented in no member state): Reference amounts are not calculated at the level of individual farmers but at regional level. The sum of the payments received by all farmers in a region gives the regional reference amount. This is divided by the number of eligible hectares declared by the farmers in the year of the introduction of the SFP scheme. Finally, each farmer receives a number of (flat-rate) entitlements equal to the number of eligible hectares. 

· Mixed models: Member States may apply different calculation systems in different regions of their territory. They may also calculate single farm payments using a part-historic/part flat-rate approach. Such 'hybrid' systems can further vary over the period between the first application of the SFP and full implementation, giving rise to 'static hybrid' systems (implemented in Denmark, Luxemburg, Sweden, Northern Ireland) or 'dynamic' ones. 'Dynamic hybrid' systems can act as a vehicle to transit from the basic (historic) to the regional (flat) rate approach (implemented in Finland, Germany, and England). 
After the implementation of the reform, many studies were published which focussed on various consequences of the reform, like the beef market (Balkhausen et al. 2005), sheep production issues related to the transfer of premiums entitlements and country studies (Carvalho 2005, Schmid & Sinabell 2004). Stolze (2005) observed that this reform had a more market-oriented entrepreneurial approach and Häring & Offerman (2005) found that it reduced the negative discrimination of extensive farming systems and that the CAP now addresses the needs of organic farms in a better manner. This paper contributes to the literature by analysing the distributional consequences of alternative implementations of the SFP on conventionally and organically producing farms in Austria. The empirical base of our study is a large number of typical farms in Austria. 

In the next chapter, the data and model used for the analysis are described. FAMOS, a data-model system, is capable to analyze the distributional consequences of alternative implementations of the CAP reform at farm level. We compare (i) the base-run of the Austrian implementation of the reform (historic allocation of SFP and partial decoupling of direct payments), with (ii) the historic allocation of SFP with fully decoupled payments, and (iii) a flat-rate regional approach with fully decoupled payments. 

Methods:

FAMOS (Farm Optimisation System; Schmid 2004) is a data-modelling system that simulates the decision making process on the basis of historical and alternative production and income possibilities for typical farms in Austria. Each farm model is solved independently using mathematical programming methods. Alternative production and income possibilities include agricultural and forestry production, secondary, and off-farm income activities, subsidy and transfer payments. All instruments of CAP and measures of the programme for rural development, in particular the agri-environmental programme and less favoured area payments, are modelled. 

FAMOS aims to find the optimal combination of production and income activities, which are contingent on quality and quantity of resource endowments (e.g. land, capital, and labour) and available production technologies. FAMOS extensively uses the method of convex combinations of historical and alternative mixes (e.g. land categories and uses, livestock, management regimes, feed rations), which makes the model and its results very robust. Endowments and production and income activities of individual farm models are primarily based on observed data. 

The data pool is based on micro data of the IACS (Integrated Administration and Control System) from 1999 to 2005. Various agricultural censuses (from 1990, 1995, and 1999) provide farm level information on historic land and livestock endowments. Data of the EAA (economic accounts for agriculture) from 1988 to 2004 are used to guarantee consistency with national accounts at the sector level. Data analyses of the Austrian FADN (Farm Accountancy Data Network) provide estimates on farm specific production technologies in combination with standard gross margins from 2000 to 2003. We make the assumption that relative price wedges observed between conventional and organic commodity will remain constant until 2008. The commodity price projections for 2008 are based on OECD forecasts. 

The agricultural census from 1999 is used to draw a stratified sample of typical Austrian farms (Hofreither et al. 2005). More than 6,800 typical farms were selected with respect to regional and structural criteria. These typical farms can be assigned to eight major production regions (from extreme alpine regions to flat lands with good production conditions), 40 types of farm production specialisation (crop, dairy, swine, etc.), two business types (full or part-time farming), two management systems (organic or conventional farming), five alpine farming zones, and eight classes of farm sizes. 

Each of the modelled farms is a special case of only one general farm model implemented in GAMS (General Algebraic Modelling System). This generic model is consecutively loaded with individual farm data from a common database and solved in a loop procedure. Model results are exported to a common database, which can be further processed for graphical and tabular presentations. 

Results and Discussion:
A set of 6,814 typical farms, including both, organic and conventional ones, is modelled and their optimal production plans are compared using the following scenarios: 

Base-run: Austrian implementation – historic model and partial decoupling: 

This scenario simulates the Austrian implementation of the single farm payment in 2008: The suckler cow premium and part of the slaughter premiums (40%) remain coupled to outputs. The milk quota premium is decoupled, based on the milk quota that dairy farms had during the reference period. The model does not allow afforestation on agricultural lands. 

Full decoupling and historic model: 

This is the simulation of a full decoupling scenario in 2008. All other assumptions described above apply here as well. 

Full decoupling and the flat-rate regional model: 

This scenario simulates full decoupling of the single farm payment in 2008 using the regional approach i.e. a flat farm payments system (326 €/ha). Remaining assumptions described above apply here as well.

Tab. 1: Statistics on the distribution of changes in net-returns between base-run (Austrian implementation) and full decoupling scenarios in 2008 in %. 

	
	change of net-returns relative to base-run in %

	
	mean
	median
	percentiles

	
	
	
	20%ile
	40%ile
	60%ile
	80%ile

	full decoupling and historic model

	whole sample (n=6814)
	2.8
	0.0
	0.0
	0.0
	0.0
	3.8

	conv. farms (n=4569)
	2.9
	0.0
	0.0
	0.0
	0.0
	3.9

	org. farms (n=2245)
	2.6
	0.0
	0.0
	0.0
	0.0
	3.7

	full decoupling and regional flat payments

	whole sample (n=6814)
	6.6
	4.0
	-0.8
	1.6
	6.8
	14.0

	conv. farms (n=4569)
	5.9
	3.1
	-2.0
	0.7
	6.0
	13.7

	org. farms (n=2245)
	8.2
	5.7
	0.0
	3.5
	8.0
	14.9


Tab. 1 lists changes in farm net-returns (i.e. whole farm gross margins) which are compared with the reference situation (i.e. Austrian implementation in 2008). In the scenarios we do not isolate the effect of the introduction of the single farm payment, ceteris paribus, but we consider all other changes in the policy and market environment in a simultaneous way. 

Such a comparison shows overall effects of a policy reform which involves market responses (price changes) and policy responses at EU level (adjustments in other farm related programs). SFP and other programme subsidies (from agri-environmental programme and less favoured areas payments) are elements of farm revenues and are therefore accounted for. Some farm payments – like investment aids and diversification support of the new programme of rural development – are not yet accounted for. Consequently, the data do not reflect all policy instruments and the actual situation is therefore likely to look slightly different. 

On average, farms would have been better-off if the full decoupling models were implemented (measured by changes in net-returns). In the full decoupling and historic model, conventionally producing farms would have benefited slightly more than organically producing farms. The reason is due to the different weight beef production has among the two farming systems. In a regional flat payment model, organic farms would have benefited more than conventionally producing farms. The reason for this result is due to the fact that organic and other extensive farms were relatively worse off compared to organic ones until 2005 because direct payments were linked to physical outputs (most relevant in bull production). 

Conclusions:

Member States could make deliberate choices how to implement the CAP reform of 2003. If Austria had chosen to implement the regional flat rate model instead of the historic model, most organic farms would have benefited more from the reform than conventional farms. Such a policy would have compensated for previous discriminations against extensive production systems in the CAP. The historic model therefore can be seen as a prolongation of this discrimination for organic farms that have applied this production system already before the reference period 2000-2002. 
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