The Common Agricultural Policy
of the European Union -
the present and the future

EU Member States
point of view






INSTITUTE OF AGRICULTURAL
AND FOOD ECONOMICS
NATIONAL RESEARCH INSTITUTE

—

The Common Agricultural Policy
of the European Union -
the present and the future

EU Member States
point of view

Editors:
dr Marek Wigier
prof. dr hab. Andrzej Kowalski

Proceedings of the International Scientific Conference

“The Common Agricultural Policy of the European Union - the present and the future”
Multi-Annual Programme 2015-2019

“The Polish and the EU agricultures 2020+. Challenges, chances, threats, proposals”
5-7 December 2017

Stare Jabfonki, Poland

THE POLISH AND THE EU AGRICULTURES 2020+
CHALLENGES, CHANCES, THREATS, PROPOSALS

Warsaw 2018



This monograph was prepared under the Multi-Annual Programme 2015-2019

“The Polish and the EU agricultures 2020+. Challenges, chances, threats, proposals”.

The publication is a collection of selected papers delivered at the 22th edition of the International
Scientific Conference organized by the Institute of Agricultural and Food Economics - National Research
Institute. The theme of the conference was "The Common Agricultural Policy of the European Union —
the present and the future. The conference was placed on 5-7 December 2017 in Stary Jabtonki in Poland.
Common Agricultural Policy was and still is one of the key pillars of European integration. Published in
two volumes materials refer directly to the current and future of the CAP in EU and non EU member
states, the strategic objectives and principles of agricultural policy for the agri-food sector and rural areas,
address the issues of equilibrium between agriculture, forestry and land use, relate to the dilemmas for the
EU budget and the CAP after 2020, CAP instruments and their adjustment, transformations of the rural
economy and programming of the rural and agricultural policy, as well as productivity and production
efficiency and tensions between sectoral action and between different models of territorial activities.

In the Scientific Committee of the Conference was participated: Prof. Andrzej Kowalski (IAFE-NRI,
Poland), Prof. Drago Cvijanonivi¢ (University of Kragujevac, Serbia), Prof. Thomas Doucha (IAEI, Czech
Republic), Noureddin Driouech, PhD (CIHEAM, Italy), Prof. Szczepan Figiel (IAFE-NRI, Poland), Prof.
Masahiko Gemma (Waseda University, Japan), Prof. Wojciech Jozwiak (IAFE-NRI, Poland), Prof. Jacek
Kulawik (IAFE-NRI, Poland), Prof. Yuriy Oleksiyovych Lupenko (IAE, Ukraina), Prof. Véra Majerova
(CULS, Prague), Prof. Dimitre Nikolov (IAE, Bulgaria), Maire Nurmet, PhD (EMU, Estonia), Prof. Gabriel
Popescu (ASE, Romania), Norbert Potori, PhD (AKI, Hungary), Prof. Wlodzimierz Rembisz (IAFE-NRI,
Poland), Piotr Szajner, PhD (IAFE-NRI, Poland), Prof. Alina Sikorska (IAFE-NRI, Poland), Prof. Jonel
Subi¢ (IAE, Serbia), Prof. Samuele Trestini (UNIPD, Italy), Prof. Olga Varchenko (Bila Tserkva National
Agrarian University, Ukraine), Dipl.-Ing. Klaus Wagner (AWI, Austria), Marek Wigier, PhD (IAFE-NRI,
Poland), Prof. Jozef St. Zegar (IAFE-NRI, Poland)

In the Organising Committee of the Conference was participated: Matgorzata Butkowska (IAFE-NRI,
Poland), Anna Hankiewicz (IAFE-NRI, Poland), Joanna Jaroszewska (IAFE-NRI, Poland), Joanna
Korczak (IAFE-NRI, Poland), Krzysztof Kossakowski (IAFE-NRI, Poland), Irena Mikiewicz (IAFE-
-NRI, Poland), Malgorzata Mikotajczyk (IAFE-NRI, Poland), Lech Parzuchowski (IAFE-NRI, Poland),
Ewa Sierakowska (IAFE-NRI, Poland), Paulina Smakosz (IAFE-NRI, Poland), Leszek Slipski (IAFE-
-NRI, Poland), Marek Wigier, PhD (IAFE-NRI, Poland).

Reviewers:

Professor Dimitre Nikolov, Institute of Agricultural Economics, Sofia, Bulgaria

Professor Gabriel Popescu, The Bucharest University of Economic Studies, Bucharest, Romania
Professor Samuele Trestini, University of Padva, Italy

Proofreader
Katarzyna Mikulska

Technical editors:
Joanna Jaroszewska, Barbara Pawlowska, Ewa Sierakowska, Kamila Tomaszewska,
Barbara Walkiewicz

Translated by
Summa Linguae S.A.

Cover Project
Leszek Slipski

ISBN 978-83-7658-743-1
DOI: 10.30858/pw/9788376587431

Instytut Ekonomiki Rolnictwa i Gospodarki Zywnosciowej
— Panstwowy Instytut Badawczy

ul. Swietokrzyska 20, 00-002 Warszawa

tel.: (22) 50 54 444

Jaks: (22) 50 54 636

e-mail: dw@ierigz.waw.pl

http://www.ierigz.waw.pl



Contents

INEEOAUCTION ...ttt ettt sttt ettt sbe et 11
Dr Marek Wigier
1. Tasks of the CAP after 2020 ........cccciriririiiiiiiii e 18
Dr hab. Julian Krzyzanowski
Lo IOEOQUCHION c.eiiiciiicet ettt sttt 18
1.2 Objectives and MEthOAS. ........cveriiririeieieieceeee ettt e s enees 19
1.3, Study results and diSCUSSION.........ceruirieirtiriiietirieet ettt 19
1.4, Summary and CONCIUSIONS........eoueiitirieirtiieietieteiet ettt ettt et seenes 23
RETETENCES ... 25

2. An assessment of the regional impacts of post-2020 CAP budgetary cuts on production

structures and agricultural incomes in the EU .........ccooooviiiiiiiiiiiiiiice 27
PhD Norbert Potori, PhD Janos Savoly, PhD Szabolcs Biro
2.1 TIEEOAUCTION 1.ttt ettt s et a e bttt e et e st eb et et neebeneens 27
2.2 MEthOAOLOZY ..ouveeiiiieiiet ettt ettt ettt ettt sa et e e e eaeeneeneen 29
2.3 RESUIS coi e et 31
2.4, Summary and CONCIUSIONS ......c.eiiiiiierieeieieie sttt ettt e e eeeseeneeneenees 33
RETEICIICES ...ttt b ettt ettt enes 33

3. Is there room for financial instruments in the Common Agricultural Policy? Casus of

POJAN. ...t bbbt 34
Prof. dr hab. Jacek Kulawik, PhD Barbara Wieliczko, PhD Michatl Soliwoda
3.1 INEEOAUCHION .ottt ettt ettt 34
3.2.  Financial instruments versus subsidies — key problems ...........ccceveverinieienenieneeieieienn 35
3.3.  The use of financial instruments under the EU poliCy .......c.ccoeoirinieiieneiniieineceeeeae 37
3.4.  Example of the use of FI in the 2014-2020 programming period ...........cccecevverirerereeennencas 38
3.5.  How to improve the implementation of FI in the EU? ...........ccooiiiiniiiniiicciccene 39
3.6.  Summary and CONCIUSIONS .......iouirieietiitieiteierte ettt ettt sttt s e e aeseeeneennens 40
RETEICIICES ...ttt ettt ettt b ettt enes 41
4. The past, present and future of the CAP — the Hungarian viewpoint............c..cccecveneee.. 43
Dr Tamas Mizik
4.1 INEOAUCTION .ttt ettt ettt 43
4.2, The past iSSUES OF the CAP .....cooiiiieceeeeeeee e 45
4.3, The present iSSUES OF the CAP ......ccviiiiieieeeeeeeee e 49
4.4.  The future iSSUES OF the CAP....cc.coiiiiiiiieiieeeeee s 57
4.5, Summary and CONCIUSIONS ........cc.cciiuiriiiiiiiiiiicet e 59

RETEIEIICES ...ttt ettt ettt e et e e b e esbeebe e seeeseeeateesbeesseenseenseenseesseanseens 60



5. Going beyond the Rural Development Programme: a Master Plan for Austria’s rural

areas in the framework of the CAP ......ccocooviiiiiiii e 62
Dip.-Ing. Klaus Wagner
S50 INEOAUCHION .ouviiiitiicicie ettt ettt ettt b et ebea 62
5.2, Objective and MEthod......c..cviuiiiiiiiieieie et 63
5.3. Recent CAP implementation in AUSIIIA ........eoueeierieieiirieieiesiee et 63
5.4.  The Master Plan for Austria’s rural @reas...........coceveieuirieirienienieeeieiee et 64

5.5.  CAP in the system of the EU policy objectives and in the view of regional science

COTICEPES ettt ettt ettt ettt ettt ettt e bt e bt ettt e bt e bt et e bttt ea e eat et e sheebe e st et e bt eaeea s et e et e ebe et et e nbeeaeeanen 65
5.6, Summary and CONCIUSIONS .......ccueuruiriirieiirtiieiirteree ettt 67
REICTEIICES ...ttt ettt et 68

6. Possibilities to connect the Romanian agricultural research to the market requirements 69
Prof. Gabriel Popescu

6.1.  Introduction — the state of Romanian agricultural research.............ccccocererieinenninenninenne 69
6.2.  The problems faced by agricultural research since 1990 .........cccocvevererininiineneneceeene 71
6.3.  Possible solutions for the recovery of Romanian agricultural research .............ccccoovevenenen. 76
6.4, Summary and CONCIUSIONS .......eouieiiriereirieieie sttt e e e e sseeneeseensesseeneeneesens 79
RETEICIICES ...ttt b ettt ettt et enes 80

7. Price relationships of the production factors as exogenous determinants of production in

AGTICUITUTC. ..ottt ettt ettt ettt ettt et et e et e bt e st e e st e st enseeseenseenseeseenseenseessenseansesssenseessenseans 81
Prof. dr hab. Wlodzimierz Rembisz, PhD Adam Waszkowski
7.1.  Introduction and analytical DASIS .........ceevverieriririeierie et 81
7.2.  Relationships of prices of the capital, labour and land factors — hypothetical approach...... 83
7.3.  Relationships of prices of the capital, labour and land factors — empirical approach .......... 84
7.4, Summary and CONCIUSIONS ........c.couiueuiririiiiriiieiiirt ettt ettt 91
RETETEICES ...ttt b et e a ettt et e bt et be et et e sbeeneeaeen 92
8. Effects of direct payments on agricultural development in Bulgaria ...........ccccoecvenenninne 93
PhD Bozhidar Ivanov
8.l INETOAUCTION .ttt ea e ettt et et bt et et e saeebeeneennens 93
TN Y (1 1 0 Ta 0] (e Y- OSSPSR 96
8.3 RESUILS .o 99
8.4,  Summary and CONCIUSIONS ........ciueriirieieiertiee ettt sae e eneeneensesaeeneens 103
RETEICIICES ...ttt b bbbttt ettt sttt be s 105
9. Re-adjusting risk management within the CAP: evidences on the implementation of the
Income Stabilisation Tool in Ttaly .........cccoiieiiiiiiiiieii e 106
Prof. Samuele Trestini, PhD Elisa Giampietri
0.1, INEFOAUCHION c.euiiiitiei ettt ettt 106

9.2.  Data and methOdOIOZY ......c.cciriiiiiiiiieiiiriee e 108



0.3, RESUILS 1.ttt bt a bttt ettt seaan 110
9.4, Summary and CONCIUSIONS ......c.truirieuirtirienietieteiettet ettt ettt es ettt sttt st et eae b naenen 114
RETETENCES ... 114

10. Comparison of risk management tools under the CAP of the EU, the US Farm Bill

and in the CZech AgIICUITUIE .........ccviiiiiiieieieieet ettt eneas 116

Ing. Vaclav Vilhelm, CSc., Ing. Sumudu Namali Gouri Boyinovad, PhD Jindrich Spicka
10.1. INEEOAUCTION ..ttt ettt ettt ettt ettt b e et eneenen 116
10.2. RISKS 1N @GIICUITUIE......ceiiiiteciieiee ettt 117
10.3. Risk management policy in the United States Farm Bill 2014............cccccviniinininnnn 118
10.4. Risk management policy of the European Union’s CAP .........cccoecivieviiiiieieieeeees 119
10.5. Risk management in the Czech Republic.........ccooeiiiiiiiiiiiiiniiiicecee 120
10.6. Comparative analysis of risk management poliCies ...........cccerveererieerenieenieneeneneeene 121
10.7. RECOMMENAALIONS ...ttt e 122
10.8. Summary and CONCIUSIONS ......cc.eiieriiriiitieiete ettt 123
RETETEIICES ... 124

11. Factors determining the crop insurance level in Poland taking into account the level

OF farM SUDSIAISINEZ ....veenieiieieeie ettt et e e et ebe e e e s aeenbeenseenes 125
Prof. Adam Wgs, PhD Pawel Kobus
11.1. INtrOQUCTION ... 125
11.2. Methodology and data.........c.cceieeieieieieciee et ene s 131
11.3. RESUIES ... 136
11.4. Summary and CONCIUSIONS .......c.verueriirieiieierie ettt ete et teeseessensesseeseens 141
RELEICIICES ...ttt ettt b bt s bbbt s et e st et eeneebennen 142
12. Farms and agricultural enterprises for development of sustainable and smart
cooperatives: a multifactor approach using digital farm management ............ccccceeverueriennee 147
Prof. dr habil Adriana Mihnea, Prof. dr Dimitre Nikolov, dr Krasimir Kostenarov
12.1. INEEOQUCTION ...ttt ettt 147
12.2. Multi-Criteria aPPIOACH . ... c.evviuieiirieietieteetet et 148
12.3. Construction of Farm Management Model
12.4. Digital smart cooperation in agriCulture.............c.cooovvueeririeeoineeinnieceere e
12.5. Application of the ANP Farm Management Model ............cccocvveriiininnincnicieieene 154
12.6. Summary and CONCIUSIONS .......c.veiereirieiieieie ettt ettt re e ensensesseeneenes 157
RETEICIICES ...ttt ettt b ettt ettt sttt b s 158
13. Brexit — potential implications for the Polish food sector ..........c.occoivevininciinenncnnns 159
Dr Katarzyna Kosior, Dr Lukasz Ambroziak
13.1. INEEOAUCTION ..ottt ettt sttt 159
13.2. Negotiations on Brexit — what should be the model of the future relations?.................... 161

13.3. The future of the EU finances and the CAP in the context of Brexit...........cccceeveeuenn.. 163



13.4. Impact of possible changes in the CAP budget on the net balance of Poland and
transfers to the Polish a@riCUItUIe ..........coovieiiiiiiieieee e 167

13.5. The potential impact of Brexit on agri-food trade between Poland and the United

KUNGAOM .ttt bbbttt b et b e e b et e st e bt e st et e et ettt ne s nen 172
13.6. Summary and CONCIUSIONS ......cc.veriirtiriieietieie ettt 174
RETETEINICES ... 175

14. The Transatlantic Trade and Investment Partnership (TTIP): a threat or an opportunity

for the EU-Mediterranean agriculture and agri-food sector? An exploratory survey........... 177
Dipl.-Ing. Katja Pietrzyck, PhD Noureddin Driouech, Prof. Brigitte Petersen
14.1. INEEOAUCTION .ttt ettt et ese et e sae s bt eneeneesaenseens 178
14.2. Theoretical frAMEWOTK ......ccuoiuiiiiieee e 179
14.3. LILETALUIE TEVIEW ..evvivietieiiesieiieteeteestestesteeseestessesteeseessensesseasesseessensesseeseensessensesseessensessenns 183
14.4. EMPIrical @NaLYSIS ...covervieieieieiecieeieieie sttt ettt ettt ese e e sseeseeneenneens 185
14.5. Summary and CONCIUSIONS ......e.veuirtiieiietiieieeterteiiet sttt ettt ettt be e 191
RETETEICES ...ttt ettt ettt ettt est e b e e beeteess e s e b e eseessensesseeseeseessensesseeseens 191
Appendix I: Overview of trade statistics regarding selected products ..........c.cooceveveecieninencneennn. 195
15. The concept of short supply chains in the food economy...........ccceevveivirinininininnenns 196
Prof. Sebastian Jarzebowski, Dipl.-Ing. Katja Pietrzyck
15.1. INEEOAUCTION 1.ttt ettt et b et e eteeseessesbeeseensensesseeseans 196
15.2. Definition 0f the SFSC ..ot

15.3. Development of short supply chains in Europe.....

15.4. Global context of European short supply chains

15.5. Summary and CONCIUSIONS ......eveuertirieiietiiteiet sttt sttt enen 206
RELEICIICES ..ttt ettt bbbt b et b et e sttt ettt neebenen 207
16. The CAP implementation in Wallonia — today performance and questions for the future —
A brief supplementary comment from Warmia and Mazury perspective.........c..cceeevvcnnencne 209
PhD Philippe Burny, PhD Benon Gazinski
16.1. INEEOAUCTION ...ttt ettt ettt e eseenen 209
16.2. Implementation of the green payment in Wallonia in 2015 ........ccccooeiiiniinineneninene. 210
16.3. Organic farming in Wallonia..........cccoueeiiniiiiniieiiiceee ettt 215
16.4. Organic farming in Warmia and Mazury ..........ccccecererinieieneseeceeeese e 218
16.5. Questions fOr the fUUIE ..........ccueeiiiiieiceec et 220
16.6. Summary and CONCIUSIONS .......c.verieriirieeieieie ettt se e nsenseeseeseens 220
RETEICIICES ...ttt bbbt b et et b ettt sttt b et 221
17. Afforestation of agricultural land financed from the RDP 2014-2020...........ccoecvenenee 224
PhD Marek Zielinski
17.1. INEEOAUCTION ...ttt ettt nen 224

17.2. Natural farming conditions in Poland in regional terms.............ecoeeeereriererrinienneneeene. 225



17.3. The impact of natural farming conditions in Poland on the economic situation

and the possibility of afforestation on farms ............ccceciririiiirineeeeee e 227
17.4. Land afforestation financed from the RDP 2014-2020 in regional terms ............c......... 228
17.5. Importance of land afforestations financed under the RDP 2014-2020 in the EU climate
POLCY O 2021-2030. ...cuiiiieieiiieieieieeetete ettt ettt s e s et s s s s s e s s st s ereneas 230
17.6. Summary and CONCIUSIONS .......c.veriereieiieieieee ettt ene e neeeee 232
RETEICIICES ...ttt b ettt ettt sttt 233
18. The scale and conditions of deagrarianisation in Poland............c.ccccoecveviiiieniiinniee 235
PhD Michat Dudek, PhD Bozena Karwat-Wozniak
18.1. INEEOAUCTION ...ttt 235
18.2. The conditions of the decrease in employment in agriculture..............cecveveerereereriennne 236
18.3. The change in the scale of employment in agriculture in Poland and its conditions....... 238
18.4. The instruments of the Cohesion Policy and agriculture and rural development of the EU
policy and employment deagrarianisation in Poland............cccooiririiiiinininiecceeeeen 240
18.5. Summary and CONCIUSIONS .......c.vevuereiieieiieierie ettt se s enseseseeeneenes 244
RELEICIICES ...ttt b bbbt et b ettt sttt naene b nen 245

19. Socio-economic and environmental parameters and results of rural development under
the CAP: the case of BUIZaria ...........cccoiveiiiiiiiiiiiiiicicieecee e 247
Prof.dr.hab. Julia Doitchinova, Prof.dr.hab. Ivan Kanchev, Ass.Prof. Ralitsa Terziyska PhD,
Ass.Prof. Kristina Todorova PhD

19.1. INErOQUCTION ... 247
19.2. Changes in Bulgarian rural areas — socio-economic and environmental aspects............... 248
19.3. Types of agricultural holdings and rural development.............ccoceveerenenininenncnenene. 253
19.4. Summary and CONCIUSIONS ......c..oveuiirieiiirieieiieetec ettt 258
RETEICIICES ...ttt ettt ettt ettt et b bt s e b et e st e s et e st et e et eneebenaeneesenan 259
Instead 0f @ SUMMATY .....oiuiiiiiiiiiieieee ettt sttt st be et enee b e e e enee 260

Annex |



9. Re-adjusting risk management within the CAP: evidences on
the implementation of the Income Stabilisation Tool in Italy

Prof. Samuele Trestini, PhD Elisa Giampietri
Department of Land, Environment, Agriculture and Forestry,
University of Padova, Italy,
samuele.trestini@unipd.it, elisa.giampietri@unipd.it

DOI: 10.30858/pw/9788376587431.9

Abstract

In order to contribute to the literature on the Income Stabilisation Tool (IST),
this study investigates which is the better geographical dimension of a sector-
-specific instrument. In particular, the study focuses on Italian farms specialised
in viticulture over the period of 2011-2014, estimating their income losses, the
level of indemnification and the average fee due to farmers. We also compare
the hypothesis of both a national IST and five different macro-regional funds,
considering the threshold for indemnification at 30% and 20%. Results suggest
a strategy to establish a double mechanism where macro-regional funds can
guarantee more tailored fees for farmers (specific for different geographical are-
as and level of riskiness), whereas a national IST, being able to reduce the sys-
temic risk and the variability of income losses more than smaller funds, can pro-
vide resources for the compensation of farm losses, in case of insolvency.

Keywords: income risk assessment, Income Stabilisation Tool (IST), Common
Agricultural Policy, farm economic sustainability, viticulture, Italy

JEL codes: G32, Q12, Q18

9.1. Introduction

Income risk has been increasingly attaining academic relevance in the last
years. Indeed, due especially to both the joint volatility of input costs, output price
and crop yields at farm level [Chavas, 2011; Tangermann, 2011] and climate
change, nowadays Italian agriculture results are extensively exposed to income
risks [Anton et al., 2012; Severini et al., 2016], and the viticulture sector also. In
addition, literature suggests the role of agricultural policy in influencing the higher
exposure to production and market risks that contribute to threaten farmer’s viabil-
ity and sustainability. To this purpose, on the one hand, cross-compliance and agri-
-environmental schemes in the majority of cases have resulted in augmenting pro-
duction risks, while promoting less intensive production processes [El Benni et al.,
2016]. On the other, it is good to mention the progressive reduction of direct pay-
ments over the last years, that represented a sort of guarantee for farmers.
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In order to find new solutions to efficiently tackle farm economic risks,
the Common Agricultural Policy for 2014-2020 of the European Union provides
a new measure called Income Stabilisation Tool (IST) within the rural develop-
ment policy, that aims at coping with income risks [JEU, 2013a]. In addition to
this, the wine sector continues to be included into the Common Market Organi-
zation [JEU, 2013b] and also the management of crisis. As opposite to insuranc-
es and mutual funds against yield losses, the new IST offers an overall risk cov-
erage for farmers [Pigeon et al., 2012; Finger and El Benni, 2014] in the form of
a compensation against income losses beyond 30% over the previous three
years. More precisely, the new IST recognizes the establishment of mutual funds
by farmers who decide to self-financing their losses in the case of a severe in-
come drop. In particular, these funds represent private initiatives owned by
farmers who share common risks and territorial membership. When the loss ex-
perienced by the farmer is greater than 30%, compared to the average of the
previous three years or the previous five years (excluding the highest and the
lowest), such mutual fund provides compensations to farmers for a maximum of
70% of the loss. Subsequently, a contribution up to 65% (of the amount previ-
ously paid to farmers) is granted to the fund from the EU compensation. A num-
ber of changes to the previous risk management toolkit arose with the so-called
“Omnibus Regulation” [JEU, 2017] that, within its agricultural rules package,
aims at improving the implementation of the current tools since January 2018.
As regards the IST, the main changes are the following: introduction of a new
sector-specific IST; reduction of the threshold level for indemnification from
30% to 20%; increase of public support from 65% to 70%; the possibility to
cover both the initial assets of the fund and the annual contribution paid by the
farmer with public support; finally, implementation of Index-based IST to sim-
plify income losses’ calculation. With regard to the implementation of such in-
novative tool, in 2013 the EU asked Member States to specify the rules to estab-
lish and manage the tool. To this purpose, as well as Hungary and Spain (Cas-
tilla Y Leon region), Italy applied the IST measure by allocating a total amount
of EUR 97 million and providing for a specific national plan. Going beyond the
EU borders, it is interesting to note that the IST instrument also attracted the in-
terest of Switzerland, as suggested by El Benni et al. [2016]. Up to now, this in-
strument is still not available in Italy; in the current scenario, the limited availa-
bility of information on real farm income is found to be the most relevant reason
preventing the IST to be operational [MIPAAF, 2015]. Although it does not ex-
ist yet, the potential beneficiaries represent a prominent number in Italy. To this
end, Trestini et al. [2017a] found a positive relationship between the variability
of value added loss of wine growers and many characteristic features of Italian
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traditional viticulture areas as big farm size (UAA) and high altimetry (mountain
and hill). In 2016 a Ministerial Decree'" in Italy has ratified some main opera-
tive features'” of the IST, representing a first step toward its implementation. To
sum up, contrary to the already established voluntary basis for farmers’ partici-
pation and the sector-specific nature of the IST, any precise decision in relation
to the IST geographical dimension exists [Finco et al., 2013; Capitanio et al.,
2016], at the best of our knowledge; thus, this current knowledge-related gap
existing in Italy leaves room for this research.

Comparing a hypothetical national and five different macro-regional di-
mensions of the IST, this study examines the differences between these funds
and their riskiness, in order to check which kind of territorial dimension could
guarantee better performances, based on farm information observed during the
period from 2008 to 2014. To this purpose, both the level of income loss and the
indemnification of wine growers in Italy have been analysed, comparing the es-
tablishment of a national and five different (related to five macro-regions) IST
mechanisms, considering the threshold fixed at both 30% and 20%. Although its
better performance compared to other farm types [Trestini et al., 2017b], as
many other sectors also the viticulture sector faced income risks and losses in
[taly in the last years; hence, this justifies the choice to study a specific IST for
wine growers in this work.

9.2. Data and methodology

A FADN dataset related to Italian farms specialised in viticulture provid-
ed data for the analysis. This study represents an assessment of income losses at
both territorial and corporate level, referring to a constant sample of 325 farms
within the observed time interval that is 2008-2014. In accordance with Regula-
tion of the EU No. 1305/2013 on Rural Development, the value added (VA)
based on individual farm data was used as an indicator of income loss, being
calculated as the sum of farm total revenues and public payments (i.e. direct
payments) minus costs for external factors. In order to calculate the reference
parameters to estimate farmer compensation from the IST, we calculated the av-
erage VA per hectare of the previous three years for each year and each farm.

' G.U. n. 141/2016, art. 10

"2 In particular, it provides clear information about: voluntary nature of participation; nature of the initial capital
of the fund (voluntary payments by farmers); duration of the fund (minimum five years) and fund membership
(minimum of three years); indemnification rules; minimum requirements for fund establishment (minimum 150
farmers or 50 farmers with a total turnover of more than EUR 10 million); nature of the subjects responsible for
establishing and managing the mutual fund (agricultural cooperatives and consortia, producers’ organizations
and associations, etc.); duration of the income protection (one year for income protection funds and less than one
year for funds related to climate and environmental risks).
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From this it follows that we obtained a four-year observable period (2011-2014)
to estimate the indemnification that Italian farms would have received through
IST. Afterwards, we compared this reference VA to the actual VA for each year
from 2011 to 2014, in order to estimate the loss and to verify the existence of
a severe income drop (i.e. greater than 30% and 20%) to justify the indemnifica-
tion from the fund. Based on a total of 1300 usable observations, we estimated
the average indemnification on annual basis in each sample, i.e. the 70% of farm
loss, and the average membership fee. The fee was calculated both as a percent-
age on the reference VA and in EUR/ha for each farm. Moreover, we considered
and operational national IST (ITALY) and the following five different funds,
related to five Italian macro-regions (MRs): North-East (NE); North-West
(NW); Central Italy (CEN); South (SOU); Islands (ISL).

Table 1. Descriptive statistics of different IST-related samples, 2014

ITALY NW NE CEN | SOU ISL
No. farms 325 133 103 17 52 15
Gender (% of farms) female 20 20 12 47 18 60
male 80 80 88 53 83 40
Altimetry (% of farms) hill 69 94 27 100 68 87
mountain 15 5 42 - 2 -
lowland 16 1 31 - 30 13
UAA (ha) 11.9 10.8 9.5 12.8 13.1 33.1
Average farm revenues per hectare (EUR/ha) 11284 | 11614 | 14247 | 5342 | 8861 | 10737
Average EU payment per hectare (EUR/ha) 132 78 182 151 162 134
Average costs for external factors per hectare 3513 3715 5210 1871 | 2419 1947
Average value added (VA) per hectare (EUR/ha) 7903 7977 9219 3621 | 6604 8924
MACRO-REGIONAL SAMPLES (MRs) REGIONS
North-West (NW) Piemonte, Lombardia, Valle D’ Aosta, Liguria
North-East (NE) Veneto, Friuli Venezia Giulia, Trentino, Alto Adige, Emilia-
Romagna
Central Italy (CEN) Umbria, Toscana, Marche
South of Ttaly (SOU) Abruzzo, Campania, Basilicata, Puglia, Molise
Islands (ISL) Sardegna, Sicilia

Source: own elaboration, 2017.

Table 1 reports some main descriptive statistics related to each IST sam-
ple. The lack of data related to two Italian regions, i.e. Lazio and Calabria, pre-
vented to consider regionally tailored ISTs in Italy. To test whether the variabil-
ity of farm VA was significantly different or not among the above mentioned
five MRs, a t-test for equality of means at 5% significance level was used, con-
sidering the standard deviation as indicator of variability'. Furthermore, we
considered losses referring to both the 30% and the 20% threshold: as before
mentioned, the latter is currently provided for sector-specific ISTs, according to
Regulation EU No. 2393/2017. Finally, we tested differences in terms of income
variability among all the considered samples and years.

'3 This was standardized dividing it by the 7 year average, representing a coefficient of variation.
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9.3. Results

Evidences from Table 2 support the choice to consider different macro-

regional samples as, for instance, the variability of farm VA between macro-

regions significantly differs over the considered seven years, with the exception

of the pair-wise comparison between NW and CEN. This reveals that both the

level of farm riskiness and the relative compensation from the fund differ and,

based on this, also the fee that farmers from different geographical areas have to

pay in order to become IST members.

Table 2. t-test for equality of mean values linked to the coefficient of variation
(C.I. 0.95) of value added (VA) and comparison among couples of macro-

-regional samples

NwW NE CEN SOU No. farms Mean Std. Dev.
NwW 133 .530 413
NE 0.167%%* 103 .363 221
CEN | 0.074 -0.093 17 456 273
SOU | 0.169%** 0.002 0.095 57 .361 .134
ISL 0.179%** 0.012 0.105 0.01 15 351 .163

Note: * p <0.1; ** p <0.05; *** p <0.01.
Source: own elaboration, 2017.

Table 3. Farms (number and %) with income loss greater than 30% and average
indemnification, 2011-14

IST Threshold 30%
dimension Variable 2011 | 2012 | 2013 | 2014 | ‘1114
(sample)
No. of farms with income loss greater than 30% 62 61 46 74
(II\]TS;‘ZYS) % Farms with income loss greater than threshold 19% 19% 14% 23%
Average indemnification per farm (EUR/ha) 4822 3035 5026 2677 3851
No. of farms with income loss greater than 30% 37 30 26 27
(N]i‘?/33) % Farms with income loss greater than threshold 28% 23% 20% 20%
Average indemnification per farm (EUR/ha) 7241 4406 8188 3694 6094
No. of farms with income loss greater than 30% 16 20 10 30
N Elf%) % Farms with income loss greater than threshold 16% 19% 10% 29%
Average indemnification per farm (EUR/ha) 2228 2285 5233 2615 3050
No. of farms with income loss greater than 30% 5 4 4 5
(I\?ET7) % Farms with income loss greater than threshold 29% 24% 24% 29%
Average indemnification per farm (EUR/ha) 4813 3186 2679 4663 3746
No. of farms with income loss greater than 30% 3 4 2 9
(NS (:)27) % Farms with income loss greater than threshold 5% 7% 4% 16%
Average indemnification per farm (EUR/ha) 2845 1868 526 1087 1882
No. of farms with income loss greater than 30% 2 3 4 3
(NIEIiS) % Farms with income loss greater than threshold 13% 20% 27% 20%
Average indemnification per farm (EUR/ha) 1579 1613 384 1138 1139

Source: own elaboration, 2017.

Table 3 and Table 4 show that the percentage of farms of the national
sample who experienced losses higher than the threshold (both 30% and 20%)
has registered a general increase in 2014, as for MRs samples but with the ex-
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ception of NW. Generally speaking, when comparing the two levels of thresh-
old, we find the same trend related to the number of farms with income drop,
although the percentage is greater when dealing with the lower threshold (20%),
as considered by the Omnibus Regulation.

Table 4. Farms (number and %) with income loss greater than 20% and average
indemnification, 2011-14

IST Threshold 20%
dimension Variable 2011 | 2012 | 2013 | 2014 | ‘1114
(sample)
No. of farms with income loss greater than 20% 98 85 69 99
(II\JTLX;ZYS) % Farms with income loss greater than threshold 30% 26% 21% 30%
Average indemnification per farm (EUR/ha) 3632 2672 4077 2479 3186
No. of farms with income loss greater than 20% 49 40 34 34
(Nlile} 3) % Farms with income loss greater than threshold 37% 30% 26% 26%
Average indemnification per farm (EUR/ha) 5963 3780 7237 3163 5154
No. of farms with income loss greater than 20% 31 30 20 37
N lili: 03) % Farms with income loss greater than threshold 30% 29% 19% 36%
Average indemnification per farm (EUR/ha) 1993 1614 3278 2506 2425
No. of farms with income loss greater than 20% 6 4 4 8
(I\? :Elfn % Farms with income loss greater than threshold 35% 24% 24% 47%
Average indemnification per farm (EUR/ha) 3839 3186 2679 3263 3016
No. of farms with income loss greater than 20% 7 7 6 15
(NS 827) % Farms with income loss greater than threshold 12% 12% 11% 26%
Average indemnification per farm (EUR/ha) 2136 2529 986 2054 2173
No. of farms with income loss greater than 20% 6 4 5 5
(N‘iLl 5) | %Farms with income loss greater than threshold | 40% | 27% | 33% | 33%
Average indemnification per farm (EUR/ha) 987 1596 384 1037 989

Source: own elaboration, 2017.

Compared to other MRs (i.e. NE, CEN, SOU and ISL), the average in-
demnity payment per hectare is found to be greater for farms in NW within the
observed period 2011-2014, both when we consider the threshold of 30%
(EUR 6094 per ha) and 20% (EUR 5154 per ha). This is due to the fact that,
while reducing the threshold, the indemnification becomes higher whereas the
number of hectares remains constant into the same sample. In addition, the av-
erage compensation per hectare in NW is also significantly greater than what
found for the national IST (EUR 3851 per ha and EUR 3186 per ha, for the
30% and 20%, respectively), suggesting that the variability of farm VA is re-
duced when considering a unique national fund in Italy, instead of many mac-
ro-regional ISTs. Indeed, compared to a smaller fund, a national IST could
contribute to face systemic risk'* [Ramsey and Santeramo, 2017] by including
geographical heterogeneity, albeit requiring high transaction costs due mainly
to information asymmetry problems (e.g. moral hazard).

' Systemic risk represents a large financial risk due to highly correlated losses and exists when many farmers
are exposed to the same risk in the same moment; notoriously, it can make the fund being insolvent when it has
to compensate farmers with severe income drops.
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Table 5. Average fee for farmers with income drop above 30% threshold, 2011-14

IST Threshold 30% v Max. Dev.
dimension Variable o/, | from mean
(sample) 2011 | 2012 | 2013 | 2014 | “11-‘14 | (%) Tevel (%)

Average fee on reference VA (%) 12.0 | 8.1 12.8 7.8 10.2 25.5 25.6
ITALY | Average fee per hectare (EUR/ha) 1006 | 618 | 1048 647 822
(N=325) | Average fee per hectare (EUR/ha) with the 27.6 27.2
EU contribution (65%) 352 ] 216 | 367 221 288
Average fee on reference VA (%) 194 | 11.7 | 229 8.1 15.8 43.9 45.7
NwW Average fee per hectare (EUR/ha) 1894 | 1033 | 2001 655 1400
(N=133) | Average fee per hectare (EUR/ha) with the 47.1 43.1
EU contribution (65%) 663 | 361 700 229 490
Average fee on reference VA (%) 4.0 33 9.3 10.1 7.1 52.7 44.9
NE Average fee per hectare (EUR/ha) 290 | 239 | 814 961 600
(N=103) | Average fee per hectare (EUR/ha) with the 63.4 62.7
EU contribution (65%) 101 84 285 336 210
Average fee on reference VA (%) 27.7 | 20.8 | 22.4 32.4 25.6 20.5 26.3
CEN Average fee per hectare (EUR/ha) 1600 | 1067 | 1027 | 1234 1234
(N=17) | Average fee per hectare (EUR/ha) with the 21.2 29.7
EU contribution (65%) 360 | 373 | 360 432 432
Average fee on reference VA (%) 4.6 3.1 0.1 1.8 24 79.7 91.7
SOuU Average fee per hectare (EUR/ha) 379 | 222 7 147 178
(N=57) | Average fee per hectare (EUR/ha) with the 82.1 106.5
EU contribution (65%) 133 78 3 3 62
Average fee on reference VA (%) 4.90 | 9.60 | 2.10 4.10 5.00 61.4 88.9
ISL Average fee per hectare (EUR/ha) 418 | 632 | 140 312 371
(N=15) | Average fee per hectare (EUR/ha) with the 54.8 69.5
EU contribution (65%) 146 | 221 4 109 130

Source: own elaboration, 2017.

As shown in Table 5 and 6, the fee that is up to farmers in order to par-
ticipate to IST is different according to the geographical sample we consider
(i.e. national or macro-regional ISTs), and the fee reflects a different level of
compensation and risk between different areas in Italy. Along the four-year
period from 2011 to 2014 and among the different MRs, the average fee (cal-
culated on the reference VA for each farm) is higher for farms belonging to
CEN, followed by NW, both when considering the threshold at 30% (25.6%
for CEN and 15.8% for NW, respectively) and 20% (26.2% and 16.7%, respec-
tively). In addition, when comparing the two northern macro-regions (NE and
NW), which are also the largest in terms of number of sample farms, it is pos-
sible to see that the average fee is always lower in NE (7.1% and 8.2%) than in
NW (15.8% and 16.7%). Analyzing the average fee per hectare along the four
years, on average we note that, compared to the other MRs, this is higher in
NW (EUR 1400 per ha with threshold at 30% and EUR 1480 per ha with
threshold at 20%), followed by CEN (EUR 1234 per ha and EUR 1236 per ha,
respectively).
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Table 6. Average fee for farmers with income drop above 20% threshold, 2011-14

IST Threshold 20% Max. Dev.
dimension Variable cv from mean
€11-¢ o,
(sample) 2011 | 2012 | 2013 | 2014 | 1114 | (%) | )0, 0
Average fee on reference VA (%) 12.9 | 10.1 13.5 9.6 11.6 17.0 16.5
ITALY Average fee per hectare (EUR/ha) 1090 | 772 1048 | 8.09 932
(N=325) | Average fee per hectare (EUR/ha) with 17.8 16.3
the EU contribution (65%) 3811 270 367 283 326
Average fee on reference VA (%) 204 | 124 23.6 9.3 16.7 40.7 42.0
NW Average fee per hectare (EUR/ha) 1993 | 1033 | 2088 737 1480
(N=133) | Average fee per hectare (EUR/ha) with 46.4 41.6
the EU contribution (65%) 698 | 361 731 238 >18
Average fee on reference VA (%) 5.5 5.1 10.4 10.5 8.2 37.8 29.2
NE Average fee per hectare (EUR/ha) 434 | 399 904 961 696
(N=103) | Average fee per hectare (EUR/ha) with 44.4 39.3
the EU contribution (65%) 152 140 317 336 244
Average fee on reference VA (%) 28.1 | 20.8 224 36 26.2 25.6 36.5
CEN Average fee per hectare (EUR/ha) 1600 | 1067 | 1027 | 1388 | 1236
(N=17) Average fee per hectare (EUR/ha) with 21.5 28.7
the EU contribution (65%) 360 | 373 360 486 433
Average fee on reference VA (%) 4.8 9.8 0.7 8.4 5.9 68.7 65.8
SOU Average fee per hectare (EUR/ha) 379 | 741 73 587 440
(N=57) Average fee per hectare (EUR/ha) with 64.9 67.6
the EU contribution (65%) 133 | 259 » 203 154
Average fee on reference VA (%) 5.8 9.6 2.5 4.2 5.3 54.9 77.8
ISL Average fee per hectare (EUR/ha) 501 569 140 312 398
(N=15) Average fee per hectare (EUR/ha) with 50.9 44.9
the EU contribution (65%) 176 | 199 4 109 139

Source: own elaboration, 2017.

When considering the threshold at 30%, the average fee per hectare
among the MRs ranges from a minimum of EUR 178 per ha (SOU) to a maxi-
mum value of EUR 1400 per ha (NW), whereas it amounts to EUR 822 per ha in
the Italian sample (i.e., the national IST). Conversely, when considering the 20%
threshold, the average fee per hectare ranges from EUR 398 per ha (ISL) to
EUR 1480 per ha (NW) and EUR 932 per ha for ITALY. Therefore, in line with
Regulation no. 1305/2013, such values are reduced by 65% in the case of public
contribution to the fund provided by the EU. With the exception of CEN only
when considering the threshold at 30%, the coefficient of variation that has been
calculated along the period both for the average fee (%) and the average fee per
hectare (calculated by dividing the standard deviation in each year by the aver-
age of fees along the four-years) is always lower in the Italian sample (25.5%
and 27.6%, respectively, with 30% threshold; 17% and 17.8% with 20% thresh-
old), compared to MRs samples. This shows that the hypothesis of a national
IST in Italy would significantly reduce the variability of risk intensity, rather
than smaller funds as the macro-regional ISTs analysed in this study.
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9.4. Summary and conclusions

The purpose of this research is to explore the more suitable geographical
dimension of the IST in Italy, according to both the current rules provided by
CAP Regulation on Rural Development and the new rules introduced by the
Omnibus Regulation, in the context of the adaptation of the agricultural sector to
production and market risks. Because of the absence of IST experiences and the
lack of a wide empirical literature on this specific topic, we can only summarize
some comments from our findings related to the viticulture sector in Italy. Even
if this could increase management costs (mainly against moral hazard risk), the
unification of different geographical areas (the five Italian macro-regions in this
study) into a single national IST fund could potentially reduce the systemic risk
that is notoriously linked to mutual funds; indeed, this could make the level of
risk homogeneous among farms that participate in the fund and reduce the vari-
ability of income (VA) losses. Our findings justify the establishment of a double
national and macro-regional (or regional) IST, in line with the idea that risk di-
versification can reduce the risk of insolvency. In line with this, a good solution
would be to set different fees for farmers belonging to different MRs, so that
these reflect area-specific level of risks. In addition, it would be desirable to cre-
ate also a national fund as this could provide resources in case of local insolven-
cy of MR funds. In this way, the national fund would be more stable against the
risk of insolvency, representing a potential buffer for MRs’ funds, and could al-
so reduce reinsurance costs. Our results contribute to the current policy debate
on the implementation of new publicly funded Income Stabilisation Tools that,
in line with the new CAP mid-term review (i.e. Omnibus Regulation), can be
also sector-specific. In particular, this research provides useful information to
support the design of the more suitable geographical dimension for such new
tool. However, the limited number of farms in many MRs (CEN, SOU and ISL)
and the short period of time that we observed prevents to consider the investi-
gated sample as representative of the entire population of Italian farms.
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