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Introduction to the report

The European Union still works on the final shape of the Multi-Annual
Financial Framework (MFF) for 2014-2020". At the same time, there are discus-
sions on the regulations governing the functioning of the Common Agricultural
Policy (CAP)* and other policies in the next programming period.

In light of the current economic crisis and the public debt crisis that are
affecting many countries of the Community, the debate on the future of the EU
budget is even more important. Issues of public finances, faced by the EU coun-
tries, cause that politicians are trying even more intensively to seek the
achievement of their assumptions about the scale and shape of the MFF. Politi-
cians from countries that are net contributors generally seek to reduce or at least
freeze the EU spending. By contrast, the countries obtaining substantial support
from the Community, the net beneficiaries, try to get at least as many resources
as in the current financial perspective.

Considerations related to the need for fiscal consolidation result in limited
possibilities to increase national support for the agricultural sector. Additional
barriers are formed by the EU rules relating to granting the national State aid.

This report was prepared as part of the long-term task of the IAFE-NRI
"National and EU agricultural budget in view of finances and functioning of the
Polish agriculture and the national economy". The aim of this paper is to present
the key determinants of agricultural support in the EU in the next programming
period. The work overlooks the issues related to the EU's commitments under-
taken in the framework of the WTO. The focus is on issues relating to the scale
of the funds allocated to the agricultural sector. The study consists of three parts.
The first part presents the basic information about the macroeconomic situation
and the state of public finances in the EU and the existing arrangements for the
MFF 2014-2020. The second part is devoted to the discussion of the current
rules and the scale of agricultural support in the EU in the framework of the na-
tional State aid. The last part focuses on the Polish spending on the agricultural
sector and possibilities for reallocation under these funds.

' The amount of the EU budget for 2014-2020 will be determined at the EU summit, which
will take place on 28-29 November 2012. The starting point for the debate on the summit is
the report prepared by the Cypriot Presidency which presents the current state of negotiations
(Council of the European Union (2012), Multiannual Financial Framework (2014-2020). Ne-
gotiating box, 13620/12, Brussels).

% The Danish Presidency (first half of 2012) prepared a report summarising the discussion on
the reform of the CAP in the period of its leadership in the EU (Council of the European Un-
ion (2012), CAP reform: Presidency Progress Report, 8949/12, Brussels).



1. Macroeconomic situation and the state of public
finances in the EU and multi-annual financial framework
for the period 2014-2020

1.1. Macroeconomic situation and the state of public finances in the EU

The financial and economic crisis has transformed in many countries of
the European Union into the crisis of public finances. The difficult economic
situation, combined with a very large debt, causes that typical solutions and in-
struments do not work. Therefore, both at the Community and national level,
there are new measures being taken to provide economic growth and decline in
government debt. It seems that the traditional instruments of macroeconomic
policy, especially fiscal policy instruments, are not the solution to the crisis.

The economic situation has improved in recent years compared to 2009,
when among the EU countries only Poland recorded positive growth rate (Table 1).
However, the projections for 2012 and the next year do not indicate a significant
improvement. Moreover, the negative projections for the global economy signi-
fy the more difficult conditions for economic recovery by the Member States.
As set out in the title of the report of the International Monetary Fund (IMF), the
world has to deal with high levels of public debt and sluggish economic growth’.
Forecasts for economic growth in the world in 2012 and 2013 prepared in July
2012 have been reduced in subsequent months. As pointed out in that report,
there is an increasing uncertainty about the prospects of the global economy. In
this light, the previous forecasts of the European Commission for GDP growth
in the EU can be regarded as excessive. However, there are very large variations
in terms of national development prospects of the Community. Nevertheless,
interdependencies and relationships between the EU countries are now so large
that macroeconomic condition depends not only on the national situation, but
also on the situation in the EU countries, which are closest to a given country in
economic terms.

*International Monetary Fund (2012), World Economic Outlook October 2012 - Coping with
High Debt and Sluggish Growth, Washington.



Table 1. GDP growth in the EU-27 in 1995-2013 (in percent)*

1995- | 2000- | 2005-

Member state 1999 | 2004 | 2008 2009 | 2010 | 2011 2012 2013
Austria 3,0 1,9 2,8 -3,8 2,3 3,1 0,8 1,7
Belgium 2,6 2,0 2,1 -2.8 2,3 1,9 0,0 1,2
Bulgaria -0,7 5,4 6,4 -5,5 0,4 1,7 0,5 1,9
Cyprus 4,8 3,5 42 -1,9 1,1 0,5 -0,8 0,3
Czech Republic 2,2 3,6 5,7 -4,7 2,7 1,7 0,0 1,5
Denmark 2,8 1,5 1,7 -5,8 1,3 1,0 1,1 1,4
Estonia 5,7 7,3 57| -143 2,3 7,6 1,6 3.8
Finland 4,5 3,1 3,2 -8.4 3,7 2,9 0,8 1,6
France 2.4 2,0 1,6 -2,7 1,5 1,7 0,5 1,3
Germany 1,6 1,1 2,2 -5,1 3,7 3,0 0,7 1,7
Hungary 2,4 42 2,2 -6,8 1,3 1,7 -0,3 1,0
Ireland 9,9 5,7 3,2 -7,0 -0,4 0,7 0,5 1,9
Italy 1,8 1,5 0,9 -5.5 1,8 0,4 -14 0,4
Latvia 3.8 7.4 69| -17,7 -0,3 5,5 2,2 3,6
Lithuania 4.5 7,0 7,1 -148 1,4 59 2.4 3,5
Luxemburg 4,8 42 4.4 -5.3 -2.7 22 2.4 -1,7
Malta 4,5 1,5 3,7 -2.7 2,32 2,1 1,2 1,9
Netherlands 3,9 1,7 2,8 -3,5 1,7 1,2 -0,9 0,7
Poland 6,0 3,2 5.4 1,6 3.9 4,3 2,7 2,6
Portugal 3,9 1,5 1,1 -2.9 1,4 -1,6 -3.3 0,3
Romania 0,4 5,4 6,4 -6,6 -1,6 2,5 1,4 2,9
Slovakia 4,3 3,9 7,8 -49 42 33 1,8 2,9
Slovenia 4,3 3,7 5,1 -8,0 1,4 -0,2 -1.4 0,7
Spain 3,7 3,6 3,0 -3.7 -0,1 0,7 -1,8 -0,3
Sweden 34 3,0 2,5 -5.0 6,1 3,9 0,3 2,1
United King-
dom 33 3,3 1,8 -4.4 2,1 0,7 0,5 1,7

* In 1995-2008 the average for the period, in 2012-2013 forecast. The table does not contain
data for Greece.

Source: Own compilation based on data from the European Commission in documents with
symbols COM (2012) 302-328.

An important indicator of the economic situation and the GDP growth rate
is the level of the output gap, i.e. the difference between the actual and potential
level of gross domestic product in the year that constitutes a point of reference.
In almost all EU countries during the current crisis, the output gap is negative,
which gives evidence of the under-utilisation of production capacity (Table 2).




Table 2. Output gap in the EU-27 in 1995-2013
(in percentage of GDP in fixed prices of 2000)*

Member state 1995-1999 [ 2000-2004 | 2005-2008 | 2009 | 2010 [2011 | 2012 | 2013
Austria -0,1 0,0 1,0 -2,9| -1,8 -0,1| -0.6| -03
Belgium -0,2 0,6 1,5 -2,3| -1,2| -04| -14| -13
Bulgaria -1,7 1,6 37| -34| -4,1| -3,1| -33| -25
Cyprus -1,3 0,9 1,1 -0,6] -0,9| -0,6| -1,9| -2.0
Czech Republic -3,1 2,1 46| -1,7| -09] -0,8| -2,1 2.2
Denmark 0,5 0,5 23| -5,0| -4,0| -3,1| -23| -14
Estonia -8.4 3 91| -98| -7,7| -1,5| -1,9| -0.8
Finland 0,2 0,8 2,7 -63| -3,8| -2,1| -2,1| -1,5
France -0,6 2,2 2,00 -28| -2,5| -2,1| -28| -2/
Germany -0,3 -0,1 0,6 -3,8| -1,4| 0,0| -09| -0,8
Hungary -2,1 0,5 3,1 -5,1| -39 -23| -2,7 -2,0
Ireland 2,3 1,9 1,5 -59| -49| -2,7| -12 0,9
Ttaly 0,2 1,1 1,5| -43| -2,5| -2,0] -29| -23
Latvia -2,6 -0,9 9,0/ -10,3] -94| 43| -3.,1 -1,5
Lithuania -5.8 -0,7 721 -99| -84| -3,3| -2,5| -14
Luxemburg -0,8 2,2 24| -42| 2,7 22| -24| -1,7
Malta 0,3 1,0 -0,7| -2,4| -1,3] 04| -0,2 0,4
Netherlands 0,0 0,0 09| -2,7| -2,1| -2,1| -3,7| -39
Poland -0,4 -0,3 1,3 -0,7| -0,8| -0,2| -09| -15
Portugal 0,7 1,3 -02| -2,8] -1,5] -2,7| -4,6| -4,0
Romania -42 2.8 721 04| -32| -2,8] -0,37| -3,3
Slovakia -0,4 -2,6 38] -1,6] -0,8] -0,5| -1.4| -1,1
Slovenia 0,2 0,4 44| -3,5| -32| -32| -44| -4,1
Sweden -1,5 0,3 20| -56| -1,4| 04| -10| -0,6
Spain -1,0 1,6 1,1 -44| 46| -3,8| -44| -3.6
United Kingdom 0,0 1,8 2,1 -43| -3,1| -3,3| -3,7| -3,1

*In 1995-2008 the average for the period, in 2012-2013 forecast. The table does not contain

data for Greece.

Source: As in table 1.

As for the inflation rate in the EU, its level of price growth in 2011 was in
most countries much higher than the average in 2000-2008 (Table 3). It is ex-
pected that in 2012 the rate of inflation will be lower than in the previous year.
The lowest inflation rate was recorded in 2009, the year in which all EU coun-

tries, except Poland, recorded negative economic growth.
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Table 3. Inflation rate in the EU-27 in 1995-2013 (percent)*

Member 1995- | 2000- | 2005-
state 1999 2004 2008 2009 2010 2011 2012 2013

Austria 1,2 1,8 2,3 0,4 1,7 3,6 2,4 2,0
Belgium 1,3 2 2,8 0,0 2,3 3,5 2,9 1,8
Bulgaria 10,6 6,4 8,2 2,5 3,0 3,4 2,6 2,7
Cyprus 2,3 3,1 2,7 0,2 2,6 3,5 3.4 2,5
Czech Re-

public 7,1 2,5 3,2 0,6 1,2 2,1 3,3 2,2
Denmark 1,9 2,1 2,2 1,1 2,2 2,7 2,6 1,5
Estonia 10,2 3,5 6,5 0,2 2,7 5,1 3,9 3.4
Finland 1,1 1,8 1,9 1,6 1,7 33 3,0 2,5
France 1,3 2,0 2,1 0,1 1,7 2,3 2,1 1,9
Germany 1,0 1,5 2,2 0,2 1,2 2,5 2,3 1,8
Hungary 16,5 7,1 5,4 4.0 47 3,9 5,5 3,9
Ireland 2,2 4,1 2,7 -1,7 -1,6 1,2 1,7 1,2
Italy 3,0 2,5 2,5 0,8 1,6 2,9 3,2 2,3
Latvia 4,8 3,2 9,7 3,3 -1,2 42 2,6 2,1
Lithuania 10,5 0,6 5,8 4,2 1,2 4,1 3,1 2,9
Luxemburg 1,1 2,8 3.4 0,0 2,8 3,7 3,0 2,0
Malta 3,3 2,6 2,6 1,8 2,0 2,4 2,0 2,2
Netherlands 1,7 3,0 1,7 1,0 0,9 2,5 2,5 1,8
Poland 11,3 43 2,6 4,0 2,7 3,9 3,7 2,9
Portugal 2,6 3,3 2,6 -0,9 1,4 3,6 3,0 1,1
Romania 74,6 26 7,1 5,6 6,1 5,8 3,1 3,4
Slovakia 7,2 7,8 3,2 0,9 0,7 4,1 2,9 1,9
Slovenia 8,1 6,9 3,6 0,9 2,1 2,1 2,2 1,7
Spain 2,8 3,2 3,5 -0,2 2,0 3,1 1,9 1,1
Sweden 1,4 1,9 1,8 1,9 1,9 1,4 1,1 1,5
United

Kingdom 2,0 1,2 2,6 2,2 3,3 4,5 2,9 2,0

* In 1995-2008 the average for the period, in 2012-2013 forecast. The table does not contain

data for Greece.

Source: As in table 1.

In recent years the EU Member States noted a significant increase in the
unemployment rate (Table 4) along with the unfavourable economic condi-
tions. Particularly alarming situation is in Spain, where now close to one quar-
ter of the population of working age is unemployed. The growing problem of
unemployment, especially among young people, has a very negative impact on
the public mood and reduces public support for significant budget cuts, espe-
cially in social spending.
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Table 4. Unemployment rate in the EU-27 in 1995-2013 (percent)*

Member 1995- | 2000- | 2005-
state 1999 2004 2008 2009 2010 2011 2012 2013

Austria 42 4,1 4.6 4.8 4.4 42 4,3 42
Belgium 9,2 7,5 7,8 7,9 8,3 7,2 7,6 7,9
Bulgaria 13,3 16,0 7,9 6,8 10,2 11,2 12,0 11,9
Cyprus 3,2 42 4.4 5,3 6,2 7,8 9,8 9,9
Czech Re-

public 5,5 8,0 6,2 6,7 7,3 6,7 7,2 7,2
Denmark 5,7 4,9 4,0 6,0 7,5 7,6 7,7 7,6
Estonia 10,0 11,2 6,0 13,8 16,9 12,5 11,6 10,5
Finland 12,9 9,2 7.4 8,2 8.4 7,8 7,9 7,7
France 10,7 8,7 8,7 9,5 9,8 9,7 10,2 10,3
Germany 9,0 9,0 9,5 7,8 7,1 5,9 5,5 5,3
Hungary 8,7 6,0 7,5 10,0 11,2 10,9 10,6 9,6
Ireland 9,4 4,3 5,0 11,9 13,7 14,4 14,3 13,6
Italy 11,2 8,8 6,8 7,8 8.4 8.4 9,5 9,7
Latvia 16,6 11,9 7,3 17,1 18,7 16,1 14,8 13,2
Lithuania 9,6 14,1 6,0 13,7 17,8 15,4 13,8 12,7
Luxemburg 2,7 3,1 4.6 5,1 4.6 4,8 52 5,9
Malta 6,0 7,3 6,7 6,9 6,9 6,5 6,6 6,3
Netherlands 5,4 3,6 4,1 3,7 4.5 4.4 5,7 6,2
Poland 12,0 18,6 12,1 8,2 9,6 9,7 9,8 9,6
Portugal 6,3 5,9 8,7 10,6 12 12,9 15,5 15,1
Romania 5,6 7,1 6,7 6,9 7,3 7,4 7,2 7,1
Slovakia 13,1 18,5 12,6 12,0 14,4 13,5 13,2 12,7
Slovenia 7,1 6,4 5,5 5,9 7,3 8,2 9,1 9,4
Spain 17,2 11,2 9,3 18,0 20,1 21,7 24,4 25,1
Sweden 8,6 6,3 6,8 8,3 8.4 7,5 7,7 7,7
United

Kingdom 7,0 5,0 5,3 7,6 7,8 8,0 8,5 8,4

* In 1995-2008 the average for the period, in 2012-2013 forecast. The table does not contain
data for Greece.
Source: As in table 1.

Another important indicator of the macroeconomic situation of the EU is
the level of net exports in relation to GDP. The situation of individual countries
varies greatly (Table 5). But it is clear that most countries of the Community are
net exporters, with economies whose condition is strongly linked with the situa-
tion in other markets.
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Table 5. Net exports of goods and services in the EU-27 in 1995-2013

(in percentage of GDP)*
Member | 1995- | 2000- | 2005-
state 1999 2004 2008 2009 2010 2011 2012 2013

Austria -0,3 3,2 5,1 4,8 4,3 3,0 3,0 3,1
Belgium 3,8 4,5 3,1 2,7 2,7 1,7 1,2 1,3
Bulgaria 0,8 -8,9 -18,2 -8,8 -1,9 0,7 1,1 0,4
Cyprus -0,8 -0,4 -5,9 -5,7 -6,3 -3,1 -1,9 -1,9
Czech Re-

public -2,9 -1,0 2,7 4,1 3,2 4,1 4,8 5,0
Denmark 4,0 5,9 34 3,8 53 5,3 4,6 4,5
Estonia -8,9 -5,6 -7,6 5,8 6,9 4,9 3,7 3,6
Finland 7,8 8,2 4,4 1,6 0,9 -0,5 -0,7 -0,6
France 2,1 1,0 -1,3 -1,8 -2,3 -2,9 -2,9 -2,7
Germany 1,0 3,2 6,0 5,0 55 5,1 4,5 4,3
Hungary -0,3 -2,8 -0,4 4,9 6,5 7,4 9,0 10,5
Ireland 12,2 15,3 9,8 15,5 19,1 21,5 23,6 25,1
Italy 3,5 0,9 -0,5 -0,5 -1,9 -1,5 -0,4 0,6
Latvia -1,7 -11,0 -17,5 -1,5 -1,4 -3,9 -4,5 -5,3
Lithuania -10,3 -6,1 -10,6 -1,5 -1,3 -1,5 -2,3 -2,6
Luxemburg 18,9 21,2 30,2 31,1 31,2 29,5 27,7 28
Malta -9,0 -1,6 -2,7 -1,2 1,4 4,9 5,0 5,5
Netherlands 5,1 6,3 8,2 6,8 7,5 8,1 8,7 9,3
Poland -2,8 -3,7 -2,3 0,1 -1,2 -1,1 -0,5 -0,7
Portugal -8,3 -8,9 -9,0 -7,4 -7,2 -3,9 -0,5 0,7
Romania -6,4 -7 -12,3 -6,0 -5,2 -5,1 -6,2 -5,9
Slovakia -6,7 -4,5 -3,0 -0,8 -1,3 2,6 2,7 3,2
Slovenia -1,9 -0,9 -1,5 1,4 0,6 1,0 1,4 2,6
Spain -0,1 -2,8 -6,0 -1,9 -2,1 -0,6 1,6 2,9
Sweden 6,8 7,0 7,5 6,5 6,3 6,2 5,6 5,8
United

Kingdom -0,3 2.4 -3,1 -1,8 -2,5 -1,8 -1,1 0,2

* In 1995-2008 the average for the period, in 2012-2013 forecast. The table does not contain
data for Greece.
Source: As in table 1.

Crucial to the level of foreign trade is the exchange rate level. In com-
parison with 2000, the real effective exchange rate (REER) in most EU coun-
tries increased (Table 6). The decline in exchange rate and thus increase in the
price competitiveness of exports was recorded in the UK, Sweden, Germany
and Poland.
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Table 6. Real effective exchange rate in the EU-27 in 1995-2013 (2000 = 100)*

Member 1995- | 2000- | 2005-
state 1999 2004 2008 2009 2010 2011 2012 2013

Austria 110 99,7 100,3 102,8 100,5 100,7 100,9 100,5
Belgium 109,2 104,4 109,9 1143 112,1 114,1 113,9 114,1
Bulgaria 86,8 108.4 126,0 153,7 158,1 1624 163,6 166,5
Cyprus 106,7 108,3 118,8 121,9 118,0 120,2 116,7 115,6
Czech Re-
public 92,5 117,9 1479 155,8 159,3 162,5 159,1 158,7
Denmark 106,3 107,2 119,1 130,6 125,1 123.4 120,0 119,0
Estonia 96,8 107,9 140,7 162,9 151,5 151,0 150,8 153,1
Finland 112,9 104,5 110,0 120,7 1154 115,2 113,7 114,0
France 110,0 104,7 112,7 1152 1134 114,6 113,3 113,2
Germany 93,8 98,7 1004 90,5 98,9 96,7 94,2 96,0
Hungary 87,6 98,9 100,3 83,3 86 85,9 89,2 89,6
Ireland 108,5 109,3 1354 1404 126,7 1204 112,8 109.,9
Italy
Latvia 103,4 110,5 123,0 129,3 124,7 124,0 119,7 120,1
Lithuania 82,6 103,3 124,3 131,1 119,9 118,5 115,6 1144
Luxemburg 87,9 93,3 127,0 145,5 129,0 131,0 129,0 127,2
Malta 114,7 100,6 96,8 98,3 94,2 94,7 94,4 94,6
Netherlands 103,6 107,5 112,3 116,9 113,7 113,5 112,6 111,9
Poland 99,3 105,0 112,0 1134 1104 109,1 103,2 101,8
Portugal 714 95,8 138,7 141,3 150,4 152,5 1473 148,8
Romania 92,3 105,1 137,0 168,1 163,1 160,6 158,0 156,5
Slovakia 105,5 102,5 106,1 115,5 114,1 113,6 111,0 108,8
Slovenia 102,4 97,8 96,2 87,4 92,7 96,0 96,9 97
Spain 104,7 105 118,3 122,2 1164 113,3 108,0 105,5
Sweden 96,2 120,1 140,6 132,2 127.9 130,9 125,7 128,2
United
Kingdom 107,3 107,2 119,5 125,0 121,2 121,7 120,0 119,6

* In 1995-2008 the average for the period, in 2012-2013 forecast. The table does not contain
data for Greece and Luxembourg.
Source: As in table 1.

According to studies by A. Bénassy-Quéré , S. Bereau and V. Mignon® on
the equilibrium exchange rate of the Euro, which were based on the concept of
fundamental equilibrium exchange rate (FEER) and behavioural equilibrium
exchange rate (BEER)’, the Euro exchange rate was overvalued in 2005. The

*A. Bénassy-Quéré, S. Béreaui V. Mignon (2008), Equilibrium Exchange Rates: a Guidebook
for the Euro-Dollar Rate, CEPII Working Paper No. 2/2008, Centre d’Etudes Prospectives et
Informations Internationales, Paris.

° FEER is a method of estimating the equilibrium exchange rate at which the medium term
macroeconomic equilibrium is achieved, which refers to the state of the current turnover bal-
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scale of overvaluation for FEER is very sensitive to the assumptions taken,
hence the very wide range of overvaluation — from 6.3 to 46.9%, while for the
BEER revaluation 4.7-9.5%.

After 2008, the REER of Euro was depreciated. In the case of Germany,
the Euro is undervalued, while in the other countries of the area it was consider-
ably overvalued in 2011 (Table 6). In Greece, this exchange rate is also probably
overvalued’. The overvaluation of the exchange rate in these countries limits the
opportunity to increase exports outside the Euro area. Furthermore, the weaker
Euro would lead to inflation and wage growth in Germany, which would allow
the other Euro area countries to increase exports exchange within the EU.

According to Z. Darvas’ an important source of the current crisis of the
Euro area is the inability of certain Member States to balance their external posi-
tions, which may cause loss of external solvency. Indeed, the data on net inter-
national investment position shows a very unfavourable development in the Eu-
ro area countries most affected by the crisis (Table 7).

Table 7. Structure of the net international investment position in selected EU

countries in 2011 (in percentage of GDP)

Item Greece Ireland | Portugal | Spain
Net foreign direct investment 5 31 -18 0
Net portfolio investment in equity securities 6 -451 -7 -8
Net portfolio investment in debt securities -10 264 -10 -43
Net other investment (mostly loans) -84 53 -76 -45
Net financial derivatives 1 5 -1 1
Reserve assets 2 1 10 3
Net international investment position -79 -98 -103 -92
(sum of the above positions)

Source: Own compilation based on Z. Darvas (2012), op. cit. Table 1.

According to Z. Darvas, at present it is necessary to introduce the macroe-
conomic policy in the Euro area, which will include:
e reduction of wages in the countries of southern Europe,

e increase in the growth rate of wages in the countries of northern EU,

ance and the level of savings for investments in the economy. BEER binds the real exchange
rate with a set of basic economic variables in the econometric model, which allows for the
estimation of the equilibrium exchange rate for certain values of economic variables in the
long run. Comprehensive description of these and other popular estimation methods for the
exchange rate can be found in the study: R.L. Driver, P.F. Westaway (2004), Concepts of
equilibrium exchange rates, Working Paper no. 248, Bank of England, London.

6 Z. Darvas (2012), Intra-euro rebalancing is inevitable, but insufficient, Bruegel Policy Con-
tibution, issue 2012/15, Bruegel Institute, Brussels, p. 7.

"Ibidem.
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e introduction of structural reforms to speed up the process of adjusting the
level of wages in southern Europe,

e introduction of an expansionary fiscal policy in the countries of northern
Europe, or at least reducing the rate of fiscal consolidation,

. . 8
e measures aimed at weakening the Euro”.

As regards the necessary structural reforms, they need to be made up of
two inextricably linked components. Microeconomic adjustments include regu-
lations and activities affecting the business climate, the flexibility of markets,
especially the labour market, the issues related to banking, innovation of econ-
omy and education system. However, macroeconomic adjustments relate pri-
marily to changes in productivity, competitiveness of prices and wages and the
balance of external turnover’.

However, the need to weaken the Euro is not only dictated by the desire to
increase the international competitiveness of the economies of the Euro area, but
also by the observation of the decreasing importance of trade with the Euro area
countries in the total trade of the countries in the area. This is confirmed by data
concerning Spain and Germany, where the share of exports to the Euro area
countries in the total exports of these countries decreased during the period
1999-2011, respectively, from 61 to 53% and from 45 to 38%"°.

Following the financial and economic crisis, many EU countries faced
the crisis of public finances. All EU countries had budget deficits in 2009, and
in most of them the deficits also increased sharply compared to previous years
(Table 8). It is worth noting that the highest level of deficit was recorded in
2009, not only in the countries affected the most by the crisis of public financ-
es, namely Greece, Portugal and Spain, but also in the UK. It is believed that
the country's lack of similar problems now faced by the southern EU countries
is due to the fact that the United Kingdom enjoys greater reliability among for-
eign investors.

8Ibidem, p. 10.

°Cf. Z. Darvas (2012b), The euro crisis: ten roots, but fewer solutions, Bruegel Policy Con-
tibution, issue 2012/12, Bruegel Institute, Brussels, p. 4.

197 Darvas (2012a), op. cit., Table 3.
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Table 8. Budget deficit in the EU-27 in 1995-2013 (in percentage of GDP)*

Member 1995- | 2000- | 2005-
state 1999 2004 2008 2009 2010 2011 2012 2013

Austria -3.2 -1,7 -1,3 -4.1 -4.5 -2,6 -3,0 -1,9
Belgium -2,5 0,0 -0,8 -5,6 -3.8 -3,7 -3,0 -3.3
Bulgaria -3,2 0,2 1,4 -4,3 -3,1 -2,1 -1,9 -1,7
Cyprus -3.5 -3.9 0,2 -6,1 -5.3 -6,3 -3.4 -2.5
Czech Re-
public -5,6 -5,1 -2,1 -5.8 -4.8 -3,1 -2.9 -2,6
Denmark -0,9 1,3 4,6 -2,7 -2,5 -1,8 -4,1 -2,0
Estonia -0,2 0,7 0,9 -2,0 0,2 1,0 -2.4 -1,3
Finland -1,5 4,2 4,1 -2.5 -2,5 -0,5 -0,7 -0,4
France -3.4 -2,8 -2,8 -7,5 -7,1 -5,2 -4,5 -4,2
Greece** -9,8 -15,6 -10,7 -9.,4
Spain -4.2 -0,4 0,3 -11,2 -9.3 -8,5 -6,4 -6,3
Netherlands -1,6 -1,0 0,2 -5,6 -5,1 -4,7 -4.4 -4,6
Ireland 0,8 1,4 -0,7 -14 -31,2 -13,1 -8,3 -7,5
Lithuania -4.4 -2.3 -1,3 -9.4 -7,2 -5,5 -3,2 -3,0
Luxemburg 2,8 2,7 2,0 -0,8 -0,9 -0,6 -1,8 -2,2
Latvia -0,9 -1,9 -1,4 -9,8 -8,2 -3,5 -2,1 -2,1
Malta -7,5 -6,4 -3,2 -3.8 -3.7 -2.7 -2,6 -2.9
Germany -3,9 -2,7 -1,2 -3,2 -4,3 -1,0 -0,9 -0,7
Poland -4,1 -5,0 -3,3 -7,4 -7,8 -5,1 -3,0 -2,5
Portugal -4.2 -3.8 -4.5 -10,2 -9.8 -4.2 -4.7 -3,1
Romania -3,5 -2,6 -3,0 -9,0 -6,8 -5,2 -2,8 -2,2
Slovakia -6,5 -6,4 -2,5 -8,0 -7,7 -4,8 -4,7 -4,9
Slovenia -3.4 -3,0 -1,2 -6,1 -6,0 -6,4 -4.3 -3.8
Sweden -2,1 0,7 2,6 -0,7 0,3 0,3 -0,3 0,1
Hungary -6,5 -6,0 -6,5 -4,6 -4,2 43 -2,5 -2,9
United
Kingdom -2.3 -1,0 -3.5 -11,5 -10,2 -8,3 -6,7 -6,5
Italy -4.4 -2,8 -3,1 -5.4 -4,6 -3.9 -2,0 -1,1

*In 1995-2008 the average for the period, in 2012-2013 forecast.
** In the case of Greece, the column 2005-2008 presents the deficit in 2008.

Source: Own compilation based on data from the European Commission in documents with
symbols COM (2012) 302-328 and Eurostat (2012), Newsrelease, Euro indicators, 149/2012.

Also, the budget deficit in 2009 increased sharply in most Member States
(Table 9). It should be noted that Italy has a relatively low budget deficit com-
pared to other EU countries. However, when it comes to government debt, Italy,
like Greece, has debt exceeding 100% of its GDP.
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Table 9. Level of public debt in the EU-27 in 1995-2013

(in percentage of GDP)*
Member | 1995- | 2000- | 2005-
state 1999 2004 2008 2009 2010 2011 2012 2013

Austria 66,3 65,8 62,6 69,5 71,9 72,2 74,2 74,3
Belgium 122,1 102,0 88,3 95,8 96,0 98,0 100,5 100,8
Bulgaria 87,4 54,4 20,0 14,6 16,3 16,3 17,6 18,5
Cyprus 56,2 65,3 60,4 58,5 61,5 71,6 76,5 78,1
Czech 13,8 25,3 28,3 34,4 38,1 41,2 43,9 44,9
Dania 65,4 48,8 32,7 40,6 42,9 46,5 40,9 42,1
Estonia 7,1 5,3 4,3 7,2 6,7 6,0 10,4 11,7
Finlandia 52,3 43,3 37,6 43,5 48,4 48,6 50,5 51,7
Francja 58,2 60,3 65,8 79,2 82,3 85,8 90,5 92,5
Greece** 1129 129,7 1483 170,6

Spain 64,7 52,5 39,8 53,9 61,2 68,5 80,9 87,0
Netherlands 69,0 51,9 50,7 60,8 62,9 65,2 70,1 73,0
Ireland 63,7 32,9 30,2 65,1 92,5 108,2 116,1 120,2
Lithuania 159 218 172] 294 38] 385|404 409
Luxemburg 7,2 6,3 8,3 14,8 19,1 18,2 20,3 21,6
Latvia 12,5 13,9 13,0 36,7 44,7 42,6 43,5 44,7
Malta 46,9 62,8 64,6 68,1 69,4 72,0 74,8 75,2
Germany 59,1 62,2 67,1 74,4 83 81,2 82,2 80,7
Poland 42,8 41,8 46,7 50,9 54,8 56,3 55,0 53,7
Portugal 54,3 53,3 66,5 83,1 93,3 107,8 113,9 117,1
Romania 14,1 22,7 13,6 23,6 30,5 33,3 34,6 34,6
Slovakia 33,8 45,3 30,5 35,6 41,1 43,3 49,7 53,5
Slovenia 22,0 27,0 24,6 35,3 38,8 47,6 54,7 58,1
Sweden 70,3 52,6 43,7 42,6 39,4 38,4 35,6 34,2
Hungary 68,5 56,6 66,9 79,8 81,4 80,6 78,5 78
United

Kingdom 48,5 39,2 46,3 69,6 79,6 85,7 91,2 94,6
Italy 117,2 105,8 105,1 116,0 118,6 120,1 123,5 121,8

*In 1995-2008 the average for the period, in 2012-2013 forecast.
** In the case of Greece, the column 2005-2008 presents the deficit in 2008.

Source: As in table 7.

One should also pay attention to the short-term situation in the EU.
From this perspective, more important than the overall level of public debt is the
value of liabilities maturing in the coming years. In this case, the period 2012-
2014 would be most unfavourable for Italy, where the obligations maturing dur-

ing this period amount to about one quarter of GDP (Table

10).

In the case of Greece and Portugal, the highest level of maturing obligations re-
lates to 2012, when they reach about one fifth of GDP.
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Table 10. Gross financial needs of selected EU countries in 2012-2014

(in percentage of GDP)
Member state 2012 2013 2014
A B C A B C A B C

Austria 5,6 2,9 8,5 6,3 2,1 8.4 8,8 1,8 10,6
Belgium 16,4 3,0 19,4 17,5 2,3 19,8 17,2 1,5 18,7
Bulgaria 1,6 1,1 2,7 2,6 1,1 3,7

Czech Republic 9,0 3,2 12,3 9,3 3,0 12,3 10,1 2,8 12,8
Denmark 7,8 3,9 11,7 8,5 2,0 10,5 7,8 1,9 9,7
Finland 7,2 1,4 8,6 7,2 0,9 8,1 7,5 0,3 7,8
France 13,8 4,7 18,5 15,9 3,5 19,4 15,4 2,8 18,2
Germany 8,1 0,4 8,5 7,9 0,4 8,3 5.4 0,3 5,7
Greece* 21,4 7,5 289 12,9 4,7 17,6 14,0 34| 174
Hungary 13,8 2,9 16,7 15,2 3,7 18,9

Ireland** 4,3 11,6 15,9 5,7 8,7 14,4 6,5 6,00 12,5
Italy 27,4 2,71 30,1 23,5 1,8] 253 238 1,6 254
Latvia 43 1,3 5,6 4.2 1,5 5,7

Lithuania 5,7 33 9,0 5,6 2,9 8.4

Netherlands 10,4 3,7 14,1 11,3 3,2 14,5 11,8 3,6 154
Poland 8,1 3.4 11,5 8,4 3,1 11,6

Portugal 224 50 274 17,3 45| 21,7 19,7 2,5 222
Romania 8,7 2,2 10,9 8,8 1,8 10,6

Slovakia 7,5 4,8 12,3 10,0 2,9 12,9 9,7 2,9 12,6
Slovenia 3,3 4,6 7,9 33 4.4 7,7 5,8 2,8 8,6
Spain 15,6 700 226 15,6 57 213 15,5 4,6 20,1
Sweden 4.4 0,2 4,7 2,5 0,2 2,7 5,2 -0,2 5,1
United Kingdom 6,9 8,2 15,1 7,4 7,3 14,7 9,4 5,8 15,1

A - liabilities maturing, B - budget deficit, C - total financial needs

* level of maturing liabilities assumes 90% share in the debt swap programme

** deficit includes the state budget deficit, other cash needs of the state and the cost of bank
recapitalization

Source: Own compilation based on: IMF (2012), Fiscal Monitor October 2012. Taking Stock.
A Progress Report on Fiscal Adjustment, IMF, Washington, Table 8 and Table 9.

As regards the income side of public finances, at the beginning of the cur-
rent crisis, many EU countries have clearly increased the tax burden on con-
sumption, while mitigating the burden on the labour and capital. In the following
years they also raised personal income taxes. These changes were caused by the
need to raise budget revenues. This increase, however, can have negative conse-
quences when it comes to stimulating economic prosperity''.

" More on the subject see: J. Kudla (2012), Zmiany struktury wplywow bud:etowych

w wybranych panstwach Unii Europejskiej w latach 2008-2010 [in:] J. Sokotowski, M. So-
snowski, A. Zabinski (ed.) ,,Finanse publiczne”, Prace Naukowe Uniwersytetu Ekonomiczne-
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In recent years, many EU countries introduced many arrangements to con-
solidate public finances. The most commonly used instrument is the rule of bal-
ancing the budget relating to cyclical adjustment (Table 11).

Table 11. Institutional arrangements for fiscal policy in selected EU countries

National fiscal rules*

Budget balance rule

Member Cvelicall Independent Medium-
tat Expenditure | Revenue d}', ted Y Non— Debt Fiscal Term Budget
state rule rule Z.Juts S or cyclically rule Council Framework
adjusted over adjusted
the cycle
France + + + binding
Greece + + indicative
Spain + + + indicative
Ireland + + indicative
Lithuania + + + + indicative
Latvia + indicative
Germany + + indicative
Poland + + + indicative
Portugal + + indicative
Romania + + + indicative
Hungary + + + indicative
United + + + indicative
Kingdom
Italy + + indicative
* Transnational and regional rules not included
Source: Own compilation based on: IMF (2012), Fiscal Monitor ...., Table 5.

Individual EU countries have introduced in recent years a number of dif-
ferent types of actions to consolidate public finances. These include both the in-
come side and expenditure side of national budgets (Table 12). Most activities
were taken by states most affected by the crisis of public finances.

go we Wroctawiu No. 247, Wydawnictwo Uniwersytetu Ekonomicznego we Wroctawiu, pp.

180-190.
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It should be noted that the situation of the Euro area seems to be particu-
larly associated with the level of confidence in the markets. A good example is a
comparison of Spain and the United Kingdom. The situation of public finances
in both countries is similar. However, in November 2011, the 10-year bonds of
Spain bore interest rate of 6.5%, while that of UK only 2.3%.

Monetary union was to release its member countries from the problem of
the so-called impossible trinity presented in the Mundell-Fleming model. This
model indicates that the country cannot simultaneously maintain the following
three elements:

» independent monetary policy,
» fixed exchange rate,
» free movement of capital.

It must choose at most two elements from the three. By way of forming a mone-
tary union, the EU countries liquidated foreign exchange risk between them-
selves.

In light of the current crisis in the Euro area, most often indicated design
flaws of the monetary union's new trilemma'” for the Euro area, as presented by
J. Pisani-Ferry (figure 1), include:

e 1o co-responsibility for the debt based on Article 125(1) of the Treaty on
the Functioning of the European Union (TFEU)',

e ban on loans to the EU from central banks (Article 123(1) of the TFEU)",

e interdependence between states and banks operating in them (Table 13).

This interdependence makes the Euro area countries particularly vulnera-

ble to liquidity crises and financial crises.

12, Pisani-Ferry (2012), The Euro Crisis and the New Impossible Trinity, Bruegel Institute,
Brussels, p. 11.

" It is not about Dani Rodrik extended trillema associated with globalization, which has been
discussed in detail in the article: D. Rodrik (2000), How Far Will International Economic
Integration Go? Journal of Economic Perspectives—Vol.14, No. 1, pp. 177-186.

14 “The Union shall not be liable for or assume the commitments of central governments, re-
gional, local or other public authorities, other bodies governed by public law, or public under-
takings of any Member State, without prejudice to mutual financial guarantees for the joint
execution of a specific project. A Member State shall not be liable for or assume the commit-
ments of central governments, regional, local or other public authorities, other bodies gov-
erned by public law, or public undertakings of another Member State, without prejudice to
mutual financial guarantees for the joint execution of a specific project.”

15 «“Overdraft facilities or any other type of credit facility with the European Central Bank or
with the central banks of the Member States (hereinafter referred to as ‘national central
banks”) in favour of Union institutions, bodies, offices or agencies, central governments, re-
gional, local or other public authorities, other bodies governed by public law, or public under-
takings of Member States shall be prohibited, as shall the purchase directly from them by the
European Central Bank or national central banks of debt instruments.”
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A way to solve these problems is to create a fiscal, financial union, and entrust
the role of the bank of last resort for countries forming the union to the Europe-

an Central Bank.

Figure 1. Fiscal policy instruments introduced during the current crisis
in selected EU countries

Strict no-monetary
financing

Bank-sovereign interdependence

Fiscal union

Financial union

Lender of last resort

for sovereigns

No co-responsibility
over public debt

Source: Own compilation based on: IMF (2012), Fiscal Monitor ..., Table 4.

Table 13. Structure of public debt by entities that are creditors of debt
in selected countries in 2011 (in percentage)

Domestic | Central Other public Otheer Non residents
Country banks bank ECB institu%ions . res_1d§nt (exc. ECB)
nstiutions
France 14,0 n.a. - - 29,0 57,0
Germany 22.9 0,3 - 0,0 14,1 62,7
Greece 19,4 2,6 22,9 10,1 6,5 38,5
Ireland 16,9 n.a. 16,1 0,9 2.4 63,8
Italy 16,7 4.8 6,4 - 293 428
Portugal 22,4 0,8 11,2 - 13,5 52,1
Netherlands 10,7 n.a. - 1,1 21,4 66,8
Spain 27,0 3,2 5,4 10,2 20,0 342
United 10,7 19,4 - 0,1 39,5 30,2
Kingdom
USA 2,0 11,3 - 35,5 19,9 31,4
Source: J. Pisani-Ferry, op. cit., table 1.

23




1.2. The EU multi-annual financial framework for 2014-2020

Before discussing proposals for the MFF 2014-2020, we should pay atten-
tion to how small is the scale of public expenditure of the EU compared to the
expenses of its Member States. Expenditures in the EU represent only 1.9% of
total public expenditure carried out jointly in the EU Member States (Table 14),
which is fifty times smaller than the total expenses of the members of the Com-
munity. It should also be noted that public spending in the EU countries exceeds
in total 50% of the Community GDP.

Table 14. Scale of public expenditure in the EU and its Member States

Item Public expenditure
EU MS total
Sum (mln euro) 118345 | 5985115 6 103 460
Percentage of GDP 1,0 50,9 52,0
Percentage of total public expenditure 1,9 98,1 100,0
Percentage of total public expenditure 35 96,5 100,0
excluding health and social security

Source: A. Barbier-Gauchard, E. Rubio (2012), Projet ,, Comment mieux dépenser ensemble”.
Mieux dépenser ensemble analyses et recommandations, ,,Notre Europe” Instytut Jacques
Delors, tableau 1.

Such large differences in expenditure levels are also reflected in their
structure (Table 15). It is especially vividly illustrated by spending on agricul-
ture, fisheries and rural development. In the EU, these expenditures have the
largest share in the total expenditure from the Community budget and account
for more than half of them. However, in the national budgets they account on
average only for 1.1% of the funds, which gives them 14th position in the struc-
ture of expenditure in terms of their share in the total expenditure. It should be
noted that, taking into account the amount of public spending of the EU and its
members, at a given share of agriculture, fisheries and rural development in the
budgets, the spending on agriculture from the EU amounted to EUR 60.7 billion,
and in the Member States to more than EUR 65.8 billion.

For comparison, in Poland the state budget expenditure on agriculture'®
accounted for 1.8% of budgeted expenditures for 2012 and 13.2% of expendi-
ture in the budget of the European funds distinguished under the Polish Budget
Act, which in total gives 4.0% of public expenditure made in Poland. However,
as regards the structure of sources of funds for agriculture, 62.8% came from the
EU budget'”.

1% Section 010 "Agriculture and hunting".
' Own calculations based on the draft Budget Act for 2013 established by the Council of
Ministers on 27 September 2012.

24




Table 15. Structure of public expenditure in the EU and the Member States with
the exception of spending on health and social security (percentage)

Specification EU Member States
Agriculture, fisheries and rural development 51,3 1,1
Regional cohesion 24,6 10,0
External relations 6,2 0,0
Administration 5,7 16,5
Research and development 5,6 3,0
Education 1,5 21,6
Competitiveness and innovation 1,4 4.6
Transportation 1,1 5,1
External aid 0,7 1,9
Freedom, security and justice 0,7 7,3
Citizenship and culture 0,3 4.6
Environment 0,3 3,1
Energy 0,3 0,2
Communication 0,2 0,1
Residential construction 0,0 4.4
Defense 0,0 6,1
Public debt 0,0 10,2
Total 100,0 100,0

Source: A. Barbier-Gauchard, E. Rubio (2012), op. cit., tableau 2.

Work on the final shape of the EU's multi-annual financial framework for
2014-2020 came in the final phase. Currently under discussion are proposals of
the European Commission of July 2012, the proposal of the Cypriot Presidency
of October 2012, and the proposal of the President of the European Council,
Herman van Rompuy, of November 2012 (Table 16). In July 2012, the Europe-
an Commission presented a new version of the MFF 2014-2020, stripped-down
to EUR 75 billion in relation to its proposal of June 2011. In October 2012, the
Cypriot Presidency presented a proposal reduced by a further EUR 60 billion.
The EU President Herman van Rompuy also submitted his proposal, where the
reduction of funds in relation to this year’s European Council proposal was to
reach EUR 81 billion.
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At the summit at the end of November 2012, the heads of EU Member
States have not come to an agreement as to the final amount of funds to be allo-
cated to the MFF 2014-2020. The next summit is scheduled at the beginning of
2013. It is expected that it will delay work on the final shape of not only the
Community budget, but also the reform of the EU actions in key areas of its ac-
tivities and the preparation of national and regional programmes co-financed
from the EU funds.

It should be also noted that, in accordance with the Lisbon Treaty, the Eu-
ropean Parliament (EP) plays an important role in shaping the CAP. Work on
the final solutions will be carried out under the so-called trilogs (negotiations
between the Commission, Parliament and Council). This additional element can
also have significant impact on the delay in the work. Already, work is delayed
in the EP. Adoption of the report on the European Council proposal was to take
place in November 2012, but was postponed to the end of January 2013, which
is not surprising given the fact that over seven thousand amendments were sub-
mitted to the European Council proposal.

At the summit, President H. van Rompuy presented another proposal,
which contained even greater cuts in the MFF 2014-2020". This proposal en-
visaged an increase in the amount of funds allocated to cohesion policy by
more than 10.6 billion compared to the first proposal of the President. With
regard to CAP, there were no plans for changes in the level of expenditure on
rural development policy. However, in the case of spending on the first pillar,
it was expected to increase to EUR 8 billion compared with the first proposal
of van Rompuy.

This last proposal should be referred to the most important instrument of
the CAP — the direct payments. Particularly interesting here is the amount of
payments in countries where the current rate is less than 90% of the EU average
and the level at which this average will remain. The level of funds allocated for
direct payments is not specified in the second proposal of H. van Rompuy. Ac-
cording to A. Matthews', the average rate of payment in the EU will drop by
2.3%, which also takes into account the accession of Croatia to the Community.
With this decrease this rate will be at the level of 262 EUR/ha. Currently in the
EU-12 countries the payment rate is lower than the average for the whole of the
EU, but only in four of them the rate of payment would be lower by over EUR
50 than 90% of the average rate in the EU (Table 17). Reduction of one third of
the difference between the rates in countries with payments of less than 90% of
the EU average would not cause the rates to reach the level of the EU average.

'8 European Council (2012), European Council (22-23 November 2012) — Draft conclusions.
19 A. Mattews (2012), No decision on MFF budget at first attempt. Text available at:
http://capreform.eu/no-decision-on-mff-budget-at-first-attempt/.
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Table 17. Amount of payments in the countries with the lowest rate on the
basis of the second proposal of H. van Rompuy (EUR/ha)

Difference between the . .
of the EU average
1) 2) (3)=(1) +(2)x1/3

Finland 231,3 4.5 2328
Sweden 229,6 6,2 231,7
Bulgaria 227,8 8,0 230,5
Spain 2237 12,1 227.8
United

Kingdom 2237 12,1 227.8
Poland 210,2 25,6 2189
Slovakia 200,9 34,9 212,8
Portugal 189,5 46,3 205,2
Romania 179,0 56,8 198,3
Lithuania 140,5 95,3 172,9
Estonia 1142 121,6 155,5
Latvia 92,5 1433 141,2

Source: Own elaboration based on A. Matthews (2012b).

The crisis of the European Union is now not only economic, but also po-
litical. During the debates on the future of the public finances of the Community
and the fate of the European integration project, one can still expect a big
change not only in the level of resources allocated to the CAP, but also signifi-
cant modifications to the initial Commission proposal.

28



2. State aid for agriculture in the European Union

One of the key elements of European integration is the single market. In
order to ensure equal conditions of competition to entities from all Member
States, the EU legislation specifically sets out the rules for granting State aid
from public funds.

Also in relation to agricultural support, the national aid rules are specifi-
cally defined and are usually subject to modification in subsequent financial per-
spectives. Also in relation to the currently prepared solutions for the program-
ming period 2014-2020, there are plans to make changes to the legislation on
State aid, both in agriculture and in other sectors. The European Commission
has not yet presented a proposal in this regard, it has just announced that the
changes will focus on the simplification of the functioning of national support
mechanisms, especially the way of notifying them to the European Commission.

Currently, the basic rules and the documents governing the granting of
State aid in the agricultural sector are:

1. Commission Regulation (EC) No 1857/2006 of 15 December 2006 on the
application of Articles 87 and 88 of the Treaty to State aid to small and
medium-sized enterprises active in the production of agricultural products

and amending Regulation (EC) No 70/2001 (OJ L 358, 16.12.2006);

2. Commission Regulation (EC) No 1535/2007 of 20 December 2007 on the
application of Articles 87 and 88 of the EC Treaty to de minimis aid in the
sector of agricultural production (OJ L 337, 21.12.2007);

3. Commission Regulation (EC) No 800/2008 of 6 August 2008 declaring
certain categories of aid compatible with the common market in applica-
tion of Articles 87 and 88 of the Treaty (General block exemption Regula-
tion) (OJ L 214, 9.8.2008);

4. Community guidelines for State aid in the agriculture and forestry sector
2007-2013 (OJ C 319 0f 27.12.2012).

The scale of support to agriculture in the form of national State aid in-
struments varies greatly across the EU. In 2010, the average scale of domestic
support in the EU reached 0.1% of GDP (Figure 2). The highest level of support
in relation to GDP was recorded in Finland, where it amounted to 0.67% of
GDP. Ireland was ranked second (0.45%) and Hungary third (0.29%).
In Poland, the national support was almost twice as high as the average for the
EU-27 and reached 0.19% of GDP. The lowest level of domestic support was
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found in Portugal, where it amounted to 0.01% of GDP. In Greece (0.02%) and
Sweden (0.03%) it was also very low.

Figure 2. Share of domestic support for agriculture in the GDP of selected EU
countries in 2010 (in percentage)
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Source: Own elaboration based on EC'’s data.

Also in relation to the total amount of State aid granted by Member States
in 2010, support for agriculture ranks low (Figure 3). The share of agriculture in
the public support (with the exception of support associated with the economic
crisis) on average in the EU amounted to only 0.08% of GDP and accounted for
only 13.3% of State aid in the European Union. The highest share of aid to agri-
culture in total State aid was recorded in Estonia and Finland. However, in Esto-
nia the total aid was more than two times lower than the average in the Commu-
nity, and in Finland it was almost twice as high. The lowest share of agriculture
in total public support was in Greece, Portugal and Sweden. In all three coun-
tries agriculture received less than 2% of the total funds allocated for State aid.
Differentiation in the approach of the Member States to support of economy and
agriculture is enormous. In most cases, it can be noted that a significant level of
domestic support is also reflected in the relatively high support for agriculture.
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Figure 3. Share of aid to agriculture in total national aid in selected EU countries
in 2010 (in percentage of GDP)
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* Total state aid excluding state aid connected with current economic crisis.
Source: Own elaboration based on EC’s data.

In most of the EU-27 countries in the 2005-2010 period there was a sig-
nificant decrease in the level of support to the agricultural sector under the State
aid. Only in Italy there was an increase in support for agriculture in relation to
its value before the crisis. The remaining countries reduced their support for the
agricultural sector. However, change in the scale of support is not a sufficient
basis to assess the trend in State aid for the agricultural sector. No less important
is the structure and scope of support instruments. These issues will be discussed
separately for each of the EU Member States in the following section.
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Figure 4. Change in the level of domestic support for agriculture in the selected
EU countries (2005 = 100)
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Source: Own elaboration based on EC’s data.

An important point of reference for State aid intended to support the agri-
cultural sector is the scale of support received by individual countries under the
Common Agricultural Policy. Since the beginning of the crisis, the amount of
State aid for agriculture in comparison with the support obtained from the CAP
significantly decreased - from over 25% to 17.5% (Table 18). However, when
analysing the data one should bear in mind that in the case of the Member States
of the Community, which in 2004 joined the EU, in 2007 there has been a lapse
of many instruments of State aid which under the Accession Treaty could have
been implemented by the end of April 2007. Therefore, in 2007, in many of
these countries there was the accumulation of expenditure on domestic support.
Later, the level of support was greatly reduced, which also had an impact on the
overall scale of expenditure. Limiting the scope of support, however, does not
explain such a large decrease in the amount of State aid. The more important
factor was the steady increase in the amount of funds received from the CAP
through the systematic raising of the scale of transfers for direct payments re-
ceived by the new members of the Community.

It is also important to remember that the amount of funds received from
the CAP also depends on the absorption capacity of funds for rural development.
Therefore, depending on the rate of use of funds under the second pillar of the
CAP, the total annual amount of funds received by the Member States is differ-
ent. A more stable point of reference, at least for the EU-15, is to compare the
scale of State aid with funds received from the first pillar of the CAP.
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Table 18. Ratio of State aid for agriculture and support from the CAP
in the 2007-2010 period (in percentage)

State aid/CAP* State aid/I pillar*
Member state
2007 2008 | 2009 | 2010 2007 2008 | 2009 | 2010
Austria 15,5 13,3 12,3 11,6 22,8 21,61 21,4 209
Belgium 12,8 13,7 15,2 13,6 13,7 14,9 16,4 15,0
Bulgaria 98130,0| 49,3| 453 6,9 98130,0| 1159| 70,8 13,4
Cyprus 84,41 79.4| 196,6| 43,9 119,3| 108,9| 278.6| 60,2
Czech Republic 409 36,3| 245 19,5 63,9 554| 41,0] 33,7
Denmark 11,0 9,1 10,4 8,5 11,0 10,0 11,0 9,0
Estonia 40,71 31,3 19,7 17,3 672 68,0| 54,0] 414
Finland 155,4| 153,5| 160,8| 1352 243,5| 221,9| 2143| 2013
France 21,8 22,3| 22,6 237 22,6 24,5| 24,6| 26,0
Greece 11,1 7,7 8,2 1,2 12,2 8,8 8,7 1,4
Germany 13,8 17,8 12,9 10,4 15,8] 20,3 15,0 12,4
Hungary 120,7| 90,7 31,9| 204 189,0| 117,0] 52,8 30,2
ITreland 229| 68,6 43,6| 41,2 294 8773 54,3| 532
Italy 18,7 15,8 14,1 14,7 20,4 18,1 15,2 16,7
Latvia 121,3 5,0 17,0 9,3 121,3 149| 39,0 244
Lithuania 456 38,3 18,2 14,8 78,6 51,7| 38,9| 28,1
Luxemburg 55,2 40,2 41,1 39,2 76,9 53,8 56,1 56,5
Malta 356 21,7 39,7 9,5 356 23,5| 41,3 11,2
Netherlands 599 694| 67,6] 808 62,7] 71,01 69,8] 86,6
Poland 25,7 31,01 23,1 19,0 454 49,01 36,8| 323
Portugal 1,7 1,9 1,7 0,7 2,3 3,0 2,2 1,2
Romania 15848,8| 52,6 53,5 6,4 158488 1150 104,4 13,7
Slovakia 14,5 19,3 13,6 8,5 20,9 38,8| 31,4| 203
Slovenia 55,5 51,7] 344| 31,7 161,0] 123,1 79,3 70,8
Spain 12,5 10,8 9,4 7,5 12,5 12,6 10,4 8,5
Sweden 16,3 11,0 13,0 5,0 22,5 13,8 14,9 7,0
United Kingdom 14,3 12,3 12,8 10,4 14,9 14,1 14,1 12,1
EU-27 252 23,6 21,1 17,5 28,8 28,7] 25,1 21,9
EU-25 22,51 22,7 202 22,0 257 27,01 23,7 272
EU-15 20,0/ 20,9 19,3 17,8 222 242 21,71 21,0

Source: B. Wieliczko (2012), Impact of economic crisis on the amount of State aid for agricul-
ture in the EU. Article prepared for the conference "Food economy as a sector of the national
economy" organised by the Warsaw University of Life Sciences, 6 December 2012, table 2.

In the context of changes in support for the agricultural sector in the EU,
one should also note the change in the level of income received by farmers and
the change in the share of direct payments in the income (Table 19). In the ana-
lysed period agricultural income changed significantly. At the same time, the
share of direct payments was quite stable in the EU-15, while in the new
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Member States it grew ra pidly due to the gradual introduction of th is instru-
ment of support.

Table 19. Average annual change in the rate of "annual income from the factors
of production in agriculture” in the selected EU countries in 2002-2010 (fixed
prices, value of 2005 = 100) (1) and "share of direct payments in the income
from the factors of production” in 2002-2010 (2)

12
State 2002- | 2005- | 2002- | 2002- | 2005- | 2002- 2005-2010
2006 | 2010 | 2010 | 2006 | 2010 | 2010 |(2002-10=100)
EU-15
Austria 3,0 -0,4 1,5 71,1 65,4 67,4 92,0
Denmark 4,3 11,0 49 510l 649 59,4 127.3
Finland 1,6 4.4 35 1132] 1108] 1105 97,9
France -4,7 0 22| 441 449 443 101,8
Germany 4,6 3,5 42| 27 497 50,6 943
Greece 8,5 24 sl 32,7 394 36,6 120,5
Ttaly -0,1 0,0 04| 234 274 257 117,1
Netherlands 3,2 0 01| 136 15,5 14,3 114,0
Portugal 1,6 1,5 01| 385 44| 415 1143
Spain -3,4 32 30| 268 204 281 109,7
Sweden 4,2 1 35 73,6] 696 71,6 94,6
g;ﬁed King- 0,15,4 34| 503 47,0 47,6 934
EU-12
Bulgaria 1,8 10,1 72| 44l 214 15.8 486,4
Czech Republic 13,3 1,7 7,2 49,0 71,8 63,0 146,5
Hungary 14,9 3.9 8,71 40,7 516|462 126,8
Latvia 24,0 0,0 10,0] 468 61,9 55,8 132,3
Lithuania 16,0 4.1 10,1 404 51,1 458 126,5
Poland 16,5 6,4 10,1 30,1 42,9 38,0 142,5
Romania 3,4 1,1 44 86 14,4 11,8 167,4
Slovakia 8,3 1,5 46| 535 76,0 69,3 142,1

Source: Z. Florianczyk, W. Rembisz (2012), Efektywnosc i produktywnos¢ polskiego rolnictwa
w porownaniu do rolnictwa panstw UE w latach 2002-2010, ,, Problemy rolnictwa swiatowe-
go”, Zeszyty Naukowe Szkoly Glownej Gospodarstwa Wiejskiego w Warszawie, vol. 12
(XXVII)2012, Zeszyt 1, Wydawnictwo SGGW, Warsaw, pp. 53-62.

As mentioned above, the a nalysis of State aid granted to agriculture in
the EU requires not only the assessment of the scale of changes, but also of the
support structure and the nature of aid instruments used. The next section pre-
sents the data for each of the Member States. Contrary to previous announce-
ments, Commission has not yet published data for 2011, so the last a nalysed
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year is 2010. To ensure the transparency of the chapter, Member States are dis-
cussed in alphabetical order.

The names of instruments correspond to the classification used by the Eu-
ropean Commission. In many cases, there are instruments of the same name;
they were singled out because of the fact that they have been introduced on the
basis of other regulations. However, this does not affect their character, there-
fore for simplicity, they are combined in the present study in a single instrument,
which in each case is indicated in the respective tables.

Austria in 2002-2010%° used 21 different categories of agricultural support
from public funds, which are distinguished by the European Commission (Table
20). In 2010, it used more support mechanisms than in 2002, but the total
amount spent on this support was more than 1/4 lower. In 2002, the most im-
portant instrument of support, taking into account the level of expenditure, were
the funds expended in connection with animal diseases, which should be largely
considered as random expenditure forced by natural phenomena whose occur-
rence and scale cannot be predicted. In 2010, the expenditures for this purpose
amounted to only 2.9% of spending on State aid for agriculture, which indicates
that in 2010, the need to support farmers for animal diseases was much lower. In
2002, an important part of support for the agricultural sector was technical sup-
port to agriculture, aid for investments in farms and on insurance premiums paid
by farmers in connection with farming activities. In 2010, the decline in spend-
ing on support related to animal diseases allowed an increase in aid for insur-
ance premiums. This increase was related not only to participation in the sup-
port, but also the amount of funds allocated for this purpose. A similar situation
occurred in the case of investments in agricultural holdings, although the abso-
lute amount of support here was not high.

In Belgium, during the analysed period, there were as many as 25 differ-
ent categories of State aid designed for agriculture (Table 21). The level of sup-
port fell by about 30%. In 2002, the share of spending on instruments related to
the occurrence of adverse natural events (including diseases of plants and ani-
mals) in the total spending on State aid for agriculture was only a few percent-
age points. However, in 2010 it increased more than twofold, driven by more
than twofold increase in the share of expenditure on animal diseases in the State
aid. Also, the absolute value of support more than doubled. Moreover, the
expenditure on technical support increased as well. However, spending on re-
search and development drastically decreased, more than three times, which re-
sulted in a more than twofold decrease in the share of this measure in the sup-
port structure. As regards the other categories of support, there were no signifi-
cant changes.

2% In the case of EU-15, the analysed period covers the years 2002-2010. In the countries which
joined the Community in 2004, it is shorter and covers the years 2004-2010. In the case of Bul-
garia and Romania it is limited to years 2007-2010.
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In the case of Bulgaria, there was a huge drop in State aid for agriculture,
which was directly related to the accession to the EU and the gradual introduc-
tion of the Community arrangements regarding State aid for the agricultural sec-
tor (Table 22). It should also be noted that at the beginning of the analysed peri-
od the number of applied categories of support was not large compared to many
countries which have been the members of the Community for a longer time.
Compared to 2007, national spending on aid to agriculture in Bulgaria in 2010
accounted for only less than 20%. At the same time, more than three quarters of
funds spent in 2007 was classified as "other", i.e. to a group of instruments that
are not typical forms of support in the EU. In 2010, with much reduced expendi-
ture on support, this category accounted for just over 16% of the aid. In 2010, an
important element of State aid to agriculture was support for serious economic
disruption, which was directly related to the economic crisis. Support under this
category amounted to more than 30% of the total State aid. A key instrument of
aid to agriculture was support for investments in agricultural holdings. In 2007,
their share in spending on State aid exceeded only 9%, and three years later it
was over 47%.

In Cyprus, the level of State aid to agriculture was subject to very large
fluctuations during the analysed period (Table 23). Finally, in 2010, it accounted
for only 43% of the amount in 2004. Important changes pertained also to the in-
struments of support. A number of new instruments were introduced, which
meant reducing the importance of many previously used support mechanisms.
Still, the most important category of the instruments is "other instruments", to
which 45% of funds is allocated. Insurance premiums have become an important
element of support; allocation in this category amounted to almost 13% of aid in
2010. Also aid to animal sector increased significantly; its share in total support
was almost 11%.

In the Czech Republic the intended level of domestic support for agricul-
ture fell by nearly 20% in 2004-2010 (Table 24). Throughout the analysed peri-
od the leading instrument was tax exemption. Its share in the State aid for agri-
cultural sector increased from 24% to 42%, which translates also into an in-
crease in the amount of funds allocated for this purpose. However, support for
investments in agricultural holdings significantly decreased. Both its share in
total aid and the amount of allocated funds decreased. The share of this instru-
ment in the total support fell from 32% to 10%, and the amount of funds related
to this instrument decreased almost fourfold — from EUR 80 to 21 million. In
2009, a new instrument was introduced which has a prominent place in the cur-
rent structure, as it was allocated more than 9% of support. This measures in-
volves funding insurance premiums related to agricultural activity.

In Denmark, there are few categories of State aid. In 2002, only three cat-
egories of instruments were used, and in 2010, seven (Table 25). The increase in
the number of support mechanisms was not accompanied by an increase in sup-
port. The total amount of aid during the 2002-2010 period dropped nearly two-
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fold from EUR 161 to 91 million. In 2002, over 90% of State aid to agriculture
was intended to technical support. The share of this instrument dropped to less
than 30% in 2010 with the introduction of new categories of support. Currently,
support to research and development is crucial; its share in total spending on
domestic support for agriculture is 40%.

As in Denmark, State aid for agriculture in Estonia involves a small group
of instruments (Table 26). In 2004, the funds were spent only on five categories
of support, and in 2010 on six. The total amount of State aid decreased during
the period by almost one quarter. During the whole period most important was
tax exemption, whose share in the total support was nearly 90%. In 2004, the
most important instrument, except tax exemption, was support associated with
natural disasters, which accounted for over 5% of spent aid. In 2010, an im-
portant part of the support was the aid to farmers engaged in livestock produc-
tion. Support pertained to issues related to animal diseases and the development
of this type of farming.

As already mentioned, Finland supported its agriculture to the greatest ex-
tent under the State aid. This support was reduced more than twofold in the pe-
riod 2002-2010 (Table 27). However, the change was not directly related to the
current economic crisis. It was not introduced in phases either. The sharp decline
in the amount of support to agriculture occurred in 2003, when the total expendi-
ture on State aid to agriculture decreased by more than twofold. In subsequent
years the decline was not as dramatic. In the analysed period the structure of
support was substantially altered. In 2002, the largest share of aid was chan-
nelled through the instruments in the category "other instruments". This support
was close to 63% of the disbursed funds. However, in 2010 the share of this
group was only less than 1% of the amount of support. The importance of sup-
port under the category of "animal sector" more than doubled, which means that
the decrease in the amount of support for this instrument amounted to less than
20%. Also the importance of technical support increased from 6 to 18%, and
thus the amount of aid increased during this period.

In turn, France is one of the few EU Member States where the level of
State aid for agriculture increased. During the period it amounted to over 25%
(Table 28). France applies many categories of support, however, most of them
are allocated small amounts. Most of these measures were implemented during
the analysed period. The basic instrument of aid is the support for investments in
agricultural holdings. The level of funds allocated to this category of support
practically has not changed, which means that this category of support has lost
its importance in the French State aid for agriculture and its share fell from 67%
to 53%. In 2002, more than 16% of State aid was earmarked for animal diseases.
However, in 2010 it accounted for only 3%, which means that the need for this
kind of support to the agricultural sector decreased. Also support related to ad-
verse weather conditions decreased almost 40-fold.
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In Germany the level of state aid fell by over a half (Table 29). Currently
over a half of support is devoted to tax exemptions, an instrument not used at the
beginning of the analysed period. In the year 2002 over 2/3 of the agricultural
support was spent on environmental protection, an instrument currently of
a marginal importance.

One of the countries with the smallest scale and the number of aid instru-
ments used in agriculture is Greece. In 2002, it used only one instrument of State
aid (Table 30). It was support related to natural disasters, i.e. support closely re-
lated to random factors. This category of support functioned throughout the pe-
riod, and the scale of funds allocated for this purpose was related to the needs.
Since 2004, support is also related to the occurrence of adverse weather condi-
tions. The only instruments unrelated to the natural and climatic conditions were
structural pensions in 2007-2009. The instrument was planned for three years
and was not re-launched in 2010.

More than six-fold decrease in the amount spent on State aid instruments
in Hungary in 2004-2010 is largely connected, as in many other new EU coun-
tries, with adjustments resulting from the Accession Treaty (Table 31). Howev-
er, the reduction of support in recent years is directly related to the need to re-
duce public expenditure. As regard the structure of aid, the role of tax exemption
increased during the period. In 2004, it was an instrument of marginal im-
portance, but in 2010 its share exceeded one quarter of the total aid. The im-
portance of support for investments in agricultural holdings dropped several
times; initially it exceeded 3/4 of support, and now has dropped below one quar-
ter of the total amount of support.

In Ireland the initial level of agricultural support was 1.3 billion in 2002
and the value of aid fell sharply in subsequent years (Table 32). The lowest level
was reached in 2005, when it was only EUR 0.14 billion. In the following years,
it gradually began to grow, and in 2008 soared to EUR 1.1 billion, only to fall
again over the next two years (this time in connection with the economic crisis
in Ireland). The structure of support in this period also changed. In 2002, more
than 85% of funds were allocated for technical assistance. Currently, less than
4% of the aid is allocated for this purpose. At present, the leading category of
assistance, in terms of spending, is the support for investments in agricultural
holdings. In 2010, almost 48% of domestic support for agriculture was allocated
for this purpose. Currently, the funds for farmers in areas with difficult condi-
tions for agricultural activities are an important element of support. This catego-
ry of support was allocated 17% of the aid in 2010.

Italy is the only country in the EU where the level of State aid for agricul-
ture during the period increased more than twofold (Table 33). Even in recent
years, the support was higher than at the beginning of the crisis. The structure of
support underwent only minor changes except for a significant decline in the
share of support for investments in agricultural holdings in the total support and
the introduction of aid related to serious economic disruptions.
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In Latvia, the State aid for agriculture increased rapidly in 2006 and
reached to EUR 142 million (Table 34). However, the crisis that affected the
country meant that in 2008 the amount of funds allocated for State aid was more
than seven times lower than a year earlier. In the next two years, the level of
support was higher, but still much lower than in 2007. Changes also occurred in
the structure of support. In 2004, an essential element of support for agriculture
was support for investments in agricultural holdings. Almost half of the funds
was allocated for this purpose. In 2010 this category of support was allocated
only 5% of the aid. The most important instrument of support introduced in
2010 was tax exemption. The value of aid under this instrument accounted for
60% of the total amount of aid for Latvian agriculture. During the whole ana-
lysed period support for the livestock sector was very important. The share of
this instrument in all of support was above 20%.

In Lithuania, the amount of public funding allocated to State aid for the
agricultural sector changed over the analysed period (Table 35). The highest
level was reached in 2007, when it was nearly EUR 140 million. As in other
countries, which joined the EU in 2004, in 2007 it was necessary to terminate
the national support instruments, which under the Accession Treaty could have
been continued temporarily”'. Ultimately, State aid declined over the period by
about 20%. During the period the crucial support category was tax exemption.
Its share in the total amount of support in 2004 was 62%, and in 2010 was even
higher, reaching almost 77%. The only instrument whose importance signifi-
cantly increased in the 2004-2010 period was co-financing of insurance premi-
ums, which now accounts for almost 6% of State aid.

In Luxembourg, in the 2002-2010 period, the level of State aid for agri-
culture dropped sharply and in 2010 accounted for only 40% of the amount allo-
cated for this purpose in 2002 (Table 36). The structure of the support also
changed. In 2002, the key instrument of support was support for investments in
agricultural holdings. This purpose was allocated more than 36% of support in
2002. In 2010, the share of this instrument in the total amount of domestic sup-
port for agriculture was only 3%. In 2010, the most important category of sup-
port, which accounts for almost 56% of the funds, was the instruments of the
category “other instruments”. However, the decrease in the total amount of sup-
port caused that this group of measures was allocated smaller funds than in
2002. In 2010, the role of technical support gained in importance and the
amount of support increased.

21 1t should be noted that the elimination of a given instrument does not have to involve
a complete abandonment of a given category of support. Often it was enough to make certain
modifications to the previously functioning instrument.

57



"DIDP S, DH UO PasDq UOLIDAOGD]D UN() (2IANOS
sowres3oad 1roddns 10 suone[n3ar JudroyyIp Jopun Junerddo SwWel JWES JY) JO SIUSWINISUL JUIIJJIP JO Joquinu & paurof

8°0ST g'ge 1°09 9°CT|LY'IE| T¥'6| 6¥99|S8°T¥1| +°S8|6T°6€ TVIOL

L0V €01 L€T LSO [S6°0 |¥T [¥S°S |80°S |9¥L |IvT s Hoddns [eoruyda],

65V suondwoxs xeJ,

§9T ¢ze 19°0 |¥L°0 €T ILT |1€€ |68°1 1uawdo[oAsp pue YoIedsay

0 0 0 I1°0 [€€°0 |8S0 [8€0 [SO°0 SOSBISIP Jue[d

0 0 St'61 |86°61 |1°1T |6€°€ JELiTe)

mﬁo maoammm_—u ﬂm.ﬁa‘mz

€6L re ass €S |TF1TI89°9 |1¥ST |9°0€ [8FTI |TIOI 103038 YO0)SOAI]

0 0 vIT 90T |TSTT [pITT SunayIew

pue gurssasoid ur juounsaAuy

CPISI L S9 LTT |LEL [LO°O |LS°LT [10°Ch |6°9€ [SS'61| 4SSUIP[OY [eIM[NOLITE UI JUSW)SIAU]

0°€L 879 LT0 [9T°0 |[LEO [€¥0 10 swnrwaid doueinsuy

€0 1690 A1Sa10,]

P €01 7°88 19°0 [19°0 |6S°0 [69°0 |[¥°1 u01309)01d [BIUSWUOIIAUY

9°T¢T an 0°00ST ST°0 [LO°0 [61°0 [SE0 [€€0 [v¥'O |10°0 sjonpoid Lrjenb Surgeinoouy

0 0 LT 1791 |TI'0 |€T0 SOSBISIP [BWIUY

720 1300 SJUAUIIUIWOD EEoE:oFEo-Ew<

60°0 SuisnIApy

0 0 90  |91°6¢ S0 SUON)IPUOD IAYJBIM ISIOAPY

Noho ﬁono SJUIAD oEmE:o omwo>©<
8002/010C|L00T/010T|+002/010C| 010T | 600T | 800T | LOOT | 900T | SO0T | ¥00T i

(9% ur) a3uey) (0Ind woryrur ur) AINIIPUIdxH

s1eak snoraaxd o3 paredwod (1 ur d3ueyd 19y} pue ‘010Z-+00Z Ul
BIAJET] UI IN)[NOLISE J0J PIe JO SJUSWNNSUI 9)e}S U0 damiIpuadxd ¢ 9[qe],

58



"DIDP S, D UO Paspq UOLDA0GD]D UMN() 12IANOS

sowwes3old 11oddns 1o suorren3ar uaoyyip 1opun Junerado sweu dWES dy} JO SJUWNNSUL JUSIIP JO Joqunu & pautof ,

8°¢8 T'8S SEY 66°6L[9S 16|V S6 |V LET|H1°68[SS°86|S6°T01 TVLIOL

1€ €o¢ 1'vC 660 |C L1°€ |LTE [L1°E |6€°€ |1y xHoddns [eoruyosy,

1°001 €11 L°96 TT9 [EF°€9[ST IO 1PS [8°9F |€¥°€9|1€°€9 suondwoxa Xe],

€e8¢ €70 [81°0 90°0 [10°0 sdnois s100npouid jo dn-jrei§

0 0 0 96°0 [80°T |16°0 [L6°0 |[1TT |6°1 JuawdO9ASp puE YoIeasay

LLT Awouodd

Ayl ur uoﬁ.mo_.:.;mzu SNOLIA3S ® 10] %ﬁo&om

0 0 LT0 |€T0 (100T/0L tHe) JudunsoAu]

€¢el 0001 70°0 |€¥°0 [ST0 |20 syonpoxd

[eamnouide Aypenb Jo uononpoig

91T 9°61 L9 IT°0 [8T°0 |IS0 [9S°0 |9S°0 |[¥'0 |LIO xSOSBISIp JuR[d

0 0 vre |9 L9°€ |TTL JETITY)

0 0 0 1T [T0 TS0 [99°0 |€T1°0 SI9)SESIP [eINEN

66T 8°p¢ 0v¢ 69T 1609 |10°6 |vL°L [L6°L [LS'L |16°L 5103038 JO0ISOAT]

v'Cs I°LE 0t 8G°C [61°S [€8°9 [¥9°6 [€L°S [TL9 [+1°S #SSUIP[OY [EIM[NOLISE UT JUIWISIAU]

S'p8 ‘16 9209 LY [L9 9SS [91°S |L¥T [6T°T |8L0 sSunrwaid souensuy

0 0 6v°S [6S°T [S9°¢ [8€°0 uo1309)01d [BJUSWUOIIAUY

0 0 ILT lzv'e 1s9°c 1s¥9 syonpoad Ayjenb Suiemoouy

O moﬁo w@mmom% EE\:S{

0 1L°6E|9v°€ |T9°0 SUON)IPUOD JAY)BIM ISIOAPY
8002/0102 | L00Z/010Z |+00Z/010Z| 010T | 6002 | 800T | LOOT | 900T | SO0T | ¥00T i

(9% ur) a3uey) (01nd woryu ur) drpuddxyq

s1eaA snoraaxd o3 paredwod (1 ur d3ueyd 19y} pue ‘010Z-+00Z Ul
BIUBNYIIT UI 2IN)[NOLISE J0J PIE JO SJUSWINISUI 9Je)S U0 dImpuadxd "G¢ d[qe],

59



"DIDP S, DH UO PasDq UOLIDAOGD]D UN() (2IANOS
sowres3oad 1roddns 10 suone[n3ar JudroyyIp Jopun Junerddo Swel JWeS JY) JO SIUSWINISUL JUIIIJJIP JO Joquinu & paurof

T°L01 61L S‘6¢ GE0T|T6°6T|86°8T|6T8T|16°LE|[¥6°6E|LT TS |[HSSS|TSTS TVIOL
€91 86 8°¢TI TI°C |17 |16°T |6T°¢ |€T°C |8I°C |69°C |1€°C [TST 1oddns [eoruyoa,
0°0S 0001 9°8C 700 [€0°0 [¥0°0 [TO0°0 |SO°0 200 LO0 VeI
-do[oAdp pue yoIeasoy
8°001 0°C6 G'8L TETTT16°TT|CTTT|€TT |$TTI|{98°TT | TTET [¥8°CT | TIH P RETITY)
9°601 0001 8°6L S6°0 [S60 |60 [S6°0 |88°0 |€6°0 |9€T |PIT |61°1 103038 }00)SIAI]
0°0ST €‘es an ST°0 [¥1°0 |10 [8T°0 [STO [€I°0 [61°0 [SO°0 |1T0 Sur[odredar pue|
9°8C1 601 a3 €9°0 |SL0 [6V°0 |8L'S [T18°ST|89°LT|[TITIT|TETE[S9']T sgurpjoy
[BIMNOLISE UL JUOUSIAU]
LS I'v01 0°9¢1 TOT [TTI°T [LT°T [86°0 |T60 [96°0 |¥6°0 [TLO |SLO swnrwoid douemsuy
geel 6°The 0°00% $2°0 |8T1°0 [8T1°0 [LO°0 [LO°0 [80°0 [LOO [90°0 [90°0 Ansaiog
1'v6 ¥°9¢ 8°6¢ 80 |LI'T [s8°0 |ZT |vT'z |€2T [80°C |96°T |[10°C | uwonosyoxd [ejuswuoriaug
€°8L v18 0°1¢ 81°0 [TT0 |€2°0 [SE0 [9€0 [8F0 [¥'0O [19°0 |8S0 sjonpourd
KAyrenb Surgeinoouyg
gce 9°¢T LT 9Z°0 |92°0 |8L°0 |I'T [L6°0 |I¥'0 |€¥'0 [#S°T |IS°6 SOSEBISIp [ewIuy
LE0 IST0 SIUSUTUILIOD
EHQOEGO.:\/EQ-T%‘Q
I°LTT S1TI 0vET €T [S6°0 [TT°T [LOT [660 |1 ‘'t |1 L6°0 SuISNIdAPY
0 90°8 850 suonIpuod
.5%‘.&@3 omuo>ﬁ<

8002/010C|L00Z/010T|200Z/010C| 010T | 600T | 800T | LOOT | 900T | SO0T | +00T | €00T | TO0OT .

(9% ur) a3uey) (01nd wory[rur ur) aIrpuddxy

s1eaA snoraaxd o3 paredwod (10 ur d3ueyd 19y} pue ‘010Z-2007 Ul
SmoquioxnT ur axnoLIde 10J pre Jo sjudwnnsul Ae)g uo ImIpuadxy "9¢ 9[qe],

60



Domestic support to agriculture in Malta covers only a few categories of
instruments (Table 37). Its level in the period fell by more than 40%. As for the
structure of the support, it is now dominated by support for investments in the
marketing and processing of agricultural products. In 2004, the share of this in-
strument in total aid exceeded 51%, and in 2010 already 91%.

The Netherlands is also among the countries with a large number of dif-
ferent categories of agricultural support. During the study period, domestic sup-
port for agriculture fell by more than 15% (Table 38). The total amount of sup-
port in 2002 amounted to over EUR 1 billion and declined steadily until 2006,
when it reached the lowest value during the period and amounted to EUR 0.4
billion. In subsequent years, support grew almost continuously and in 2010 was
close to EUR 0.9 billion. The most important elements of support are funds for
environmental protection and for research and development. Expenditure on
both of these categories are 1/5 of the Dutch State aid for agriculture in the stud-
ied years. Support for the category of "investments in agricultural holdings" dur-
ing almost the entire period was the instrument of marginal importance. Howev-
er, in the last year its importance rapidly increased, and expenditures for this
purpose accounted for almost 31% of State aid for agriculture.

The amount of domestic support for agriculture in Poland also declined
(Table 39). The basic element of support is tax exemption. During the study pe-
riod, its share in total spending on State aid fell from 61 to 47%. The share of
expenditure on support for investment in agricultural holdings also dropped. An
important element of Polish State aid to agriculture over the whole analysed pe-
riod was the support for facilities to young farmers.

In Portugal, State aid for agriculture is very limited, both in terms of its
scale and scope. In 2002, Portugal used only three categories of support, and in
2010 only one (Table 40). The amount of aid in 2002-2010 decreased dramati-
cally and in 2010 was more than six times lower compared to 2002. In 2010, the
only instrument of support was associated with the occurrence of adverse
weather conditions.

In the case of Romania, by 2010 the level of State aid fell nearly twelve
times (Table 41) since the accession to the EU, which resulted in large part from
agricultural support implemented under the CAP. The number of aid instruments
significantly decreased and the structure of expenditure changed. More than half
of the funding in 2010 was allocated to support under the category of "other in-
struments", and almost all of the remaining amount is tax exemption.

State aid for the Slovak agriculture increased more than 2.5 times over the
period (Table 42), although in the last two years it fell by a dozen or so percent.
As in many new Member States, the most important instrument is tax exemption
which constitutes more than 3/5 of support. In the analysed period, the greatest
increase was in support for forestry. There are also new aid instruments, includ-
ing co-financing of insurance premiums and support for the livestock sector.
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Slovenian State aid for agriculture decreased by almost half during the an-
alysed period (Table 43). Instruments and support structure remained largely
unchanged, although the role of agriculture significantly increased. In addition
to aid for forestry, important instruments include technical support and aid for
the animal sector, including issues related to animal diseases. New instruments
involve financing of insurance premiums.

In Spain, there are many categories of State aid for the agricultural sector.
The amount of State aid for agriculture increased almost three-fold over the ana-
lysed period (Table 44). However, since 2006, when it reached the maximum
level and was more than five times higher than in 2002, its value was steadily
decreasing. The structure of support also substantially changed. In 2002, more
than 23% of funds were earmarked for investments in processing and marketing
of agricultural products. This category of support in 2010 was marginal; its
share in the total amount of support in 2010 was 0.3%. The most important was
the financing of insurance premiums. For this purpose Spain spent more than
59% of the total amount of aid for the agriculture in 2010.

In Sweden, the level of domestic support to agriculture declined during
the period by more than 20% (Table 45). The level of support increased more
than twofold in 2006 compared to the previous year, followed by a sharp decline
in the last few years. However, the structure of support remained relatively sta-
ble. The biggest changes concerned the growing importance of support relating
to animal diseases and decline in aid for environmental protection.

In the UK, State aid for the agricultural sector dropped by more than half
(Table 46). As for the structure of support, there was a decrease in importance of
expenditure on research and development. However, there was an increase not
only in the share, but also in the amount of support for animal diseases, i.e. the
support for random, rather than structural nature.

As shown by the overview of the dynamics and structure of domestic sup-
port for agriculture in the 2002-2010 period, condensed for the new Member
States to the period of membership in the EU, the public support for the sector is
generally decreasing. It appears that changes in the level of domestic support are
not associated with the level of funds generated by the country under the com-
mon agricultural policy. Changes in the structure are diverse, but in many coun-
tries, the role of co-financing of insurance premiums has increased. It is difficult
to see the relationship between the level of economic development and the scale
of support or the general attitude of the state to the scale of its involvement in
the economy. Relationships should rather be seen in the structure of agriculture
and the strength of the agricultural lobby. Taking into account the value of agri-
cultural production, this sector is supported the most within the framework of
State aid in Finland, and the least in Portugal (Table 47).
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Table 47. Ratio of State aid for agriculture and the value of agricultural
production in 2008-2010

Value of agricultural produc-
tion at producer prices

Ratio of State aid for agriculture
and agricultural production

Country (in EUR millions) (in percentage)
2008 2009 2010 2008 2009 2010

Austria 6196 5574 5998 2,6 2,9 2,6
Belgium 7370 6680 7523 1,5 1,8 1,4
Bulgaria 4073 3340 3422 5,1 4.8 1,1
Cyprus 603 634 654 5,1 17,0 4,0
Czech

Republic 4616 3555 3931 4.8 5,8 5,2
Denmark 9009 8383 9352 1,2 1,4 1,0
Estonia 595 514 610 4.8 5,8 4.5
Finland 3323 3224 3382 374 38,2 35,6
France 64098 | 58985 63544 34 3,7 3,7
Germany 50042 43679 45950 2.3 2,0 1,5
Greece 9659 9271 9640 23 2,4 0,4
Hungary 7587 5650 5918 7,9 7,1 4,9
Ireland 6092 4999 5577 18,7 14,5 12,4
Italy 45979 41951 42517 1,8 1,8 1,9
Latvia 914 747 869 1,0 472 2,7
Lithuania 2018 1590 1792 4.5 5,3 472
Luxembourg 298 255 281 6.4 7.8 7,2
Malta 119 117 114 10,8 12,7 29,2
Netherlands 23783 | 22187 24295 2,9 3,4 3,6
Poland 20514 16143 18060 3,5 4,0 3,7
Portugal 6127 5760 5929 0,3 0,3 0,2
Romania 16372| 12424 14035 3,3 5,5 0,7
Slovakia 2064 1678 1699 3,1 4,1 3,3
Slovenia 1166 1050 1101 6,5 5,8 5,9
Spain 38758 35086 38170 1,9 1,8 1,3
Sweden 4688 3895 4827 2,2 2,9 1,1
UK 23883 | 20671 22691 2,1 2,3 1,8
EU-27 359947| 318040| 341880 3,3 3,4 2,8
EU-25 339501 | 302277| 324423 3,3 3,3 2,9
EU-15 299306| 270599| 289677 3,1 3,1 2,8

Source: B. Wieliczko (2012), Impact of economic crisis on the amount of State aid for agricul-
ture in the EU. Article prepared for the conference "Food economy as a sector of the national
economy" organised by the Warsaw University of Life Sciences, 6 December 2012, Table 6.
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3. Expenditures on the agricultural sector in Poland in the
central budget and the budgets of voivodes in 2000-2012,
and the possibility of their transfers in the context
of anticipated changes in the CAP 2014-2020

3.1. Introduction

The authors of this work aimed at answering the following questions:

e to what extent the long-term trends in expenditures on the agricultural
sector in the central budget and the budgets of voivodes correspond to di-
rections of the proposed amendments to the Common Agricultural Policy
for 2014-2020?

e what follows from comparing the structures of the EU and domestic sup-
port for Pillar I and II in 2007-2013?

e can we refer to convergence as regards directions of the aid?

e were there any differences between the proportions of the EU and domes-
tic expenditures on the Pillar I and II?

e was there any significant convergence in the level of spending from spe-
cific headings funded from the national and EU budget and what is the
possibility of their continuation?

e what are the proposals for transfers — rationale and scope?

The study will run on three levels. The first of these will concern the evaluation
of structures and dynamics of spending on the agricultural sector from the cen-
tral budget and the budgets of voivodes, as well as the links between individual
budget headings. This will be the basis for proposing a possible "vertical" trans-
fers of funds disbursed from the local level to the national level, or decentralisa-
tion, regionalisation of budgetary expenditure on the agricultural sector, justified
by the CAP reform. The second level is associated with the assessment of the
structure of agricultural budget divided to agriculture, rural development and
agricultural markets and budgets of voivodes, together with the assignment of
budget headings to selected parts, which will correspond to assigning them to
Pillar I or II of the CAP. This will allow us to answer the question whether the
national budget should be targeted at one of the Pillars, thereby complying with
the "spirit" of the reformed CAP, or should it compensate for the identified defi-
ciencies. The third layer determines the quantification of interdependences be-
tween expenditure from the national and EU budgets.
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3.2. Expenditure from the central budget and the budgets of
voivodes®* on the agricultural sector

3.2.1. Central budget

Central expenditures on the agricultural sector are budgetary resources di-
rected to the sector that remain at the disposal of the Minister of Agriculture and
Rural Development. The analysed time period is divided into three sub-periods:
first — determined by integration with the EU (2000-2003), the second covers the
years after accession (2004-2009), and the third, when Bank Gospodarstwa Kra-
jowego (BGK), took over the operation of the established budget of resources
(since 2010). Thus, since 2003 spending in the agricultural budget inspired pes-
simism. It was hard to recognise that agriculture was the preferred policy of the
government — the share of spending on the agricultural sector in budgetary ex-
penditure showed stagnation oscillating at around 2.2% of the total expenditure
and registering dangerous drops, as in 2002, to the level of less than 2% (see
Figure 5). One can also consider that the situation of the agricultural sector dete-
riorated since the beginning of the transformation of Polish economy and negli-
gence taking place over the years testify to the progressive marginalization of
the problems of agriculture, rural areas and agricultural markets in subsequent
state budgets. By 2003, the economic situation of farms in comparison to non-
agricultural environment had not improved, on the contrary, civilization gap for
most of them grew and degradation deepened. Expenditure projected in the
budget acts were not able to alleviate the fundamental problems of agriculture
and Polish rural areas, such as disparity of income, education or the condition of
social infrastructure, despite the fact that together with expenditure on the social
sphere — the Agricultural Social Insurance Fund (Polish: Kasa Rolniczego Ub-
ezpieczenia Spotecznego - KRUS), their share in the budget amounted on aver-
age to 10.8% [Czyzewski, Matuszczak 2011].

Since 2003, agriculture has clearly "bounced back", which was reflected
in sustained and real growth in budget spending on the agricultural sector and
also change in the existing relationships and trends. The average share of spend-
ing on agriculture, rural development and agricultural markets along with KRUS
did not actually change (marginal decrease by 0.2 percentage point), but the re-
lationship of development spending to social spending has changed. For the first
time, there has been a chance to directly improve the income of farmers and re-
production processes on their farms due to more than doubled spending (4.5%)
on agriculture, rural development and agricultural markets from the national
budget. Breaking the recessionary situation in Poland was achieved by improv-
ing the macroeconomic conditions of economy, in which we have seen a chance
to halt the growing degradation of Polish agriculture and rural areas. Increased

?2 The national budget for agriculture is at this stage divided into central budget (CB) and voi-
vodeship budgets (VB).
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budgetary outlays were obviously not able to immediately solve the basic prob-
lems of the agricultural sector in Poland, as this required many years of con-
sistent agricultural policy. Moreover, at this point one must also consider the
support from the EU budget, whose main beneficiary is the agricultural sector
—1in 2006 — 43.3% of the EU funds supplied the discussed sector; in the fol-
lowing years it was respectively: in 2007 — 43.28%, in 2008 — 41.49%, in
2009 — 48.49%, in 2010 — 35.9%, in 2011 — 31.9%, and in 2012 — 29.8%. No
doubt it had a real impact on the development and accumulation processes of
domestic farms.

Table 48. Expenditure on agriculture, rural development, agricultural markets
and KRUS in the national budget in 2000-2012

Prior to accession to the EU

Description 2000 2001 2002 2003 | average
Expenditure on agriculture, rural development and agricul-

tural markets (PLN million) 3,759.6 3,470 | 3,261.3| 4,428.9 -
Share of spending on agriculture, rural development and

agricultural markets in total budgetary expenditure (%) 2.43 1.9 1.98 2.29 2.2

Share of spending on agriculture, rural development and
agricultural markets and KRUS in total budgetary expendi-
ture (%) 11.49 10.6 10.68 10.36 10.8

After accession to the EU

2004 2005 2006 2007 | 2008

Expenditure on agriculture, rural development and agricul-

tural markets (PLN million) 5,729.4| 7,999.5| 8379.1| 17,137| 19,617
Share of spending on agriculture, rural development and
agricultural markets in total budgetary expenditure (%) 2.89 3.29 3.74 6.62 6.32

Share of spending on agriculture, rural development and
agricultural markets and KRUS in total budgetary expendi-
ture (%) 10.69 10.22 10.43 12.47 11.4

2009 2010 2011 2012 | average

Expenditure on agriculture, rural development and agricul- 19,380 12,901 12,704 | 11,571.6
tural markets (PLN million) -

Share of spending on agriculture, rural development and

agricultural markets in total budgetary expenditure (%) 6.02 4.45 4.04 3.52 4.5
Share of spending on agriculture, rural development and

agricultural markets and KRUS in total budgetary expendi- 8.34

ture (%) 11.32 9.83 9.09 10.6

* thick line indicates the implementation date of the budget of European funds

Source: own elaboration on the basis of annual agricultural budget opinions for 2000-2012,
prepared by A. Czyzewski in the form of reports for the Chancellery of the Senate of the Re-
public of Poland, based on the analysis of the drafts and implementation of budget acts for
the relevant years.

After 2010, the situation has changed, but only from an accounting point

of view — there has been a change in the functioning of the agricultural budget,
as the Bank Gospodarstwa Krajowego (BGK), took over the operation of the

76




European funds budget created on 1.01.2010, and thus became a central institu-
tion handling income and expenditures resulting in settlements with the EU.
This has resulted in the separation of these funds from income, spending and the
deficit of the state budget. Thus, only in the accounting terms, there has been
a drop in the share of spending on agriculture, rural development and agricultur-
al markets after 2010 (see Table 48), because the actual expenditure on these
headings along with the budgets of voivodes and the specific provisions in 2010
were actually higher by 28.84% as compared to the previous year.

Figure 6. Share of spending on agriculture, rural development and agricul-
tural markets in the state budgets and GDP in 2000 - 2012 (%)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

~—*— share of spending on agriculture, rural development and agricul tural markets in the state budget
—®— share of spending on agriculture, rural development and agricul tural markets in GDP

accession to the EU

change of comparative base due to the separation of the budget of European funds

* comparisons to previous years related to the provisions of the budget acts

** spending on the agricultural sector is spending on agriculture, rural development and agri-
cultural markets along with the budgets of voivodes and specific provisions, excluding funds
for co-financing and pre-financing of the EU objectives and programmes as well as KRUS
Source: as in Table 48.

Yet, in 2011-2012, these funds were reduced in real terms respectively by 7.55%
and 12.9% as compared to the previous year. However, these funds increased by
expenditure on KRUS give in 2012 the share lower by 8.34% — than in previous
years, which amounted to 9.1% in 2011 and 9.83% a year earlier.

3.2.2. Budgets of voivodes for agriculture

The concept of voivodeship spending on the agricultural sector is under-
stood as units and activities financed from the budgets of voivodes. Their gen-
eral division applies to current expenditure, investment and co-financing of pro-
jects from the EU funds®. More detailed expenditures are those on institutions
such as: voivodeship agricultural advisory centres, voivodeship inspectorates for

2 This item is in the budgets of voivodes since 2004, the year of the Polish integration with
the EU.
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agricultural and food quality inspection, voivodeship inspectorates for plant
health and seed inspection, voivodeship and poviat veterinary inspectorates, the
National Fisheries Service. As for the tasks to be undertaken within the budgets
of voivodes, we may mention: geodetic and management work for agriculture,
water management, water law companies, plant protection, the fight against in-
fectious diseases and monitoring chemical and biological residues in animal tis-
sues and products of animal origin, removal of natural disasters.

Analysing the relationship of agricultural spending from budgets of voi-
vodes and agricultural expenditures from the central budget, we can see it has
been deteriorating. In the pre-accession period, voivodes had similar nominal
amounts each year (which means that in real terms they were getting lower), and
after the integration we can observe that the average annual increase in agricul-
tural expenditure was 11%. However, this was not enough, with central ex-
penditure on the sector growing faster, to maintain their share in voivode-
ship spending at 1/4 - as indicated in Table 2, it decreased to 1/5. This may
indicate a growing importance of objectives in the central budget under
conditions of the CAP implementation. This should be considered to be
a general trend in the EU. This can be observed when under the EU agricultur-
al policy we have to do with its formal centralization (Directorate-General for
Agriculture) and when, at the same time, there is a clear pressure to decentralize
(Directorate-General for Regional Policy).

Table 49. Relationship of expenditure in voivodeship budgets in agriculture and
hunting section to central expenditure* on the agricultural sector in 2000-2012

Prior to accession to the EU

D ipti
escription 2000 2001 2002 | 2003 | average

Relationship of expenditure in voivodeship budgets in agricul-
ture and hunting section to central expenditure* on the agricul-
tural sector 0.247| 0.213| 0.248] 0.211 0.23

After accession to the EU

2004 2005 2006 | 2007 | 2008
Relationship of expenditure of voivodeship budgets in the 0,251 0,276 | 0,451] 0,113 0,046
agriculture and hunting section to central expenditure* on the 2009 2010 2011 | 2012 | average
agricultural sector 0.112] 0.156| 0.170] 0.198 0.197

*Relationship of part 85 to the sum of 32, 33 and 35 in budget acts.
Source: as in Table 1.

Agricultural policy is generally coordinated at the domestic level, espe-
cially under Pillar I, but still some competition is visible below the domestic
level, which could be the basis for the inference that "the CAP seems to be an
ideal candidate for regionalisation" [Trouve, Berriet-Sollec 2010]. It should be
noted that such ideas appeared already in the 1980s, when the idea of °#Europe
of the Regions" emerged. Unfortunately, the decision-makers at the national
level fiercely defended their role as supervisors and agents in all regional rela-
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tions in the EU*, which does not mean that today we must reject the possibility
of a co-ordination along the line region-state-European Union [Elias 2008; Keat-
ing 2008]. This would result, infer alia, in a proposal for their reallocation, as
well as reallocation of resources, to the regional (voivodeship, poviat) level,
which is discussed in another part of the study.

By studying the structure of spending on agriculture in the budgets
of voivodes, we can see that until the time of Polish integration with the EU,
spending volume on objectives envisaged for implementation in the budgets
of voivodeships was characterized by stagnation. One may even recognise
that although nominally the funds did not change, in real terms they were
reduced. The situation was reversed after 2005, when from year to year
a relatively high increase was noted. For eight years of Polish membership
in the EU voivodeship budget expenditure almost doubled.

Table 50. Structure and dynamics of expenditure in budgets of voivodes in agri-
culture and hunting section in 2000 - 2012

Prior to accession to the EU
Description 2000 2001 2002 2003 average
Total expenditure (PLN thousand), including: 679,680 662,002 623,569 632,752
Dynamics - 0.97 0.94 1.01 0.98
Structure, including: current expenditure 0.84 0.85 0.84 0.88 0.85
capital expenditure 0.16 0.15 0.16 0.12 0.15
After accession to the EU
2004 2005 2006 2007 2008
Total expenditure (in PLN thousand), including: 668600 658212 900013 1152259 789741
Dynamics 1.06 0.98 1.37 1.28 0.69
Structure, including: current expenditure 0.86 0.91 0.78 0.57 0.88
capital expenditure 0.14 0.09 0.22 0.03 0.06
co-financing of projects from the EU funds - - - 0.40 0.06
2009 2010 2011 2012 | average
Total expenditure (PLN thousand), including: 1,289,491 909,397 | 1,120,250 | 1,159,052
Dynamics 1.63 0.71 1.23 1.03 1.11
Structure, including: current expenditure 0.62 0.87 0.71 0.69 0.77
capital expenditure 0.02 0.03 0.10 0.10 0.09
co-financing of projects from the EU funds 0.36 0.10 0.19 0.21 0.22

Source: as in Table 48.

Also interesting is the structure of expenditure in the budget of voivodes
in agriculture and hunting section, in which until 2005 there was a relatively sta-
ble division into current expenditures (85%) and relatively low capital expendi-
ture (15%). 2006 brought a radical change with increasing share of capital

2 A. Elias, Introduction: Whatever happened to the Europe of Regions? Revisiting the re-
gional dimension of European politics, “Regional and Federal Studies” 18.5, 2008, pp. 483-
492 and M. Keating, 4 quarter century of Europe of the Regions, “Regional and Federal Stud-
ies” 18.5, 2008, pp. 629-635.

79




expenditures, and a year later EU funds were involved in the financing of
voivodeship budget headings, which resulted in prominent increase in the
share of investments. Therefore we can refer to a noticeable substitution of
current expenditure with capital expenditure, as well as some complemen-
tarity of domestic investment spending with the EU funds. Projects c o-
financed from the EU funds m ade it possible to implement a much greater
number of projects in the field of geodetic and management works, as well as
land reclamation for agriculture. One should also note that the EU budget takes
over implementation of som e of t he headings, which greatly relie ves the na -
tional budget.

Figure 7. Structure of expenditure in the budgets of voivodes
in agriculture and hunting section in 2000-2012

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

|l current expenditure B capital expenditure O co-financing of projects from EU funds |

Source: as in Table 48.

Considering the dynamics of the expe nditure for the indi vidual headings
in the budgets of voivodes in agriculture and hunting section, it is noticeable that
the most stable expenditures over the pe riod in question are the expenditures on
budgetary units and entities (see Table 51). Heading, which needs to be distin-
guished due to the highest, doubled spending growth in the post-accession
period, as compared to the time prior to the integration, is the financing of
water law companies and management. Especially the latter has been sig-
nificantly supported by the investments covered by both national resources
and especially by the relatively fast-growing EU funds.

The position of t he other two im portant directions of financi ng from the
budgets of voivodes seems unchallenged, despite fluctuations in the level of ex-
penditure, i.e. plant protection and anim al infectious disease control and geodet-
ic and managem ent work for agriculture . Although there was no systematic in-
crease in the expenditures for these purposes, but an abrupt growth in their level.

Notable is the fact that with the implementation of the CAP, the
number of headings is increasing, not only in the central budget, but also —
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although to a lesser extent — in the budgets of voivodes. We are talking pri-
marily about the tasks carried out under the RDP (for voivodes, but carried out
by the offices of the marshal, which include the consolidation of land and water
resources management) and dealing with the consequences of natural disasters,
as well as financing through EU projects.

Table 51. Dynamics of expenditure in budgets of voivodes in agriculture
and hunting section in 2000 - 2012

Prior to accession to the EU

Description 2000 | 2001 | 2002 | 2003 | average
Budget units and entities -| 1.08] 0.94| 1.06 1.03
Plant and animal-protection, fight against diseases, consultancy -| 0.80| 0.64| 0.98 0.81
Geodetic and management work for agriculture -1 0.76] 0.67| 1.00 0.81
Management, water law companies -1 0.82] 0.85] 1.0l 0.89

After accession to the EU

2004 | 2005| 2006 | 2007 | 2008

Budget units and entities 1.44| 1.04] 1.01] 1.00 1.06
Plant and animal-protection, fight against diseases 095| 0.88| 3.34| 0.82 0.76
Geodetic and management work for agriculture 1.01| 0.87| 2.44| 0.32 0.78
Management, water law companies 1.03| 0.81| 2.19]| 0.73 0.81

2009 | 2010 | 2011 | 2012 | average
Budget units and entities 1.11] 1.04] 1.01] 1.01 1.08
Plant and animal-protection, fight against diseases 0.67| 0.87| 0.88]| 0.95 1.43
Geodetic and management work for agriculture 292| 0.87| 1.06| 0.83 1.03
Management, water law companies 342| 0.76| 4.31| 1.07 2.03
RDP 2007-2013 -1 096] 1.19]| 1.10 1.08
Dealing with the consequences of natural disasters - -] 0.38] 3.33 1.86

Source: as in Table 48.

Considering the detailed structure of expenditure for various headings in
voivodeship budgets, we see that the greatest and slightly growing share is for
the activities of budgetary units and entities (more than half; see Figure 8).

Increasing bureaucracy can be considered as a disturbing trend, but it
should be remembered that during the period in question, the scope and value of
the tasks operated by units subordinated to voivodes increased. Second, assum-
ing the criterion of the volume of funds spent, is the item related to water man-
agement — maintenance, as well as investments, where we also observe an
increasing share (from about 1/5 to 1/4), but mainly thanks to much fluctu-
ating investments from the EU funds, which in a significant part substitute
domestic investments in this area. It is also worth to mention the item associ-
ated with geodetic and management work for agriculture, for which the share of
expenditure over the period in question remains at about 5%.
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Figure 8. Structure of expenditure on individual headings
in voivodeship budgets in agriculture and hunting section in 2000-2012
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Source: as in Table 48.

Another notable fact is that the responsibilities of voivodes include super-
vising and partly also spending on institutions carrying out tasks related to the
agricultural sector. They include: voivodeship agricultural advisory centres
(AACGs) (expenditures are included in the item budgetary units and entities), Ag-
ricultural and Food Quality Inspection (AFQI), Plant Health and Seed Inspection
(PHSI), voivodeship veterinary inspectorates, poviat veterinary inspectorates.
The PHSI expenditures have relatively greatest dynamics in agricultural budg-
ets, which may be related to the extension of the powers and duties, e.g. on
the implementation of and compliance with increasingly stringent environ-
mental protection instruments, which can be seen in the announcements of
the CAP reform in many of the proposed instruments, ranging from green-
ing payments, direct payments to the principle of cross-compliance.

As for the AACs, they foster the development of agriculture through their
knowledge and consulting experience, including a comprehensive agricultural
consulting; they also work with cooperatives, producer groups, agribusiness
companies, manufacturers associations and institutions of agricultural environ-
ment. All this makes that AACs can become in many cases a decisive link in the
development of agriculture in the region, they can also significantly overcome
existing barriers in solving technological problems and essentially support agri-
cultural producers. Their role related to the implementation of research, infor-
mation and education programmes for agriculture and rural development is im-
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portant, as well as their broad activity in environment protection and rural land-
scape. In the light of the above tasks the excessive fluctuation of budgetary
expenditure on agricultural consulting is confusing, especially in the context
of the new tasks arising from the evolution of the CAP. It is possible that
this is an indication of change, as in highly developed countries, where for
many years there has been a tendency to reduce the role of state consulting
in favour of financial or commercial advice. Currently, advisory centres are
financed from budgetary grants and income from business activities (e.g.
bookkeeping, business promotion, publishing, rental of premises) and revenue
from other sources. The relatively stable budget subsidies do not prevent in-
creased revenues from other activities. One can also consider that these units are
forced to demonstrate thrift and initiative in raising funds. We must also re-
member that consulting in rural areas, in addition to AACs, is provided by many
other institutions, such as chambers of agriculture, cooperative banks, associa-
tions and research institutes and private consulting firms. Number of pieces of
advice provided by these companies significantly increased, especially since
2002 with the advent of the EU funds and the need to prepare relevant applica-
tions for the EU subsidies. It should be noted that, the new CAP reform will
increase the role of AACs because of the need for the implementation of
measures under priorities relating to the implementation of the Europe
2020 strategy in the agricultural sector, which include: promotion and
transfer of knowledge and innovation, promotion of competitiveness, organ-
isation of the food chain, or promotion of social inclusion and economic de-
velopment in rural areas.

Another institution, the Agricultural and Food Quality Inspection, under
the official control of food in Poland protects not only the interests of consumers
and food producers, but also participates in the implementation of national food
policy. Commercial quality control of products is an important element of the
system to guarantee the quality of food placed on the market and the economic
security of consumers and producers. The AFQI activities mainly include con-
sumer protection and the fight against faking food products, elimination of un-
fair competition and promotion of high quality Polish food through the promo-
tion of quality marks and certificates. The dynamics of spending related to the
quality of raw materials and of agricultural products ensured by the AFQI col-
lapsed after the integration with the EU. Until accession, since 2000, spending
showed a relatively high growth rate. This may be associated with an increase in
funds for veterinary inspectorates, including voivodeship and poviat units,
which took over part of the competencies of the above institution (e.g. checks
associated with the implementation of quality assurance systems in agribusiness
enterprises). However, there is no justification for restricting funds for this
objective in the face of increasing prevalence of food quality safety hazards
and the expected expansion of tasks in relation to veterinary inspections,
e.g. as part of implementation activities or cross-compliance control.
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In the light of this analysis, the authors conclude that there is a need to in-
crease expenditures primarily for those purposes in the agricultural sector,
which have the largest reception area and longest effects. Thus, the following
"vertical" shifts should take place that concern the increase, at the region-
al level, of:

e resources for regulation of water, according to the emerging growth

trend seen for several years;

e spending on geodetic and management works, which could have
a positive impact especially on rural development;

e resources to voivodeship and poviat veterinary inspectorates, whose
role, specifically controlling, under the directives on animal welfare is
growing.

Authors' research experience in the assessment of agricultural budgets indicates
that the increase in spending on these objectives could be financed from specific
provisions and the Agricultural Property Agency (from the Agricultural Property
of the Treasury).

3.2.3. Relationships between the selected headings in the central budget
and the budgets of voivodes

The next step of the analysis was to verify whether there are correlations
between headings financed from the central budget and the budgets of voivodes.
The first significant correlation concerned the long-term relationship between
funds for fighting against infectious diseases financed from the central budget
(CB) and the protection of plants funded from the same source (CB), where the
correlation ratio was -0.98. This may indicate the fact that budget designers treat
these two headings as substitutes in financial terms, although they refer to dif-
ferent actions. In the analysed period there was a significant decrease in expend-
itures related to the protection of plants in favour of significant increase in funds
for combating infectious diseases and co-financing for veterinary inspection
tasks. In the light of the financial competitiveness of budgetary objectives
and under conditions of limited resources associated with the current needs,
this can be a result of task preferences, e.g. prevention and control of bird
flu, BSE and other zoonotic diseases, which Poland and other EU countries
have to deal with.
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Figure 9. Spending on combating infectious diseases and co-financing of veteri-
nary inspection tasks (CB) versus expenditure on plant protection (CB)
in 2000-2012

Correlation r=-0.98
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Source: as in Table 48.

A similar relationship also referred to the relationship of expenditure on
combating infectious diseases (CB) and plant protection financed from the
budget of voivodes (VB), where the correlation rate was -0.95. These situations
put a prerequisite that plant protection was marginalized for a long time,
both at the level of central and voivodeship expenditure.

Another important and highly correlated (0.85) relation is found in ex-
penditures for investments in water management devices (VB) and the mainte-
nance of basic water management facilities and water important for the regula-
tion of hydrographic conditions for agriculture (CB) (see Figure 10).

Both targets have been recognised for years, and spending for them
increased. This should be viewed as a positive development, since the order-
ing of matters relating to the regulation of hydrographic conditions and in-
vestment in water management facilities in the face of more frequent flood
events has become a matter of pressing concern.

A similar correlation (0.73) we find in relation of spending on water law
companies (VB) and the maintenance of basic water management facilities and
water important for the regulation of hydrographic conditions for agriculture
(CB), which can also be justified by a complementarity of funds from both the
central budget as well as the budgets of voivodes.
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Figure 10. Investment in water management (VB) versus maintenance of basic
water management equipment and waters essential for the regulation
of hydrographic conditions for agriculture (CB) in 2000-2012

Correlation r= 0.85
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3.3. The national and EU spending on the agricultural sector in the light of
Pillar I and Pillar II of the CAP

Agricultural budget is divided e.g. to expenditure implementing the needs
in respect to agriculture, rural development, agricultural markets” and within
the remit of voivodes. Below (see Table 52) is an assessment of the structure of
spending on agriculture, rural development and agricultural markets. Expendi-
tures on individual parts are different and vary depending on the needs and ob-
jectives of agricultural policy. The above analysis shows that over the analysed
period there have been significant changes in both the quantity and quality of
budget allocation. Firstly, the allocation within the various parts did not follow
uniformly. However, it can be concluded that by 2006, the proportions of spend-
ing were fairly balanced.

% The analysis in this case begins in 2000, when the Act for that year introduced a new divi-
sion - in accordance with the provisions of the Act on the activities of government, the budget
of the Ministry of Agriculture and Food Economy situated so far in part 19, covered three
new parts of budget classification: part 32 - office of the minister for agriculture, part 33 -
office of the minister for rural development, part 35 - the office of the minister for the agricul-
tural markets.
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Table 52. Structure of spending on agriculture, rural development
and agricultural markets in 2000-2012 (%)

Description Prior to accession to the EU

2000 2001 2002 2003 average
Agriculture 31.1 21.8 26.5 19.7 24.8
Rural development 42.1 57.4 61.1 52.7 53.3
Agricultural markets 26.8 20.8 12.4 27.6 214

After accession to the EU

2004 2005 2006 2007 2008
Agriculture 20.2 19.9 25.2 6.6 33
Rural development 50.1 55.7 65.7 88.6 88.7
Agricultural markets 29.7 24.4 9.1 4.8 8.0

2009 2010 2011 2012 average
Agriculture 5.1 10.2 11.6 13.6 12.9
Rural development 89.2 78.2 80.2 76.4 74.8
Agricultural markets 5.7 11.6 8.2 10.0 12.4

Source: as in Table 48.

Since 2007, there has been a significant change in the structure of spend-
ing in the parts in question of the agricultural budget — the share of rural devel-
opment clearly increases at the expense of the other two items. This may be
a result of the CAP, putting more and more emphasis on rural issues. It is also
significant that the share of spending on that objective, although relatively high
from the beginning, has almost doubled over thirteen years, while the share of
expenditure on agriculture declined 6-fold, and for agricultural markets declined
2.5-fold. Analysis of the standard deviation in the individual parts of the agricul-
tural budget indicates a higher variability of the tested values after the integra-
tion with the EU, especially in the case of expenditure on rural development.
Similar conclusions can be drawn by analysing the dynamics of these expendi-
tures. The biggest changes occurred in expenditure on rural development, which
increased especially in 2007, mainly due to expenditures on ARMA (financing
projects with the EU funds, i.e. RDP, but also direct payments), as well as on
restructuring and modernization of the food sector and on rural development,
while expenditures on agriculture were relatively the most stable.
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Figure 11. Dynamics of expenditure on agriculture, rural development
and agricultural markets in 2000 - 2012 (% year-on-year)
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Source: as in Table 48.

Looking at the agricultural budget from the perspective of the CAP, one
can assume, that the actions and instruments relating to agriculture and agricul-
tural markets, and the budgets of voivodes, correspond to Pillar I of the CAP,
while those related to the development of rural areas are closer to Pillar I. At this
point, it is necessary to note that government spending on rural development al-
ready includes additional direct payments supported by ARMA, which will be
allocated to Pillar I (along with an adequate share of spending on the current ac-
tivities of the Agency), while other expenditures, including especially the RDP
2007-2013 will be treated as consistent with the actions of Pillar II of the CAP.
Aggregation of relevant financial headings from the national budget, com-
plementary with the above Pillars, indicates that 4/5 of the national funds
supports activities related to agriculture — Pillar I, and the rest — 20% — are
funds related to the implementation of Pillar II, mainly the financing of the
RDP 2007-2013. Detailed observation of the last three years, which is possi-
ble thanks to the separation of the budget of the European funds, shows
a slight increase in the share of expenditure on Pillar II from 19% to 22%.
It should be noted here that the structure of the distribution of funds re-
ceived by the Polish agricultural sector from the EU suggests that Pillar 11
received nearly half of the total funds, i.e. twice as much (see Figure 12).
Thus, the financing structure of individual Pillars is not consistent.
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Figure 12. Structure of spending on Pillar I and II from the EU budget
for Poland in 2004-2012
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Figure 13. Structure of spending on Pillar I and II from the EU budget
in total for 27 countries in 2004-2012
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However, the structure of the national expenditure on individual Pil-
lars is proportionally similar to their overall structure in the EU-27 (see
Figure 12), where the support is significantly higher for Pillar I, although
the share of spending in Pillar II is increasing.

3.3.1. Pillar I

The main expenditures in Agriculture are funds flowing to the agriculture
and hunting section, among which we can aggregate expenditure on: environ-
ment protection®®, progress in agriculture®’, sanitary and veterinary tasks™ and

2 Expenditure on environmental protection means aggregated funds from the central budget
to: the National Chemical-Agricultural Station, protection of plants and organic farming.

27 Expenditure on progress in agriculture means aggregated funds from the central budget to:
biological progress in plant production and biological progress in livestock production.

2 Expenditure on veterinary and sanitary tasks means aggregated funds from the central
budget to: Chief Veterinary Inspectorate and border veterinary inspectorates.

89



scientific and research activities”. Another significant item is the expenditure on
education (especially on agricultural vocational schools) and public administra-
tion operating in these areas. In the part of Agricultural markets, 95% of funds is
earmarked for the tasks carried out by the Agricultural Market Agency (AMA).
One should also add the expenditure on supplementing direct payments written
in the part Rural Development and applicable to Agency for Restructuring and
Modernisation of Agriculture (ARMA).

Figure 14. Structure of expenditure on different headings related to agriculture
and agricultural markets in the national budgets in 2000-2012
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Source: as in Table 48.

In the total envelope of national resources allocated for the purposes com-
plementary with the activities in Pillar I of the CAP, most funds are allocated for
supplementing direct payments (see Figure 14), which is particularly evident in
the last few years, when Poland fully exploits the possibility of complementing
the EU payments with national budgeting, in the maximum amount permitted
under the Treaty of Accession. One should be aware that despite the growing
share of this support in the national budget, in 2012, 90% of the funds allocated
for direct payments in Poland will come from the EU budget, and the remainder
(10%) will be financed from national funds.

Another important item is the financing of AMA activities. It is worth not-
ing that this share is decreasing in the studied long-term perspective, which co-
incides with the nominal decrease in the amount of funds provided for the im-
plementation of the CAP by the AMA. Spending on public administration shows
a relatively stable share, with almost tripled amount since the integration with

¥ Expenditure on research activities means aggregate funds from the central budget to: the
Research Centre for Cultivar Testing, the State Animal Breeding Centre and R&D activity
and science (from part 730).
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the EU. A characteristic feature of the developed market economies is the grow-
ing number of institutions correcting imperfections of the market mechanism.
This leads naturally to the growth of the public administration that supports
these entities. This trend is observed especially in the overgrown bureaucracy of
the EU. It is also the case of national entities. One should note a clear increase in
expenditure on public administration in all parts of the agri-food sector, espe-
cially in 2000-2006. The dynamics of this budget heading was one of the rela-
tively highest. It is interesting that in the agricultural budgets there were
years, in which funds for the implementation of the key objectives of agri-
cultural policy were restricted, and expenditure on public administration
increased. Another thing is that a closer examination of budget acts and
budgets of voivodes and reports of the Supreme Audit Office on budget per-
formance, shows that the increased administrative expenditures were often
necessary to efficiently obtain the EU funds.

Expenditures on education pertain to the financing of agricultural schools,
vocational schools and training for teachers in these schools, as well as the oper-
ation of boarding houses and dormitories. In the post-accession period expendi-
tures associated with these budgetary headings significantly increased, which is
an important pro-development activity fitting in with the idea of economic
growth based on improving the quality of human capital. After the Polish acces-
sion to the European Union and the availability of the EU funds, agricultural
education has become more attractive. The transfer of the farm in exchange for
early retirement, purchase of land, payments for young farmers, and even in-
vestment loans, require agricultural education. Many schools are not prepared to
carry out basic tasks resulting from the integration with the EU. The essential
criteria of their verification are the learning facilities (farm, school workshops,
agricultural equipment, etc.), staff, boarding and catering facilities. Unfortunate-
ly, the need for allocation of financial resources to many institutions creates a
situation under which none of them is financed in full. The situation is slightly
different in case of schools and institutions of regional and supra-regional im-
portance, which after the reform in 1999 remain under the responsibility of the
Minister of Agriculture. In the Act of 27 June 2003 amending the Act on educa-
tion and certain other acts, it was proposed to introduce new solutions for
schools of regional and supra-regional importance. The powers to establish and
operate public schools and institutions of regional or supra-regional importance
have been transferred to voivodeship governments. At the same time the said act
introduced a transitional provision, under which by 31 December 2005, the Min-
ister responsible for agriculture could take over from the poviats (by agreement)
the management of agricultural schools and institutions of regional and supra-
regional importance, along with poviat property in the hands of schools and in-
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stitutions *°. The Minister of Agriculture and Rural Development, having finan-
cial resources, can support schools and the agriculture institutions in improving
learning facilities for vocational training. This legislative change is reflected in
the level of real spending on education, which since 2006 initiated an upward
trend that should be noted as a positive development. Unfortunately, the impres-
sion remains that it has been done at the expense of biological progress. The
continuing trend of many years to reduce budget spending especially on budget
headings associated with biological progress is worrying (there was almost 3.5-
fold average decrease when comparing the period before and after integration).
Analysis of expenditures for activities related to biological progress in agricul-
ture is not optimistic. There are indications to argue that an increase in funds for
co-financing and pre-financing of the EU programmes and payments often took
place under conditions of decreasing or non-increasing financial support from
the national budget for these expenditures. It was observed that "in exchange",
during most of the analysed period, social spending on KRUS increased, just
like revenues from abroad for funds to support biological progress indirectly’'.
The former did not have a significant impact on biological progress in agricul-
ture, because they mainly secured everyday social and consumption needs of
beneficiaries, the second influenced, and often but not explicitly forced biologi-
cal progress. The common denominator for many of listed headings is the rela-
tion to the progress in quality and novelty and the type and quality of perfor-
mance. It seems, however, that it was too early to recognize that EU support will
be sufficient to compensate for the reduction in domestic spending. It was not
appreciated that today a widely understood biological progress and investments
in quality and knowledge largely determine the competitive markets, including
agriculture markets. It is expected that with the assimilation of the principles
and objectives of the EU Common Agricultural Policy and EU structural
funds, this will become popular enough that short-term savings trends will
disappear in the coming years in favour of quality and progress in agricul-
ture, supported by the national budget. This conclusion seems to be justi-
fied, especially when it comes to competitiveness, innovation and
""knowledge-based agriculture' in the reformed CAP.

One should also mention funds spent on environmental protection, which
are declining, but their level remains relatively stable. Protecting the environ-
ment is an extremely topical issue in current discussions at the national and EU

3 And here is a paradoxical situation: old schools of the Ministry of Agriculture, which -
fighting for survival - introduced other "non-agricultural" programmes of study or formed
secondary schools, could not be taken over by the Minister of Agriculture, because there were
already typically agricultural schools (associated schools).

3! Examples include funds from the EU funds aimed at restructuring the agricultural sector
(e.g. SAPARD), which forced biological progress through the need to purchase a better quali-
ty seed and livestock (e.g. when upgrading or building a new barn one purchased the most
productive dairy cows).
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level, in particular in the framework of the reformed Common Agricultural Poli-
cy. As a result of environmental pressure, in which the farmer is the key
link, the range of agri-environmental programmes and instruments to en-
courage "greening" of the EU actions keeps expanding. In addition, this
issue is positively reflected in budget expenditure, so one must maintain this
trend. The relatively high growth in the central budgets can be seen in case of
expenditure on organic farming and the State Chemical-Agricultural Station. It
is related to the extension of the powers and duties of the above mentioned bod-
ies, even if related to the implementation and observance of increasingly strin-
gent environmental protection instruments.

Considering the changes that have occurred in the analysed budgets, and
that may suggest further shifts in the state budget, one should point to the dy-
namics of separate headings. Three approaches have been adopted. The first
concerns the relation of pre-accession dynamics (2001-2003) and the first year
of analysis — 2000, to show changes in the financing of specific objectives in
light of the upcoming integration with the EU (see Figure 15).

Figure 15. Growth in domestic spending on budgetary headings identified with
Pillar I of the CAP - 2001-2003/2000

environmental protection

public adnunistration ) . ~ Sanitary-veterinary tasks

education Research activity

2001-2003

2000

Source: as in Table 48.

It was observed that the strongest growth occurred in the case of two
headings — namely the sanitary-veterinary tasks that needed to be supported
mostly because of the creation of border veterinary inspectorates and the need to
seal the borders of the expanding EU, and research activities in which there was
a marked increase in spending on the following institutions in the pre-accession
period: the Research Centre for Cultivar Testing and the State Animal Breeding
Centre. A slight increase occurred in case of expenditures on administration, and
a decrease was recorded in expenditure on education and progress in agriculture.
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Another approach consisted in comparing dynamic indices in the post-
accession years (2005-2012) with the pre-accession period (2000-2004), to indi-
cate how integration "accelerated" or "slowed down" the national spending on
selected objectives (see Figure 16).

Figure 16. Growth in domestic spending on budgetary headings identified
with Pillar I of the CAP — 2005-2012/2000-2004
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Source: as in Table 48.

The most dramatic increase was observed in the case of expenditure on
education — in the figure the scale of this phenomenon is reduced by tenfold, so
as not to "blur" the other changes, however, it was a very significant increase,
the reasons for which were mentioned above. After the integration the trends
observed in the period immediately before accession became established, i.e. the
increase in spending on research activities (mainly through the emergence of the
new budget item — Science), a clear increase in spending on administration, and
systematically increasing funds for complementing direct payments. Once again,
cutting down funds related to biological progress in plant and animal production
should be assessed negatively.

The last approach to comparisons concerns the changes that have taken
place during the analysed period in relation to the year 2000, which was treated
as the reference year (see Figure 17). The largest absolute gains related to four
types of expenditures on: education, sanitary and veterinary tasks, scientific and
research activities and public administration. However, the mentioned biological
progress in agricultural production had been expressly depreciated. It can be
considered that expenditure on market interventions (by AMA) and environment
protection showed peculiar stability.
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Figure 17. Growth in domestic spending on budgetary headings identified
with Pillar I of the CAP —2005-2012/2000-2004
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Source: as in Table 48.

It is also worth mentioning the selected correlations that took place in the
analysed budgets between expenditure converging with those of Pillar I, where
substitution and complementarity are clearly visible phenomena. The first strong
correlation is for expenditure on administration in agricultural budgets, which is
a response variable strongly and negatively dependent on spending for biologi-
cal progress in agriculture and market intervention, and positively on the amount
of the state supplementary payment.

expenditures on administration = PLN 64,960 thousand +0.03 x supplement to
direct payments — 0.04 x expenditures on AMA — 0.02 x expenditures on biologi-
cal progress in agriculture **

It is reasonable to argue that rising costs associated with national supplement-
ing of direct payments (which, moreover, are positively correlated with the
amount of subsidies from the EU funds, as well as funding for other national
objectives financed from the EU budget) entails expansion of administration to
be able to acquire and manage the substantial flow of funds. However, there is
an irresistible impression that increase in administration occurs at the expense
of other headings financed from the national budget, such as the above-
mentioned progress in agriculture and expenditures on AMA tasks. While in
the case of the latter expenditure there is a kind of substitution of national ex-
penditure with the EU expenditure, in the case of progress it is difficult to talk
about any compensation.

32 Multiple progressive regression method was used; R*= 97.6%, distribution of residuals
normality was verified by Shapiro-Wilk test.
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Another interesting correlation is shown by a positive relationship be-
tween expenditure on state supplement to direct payments and on education
(within the remit of the Ministry of Agriculture). A possible interpretation is that
the effect of significantly increasing spending on education, mainly in secondary
and vocational schools related to agriculture, is acquiring practical knowledge
and skills on European funds and how to get them, which entails the need for
greater participation of national funds in the process.

supplementing direct payments = PLN 453,211 thousand +16.2 x expenditures
on education™

Justification from the other side is also reasonable, namely that the growing
stream of national subsidies (along with the EU subsidies) encourages or even
forces the need for a reliable and extensive education, particularly of young
people who see their future in agriculture, which has been recognised and re-
flected in the increasing expenditure, as mentioned above.

3.3.2. Pillar II in ARMA spending

Pillar IT of CAP is consistent with the activities in the budget task Rural
Development (part 33), i.e. mainly funds for the operation of ARMA, and within
it especially for the RDP. Agency for Restructuring and Modernisation of Agri-
culture is central to the structural transformation of the countryside and agricul-
ture. Its support fosters, inter alia, development of agricultural policy focused on
income, and consequently the multifunctional rural development. Considering
the total amount of funds allocated to the activities carried out by ARMA, one
can say that before the accession to the EU, they were too low to cause noticea-
ble modernisation and development changes. Budgetary resources allocated to
the paying agency in absolute terms increased steadily, but their share in both
the overall budgetary expenditure and spending on the agricultural sector varied
considerably (see Figure 18). The average share of spending on ARMA in total
budgetary expenditure during the same period increased 2.7 times. Before the
integration with the EU, ARMA faced considerable problems — budget spending
for statutory objectives of the Agency was limited and most of the expenditures
involved substantial liabilities from previous years, which resulted in insuffi-
cient resources to conduct current and new activities. It was hard to understand
because ARMA soon converted into a paying agency supporting e.g. the Inte-
grated Administration and Control System of the Common Agricultural Policy
in the EU, and awarded funds limited opportunities to prepare for this role. In

33 Same as above, multiple progressive regression method was used; R? = 82%, distribution of
residuals normality was verified by Shapiro-Wilk test.
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the light of the growing income disparities of farms in the pre-accession period,
consistent reduction in aid for farmers was incomprehensible. It also contradict-
ed the official declarations of the government on measures to improve the finan-
cial situation of farmers [Pakt dla rolnictwa.., 2000].

Figure 18. Share of expenditure on ARMA in spending on the agricultural sector
in total** in 2000-2012 (%)

70%

60%

50% -

40% A

30%

20%

10%

00/0

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Source: as in Table 48.

The largest programme implemented by ARMA is the Rural Development
Programme. Its main goal is to "implement multifunctionality of agriculture and
rural areas". It assumes economic empowerment of farms and increase in eco-
nomic competitiveness of the agri-food industry, while ensuring mechanisms
that differentiate economic activity in rural areas. Important objectives of the
programme also include protection of the environment and improvement of the
quality of life in rural areas [Szalczyk, Matuszczak 2010]. Financial support
mechanisms (measures) in the programme implement four priorities for rural
development, which reflect the four groups of support mechanisms (thematic
axes) (see table 53). The measures under Axis 1 are focused on human and
physical capital in the agri-food and forestry sectors (promoting transfer of
knowledge and innovation) and on quality production. Axis 2 supports the pro-
tection of natural resources and traditional forms of management in agriculture.
Axis 3 supports development of local infrastructure and diversification of eco-
nomic activities in rural areas. Axis 4 implements the Leader programme and
supports the bottom-up, local approach to rural development.

3* Spending on the agricultural sector in total defined as expenditure on: agriculture, rural de-
velopment, agricultural markets, budgets of voivodes, specific provisions, spending in other
parts of the budget act.
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Table 53. RDP 2007-2013 financial

lan broken down into thematic axes (EUR)

Total public Share of

Description ' pu : EAFRD amount EALRD

contribution FRU
contribution

Axis 1. Improving the competitiveness of the 7.486,199.222 5.486.649.500 e,

agricultural and forestry sector

Axis 2. Improvement of the environment and the
countryside

5,377,112,631

4,446,801,216

80%

Axis 3. Quality of life in rural areas and diversi-
fication of rural economy

3,500,061,142

2,635,527,440

75%

Axis 4. Leader 787,500,000 630,000,000 80%
Technical assistance 266,600,000 199,950,000 75%
Total 17 417 472 995 13 398 928 156 76%

Source: Rural Development Programme 2007-2013.

It should be emphasized that RDP 2007-2013 is the main source of finan-
cial support for the transformation of Polish agriculture, processing and market-
ing of agricultural products. The beneficiaries of the programme are mainly
business entities operating in the field of agriculture, agri-food processing or
non-agricultural economic activities (only microenterprises) in rural areas. Ben-
eficiaries also include organisations of local governments responsible for the
development of technical infrastructure in rural areas.

The programme covers 21 measures and technical assistance (see Table
54). Most of the measures are a continuation of support mechanisms available in
2004-2006 under the "Plan for rural development" and the "Sectoral Operational
Programme Restructuring and Modernisation of the Food Sector and Rural De-
velopment". As mentioned above, the share of spending related to the develop-
ment of rural areas from the national budget is estimated at about 20%, and dif-
ferently, in the EU funds, support for Poland for Pillar II reaches 45%. So in
conclusion it can be seen that in the face of competition of budgetary purposes
(due to funding) it is legitimate to say that the Polish government used the op-
portunity of the maximum complement of direct payments, targeting the stream
of funds at providing support to Pillar I, which is not consistent with the trends
noticeable in the EU, where more and more emphasis is placed on the develop-
ment of rural areas. It seems that the latter measure will be strengthened un-
der the reformed CAP, as the greening of direct payments will allow con-
tinuation of 30% of national funds to be allocated for supplementing a sin-
gle payment per hectare subjected to convergence, which is expected to be
mandatory, but not subject to limitation.
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Table 54. List of measures under the RDP 2007-2013

Measure Implementing Expenditure
Entity
Axis 1 — economic EUR 7,486.2 million —
43%
Setting up of young farmers ARMA - RO 40.0
Vocational training for persons employed in agri- FAPA
420.0
culture and forestry
Early retirement ARMA - PO 2,549.6
Modernisation of agricultural holdings ARMA - RO 1,849.07
Increasing the added value to basic agricultural ARMA — Headquar- 932.0
and forestry production ters )
Improvement and development of infrastructure VG
related to the development and adjustment of ag- 637.5
riculture and forestry
Participation of farmers in food quality schemes ARMA - RO 80.0
Information and publicity AMA 30.0
Agricultural producer groups ARMA - RO 140.0
Use of advisory services by farmers and forest ARMA - PO 218.0
owners
Con‘{mltments for 2004-2006 from Supporting semi- ARMA - PO 5900
subsistence farms
Axis 2 — nature EUR 5,377.1 million —
31%
Support of management in less-favoured areas ARMA - PO
2,448.8
(LFA)
Agri-environmental programme and non- ARMA - PO
S 2,314.8
production investments
Afforestation of agricultural and non-agricultural ARMA - PO 5135
land )
Restoring forestry production potential damaged ARMA - RO
by natural disasters and introducing appropriate 100.0
prevention instruments
Axis 3 — social EUR 3,500 million —
20%
Diversification into non-agricultural activities ARMA - RO 345.6
Basic services for the economy and rural popula- VG
. 1,541.3
tion
Village renewal and development VG 589.6
Establishment and development of micro- ARMA - RO 1,023.6
enterprises
Axis 4 — Leader EUR 787.5 million —
4.5%
Implementation of Local Development Strategies VG 620.5
Implementation of cooperation projects VG 15.0
Running the Local Action Group VG 152.0
Programme handling EUR 266.6 million —
1.5%
Technical assistance ARMA - Head- 266.6
quarters

ARMA - RO - regional offices of ARMA, ARMA - PO — ARMA poviat offices, FAPA —
Foundation of Assistance Programmes for Agriculture, VG — voivodeship governments

(offices of the marshal)

Source: own elaboration based on the RDP 2007-2013 document.
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Such action in some sense is explained by the fact that a relatively large
volume of the EU funds for Pillar II, flowing to the newly admitted EU-10,
compensates for national deficiencies in this field. Although the reform of the
CAP provides for the transfer of funds between the pillars, but it seems that
under Polish conditions the direction of flow from the Pillar I to Pillar IT
will dominate. There will also be a limit in the amount of support (capping)
that a farm can get. The funds "saved" in this way will remain in the Mem-
ber State, transferred to rural development (Pillar II), to be used by indi-
vidual farmers for innovation and investment as indicated in the "Europe
2020" strategy, as well as for operational groups of the European Innova-
tion Partnership.

3.4. Summary

The above considerations give rise to the following statements:

e Long-term trends in expenditures on the agricultural sector in the central
budget and the budgets of voivodes to a relatively large extent correspond
to the directions of the proposed amendments to the Common Agricul-
tural Policy in 2014-2020, which is reflected, for instance, in the increas-
ing importance of objectives in the central budget and the increasing
number of headings in the budgets of voivodes. These expenditures (e.g.
related to the regulation of hydrographic conditions) are often complemen-
tary to the EU funds flowing to the agricultural sector for investments, they
are also often substituted by funds from the EU;

e Another directional convergence of national funds is also visible in their
increase and adaptation related to expansion of powers and responsibili-
ties of the institutions responsible for the implementation and compli-
ance with environmental protection instruments, which are present in the
announcements of the CAP reform in many areas, from the greening of di-
rect payments to the principle of cross-compliance;

e In the face of the reformed CAP one can observe an increasing role of
AACs because of the need for the implementation of measures under
priorities relating to the implementation of the Europe 2020 strategy in
the agricultural sector, which include: promotion and transfer of
knowledge and innovation, promotion of competitiveness, organisation of
the food chain, or promotion of social inclusion and economic develop-
ment in rural areas;

e Reformed CAP focuses on competitiveness, innovation and "knowledge-
based agriculture', so one should expect that in the following years the
tendency for short-term savings at the expense of quality and biological
progress in agriculture, supported by the national budget, will disappear;

e There has been a significant convergence between the level of expendi-
ture on specific headings financed from the national and the EU budget,
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which are expected to be continued — this concerns above all actions fi-
nanced by the EU;

It is suggested that the following "vertical" shifts concerning the increase
at the voivodeship level should take place: funds for regulation of hy-
drographic conditions, according to the trend of growth observed for
the last several years; spending on geodetic and management works,
which could have a positive impact especially on rural development;
funds for voivodeship and poviat veterinary inspectorates, whose role in
controlling the compliance with the directives on animal welfare is
growing;

Comparison of the structures of the EU and national support for Pillar I and
IT in 2007-2013 shows that 4/5 of national funds supports activities relat-
ed to agriculture — Pillar I, and the rest — 20% — are funds related to the
implementation of Pillar II, mainly the financing of the RDP 2007-2013.
Detailed observation of the last three years, which is possible thanks to the
separation of the budget of the FEuropean funds, shows
a slight increase in the share of state expenditure on Pillar II from 19% to
22%;

It should be noted that the structure of the distribution of funds received by
the Polish agricultural sector from the EU suggests that Pillar II received
nearly half of the total funds, i.e. twice as much. Therefore, the share of
spending related to the development of rural areas from the national budget
is estimated at about 1/5, and differently, in EU funds, support for Poland for
Pillar II reaches 45%;

maximum supplementing of direct payments by the Polish government re-
sulting in directing funds to support Pillar I was forced by the income situa-
tion of Polish farmers. This, however, was not consistent with the noticeable
trends in the EU, where more and more emphasis is put on rural develop-
ment, which is expected to be continued after 2013.
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Summary of the report

The report presented crucial conditions relating to the possibility of pro-
moting agriculture in the European Union in 2014-2020. The focus was on the
scale of support both from the common agricultural policy as well as from do-
mestic sources. In addition, it presented the changes that have occurred in the
level and structure of State aid for agriculture in recent years. The report did not
discuss the issues of CAP instruments, because it is a topic widely discussed in
many publications on the CAP, including the 2011-2014 Multiannual Pro-
gramme report from 2011 prepared under the task "National and EU agricultural
budget in view of the finance and functioning of Polish agriculture and the na-
tional economy".

The first part of the report discusses the economic situation and the state
of public finances in the European Union. Economic conditions and the need for
fiscal consolidation are the main determinants of opportunities to support the
agricultural sector in the coming years. Moreover, they have a decisive influence
on the attitude of the Member States in the negotiations on the multi-annual fi-
nancial framework of the European Union.

The second part presents the issues related to the possibility of supporting
agriculture under the State aid. It points to changes in the scale and structure of
agricultural support from national funds. State aid is in most countries of the
Community only marginal and is considered as a supplement to support ob-
tained from the Common Agricultural Policy. In this context, an important issue
is the scale and structure of the support under the CAP. The reform of the policy
does not provide for major changes at the level of the entire agricultural sector.
However, for some types of agricultural activities it could lead to major changes.
This primarily applies to the market of milk and sugar. It should also be borne in
mind that the proposal of the European Commission provides for levelling of
direct payments in a given country or region. For Poland, currently applying the
same rate of direct payments, it does not mean any changes. However, in the
case of the EU-15, there may be a very large-scale shifts in support to individual
agricultural holdings.

The third part of the report focuses on issues relating to Poland. The anal-
ysis applies to agricultural expenditure in the state budget. The aim of this study
was to determine the possibility of shifts in spending on Polish agriculture in the
context of the external environment, especially the scale of support from the
Common Agricultural Policy.

Based on the analysis made in the report, it can be said that the scale of
support for European agriculture, taking into account a total of EU and national
funds, will be less than in the 2007-2013 period, and at best will not change. In
the light of changing tasks imposed on agriculture, as determined by the EU
strategy "Europe 2020", and with the increasing need to support the sector in
situations of sudden adverse natural events and market distortions caused by
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concerns about food security, the changes in the structure and nature of support
are inevitable. In addition, the more urgent need is to increase spending on re-
search and development, resulting not only from increasing competition from
non-EU countries, but also from climate change, to which the sector must adapt.

In connection with new tasks and limits of the scale of available aid, it is
necessary to increase the efficiency and effectiveness of aid instruments, and
thus to improve the quality of the support monitoring and control. Already at the
stage of spending it is possible to significantly improve the quality of the trans-
fer of funds. The study by the European Court of Auditors (ECA) shows that in
the case of agricultural support implemented under the European Agricultural
Guarantee Fund, errors occurred in 39% of transactions in 2011 examined by the
ECA. However, in the case of the European Agricultural Fund for Rural Devel-
opment errors were detected in 57% of the transactions.

Increasing the efficiency and effectiveness of aid to agriculture requires a
number of actions. The starting point should be precise determination of the
purposes of aid instruments and the target group of beneficiaries of these activi-
ties. Only by focusing support on key tasks it is possible to ensure the effective-
ness of aid. It should also be borne in mind that the ultimate goal should be to
raise the competitive potential of the agricultural sector.
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