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Abstract

This deliverable assesses the most significant measures that promoted agricultural
restructuring and rural socio-economic change in five selected EU 15 countries (Ireland,
Spain, Sweden, Austria and the new German Bundeslander). For each country, the study
focuses on a specific case study region (Border, Midlands and Western region [Ireland],
the Autonomous Community of Navarra [Spain], the county of Skane [Sweden], the Tyrol
Region [Austria] and the Altmark Region [the new German Bundeslander]), trying to
identify the main policy drivers that triggered transformation in these areas. Policy
measures are grouped around the two major EU funding instruments, i.e. the Common
Agricultural Policy, through its Pillar 1 and Pillar 2, and the Regional Policy Structural and
Cohesion Funds. Undoubtedly, the CAP remains critical. The significance of direct
payments is remarkable as in all case studies, farmers’ livelihoods, particularly those
operating on a small-scale, depend largely on these subsidies. With the exception of
Austria and to a lesser extent Sweden, however, the distribution of direct payments is
very uneven, with large commercial farms being the main beneficiaries. This is
particularly the case in Spain where 78% of farmers received only 17% of total direct aid in
2005. CAP Pillar 2 measures, particularly agri-environmental measures and LFAs
compensatory payments, are extremely important for Austria and Sweden. The survival of
most of Austria’s mountainous farms depends on agri-environmental and LFA
compensatory payments. However, the agri-environmental and LFAs payments are
subject to criticism. Although, they may contribute to the economic, social and ecological
development of rural areas, there is a financial imbalance between agri-environmental
and broader rural development measures, which limits the progression of integrated rural
development. The analysis highlights the importance of the Community Initiative
Programmes, particularly LEADER. Although, very limited funds were allocated for this
Programme, in most cases LEADER became popular and well received by local
communities. Its popularity led to countries such as Spain and Germany creating similar
national programmes (e.g. PRODER in Spain and Active Regions in Germany). Although
difficult to single out the effects of the Structural and Cohesion Funds on rural
development, their impact should not be neglected. Since the first reform of the
Structural Funds and the creation of the Single European Act, significant amounts of public
money were allocated to regional policy. Amongst the five case studies, Ireland and,
undoubtedly, Spain were the major beneficiaries of these funds.
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“If we hadn’t got into the European Union and got access to its markets, very
little of what’s happened would have happened. But the reason we were
successful was that having got in we had the right policies to enable us to do
well, so it’s conjunction of the two that gives you the success. Outside the EU
we were a small country of four million people with no chance of going
anywhere. So the Union has given us an opportunity, but we’ve cashed in on it
by taking the right decisions at certain key moments. We made lots of
mistakes too, but we made enough good decisions to compensate for
mistakes.”

Garret Fitzgerald, Former Irish Prime Minister, 2004
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1 Introduction

This working paper focuses on the assessment of the relative importance and effectiveness
of the most significant policy measures that successfully underpinned rural socio-economic
change and agricultural restructuring in five selected EU15 case studies. The analysis draws
on country and regional case studies presented in Deliverables D8.1 to D8.5 of
Workpackage 8 (WP8). It also follows closely the work presented in Deliverable 8.6, which
examined the dynamics of rural changes in five selected EU15 regions considered
‘successful’, focusing particularly on the role of agriculture, following EU accession.

Nevertheless, it is important to note that “success” is a relative term. The success or
otherwise of a local rural area may be measured against the norms for urban areas in its
region, or against the regional average. The success of a region may also be considered
against the national average or against the average for the EU as a whole. Usually a series
of socio-economic and demographic indicators, such as the contribution of the region to
the economy as a whole, regional GDP/person, employment and unemployment rates, rate
of birth and life expectancy, are used to quantify the ‘success’ or otherwise. The list is,
however, non-exhaustive. Thus, the case study regions were selected in terms of their
ability to offer ‘successful’ experiences of rural transition following accession to the EU.

The case studies identify the key features and determinants of rural transition in four
selected EU15 member states following their accession to the EU, i.e. Ireland (1973), Spain
(1986), Sweden and Austria (1995), as well as the new German Bundeslander, which joined
the EU in 1990 in the light of the reunification of Germany. The regions covered are the:
Border, Midlands and Western (BMW) (Ireland); the Autonomous Community of Navarra
(Spain); the county of Skane (Sweden), the Tyrol Region (Austria) and the Altmark Region
(the new German Bundeslander). These case study reports were prepared by various
authors (Hubbard and Kaufmann, 2008; Hubbard and Ward, 2007; Iraizoz, 2007; Copus and
Knobblock, 2007; Wolz and Reinsberg, 2007)". Overall, the general objective of WP8 is to
analyse patterns behind “success stories” in rural transition experiences following EU
accession in these countries, looking in detail at one case study region within each member
state. This report draws heavily on the country study reports.

The country reports were based on a Common Methodological Framework (CMF) (with a
common set of specified research questions) developed by UNEW in collaboration with
other SCARLED colleagues. Following the Description of Project Work, the research was
predominately based on secondary data analysis, including historical documentary reports
and review of the relevant literature. Additionally, in order to strengthen the analysis,
face-to-face and telephone interviews were carried out for each selected case study

'"The specific deliverables are: D8.1 “Development of socio-economic and agricultural structures in
selected rural regions in Austria after EU accession” Carmen Hubbard and Peter Kaufmann @CRE;
D8.2 “Development of socio-economic and agricultural structures in selected rural regions in Ireland
after EU accession” Carmen Hubbard and Neil Ward @CRE; D8.3 “Development of socio-economic
and agricultural structures in selected rural regions in Spain after EU accession” Belen lIraizoz
@Public University of Navarra; D8.4 “Development of socio-economic and agricultural structures in
selected rural regions in Sweden after EU accession” Andrew Copus and Erika Knobblock
@NORDREGIO and D8.5 “Development of socio-economic and agricultural structures in selected rural
regions in the new German Bundeslander after the German unification” Axel Wolz and Klaus
Reinsberg @IAMO.

SSPE-CT-2006-0044201 1
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region. This analysis will provide a basis for subsequent work in WP9 (Deliverable 9.1 and
9.2), considering the extent to which the lessons and experiences from the EU15 can be
emulated in the New Member States (NMS) from Central and Eastern Europe (CEE). This
reflects how identifying key national and regional features of rural change and the major
driving forces behind such change can assist in drawing conclusions about the success or
otherwise of measures to manage agricultural and rural transformations. It can also
support the design of future rural development policies for the new EU member states.
The working paper is organised as follows. Section 2 starts with a short overview of
national agricultural policies prior to each country’s accession to the EU. It continues with
an assessment, by country, of the most significant measures applied under the Pillar 1 of
the CAP. Section 3 focuses on specific rural development measures (CAP Pillar 2)
emphasising country by country which of these measures triggered significant changes.
Section 4 examines the importance of EU Structural Funds and other measures on rural
areas in these selected countries. Conclusions are presented in Section 5.

SSPE-CT-2006-0044201 2
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2 Pillar 1 of the CAP

2.1 National agricultural policies prior to EU accession and major CAP reforms:
Short overview

Prior to EU accession, the agricultural sector in all selected countries was heavily
supported through national interventionist and protectionist measures (e.g. price support
for key products, import levies and export subsidies). However, Sweden presents some
particularities. Although a strong interventionist policy dominated its agricultural sector,
changes in the political context and public attitudes for support to the farming sector led
to the adoption of a liberalising agricultural reform in 1990. Nevertheless, the application
for EU membership in the following year and the preparation for accession confused
Swedish farmers, who were “obliged” to return the land just taken out of production for
Conversion Grants into cultivation in order to maximise eligibility for arable area payments
(Copus and Knobblock, 2007). Livestock numbers also increased in response to headage
payments. Hence, at the time of accession agriculture protection in Sweden fell close or
even under the average of the EU12 level (Bojnec, 1996). This was not, however, the case
for Austria, which at the time of accession recorded a much higher level of agricultural
support than that of the EU.

The adoption of the CAP following EU accession brought significant changes for the
agricultural sector in all countries studied (e.g. rise or fall of prices for some agricultural
products and/or farm income, farm restructuring and changes in production patterns).
While changes differed from country to country or region to region, what applies to all is
that with accession financial support and the direction of agricultural policy shifted from
the national (and regional) to the supra-national level. Moreover, it is important to note
that while the CAP has been subject to various changes since its inception in 1962, it was
not until recently that the CAP underwent more radical reform (e.g. Agenda 2000 and Mid-
Term Review 2003). Its emphasis shifted from guaranteeing high price support and export
subsidies, which encouraged agricultural productivity and commodity surpluses, to direct
payments decoupled from production which is hoped to promote competitiveness and
support a more environmentally and animal welfare friendly farming sector.

It is important to note that the country case studies joined the EU at different times in the
development of the CAP, with most of the CAP reforms coinciding with, or following
closely, various waves of expansion of the Union. For example, after Ireland’s accession
(alongside the UK and Denmark, in 1973), the first major enlargement, compensatory
payments were introduced (in 1975) to support the improvement of agricultural structures
in areas where natural conditions were unfavourable (LFAs). The introduction of milk
quotas preceded Spain’s accession (in 1986), and the first major reform of Structural Funds
(which reinforced the principle of economic and social cohesion) took place two years
later, in 1988. The ‘MacSharry reform’, which led to the reduction of price support for
major agricultural commodities (cereals, oilseed and beef) and the introduction of
compensatory (later on direct) payments for farmers, followed just two years after
Germany’s reunification. It can be argued that Germany’s reunification was a special case
and somewhat less predictable from an EU expansion point of view. A novelty of the
MacSharry reform was the so-called ‘Accompanying Measures’, namely the agri-

SSPE-CT-2006-0044201 3
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environmental measures, compensatory allowances, early retirement scheme for farmers
and forestry measures in agriculture (i.e. afforestation)’. The accession of Sweden,
Austria and Finland in 1995, coincided with the expansion of agri-environmental policy
measures and the second reform of the Structural Funds (1994-1999). Agenda 2000 was
signed in 1999 in Berlin, heralding a new element to the CAP, i.e. a specific rural
development policy. In consequence, the CAP was divided, into two major components:
Pillar 1, which addresses support for agricultural products and producers, and Pillar 2
which focuses on the “multifunctionality” of the farming sector or rural development. In
addition, Agenda 2000 allowed for measures (e.g. modulation) which could transfer funds
between the two pillars. Nonetheless, this major reform was motivated by the desire to
prepare the EU for its largest enlargement (of the Central and Eastern Europe Countries) in
2004 (Gorton et al., 2009). Furthermore, only a year before this EU expansion, the Mid-
Term Review (MTR) was adopted, which sought to provide a framework for CAP post-
enlargement (ibid.). Undoubtedly, Pillar 1 of the CAP remains the dominant component, as
almost 80% of the total EU CAP budget is allocated to market and income support, with the
latter receiving the largest share.

2.2 lIreland and BMW Region

Ireland joined the EU (then the European Economic Community) at a time when more than
80% of total EU budget was allocated, particularly in the form of price and market support,
to agriculture. As farming contributed significantly to the economy as a whole (accounting
for 16% of Irish GDP and more than a quarter of its labour force) the adoption of the CAP
with its high price support for agricultural commodities and the opportunity of expanding
exports was crucial for Ireland. Although the country’s economy has diversified and the
role of agriculture diminished, there is little doubt that CAP has markedly influenced,
financially and ideologically, Irish agriculture (Crowley, 2003).

Since joining the EU, Ireland was a net recipient of EU funds. Between 1973 and 2006
some €61 billion were allocated to Ireland, of which 70% represented payments through
both sections of the European Agricultural Guidance and Guarantee Fund (Department of
Agriculture, Fisheries and Food, 2007). Figure 2.1 depicts clearly the net budget effect
from the CAP between 1973 and 2006.

2 Council Regulations (EEC) No 2078/92, No 2079/02 and No 2080/92.

SSPE-CT-2006-0044201 4
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Figure 2.1 Ireland’s Net Budget Effect from CAP, 1973-2006
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Source: http://www.agriculture.gov.ie/publicat/compendium2007/individual/Né.xls

During the 1970s and 1980s, most of the CAP support was in the form of price and market
aid (including export subsidies). This had an exceptionally positive impact on the lIrish
farming community as a whole, which benefited particularly for the first five years after
accession. High prices for agricultural products led to high levels of production and
farmers enjoyed rises in real income. However, not all farms benefited to the same extent
and the distributional impacts of the CAP varied widely across individual farms and
regions. The dairy and beef sectors were the main beneficiaries, receiving almost 90% of
total Guarantee Section funds, whilst arable crop (tillage) farms received only 3%. Pig and
poultry and fruits and vegetables farms received very little support or none (Table 2.1).
Regionally, farmers located in areas where the quality of soil and climate conditions were
more favourable, such as the South and South-East, also benefited more, in contrast with
farmers from the Western part of the country (Lafferty et al., 1999).

SSPE-CT-2006-0044201 5
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Table 2.1 EU FEOGA Receipts by main Sector, Ireland, 1973-2006

Sector 1973-1979 1980-1989 1990-1999 2000-2006
€m % of €m % of €m % of €m % of
total total total total
Dairy 848.8 | 50.9 | 3,197.5 | 39.5 | 3,378.3 | 20.8 1,280.1 101
Beef and Veal 620.7 37.3 | 4,369.4 | 54.0 9,309.5 57.3 5,274.9 41.7
Arable crops
(cereals) 49.3 3.0 75.4 0.9 791.5 4.9 658.2 5.2
Sheep - - 401.9 5.0 140.5 0.9 517.3 4.1
Sugar 25.6 1.5 109.5 1.4 93.1 0.6 43.8 0.3
Pig meat 31.2 1.9 11.4 0.1 25.2 0.2 7.9 0.1
Poultry and eggs 0.6 0.0 25.5 0.3 13.0 0.1 0.14 0.0
Fruits and Vegetables 3.2 0.2 1.8 0.0 1.0 0.0 24.1 0.2
Total FEOGA 1,666.3 100 8,098.9 100 16,234.4 100 12,639.2 100
Guarantee*

Source:  Hubbard and Ward, 2007 & Department of Agriculture, 2007; * includes other measures
plus Accompanying Measures

In addition to the CAP price and market support mechanisms, the sector benefited from
on-farm structural and social policy measures (e.g. modernisation of farms, less-favoured
areas payments) and specific EU off-farm measures such as two drainage programmes in
the less-favoured areas of the West and the Border regions. Furthermore, the creation of
the common market for sheep (and goat) meat and the introduction of ewe and suckler
cow premia boosted production. For instance, the number of sheep almost doubled. Parts
of BMW region (e.g. Midlands) recorded the largest increase. Nonetheless, major
structural changes in Irish agriculture (including in the BMW region) were postponed for
two decades following accession. The structure of farms remained almost unchanged with
the number of farms decreasing very slightly (e.g. only by 3% between 1975 and 1985) and
the average farm size remained constant at 22-23 ha.

The MacSharry reform of 1992 brought significant changes to agricultural and rural
development policy in Ireland, and implicitly in the BMW region. Farmers faced serious
cuts in intervention prices for major commodities (e.g. cereals, oilseeds and beef) but
were compensated through direct payments. Since its introduction, direct payments have
proved to be crucial for Irish farm income. Their contribution to average family farm
income increased significantly from 5% in 1973 to 30% in 1992 and 60% in 1996. Agenda
2000 and the 2003 Mid-Term Review brought further policy changes, as direct payments
were “decoupled” from production and a Single Farm Area Payment (SFAP) Scheme was
introduced from 2005. Currently, direct payments are vital for the livelihood of the
majority of Irish farms, accounting on average for 98% of total farm income in 2006.
Moreover, there are farms, such as, for example, cattle rearing and sheep, where direct
payments account for more than 100% of their total farm income. Most of these farms are
located in the BMW region. There is little doubt that without direct payments the majority
of farms in this region would be unviable. As Crowley (2003) notes, the allocation of direct
payments supported particularly those unable to compete on the market and help to
“preserve the fabric of rural society”. As agriculture is very important within the region,
this sector has been a major beneficiary of EU transfers. Around half (45%) of the total EU
fund allocated for Irish agriculture were transferred to this region between 1996 and 2002
(Table 2.2).
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Table 2.2 CAP Pillar 1 Funds to the BMW region (€ million)

Programme Total payments Average Expenditure | % of State % of
1996-2002 annual in 2002 1996-2002 | State in
payment 2002
Suckler Cow Premium* 996.7 87.9 125.1 54.1 54.8
Ewe Premium 387.2 55.3 53.8 54.1 54.9
Special Beef Premium 622.6 89.0 104.1 37.9 38.8
Slaughter Premium 131.4 18.8 46.5 35.8 36.9
Arable Aid 169.9 24.3 26.5 20.3 20.7
Extensification 346.5 49.5 0.0 48.8 0.0
premium
Total 2654.3 - 356.0 28.2 27.0
Total EU agriculture 4,241.6 - 623.2 45.1 47.4
payments for
agriculture in BMW

Source:  Bannon (2005); * data for 1992-2002

2.3 Spain and the Community of Navarra

Spain acceded to the EU, two years after the introduction of milk quotas, and at a time
when agricultural commodity surpluses had become a serious concern for policy-makers.
Additionally, agricultural prices plunged worldwide. At the time of accession, the sector
was still important, accounting for 15% of the labour force and 6% of the total GDP.
Accession, however, did not immediately fulfil farmers’ expectations regarding an increase
in their farm income. In contrast, in the first year following accession total farm real
income dropped by 5% compared with the previous year. Overall, between 1986 and 1990,
the growth rate of total agricultural income did not exceed 1% (lraizoz, 2007). Although,
for the same period, agricultural output increased on average by 5.4% per year, this was
only half of the annual average growth rate recorded prior to accession, i.e. between 1980
and 1985. Changes in farm structure were also slow. However, Spanish farmers were
supported, particularly through price intervention mechanisms. For example, in 1989,
more than 80% of total EU transfers to Spanish agriculture were in the form of price
support (Table 2.3). With the adoption of the MacSharry reform the balance shifted in
favour of direct payments, which by 1996 accounted for almost two thirds of total EU
agricultural subsidies allocated to Spain. Due to differences in production structures,
Producer Support Estimates (PSE) vary significantly between EU members. For example,
using 1995 data the PSE for Spain amounted to only 9.4% of the average PSE for the EU15
(ibid.).

Table 2.3 Total EU Transfers to Agriculture, Spain, 1989, 1994 and 1996

Millions ECU %
1989 1994 1996 1989 1994 1996
Direct and other payments 1,038.7 3,811.1 | 4,220.4 16.9 42.6 62.4
Price support 5,107.0 5,137.8 | 2,547.8 83.1 57.4 37.6
Total 6,145.7 8,948.9 | 6,768.2 100 100 100

Source: lIraizoz (2007)
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Direct payments are an important component of farm income; however, their distribution
is very uneven across farms and proves to be “socially regressive” (Tio, 1993). Large,
prosperous commercial farms received a disproportionate share of these subsidies. For
example, in 2000, 81% of the total number of Spanish farms received less than a quarter
(22%) of total direct aid®, and the situation changed little by 2005. In contrast, very large
farms receiving more than €200,000 per year accounted for less than 1% of total Spanish
farms but 7% of total direct support (Iraizoz, 2007). Additionally, as direct payments were
coupled to certain commodities, being paid per hectare cultivated or number of animals,
their distribution by sector (and region) has also proved to be uneven, with two thirds of
total direct support aimed towards cereals and olive oil producers (Table 2.4).

Table 2.4 Distribution of Direct Aid by Sector, Spain, 2000 and 2005

Products 2000 2005

Amount (€’000) % Amount (€’000) %
Cereals 1,518,526 40.5 1,832,277 39.7
Olive oail 957,249 25.5 1,016,038 22.0
Sheep and goats 466,934 12.4 510,733 11.1
Cattle 407,105 10.8 816,330 17.7
Tobacco 115,571 3.1 111,694 2.4
Banana 109,739 2.9 69,709 1.5
Vegetables 61,587 1.6 60,833 1.3
Rice 32,511 0.9 116,362 2.5
Others 84,021 2.2 84,146 1.8
Total 3,753,243 100,0 4,618,122 100.0

Source: Iraizoz (2007)

Although prior to accession cereals and fruits and vegetables were important components
of the agricultural output, the adoption of the CAP made Spanish agriculture even more
specialised in these products. Furthermore, a high support for olive producers led to a
considerable increase in olive oil output and the number of farms specialised on this
product.

The production of cereals and vegetables are very important for the Community of
Navarra, as the region’s output is based particularly on these products. In contrast to the
national level, Navarra has specialised (alongside pig production) in other livestock
products, such as cattle, sheep and goats, and milk. However, within the region, the
pattern of specialisation differs between the north and south according to the climate and
soil conditions. The region had also experienced a more accelerated decline in the number
of farms (by 42% between 1990 and 2005 as compared to 33% at the national level) and its
average farm size increased by 65% (as opposed to 50% for the national level). Overall, as
in Ireland, most of the labour force is provided by family members. However the share of

3 These are considered small-size farms as they receive less than €5,000 in form of direct aid
(Iraizoz, 2007).
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labour accounted for family members has declined from 75% (of total labour) in 1990 to
65% in 2003. Part-time farming has also become common and as agriculture is becoming
less important, Spanish farmers are looking to diversify their business. It can be concluded
that the CAP Pillar 1 measures influenced, particularly from 1992 onwards, the
development of the Spanish agricultural sector.

2.4 Sweden and Skane Region

Accession to the EU changed the trajectory of agricultural policy in Sweden, as a radical
reform, intended to reduce price support, was adopted a year before applying for
membership. However, it is accepted that the implementation of the CAP has led to some
socio-economic transformation in rural areas, although, overall, the rate of structural
change has not changed very much since accession (Copus and Knobblock, 2007). As
Sweden joined the EU after the adoption of MacSharry’s reforms, the benefits from CAP
Pillar 1 have been largely in the form of direct payments (per hectare or per animal). By
2006, some €610 millions (or 56% of total EU Pillar 1 expenditure in Sweden) were
allocated for farmers through the Single Farm Area Payment (SFAP) Scheme. In contrast,
livestock payments accounted only for 11%. As in the cases of Ireland and Spain, direct
payments are crucial for supporting farm income, mainly for small holdings. Area
payments are very important for Swedish agriculture as over 40% of the agricultural output
is from crops, which half from cereals. The distribution of direct payments differs across
farm types, from 17% for mixed farms to 46% for beef producers (Table 2.5).

Table 2.5 Distribution of Direct Payments by farm type, Sweden, 2005 (€/holding)

Payment/Farm type Cereals Dairy Beef Mixed
Small Large

SFAP 16,619 34,457 35,568 45,701 23,665
Livestock payments 270 550 10,640 4,522 2,709
Dairy payments 0 0 16,467 183 1,370
Other payments 2,763 7,554 48,205 43,791 9,637
Total DPs 19,651 42,561 110,880 94,,197 37,381
as % of total farm 22.1 28.5 20.2 45.7 16.9
receipts

Source: Copus and Knobblock, 2007
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Figure 2.2 Direct Payments as % of Total receipts, by Farm Type, Sweden, 2001-2005
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Source: Copus and Knobblock, 2007

At the regional level, a County Administrative Board administrates the distribution of
direct payments. With more than half of its area under arable or pasture, Skane is by far
the most “agricultural” Swedish county, thus it benefits from a large share of farm
transfers. For example, in 2006, Skane’s farmers received one fifth of the total national
SFAPs. Following accession, the region experienced some direct structural changes. Farms
with less than 50 hectares suffered a more rapid decline in this region than the country as
a whole, whereas farms of more than 100 hectares increased steadily in number. On
average, around 3% of all Skane’s farms exit the business each year. Moreover, the
location of the region (e.g. close to a major urban market and export gateways) and the
recent development of the Oresund bridge (which links the region to Copenhagen) led to a
significant increase in the price of agricultural land. This makes it more difficult for small
farms to expand, who prefer to rent their land and look for off-farm employment
opportunities. Production patterns have also changed, with a clear shift towards the
production of winter wheat which has increased by 60% (the largest share) between 1991-
1995 and 2001-2005. In contrast, as regards livestock, the number of pigs (and laying
chickens) halved during the same period. However, while the adoption of the CAP has
influenced some structural changes in the region’s agriculture, global technological factors
and the market environment have had a greater impact, both on structures, and rural
livelihoods. The wider development of the Oresund region has profoundly influenced
Skane’s economy, employment structure and population.

2.5 Austria and Tyrol

At the point of accession, the Austrian agricultural sector was highly protected and
supported, with prices and farm incomes higher than the EU average (Breuss, 2000). Thus,
the adoption of the CAP led to a severe drop in the majority of agricultural prices (by
almost a quarter in the first year of membership). For farmers the impact of failing
agricultural prices was somewhat eased by compensatory payments. However, agricultural
output and farm income declined in (nominal and real terms) and it was not until very
recently (2007) that these recovered to the 1995 level. Although, Austria is a net
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contributor to the EU budget, its agricultural sector benefited between 1995 and 2006 to
approximately €14 billion, of which more than half (58%) was accounted for by CAP Pillar 1
measures. Amongst these, direct payments represent the largest component and their
contribution to farm income is, as in the other countries, important. Their share in total
farm income increased from 8% prior to accession to 20% in the years 1999-2002 (Darnhofer
and Schneeberger, 2007). Some 37% of the average farm household income comes from
farm subsidies, mostly in the form of direct payments®. The distribution of direct payments
varies across farm types, e.g. from 10% for pig and poultry farms to 27% for arable crop
farms. Nevertheless, compared with other EU15 member states, the distribution is more
even in Austria, with 86% of farmers receiving more than half (53%) of total allocated
direct payments.

Direct payments are particularly important for Tyrol, Austria’s most mountainous federal
province. In 2005, 3% of total CAP Pillar 1 funds were transferred to Tyrolean farmers, as
opposed to 6% in 1995 (Table 2.5). However, the region has implemented a somewhat
flatter, and perhaps also fairer, allocation of farm subsidies across its farm types, as 97%
of farms receive 89% of total farm subsidies. Although the implementation of the CAP MTR
reform lead to a budget shift from product premiums to the SFAP in the region, the
following remained coupled to production: suckler cow premium (100%), slaughter
premium calves (100%), slaughter premium bovine adults (40%) and hops payments (25%).
In 2005, the SFAP accounted for almost 47% of CAP Pillar 1 transfers to farmers in the
region (Table 2.6).

Table 2.6 CAP Pillar 1 transfers for Tyrolean farmers, 1995-2005,

1995 2000 2001 2005

Pillar 1 - Market support and direct payments (€million)| 28.41 17.24 | 20.48 | 28.51
of which Single Payment Scheme 13.28

Milk premium 6.82

Arable aid 1.41 1.18 1.21
Animal premiums 11.84 16.06 19.27 8.41
Compensatory payments 15.16

EU contribution to Pillar 1 for Austria (€million) 489.81 | 626.87 | 583.18 | 920.98

Tyrol as % of total Austria 5.8 2.8 3.5 3.0

Source: Hubbard and Kaufmann (2008)

Summarizing, CAP Pillar 1 measures remain crucial for all countries and regional case
studies, and in general they account for the largest share of the EU funds allocated for
agriculture. It is clear that price support and market interventions measures were more
important prior to the MacSharry reform in 1992 and undoubtedly countries such as Ireland
and Spain, benefited fully of these measures. The introduction of compensatory (later on
direct) payments radically shifted the balance between Pillar 1 measures. The significance
of direct payments is remarkable as in all case studies, farmers’ livelihoods, particularly
those of small scale farmers, depend largely on these subsidies. Indeed, there are
differences in the distribution of direct payments by farm types across countries and

“ It includes direct payments, LFA payments and agri-environmental payments (Schmid et al., 2006).
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regions. Irish farms, particularly those engaged in cattle rearing and sheep production in
the BMW region, would not survive without this support, as direct payments account for
more than 100% of their total farm income. Yet, beef farmers in Sweden, and cereals and
olive oil producers in Spain rely on these payments too. With the exception of Austria and
to a lesser extent Sweden, however, the distribution of direct payments has proved to be
very uneven, with large commercial farms as main beneficiaries. This is particularly the
case in Spain where 78% of farmers received only 17% of total direct aid in 2005. There is
little doubt that the implementation of “coupled” direct payments has influenced
structural changes in the agricultural sector of these case studies.

Although it is too early to assess the outcome of the introduction of the SFAP, it is possible
that it may slow down further structural changes, particularly for small scale farms.
Additionally, the diverse way in which the SFAP is implemented across countries may lead
to different effects. For example, in Sweden, the number of holdings rose by 12% between
2003 and 2005. Interestingly, the increase was particularly significant in the category of
small-scale farms (e.g. less than 4 ESU), and Copus and Knobblock (2007) stress this is
mainly due to the tendency for farm property residents who previously rented their land
but were not eligible for CAP payments to “take the land in their hands” in order to
benefit of the SFAP.
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3 Pillar 2 of the CAP: Rural Development

The development of rural development as a distinctive pillar has its roots in the intricate
reforms of the CAP. For more than three decades following the inception of the CAP, non-
farm rural development was not seen as a priority and there were no specific rural policy
measures as such. Rural problems and regional disparities were expected to be solved
mainly through agricultural price support (McDonagh, 2001). By the mid-1980s, as regional
discrepancies within the Community accentuated it was clear that existing CAP
mechanisms failed to support the development of rural areas. This led to the publication
of the “Future of Rural Society”, a key document issued by the European Commission in
1988, which for the first time recognised rural development as a distinctive area for policy
and proposed an integrated bottom-up approach to support the development of rural areas
(European Commission, 1997). Rural development measures were supported through the
European Agricultural Guidance and Guarantee Fund (EAGGF). The Guarantee Section
financed, in particular, expenditure on agricultural market organisations, the measures
that accompany market support, rural measures outside of Objective 1 regions, certain
veterinary expenditure and information measures relating to the CAP, whereas the
Guidance Section focused on other rural development expenditure (not financed by the
EAGGF Guarantee Section)’.  Additionally, agriculture and rural development measures
(including the Community Initiative LEADER) were also integrated and supported through
the three funds for EU Cohesion and Regional Policy (e.g. the European Regional
Development Fund [ERDF], the European Social Fund [ESF] and the Cohesion Fund [CF]).
Thus up to Agenda 2000, which established rural development as the second pillar of the
CAP, it is rather difficult to separate clearly the financing for rural development.

The need for a “sustainable and integrated” EU rural development policy was stressed
again by Commissioner Fischler at the 1996 Cork Conference, but it was not until 1999 that
a specific policy framework was instigated. Agenda 2000 established rural development
policy as the second pillar of the CAP alongside the EU’s agricultural market policy (the
first pillar) (CEC, 2006a; Dwyer et al., 2002). A new Rural Development Regulation (RDR)
was adopted, and incorporated all previous (nine) instruments (e.g. agri-environmental
measures, forestry, Less Favoured Areas payments, and investment in farm modernisation)
into a package of measures for the whole EU (CEC, 2006b; Ward and Lowe, 2004; CEC,
2003). Although, the financial resources allocated for 2000-2006 were limited (10.2% of
CAP expenditure) the RDR was novel in terms of its mechanism for implementation.
Member states were entitled to initiate their own Rural Development Programmes in
accordance with their specific requirements for rural areas, albeit following a
‘Europeanized approach’ (Ward and Lowe, 2004)°. For the financial programming 2007-
2013, a new RDR was adopted split between four axes: Axis 1 - Improving the
competitiveness of the agricultural and forestry sector; Axis 2 - Improving the environment
and the countryside; Axis 3 - Quality of life in rural areas and diversification of the rural
economy and Axis 4 - the Community Initiative LEADER (links between actions for the
development of the rural economy). For this period, rural development measures are

> http://ec.europa.eu/agriculture/fin/archive_en.htm
® This section draws on Hubbard et al. (2007)
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financed from the newly created European Agricultural Fund for Rural Development
(EAFRD).

Many argue, however. (e.g. Grochowska and Kosior, 2008) that the role of the CAP Pillar 2
in supporting the development of rural areas is marginal, and that it rather acts principally
as an indirect source of subsidies for farmers. Indeed, although an increase in the
importance of Pillar 2 is evident in recent years, the share of the total CAP budget
allocated for rural development remains less than 20 per cent. Gorton et al. (2009) also
point out that although Pillar 2 of the CAP is regarded as an instrument for delivering
‘multifunctionality’, most of its measures have farmers as their main beneficiaries.

3.1 Ireland and BMW Region and Rural Development

Awareness of rural and regional development issues in Ireland preceded the CAP. A Local
Government (Planning and Development) Act was adopted (in 1963) and Regional
Development Organisations (RDOs) were created to enhance local authorities’ planning
responsibilities (McDonagh, 2001). However, although some policy measures were
designed to support the development of the rural economy, the emphasis remained very
much on the support of agriculture and the farming population. With accession to the EU
and the adoption of the CAP, rural development policy in Ireland was put on hold (O’Reilly
and Gough, 2002) for almost two decades. Moreover, by 1987, the government dismissed
any involvement at the regional level, dismantling all RDOs (Brunt, 1993; O’Reilly and
Gough, 2002).

The adoption of the MacSharry reform in 1992 introduced the so-called ‘Accompanying
Measures’, namely agri-environmental measures, compensatory Allowances, an early
retirement scheme for farmers and afforestation measures. Amongst these, the
introduction of agri-environmental measures and compensatory allowances for LFAs had a
significant impact on the Irish farming sector, particularly in the BMW region (Table 3.1).

Table 3.1 CAP Pillar 2 Funds to the BMW region (€ million)

Programme Total Average Expenditure | % of State % of
payments annual in 2002 1996-2002 | Statein
1996-2002 payment 2002

Compensatory payments 766.0 69.7 143.4 62.4 60.1

Agri-environmental 655.1 72.8 101.8 58.6 58.9

measures (REPS)

Early Retirement Scheme* 166.2 18.5 22.0 28.1 27.8

Total 1587.3 - 267.2 16.9 20.3

Total EU agriculture 4,241.6 - 623.2 45.1 47.4

payments for agriculture

in BMW

Source: Bannon (2005); * data for 1994-2002; **

The shift in EU policies towards a focus on rural development issues led also the Irish
Government to change its strategy with regards to agriculture and rural development. The
adoption of a White Paper, ‘Ensuring the Future - A Strategy for Rural Development in
Ireland’, in 1999, established for the first time an overall strategy for the long-term future
of Irish rural society (Department of Agriculture and Food, 1999). The strategy for rural
development was constructed around a set of objectives, e.g. the establishment of
appropriate institutional mechanisms for rural development, the adoption of a balanced
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spatial development strategy, sustainable economic development based on indigenous
potential and inward investment, the provision of services and infrastructure, the
development of human resources and social inclusion (McDonagh, 2001). These were to be
implemented through the National Development Programmes (NDPs) and the CAP Rural
Development Plan.

3.1.1 Agri-environmental Measures and LFAs Payments

Ireland introduced its first Rural Environment Protection Scheme (REPS) in 1994. REPS is a
voluntary, whole-farm scheme which covers five year periods. Farmers have to comply
with eleven basic measures related mainly to good farming practice and production
methods, protection of wildlife habitats and endangered species of flora and fauna, and
production of quality food in an extensive and environmentally friendly manner’. The
scheme has attracted high levels of participation, with the number of farmers covered by
the scheme increasing from 45,500 farmers (1994-1999) to over 59,000 participants (end of
2006), representing approximately one-third of the utilisable agricultural area (UAA). In
2007, however, the number decreased by almost 20%, to 47,506 participants. Overall, it is
estimated that €2.45 billion were spent on REPS between 1994 and 2007. The scheme is
co-financed by the EU (75%) and the Irish taxpayer (25%). For 2000-2006, REPS accounted
for €1.38 billion (or 37% of Ireland’s CAP Guarantee Section funding) of which €1.05 billion
came from the EU. Another €3 billion are to be transferred to farmers in the scheme
between 2007 and 2013.

Figure 3.1 Total Paid under REPS, Ireland, 1994-2007
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Source: http://www.agriculture.ie/areasofi/reps_planner/Factsheet2007.doc

7 http://www.agriculture.gov.ie/index.jsp?file=areasofi/reps.xml
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The scheme has been well received by Irish farmers (particularly beef and sheep
producers) as the financial incentives received throughout the scheme contribute
significantly to farm income (Heritage Council, 1998; O’Reilly and Gough). The scheme has
also increased farmers’ awareness of environmental matters (Heritage Council, 1998).
REPS is particularly popular in the BMW region, with more than a third of its farms,
covering almost half of the (West and Border) area, participating in the scheme.

As most of the BMW region is classified as “severely handicapped” or “less severely
handicapped”, the majority of its farms are also entitled to compensatory allowances. LFA
subsidies were first introduced in Ireland in 1975, mainly in the form of headage payments
for livestock. The scheme aimed to support farming in areas with natural handicaps and
also to preserve the countryside and rural environment. Thus, payments were particularly
oriented towards the support of the western parts of the country. Although some research
(Heritage Council Report, 1999) found that the majority of farmers received relatively
little financial support, cattle farmers relied considerably on this aid, amounting to 40% of
their total farm income. The payments also went to larger farmers who increased their
livestock numbers (Crowley, 2003). The scheme encouraged the maintenance of the rural
population in marginal farming areas and it has been considered somewhat more equitable
than other premium schemes (Heritage Council, 1999). For 2000-2006, Accompanying
measures within the BMW region accounted for 57% (or €1,949 millions) of total
expenditure for CAP Rural Development (Ireland National Development Programme, 2000-
2006, Summary of Provisions for the BMW Region).

3.1.2 Early Retirement 