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Developments in farm incomes between 2004—-2011tie Polish agriculture
and their future prospects

Abstract

The paper investigates the trends in the Polish facomes between 2004-2011 and some
potential changes in the 2015-2020 period. Theyaisawas prepared based on the Polish
FADN database, focusing on field crops, dairy cgeigs and mixed farms. Our study showed
that the production costs increased much fasterthhie of production in most of the farms in
2004-2011, what resulted in decreasing net incosténg from the market. The observed
growth in income followed mainly from an increasethe amount of direct payments. The
simulations for 2015-2020 indicated a continuatibthis tendency in the Polish farms.
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Introduction

Several reports, for example prepared by the EamogCommission (2011), indicated a
dynamic growth in farm incomes in the new Membeat&t (EU-12) after 2004. This was
primarily attributed to structural changes (deceeas the number of people employed in
agriculture, dropping number of farms, larger askan average farm) which counteracted the
negative trends in the prices of production meantsagricultural products. Additionally, an
important role of direct payments in the growttarim incomes was underlined, which helped
to cover the total costs of farms getting insuéidiincome from the market. According to the
estimates of the European Commission (2013a),dugfowth of farm incomes in the EU-12 is
expected by 2023, even double as compared t@tbeence period (average for 2003-2007).

The paper investigates the trends taking placdéénamount of farm incomes between
2004-2011 in the new Member States, based ondl&hRagriculture. Moreover, the picture of
potential changes in these incomes between 2016428Q#esented.

Materials and methods

The analysis of the farm economic situation anditimgact of direct payments on farm
incomes in 2004-2011 was prepared based on thehPBADN data from a representative
sample of commercial farms. The aforementioned fygpes of agricultural holdings represent
88% of the total number of commercial farms (frdm Polish FADN area of observation),
which use 92% of agricultural areas in that grofigaoms, they employ 86% of full-time
workers and produce 89% of production value (G2g4j0).

Simulations for the financial situation of selectgges of agricultural holdings in
2015-2020 were prepared based on the arrangemeoijsted during the negotiations
concerning the next financial perspective for 2@D20 (European Commission, 2013b).
Results of the study present net incomes per a fartained from different options and
scenarios in distribution of direct payments a@t3. Moreover, the potential net incomes of
examined farms excluding direct payments were tatied as a difference between the value of
total production and basic cost categories (dicests, farming overheads, depreciation costs
and costs of externalities).

The following options of direct payments distritmutiunder CAP Pillar | were taken into
consideration:

e baseline option (WP) - envelope of direct paymestsgned to Poland under CAP Pillar | for
2014-2020;
e option 1 (WP1) - transfer of 25% of the envelogmat CAP Pillar Il to Pillar I,



e option 2 (WP2) - support for CAP Pillar | with ratal budget resources, excluding transfer
from Pillar 11 (it was assumed that the level ofioaal support of 2013 will be similar to that of
2015).
Additionally, there were three scenarios analyssdeu each option:
¢ scenario 1 (S1) - support to small farms - upG®Iof the national envelope of CAP Pillar I,
¢ scenario 2 (S2) - coupled payments - up to 15%ehational envelope of CAP Pillar I;
¢ scenario 3 (S3) - redistributive payments - upd®o of the national envelope of CAP Pillar I,
Due to significant production differentiation indiridual years and steady growth of
intermediate consumption, depreciation and, ini@aer, costs of externalities, different
statistical methods for estimation of productior awosts after 2014 were checké&dhally,
linear regression models were used since they,ewbiloring economic fluctuations, well
reflected the development trends concerning chaingég area of farms, as well as production
and individual components of costs in 2004-20A%suming that the development trends
observed in 2004-2011 prevail in 2015-2020, chamgdise value of production and costs in
that period were also estimated on the groundsesfet models.

Results and discussion
Economic situation of the Polish farmsin 2004-2011

In the course of the analysis it was stated thattsts of farms specialising in field crops,
pig farming, and especially those focused on migeatluction increased much faster than
production in 2004-2011, what resulted in decraasiet income without direct payments and
making those types of farms more dependent on @sbpport. If the present trends continue,
the net income at mixed farms, which obtained Vewyincome per farm in 2004-2011, will
constitute nearly in 100% of payments in 2020. &8pduch a situation took only place in case
of farms specialising in herbivores animal farmi@gcluding dairy cows). Changes in the
value of production, costs, direct payments andre&mes at farms in total that took place in
the Polish agriculture in 2004-2011 are presemdedure 1.

The study showed that the average annual increadeei total value of production in
2004-2011 amounted to 4.6%. The greatest increaseated in case of farms focused on field
crops and specialising in dairy cow farming (c8%8 each), while the lowest - for mixed farms
(4.3%). On the other hand, the average annualaser@ the production costs at farms in total
amounted to 5.6% and pertained to most of agrialltypes. The raise in costs was the highest
in farms focused on dairy cow farming (8.2% perwanpand field crops (7.5% per annum),
followed by farms specialising in pig farming (5.2%

Changes in the net value added in respective yedtglly reflect the changes in the
amount of net income. As for farms in total andhiost of agricultural types the net value added
increased in 2004-2007 regularly, but in 2008-2@0&opped to raise again in 2010-2011.
Field crops farms achieved one of the most impoitareases - almost three-fold growth in
the analysed period. In case of pig farms, aftpe@od of better results in 2005-2006, they
reached in subsequent years similar results tosfamntotal. Dairy cow and mixed production
farms obtained in 2011 as compared to 2004 oveiftvabhigher net value added.

Our results also indicated the increasingly higarehof direct payments to operating
activities in the amount of net value added, witight reduction in 2007 and 2010-2011. The
examined payments constituted on average 12% ofine added in 2004, while 64% in 20009.
It can be stated that the economic situation ahéas is less and less dependent on production
activities, and it is more and more reliant on pagite channelled via non-market sources. In
2009 payments for mixed production farms constitutearly 88%, for dairy farms - 71%, and
for farms focused on field crops - 68%.
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Figure 1. Changes in the value of production, ¢aktect payments and net income at the Polishgarm
in total in 2004-2011 (current prices)

Thus it may be concluded that the observed incrieaset income followed, mainly, from
the increase in the amount of direct payments. Jitusition slows down structural changes and
favours inefficient use of resources, thereby himadgfaster changes in the field of technology
and production scale in the Polish agriculturetidimately, an analysis of agricultural holdings
keeping uninterrupted accountancy under the PdHSIDN shows that the number of
specialised farms increases at the expense of nps@dliction farms. The largest farms in
terms of area are the first to increase their setfand the number of medium-sized farms
clearly decreases (10-30 ha).

Economic situation of the Polish farmsin 2015-2020

According to our simulations the Polish agricultsreuld expect in 2015-2020 a drop in
income as regards farms in total, which will re$tdim a faster increase in the costs than the
production value. Thus the dependence of agrialltaoldings on public support will also
increase. This pertains to all analysed options seeharios of changes under the direct
payments system (Figure 2). But the economic sttnatf farms may prove to be very different
depending on the agricultural type.

Taking into account the possible decrease in fagarmes in Poland in the coming years it
may be stated that each potential opportunitydce@mse the envelope of direct payments for the
Polish agriculture, either through a transfer pbat of resources from CAP Pillar 1l to Pillar |
(option WP1) or through support from the nationadiget (option WP2), will have a positive
impact on the income of an average farm. Howevesglaction of a specific option by
decision-makers should consider the interdependst@tween CAP Pillar I and Pillar 1l and
between CAP and other EU policies, especially tb@dSion Policy (the need for national
budget co-financing), as well as objectives andrires set for the entire Polish economy in
the coming years.

The dilemma about how to spend funds under the i@ARional way is not a new issue in
the EU. For years, the EU agricultural policy ha=er struggling to articulate clearly
formulated objectives. Resources transfer in tlipesof this policy consists in subsidising all
farmers, and not in preventing market failuresekudi the greatest support is provided to farms
having a significant share in market productiontamfarms large in terms of area (Koester,
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2012). For example, the increase in the incomékeoPolish field crops farms noted recently,

resulted not from better efficiency of farming, frdm an increased area of farms and higher
amount of direct payments obtained on that accduntuld be expected that after 2020 the
rules of CAP Pillar | functioning will change. Waht considering internalisation costs and

starting to actually pay the farmers for the prmnsof public goods it would not be possible to

lead the future CAP.
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Figure 2. Estimates of net farm income under aeaymptions and scenarios of direct payments
distribution in the Polish farms in total (2015-20¢ars)

These changes may be favoured by introduction ditréutive payments to the CAP
measures framework. According to our analysiscation of up to 30% of the Polish envelope
of CAP Pillar | payments to first hectares (scem&3) may have the most positive influence on
the incomes of an average farm, while allocatiommto 10% of the envelope for support to
small farms is the least favourable choice (scerfati). It is interesting that the use of a part of
CAP Pillar I envelope to a programme supportinglsfaans brings them the greatest benefits,
but they are still the lowest as compared to a&ldther scenarios. The redistributive payment
may prove to be the most efficient option as it esro an increase in the farm incomes of small
farms.

The use of the redistributive payments raises aofotontroversy, since it causes
redistribution from larger to smaller farms and g¢htimay have a negative impact on the
competitiveness of large farms (Matthews, 2013cokding to the estimates made as part of
our study this form of support will mainly contriteuto an increase in income of mixed
production farms. On the other hand, the analysfgedding on the economic size of farms
showed that the greatest increase in farm incomeaoeur in case of very small farms. Other
farms should expect definitely lower benefits. Tinerease in income was particularly minor
(1%) for very large farms.

On many occasions the European Commission haddriadiate changes in the principles
of distributing direct payments between farms. Pb&0-80% proportions, i.e. 20% of farms
using 80% of payments continue under the CAP fanymgears and apply to both the EU-15
and EU-12. The introduction of the redistributiveeyments provides an opportunity to change
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these proportions and thus to use public funds rafiir@ently. According to Gardner (2013)
many farms depend on direct payments because oéfiiisiency of their agricultural activity;

he is of the opinion that the larger and more siseid farm is, the less it depends on support
and direct payments play a smaller part in the fdecision-making process.

Conclusions

The economic situation of Polish farmers becomebetdess dependent on production
activities and more on direct payments channellachen-market sources. In 2004-2011, the
production costs increased much faster than valyganuction in most of the farms, what
resulted in decreasing net income without paymditits.observed increase in income followed
mainly from an increase in the amount of directrpagts. This situation slows down structural
changes and favours inefficient use of resourbeseby hindering faster changes in the field of
technology and production scale in the Polish adjrice.

Our simulations showed that between 2015 and 20@t@a of farm income should be
expected in Poland as regards farms in total. Pigpthe trend of faster increase in costs than
in the production value will continue. This per&ito all analysed options and scenarios of
changes under the direct payments system. Thuspesdibility to increase the envelope of
direct payments (transfer of a part of resourcas fCAP Pillar 11 to Pillar | or support from the
national budget) may have a positive impact onribkeme of an average farm in 2015-2020.
The choice is determined primarily by the relatidoesween CAP Pillar | and Pillar Il and
between CAP and the Cohesion Policy, as well agipes and objectives set for the Polish
economy in the coming years.

It was concluded that the most favourable impadhoame of an average farm may follow
from allocating up to 30% of the envelope of CARIaPil payments to the so-called
redistributive payments, while the lowest incomesweted in case of using 10% of the
envelope for support to small farms. The redistifupayment may play a significant part in
the redistributing of direct payments between fasvand in changing the efficiency of public
funds used under the CAP.
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