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Direct payments and rent extraction by land owners:

Evidence from New Member States

Van Herck, K. and Vranken, L.

Abstract
Since the accession of the eight Central and Easkrropean countries, farmers in these
countries started to receive substantial agricuiusubsidies. Agricultural subsidies alter
farmer production incentives and thus factor demand factor prices. Hence, agricultural
support has an impact on land rents. This paperlyam®s the impact of the introduction of
direct payments on land rents in the new membeestand correlates econometrically land
rental price data with support measures while collitig for other effects. The impact of direct
payments on land rents is not only found to bdssizally significant, but also economically
important as 15% of the direct payments are caiziéa in land rents in the new member states.

Keywords:Land rental prices, Farm subsidies, New membeestat

JEL classificationQ12; Q18

1. INTRODUCTION

In 2004, eight Central and Eastern European camjdined the European Union. This
accession round was followed by the accession ¢geBia and Romania to the EU in 2007.
Since EU accession, farm support in the EU New Manfitates (NMS) is implemented
through the Common Agricultural Policy (CAP) and rimost countries financial support to
farmers largely increased compared to the pre-ammefevel.

A general purpose of agricultural subsidies isrtoréase the income of the farmers.
However, in addition to this first order effect,riagltural subsidies also induce second-order
adjustments. Various studies have analysed thendemaler effects of agricultural policy
measures (see e.g. Hertel, 1989; Salhofer, 199@beet al, 2001; Alston and James, 2002;
Guyomardet al, 2004; Ciaian and Swinnen, 2006, 2009). In genénalse studies find that
agricultural subsidies alter farmer production moees and thus factor demand. One strand of
the literature considers the second order effetisobicy impact on the land market (among
others, Floyd, 1965; Guyomaed al, 2004; Ciaian and Swinnen, 2006, 2009).

In case that agricultural policy affects rural lanthrkets, there are two important
implications.

First, rent extraction by land owners reduces thpact of subsidies on agricultural
income. If land owners are farmers, the impaceot extraction on agricultural income is rather
limited. However, in several NMS land reforms red#dd land rights to the former owners who
are no longer active in agricultural sector. Assult, a large share of the utilized agricultural
area (UAA) is rented out by these absentee landemsyroften to large scale cooperate farms
(Table 1).
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Country Percentage of UAA used by legal entities Percentage of UAA rented (%)
(%)
Bulgaria 53% 79%
Czech Republic 71% 83%
Estonia 48% 50%
Latvia 9% 27%
Lithuania 14% 48%
Hungary 52% 56%
Poland 10% 20%
Romania 35% 17%
Slovakia 80% 89%

Source: Eurostat

Second, an increase of land rents has a directtimegeffect on land mobility and an
indirect negative effect on structural change. Namners face a higher initial investment cost
and existing farmers face a higher cost of expanstmnsequently, the transfer of land from
less to more efficient users will be reduced whiths a negative impact on structural
adjustments that are necessary to increase theetmepess of the sector.

In this paper, we estimate the impact of direginmants on land rents in selected NMS.
Virtually all existing empirical studies have deaith data on the land market in North America
(the US and Canada). To our knowledge, there ale fonr studies that have empirically
analysed the impact of direct payments on landsramtthe EU. First, Pattoat al. (2008)
analyse the impact of both coupled and decouplezttdpayments on land rents in Northern
Ireland covering the period 1994 to 2002. SecorilliaK et al. (2008) analyses the impact of
direct payments on land rents in Bavaria in 20Q%rd[ Ciaian and Kancs (2009) investigate
the impact of the Single Area Payment Scheme (SAiP8)e NMS based on farm level panel
data of the period 2004-2005. Finally, Ciakenal. (2010) analyse the income distributional
effects of different types of CAP payments for farmmand landowners, using a farm level panel
data for the period 1995-2007 in selected memlzest However, none of these studies have
disentangled the impact of direct payments fromitheact of market price support on land
rents. We present the empirical evidence of a ahxperiment being the accession of several
countries to the EU where as a result of accesSiBR measures have been introduced. This
resulted in a considerable change in the leveltgme of subsidies paid in the NMS.

In the next section, we briefly discuss rental lamatket and direct payments in the NMS.
The third section gives an overview of the exitiibgrature on the impact of agricultural policy
land rents. In section 4 we empirically test theamt of direct payments on land rents in
selected NMS. Finally, we conclude and discuscpafplications.

2. RENTAL LAND MARKETS AND DIRECT PAYMENTS IN  NMS

In this section we briefly discuss rural land maskand agricultural policy in the NMS
before and after the accession to the EU.
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2.1. Rental land markets

Similar to US and several EU15-countries, mosthefland transactions in the NMS take
place through the rental market, although therdaage variations among countries (Table 1).
In Slovakia and the Czech Republic, more than 80%e cultivated land area is rented. Also
in Bulgaria, land renting is very prominent (79% total land). In Hungary, Estonia and
Lithuania, between 48% and 56% of the cultivatedaais rented. In Latvia, Poland and
Romania, the figures fall to respectively 27%, 2886 17%.

There is a striking correlation between the pravedeof land rental at the country level
and the proportion of corporate farms in total laiseé (Swinnen et al., 2006). While corporate
farms own little land, they use a lot of land imm&ocountries, almost all of which is rented. In
the Czech Republic and Slovakia , more than 70%hetotal agricultural land area is used by
corporate farms (Table 1). Also in Hungary, Estoaisl Bulgaria, corporate farms still use
around half of all agricultural land. The presentaigh transaction costs reduces the incentives
for landowners to withdraw their land and reallecit Therefore a large share of agricultural
land is still rented to the organisations that htaleen over the former cooperatives and state
farms (Vranken et al., 2011).

In the period 2000-2008, land rental prices inaedasignificantly in the NMS and the
increase was especially strong around the perid&loccession. For example, if one compares
rental prices from just before (2003) to just atiecession (2006), real land rental prices grew
by 20% to 87% in the Czech Republic, Lithuania, ¢y, Poland and Slovakia (Figure'l).

Land rental payments in the NMS are usually in catthough in several NMS at least a
part of the payment is in kind. For example, indpodl, more than 20% of the contracts
involving private rentals in 2005 were in kind (gilsoand services) rather than in cash. Land
rents are generally paid at the end of the seaster the harvest) and depend on the weather or
market conditions. In case of unfavourable condgjgayments are reduced or not paid at all
(Swinnen and Vranken, 2009). This particular feawirthe rental market in NMS will allow us
to use contemporaneous values of the explanatoigbles instead of expectations.

! Note that in 2007 there is a price spike in thlleental price of Poland. This is because lanthtgarices are partly determined
based on the price of cereals.
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Figure 1: Evolution of land rents in selected NNiSguros)
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*Price data are real prices (in 2010 prices)

**Data for Poland in 2007 are excluded from theresgion as this could be considered as an outlied fents were
exceptionally high as these were partially basethercereal prices which were exceptionally hige(07)

Source: Own calculations based on the construcitabet (see section for a detailed descriptiohetiataset)

2.2. Agricultural policy

After the transition to a more market orientatedoremny, agricultural support
dramatically reduced in all Central and Easternofean countries. However, when the
economic and institutional climate started to inwaraat the end of the 1990s, agricultural
support started to increase again. Later, wheedhatries accessed the EU agricultural support
increased even further.

There are several distinct types of support measuf@st, governments can make
payments directly to producers, so-called “direagments’ These payments can be coupled or
decoupled from the production level. Before EU as@n, agricultural policy in the selected
NMS, mainly included a wide variety of coupled pants. These can be output payments,
which arepayments for selected commodities based on theupeaddquantity (payment/ton or
payment/animal) For example, there existed outpytents for crop production such as bread
cereals in Poland and for livestock production sashfor sheep, beef or milk production in
Czech Republic and Slovakia. In all countries, éhexisted area payments, which are payments
based on the cultivated area (payment/ha). Fanpbkaa payment per hectare of flax was paid
in the Czech Republic or for arable land in Slogakin addition, all countries provided a
payment per produced quantity (often only for hioghality produce). There existed output
payments for crop production (e.g. bread cerediand) and for animal/ livestock production
(e.g. sheep, beef or milk production in Czech Rép@md Slovakia).
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After EU accession, there were two main types oéali payments depending on the
source of the subsidy. First, there is the SingleaAPayment Scheme (SAPS), which is
financed by the EU budget. SAPS payments are fpaanents per ha, which are decoupled
from production and, in principle, uniform for adlligible land within each NM%.SAPS
payments are gradually implemented and they wiltihethe EU-15 level in 2013. Second, the
NMS were allowed to supplement the SAPS paymentsidiional “top-up” payments (or
Complementary National Direct Payments (CNDPs))esEh “top-up” payments could be
implemented in a similar way as SAPS, namely azealfpayment per ha. However, the NMS
could also decide to couple the support to producti

Second, in addition to direct payments, governmeats also use specific instruments,
such as quota, tariffs and intervention buying upp®rt farmers’ income. These instruments
create a gap between the domestic producer pridethan world market price of a specific
agricultural commodity and are referred to as niapkize support (MPS). Already before EU
accession, the NMS implemented quota, tariffs amgrvention buying, to protect their
agricultural markets. After EU accession, marketepsupport was implemented in the same
way as in the EU15.

3. OVERVIEW OF THE EXISTING LITERATURE

Various studies have analysed the impact on lan@tetgof agricultural policy measures
that have been implemented to support farmers'niecan developed countries (e.g. Floyd
1956; Ciaian and Swinnen 2006, 2009; Goodwin andl®Magné 2002; Lence and Mishra
2003; Kirwan 2005). These studies have indicated tiere is rent extraction of land owners.
Although the effect depends on the type of subsldhe next sections present an overview of
the theoretical findings and empirical evidencehaf impact of coupled direct payments on the
income distribution between the farmer and the owhéhe input factors.

3.1. Theoretical evidence of capitalization of government payments

Ciaianet al. (2010) analyse the impact of different forms ofigled direct payments on
land markets. They develop a partial equilibriundelpwhich combines two inputs (land and a
non-land input) in a production function of oneiagitural outpu

According to Ciaian’s model, output payments insesathe price of a factor if the supply
elasticity of that factor is not perfectly elas##cgiven percentage increase in product price will
result in the same percentage rise in all factaceprif inputs are perfect substitutes in

2 However, there are substantial differences betwiaerNMS. These variations stem from the fact thatlevel of per hectare
payments is computed by dividing the available Eldricial “envelope” for each country by the eligilglgricultural area. The EU
rules for the determination CAP Pillar | financédlocations imply that higher land productivity wés in higher hectare payments,
as historical yield levels (2000-2002) were facodoirto the determination of the financial enveldpePillar 1. There was a large
variety in the reference yield of the different NM&ich results in a disparity in the direct paynsent

8 They based their model on the model of Floyd (39850 analyzes the effects farm price supportghenreturns to land in

agriculture.
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production or if the supply elasticities of the tfaxctors are the same. If the factor supply
elasticities are not equal, the price of the inpith the least elastic supply will increase more.
Hence, the impact of output payments on land réepends largely upon the factor supply and
substitution elasticities. In fact, in case thadacupply is entirely inelastic and the elasticfy
substitution between factors is zero or the faptoportions are fixed, the output payment will
be fully capitalized in the price of the factor ihelastic supply. If this factor is land, thewr th
output payment will be fully capitalized in lanchts.

Area payments, which are targeted on land, stimularm land demand and in
combination with inelastic land supply, these paytaeare capitalised into higher land rents,
creating leakages of policy rents to landownersa lcorner solution, when the land supply is
fixed, the land subsidy is fully capitalised ingmt rents.

In summary, in case land is most inelastic productiactor, both output and area
payments are expected to be capitalized in lanid eemd the price of land will increase relative
to the price of the other inputs. In case the lsumgply elasticity is equal to zero (or land supply
is fixed) area payments will be fully capitalized lland rents. Output payments are fully
capitalized in land rents if, additionally to zéamd supply elasticity, either the supply elasyicit
of non-land inputs is perfectly elastic or if facfwoportions are fixed.

In addition to the type of subsidy, the capitali@atof subsidies also depends upon the
exact policy implementation, market imperfectionsnd land market institutions and
regulations.

First, if subsidies are only implemented for a tedi period of time, they may not be
capitalized in the land value. Also the criteridedmining the eligibility to receive the future
stream of policy transfers, may limit the capitafisn of subsidies (Sumner and Wolf 1996;
Ciaian and Swinnen 2006, 2009; Kilian and Salh@f@®8). For example, area payments may
be subject to cross-compliance, set-aside, or edgprirements. If area payments are subject to
cross-compliance, then their effect on land restgpartially) mitigated due to the fact that
farmers have to incur certain costs in order totrifeeeligibility criteria.

Second, market imperfections affect the capitabrabf government payments (see for
example, Chau and de Gorter 2005; Hennessy 19%8anCand Swinnen (2006) find that the
presence of transaction costs related to land vétkal from corporate farms do not affect the
general result that area payments increase laisl ren

Finally, also land market institutions and reguas may affect capitalization of payment
in land rental rents. The most obvious case reiguaffecting the land market is the case
where rental payments are regulated by the goverhsweh as it is for example the case in
Belgium or France (Ciaiagt al. 2010).

At the end of 1990s, market imperfections in theddr markets (including credit and
technology) and output markets were major limitadion the functioning of land markets in the
NMS. At the end of the 1990s and especially inlibginning of the 2000s, under the impulse
of the prospect of EU accession and economic grawénket imperfections started to decrease.
This resulted in increased investments in agriceland in an increase in farm productivity
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which in turns leads to a rise in the demand fodlan the NMS. Furthermore, foreign and

domestic investment in the food industry and aguifbess were stimulated with major positive

vertical spillovers on farms. Ciaian and SwinneA0@ analyse the impact of credit market

constraints on capitalization of area paymentsaidlrents and they find that area payments
increased land rents by more than the payment.

3.2. Empirical evidence of capitalization of government payments on land rental markets

There is less evidence on the capitalization okegawment payments in land rents than on
the capitalization in land values. Although, Whkea (2006) arguments that investigating the
effects of domestic support on land rents is mefevant for at least two reasons. First, rental
rates are observed in the market while land vadueften stated by the owner and therefore
subjective. Second, rental rates are less affdgtentban and other non-agricultural pressures as
contracts have only a limited duration.

Almost all available studies on the capitalizatidhand rent use US data, but recently the
number of studies analysing the impact of CAP paysen land rents increased.

Using US-county level data from the state lowa,deeand Mishra (2003) examine the
impact of government payments on cash rents ushogtg-level panel data for 1996-2000.
Unlike most other studies on land values and relgsice and Mishra control for spatial
autocorrelation. They find positive marginal imgaof support payments per acre that range
from $0.25 to $0.86 in additional rent per acre.

Roberts et al. (2003) use 1992 and 1997 farm-lpaekl data from the US Census of
Agriculture. They find that an increase in cashdlaents of between $0.34 and $0.41 per acre
for each additional dollar of government paymeblising the same data, Kirwan (2005) finds in
a related study that landowners capture on avdretyeeen $0.20 and $0.40 of the marginal per
acre subsidy dollar depending on the region and &are.

Using EU data, Patton et al. (2008) analyse theagnpf both coupled and decoupled
direct payments on land rents in Northern Irelaodecing the period 1994 to 2002. They find
that the impact of CAP direct payments on rentilesidepends on the type of payment and on
the nature of the production characteristics ofad®ociated agricultural commodity.

Also in the EU, Kilian et al. (2008) analyses caligiation of direct payments in land
rental prices in 2005 in Bavaria (region in Germafhey find that 1 additional euro of direct
payments increases rental prices by 28 to 78 céulditionally, they evaluate the effect of
decoupling support and they find an increase incthgitalization ratio due to decoupling as
additional 15 to 19 cents are capitalized into lesds.

Ciaian and Kancs (2009) investigate the impacthef $ingle Area Payment Scheme
(SAPS) in the NMS based on farm level panel datthefperiod 2004-2005. They find that
almost 20% of the SAPS payment is capitalized id leents. However, in a related study,
Ciaian et al. (2010) analyse the income distrimaticeffects of the common agricultural policy
for farmers and landowners, using a farm level peat for the period 1995-2007 in selected
member states. Their results do not confirm thertecal hypothesis that landowners benefit a
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large share of the CAP subsidies. According tortbestimates, farmers gain between 60% to
95%, 80% to 178% and 86% to 90% of the total vaiieoupled crop/animal, coupled RDP
and decupled payments, respectively. They find BAP subsidies are only marginally
capitalised in land rents, although the effectsedépon the type of payment.

4. ECONOMETRIC ANALYSIS

4.1. Model and variables

To econometrically quantify the effect of directypgents on land rents, we estimate the
following model:
RENTS = a, +a,DP, +a,MPS  +a,PPIP +a,YIELD, + (1)
a;GDP,, + a;,ACCESSION, + 9, + &,

whereRENTS represent the average rental price of agricullarad in country in yeart.
RENTS, is defined as respectively the deflated countrgrage land rental price in eufos
Land rents are obtained from national statistitedcin Swinnen and Vranken (2009).

Further, we make use the specific feature of thd taarkets in the NMS that in general
rental payments are paid at the end of the seastrcan depend on the weather and market
conditions, such that we can include contemporaiyes of the explanatory variables rather
than expected values.

The main interest is the impact of coupled direayrpents DP;;). DP;; is the average
deflated amount of direct payments per ha expressezlros. Due to data limitations, we
aggregated output and area payments, althoughpgsible that the effect will be different
depending on the type of the subsidyefore EU accession, the coupled paymeb® § are
calculated as the sum of the OECD support categdifayments based on output” and
“Payments based on area planted/ number of anirdalgled by the total utilized agricultural
area as obtained from Eurostat. After EU acces®dét, is the sum of SAPS payments and
national “top up” payments, divided by the totallizeéd agricultural area as obtained from
Eurostat. Given the theoretical evidence of thetakgation of direct payments (see above), we
expect a positive coefficient of tiP;, variable.

In addition to coupled direct payments, which werand still are — the main type of
agricultural support, we also include a variablptaang Market Price Support (MPS). MPS is
capturing the transfers from consumers and taxpatgeragricultural producers arising from
policy measures, such as quota, tariffs and intgime buying, which creates a gap between
domestic producer prices and reference pricesspkaific agricultural commodity measured at
the farm-gate levelMPS; is the average deflated amount of market price cupper ha

A Al monetary values are collected in national enay, converted to Euros and deflated using theageeannual exchange rate
and the GDP deflator for the EU, which are obtaifieth Eurostat.

® Based on the theoretical insights presented iticse8, we expect that area payments will be magstalized into land rents than
output payments.
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expressed in euros. Before EU accession, thesewdat available from OECD. After EU
accessionMPS§; was calculated based on the total amount of MP®BenEU, as reported by
OECD. For each commaodity, we calculated the shhtBeocommaodity in total EU production
and we assumed that the market price support fercttmmodity is equal to a similar share in
total EU market price support. All transfers captuby MPS; increase commodity prices on
the domestic market. TherefoPS;, is expected to have a similar effect as price stppr
output payments, namely a positive impact on lamds:

Third, PPIP,; is the ratio of the agricultural producer pricden to the agricultural input
price index on the national level and equals tesfrisade in agriculture. Data are obtained from
Eurostat and Swinneet al. (2005). An increase in the terms of trade indi¢htg agricultural
activities become more profitable and thereforeexpectPPIP,; to have a positive impact on
land rents.

Fourth, YIELD; is the aggregate crop yield index. Data are obthinom Eurostat are
based on the aggregate yield of crop products,udidy fruits and vegetables. Higher
agricultural yields are expected to increase thegmal product of land and, in the case of
factor market clearing, this will result in highland rental payments. However, this effect will
be (partially) cancelled out due to an outwardtsbififthe agricultural commodity supply curve
so that the commadity prices drop which will lowlee marginal product of land.

Fifth, we expect that economic growth and instimél changes at the beginning of the
2000s and later after EU accession led to a bietetioning of all factor markets, including the
land, labour and credit market. This may also hasltjve impact of land rents. In order to
control these changes, we decided to inclGdE,;, which is deflated gross domestic product
per capita, expressed in euros. We expect@id#® ; has a positive impact on land rents as in
general economic growth is associated with bettectfoning institutions and markets (see
among others, Acemoget al. 2005).

Finally, in addition, we also include two time dummariables. ACCESSIONtakes a
value of 1 in the year of EU accession and O otlserwThis variable will capture sudden
changes in institutions and markets caused by Hdsston.Dum2007takes a value of 1 in
2007 and 0 otherwise. We include this dummy to rdrior the high agricultural prices due to
the food crisis in 2007.

There are 5 countries included in the empirical \aist Czech Republic, Poland,
Slovakia, Hungary and Lithuania. For Czech repubkcuse yearly data from 1995 to 2007, for
Poland data from 1994 to 200€or Slovakia and Hungary data are available f&f}@1 to 2007
and finally for Lithuania data are covered from 2@0 2007. This results in an unbalanced
panel data set with 43 observations. Table 2 givesverview of the data used in respectively
the land rents regression and the land values ssigre Based on some preliminary evidence

® Note that like indicate we exclude the data ol lemts in 2007 for Poland.
” Note that we dropped the land rents observati®06¥ for Poland from the sample as this was aifeout
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we already see that there is a strong correlatatwden direct payments and land rents (Figure
2).

Table 2: Description of the variables in the laedts regression

Variable Definition Mean Standard
deviation

Land markets

RENTS Deflated average land rents (€/ha) 34.02 17.92
Government support

DP Deflated direct payments per ha (€/ha) 69.27 365.
MPS Deflated market price support payments pe€heaf 121.89 63.84
Control variables

PPIP Agricultural terms of trade 0.99 0.16
YIELD Crop yield index 0.87 0.14
GDP Deflated gross domestic support per capitafiia) 6200.85 3373.38
ACCESSION Dummy for EU accession 0.09 0.29

Figure 2: Relationship between direct paymentsland rents in selected NMS
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4.2. Discussion of the regression results

The results of our estimation are presented ind abl

Direct paymentsIP) have a positive and significant impact on lamtseindicating that
there is rent extraction of government paymentsldnd owners. The impact is not only
statistically significant, it is also economica#lignificant. An increase of 100€ per ha in direct
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payments, increases land rents by 10 to 15€. Teansithat 10% to 15% of the direct payments
are directly capitalized in the land rent. Hencegauntries were a significant proportion of the
land is rented and the landowner are not the faneesubstantial part of the direct payments
will not benefit the farmers and will flow out digé agricultural sector.

The other subsidy variabl®|PS is not found to have a significant impact on laedtal
prices. AlsoPPIP is not found to have an impact on land rents, WHIELD is found to have a
negative impact on land rents. This effect seentgeraounterintuitive as increasing yields are
expected to increase the marginal product of lantj & the case of factor market clearing, this
will result in higher land rental payments. Howeudis effect can be cancelled out due to an
outward shift of the agricultural commodity supmyrve so that the commodity prices drop
which will lower the marginal product of land.

Surprisingly,GDP is not found to have a significant impact on laedts, but we need to
remark that there is a substantial correlation betwGDP and DP (0.38). This inflate the
standard errors such that it more difficult to deten effect.
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Model A Model B Model C Model D

Coefficient t-value Coefficient t-value Coefficient t-value Coefficient t-value
Subsidies
DP 0.15 (8.33)*** - - 0.13 (9.39)** 0.10 (2.72)**
MPS - - -0.02 (3.84 0.00 (0.1% 0.01 (0.40)
Control variables
PPIP - - - - 6.63 (0.34 10.05 (0.42)
YIELD - - - - -9.44 (-1.89)* -9.77 (-1.82)*
GDP - - - - - - 0.00 (1.20)
ACCESSION - - - - 8.48 (2.68)*** 7.66 (1.64)*
Dum2007 - - - - 13.05 (3.51)* 10.53 (3.24)%**
Country dummies Yes Yes Yes Yes
Constant 23.80 (3.22)** 36.12 24.18 (1.21
R2 0.15 0.02 0.19 0.40
Observations 43 43 43 43

*significant on 10%, **significant on 5% and *** gnificant on 1%
We used bootstrapped standard errors.

Source: authors’ calculations based on the contetitsample
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Finally, both the accession dummy (ACCESSION) amel dummy for the year 2007
(DUM2007) have a significant impact on land reifisis indicates that EU accession may have
caused sudden changes in institutions and maskbish had positive impact on land rents and
also the sudden increase in the prices of agri@llfpproducts in 2007 seem to have a positive
impact on land rents.

5. CONCLUSION

While agricultural subsidies were introduced tor@ase the income of the farmers,
agricultural subsidies also induce second-ordemustdijents so that they alter farmers’
production incentives and thus factor demand. i phper, we estimate the second order effect
of one particular type of subsidy, being direct pants, on the rural land market in selected
NMS. We present the empirical evidence of a natexpkeriment being the accession of several
countries to the EU where as a result of accesSiBR measures have been introduced. This
resulted in a considerable change in the leveltgpel of subsidies paid in the NMS and allows
to estimate the impact of the increase in diregimgnts on land rental prices. We find that
direct paymentsdP) have a positive and significant impact on lanatseindicating that there
is rent extraction of government payments by lawders. This impact is not only statistically
significant, it is also economically significantnAncrease of 100€ per ha in direct payments,
increases land rents by 10 to 15€. Since rentingdgspread in several NMS and since most
land owners are so calledbsentedandowners who live in urban areas or who are mgédo
active in agriculture, the payments are to a lagent missing their goal of improving the
livelihoods of rural inhabitants in the NMS.
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