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Abstract

Direct payments are an essential element of the Common Agricultural Policy Budget. Pillar I plays an important role
for Bulgarian farmers™ income stabilization and support. The aim of the study is to analyse the direct payments
distribution in Bulgaria and on this base to formulate recommendation regarding future policy development. In the
paper Lorenz curve is applied as widely used measure of inequality. The results indicate significant disparities among
farmers and uneven distribution of the financial support. The allocation of aid under Pillar | leads to serious
imbalances in Bulgarian agriculture. There is a substantial transformation in production and trade patterns. The new
architecture of direct payments and the greater flexibility of the instrument post 2020 can address some of the existing

challenges.
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INTRODUCTION

The Common agricultural policy is one of the
main policies in the EU. It is a subject of
serious debate and consideration for the next
Multiannual Financial Framework. The direct
payments are one of the most discussed
instruments and account for over 73% of the
CAP budget [23].

In 2018, direct payments in Bulgaria are 784
million EUR, 83.5 % of which decoupled [23].
The direct aid plays an important role for
income support and stabilization in the
country. On the other hand, it is leading to
major  transformations and  generates
imbalances in the agricultural sector.

Changes in the CAP after 2020 draw the
attention of farmers, policy makers and other
stakeholders. The allocation of the financial
resources and the uneven distribution are often
pointed as a major issue in the European
Agricultural Policy. There is a new architecture
of Pillar I and proposals for convergence and
better targeting. Therefore, the policy lessons
from previous programming periods are
important to outline Bulgarian strategic plan
and implementation of the new CAP.

The aim of the study is to analyse the
distribution of direct payments in Bulgaria and,

on that basis, to formulate a recommendation
for future policy development.

The paper is structured as follow: The study
materials and methods are presented first. A
review of surveys on the distribution of direct
payments and their impact on farmers' income
in EU Member States has also been carried out.
Second, the distribution of direct payments is
analysed. A comparison is made between
Bulgaria and the EU-28. Third, the new
architecture of Pillar | is discussed. Based on
the analyses, some conclusions and
recommendation are highlighted.

MATERIALS AND METHODS

Agricultural subsidies are implemented to
support farmers' low and highly variable
income. The main reason for legislative action
is the discrepancy between the income of
agricultural and non-agricultural households
[35]. Ciliberti and Frascarelli [3] have stressed
that the agricultural policies, rarely lead to of
equal distribution of financial aid. On the other
hand, there are several major reforms in the
direct payments architecture in the EU to
overcome these issues.

There is a number of studies that analyse the
effect of the distribution of direct payments on
farm income and its dimensions [3, 24, 44]. In
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addition, based on a thorough literature review,
Ciliberti and Frascarelli [3] have indicated that
there is no clear consensus on the impact of
direct payments to overcome income
inequality - some studies [28, 41, 42, 43]
consider that direct payments lead to a
reduction in income inequality, while other
authors believe that financial support increases
the concentration of income [1, 4, 40].
Various reports of EU institutions [5, 8, 14, 21]
also provide studies on the effects of direct
payments on the EU agricultural sector. Lorenz
curve and Gini coefficient are widely applied
measures of inequality. The Lorenz curve
illustrates income distributions as proposed by
Lorenz (1905) [30]. The distribution of direct
payments is analysed by using the Lorenz
curve [3, 44].

Functional relation presented by Rasche et al.
[38] is used in the survey to estimate Lorenz
curves. The equation 1 show the explicit
functional form:

y=[-(U=x) o] 1/p 1)
where: 0<a<l, 0<p<I.

The study is based on the data provided by
European Commission reports and indicative
figures [6, 7, 10, 11, 12, 17,18, 19, 23]. There
are twelve classes of farms (x) and they have
received direct payments (y). Farms that do not
receive direct aid are not included in the
assessment. The cumulative proportions are
calculated on that base.

RESULTS AND DISCUSSIONS

Direct payments under Pillar | are important
for Bulgarian farmers. After the accession to
the EU, direct support accounts for a
significant share of agricultural farm income
(Fig. 1).

According to the European Commission, the
total number of beneficiaries of the CAP
income support in 2018 is 67, 890.The share of
holdings receiving direct payments in Bulgaria
is 33.5% compared to 60.9% in EU-28 [18].
The results indicate that the country does not
benefit enough from the opportunities present
by the CAP.
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Fig. 1. Share of direct support in Bulgarian agricultural
factor income (%)
Source: Own calculation based on Agri-food data portal,
CAP indicators, Farming income support [20].

The lowest share of beneficiaries is in Romania
(24.4%), while in Denmark, Czech Republic,
Finland and Germany all registered holdings
have received direct support. The results are in
parallel with farm structure evolution in
Bulgaria and Romania. In these countries, the
share of small farms under 5 ha is significant.
According to Farm Structure Survey 2016 [34],
these holdings account for 82.6% of all
holdings in Bulgaria and 91.8% of those in
Romania.

Some of the small farms do not meet the
requirements of the EU for receiving direct
payments. However, these structures play an
important role in Bulgarian agriculture and
generate employment and income in rural
areas.

According to Agri-Food portal (CAP
indicators) [20], in Bulgaria the share of
supported hectares in the utilized agricultural
area (UAA) is 75%, which is far from EU-28
average (84%).

Based on the data, it can be concluded that the
Bulgarian farms use only partially the potential
of the CAP funding, and the main beneficiaries
are medium and large-sized holding.

Figure 1 presents the importance of the direct
payments to Bulgarian farmers. The data
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shows an upward trend, with an increase of 20
percent points. Over the last two years there
has been a slight decrease in the importance of
direct payments. However, farmers’ income in
the country is highly dependent on the direct
aid.

Bulgaria is not close to the EU-28 average
levels (24%). It should be noted that the share
of direct payments in agricultural factor
income is lower than in some of the EU
Member-States (Slovakia 50%, Latvia 42 %,
Lithuania 41%, Sweden 39%, The Czech
Republic 38%, and Finland 37%). By contrast,
in Malta and The Netherland only 8% and
9%of the agricultural income is formed by
direct payments.

The main conclusion based on the analysis is
that not only Bulgaria, but also a significant
part of the EU Member-Statesis highly
depended on the direct aid. The key question is
whether these holdings can be competitive and
viable without the financial support of the
CAP? Another important challenge is the
allocation of direct payments to lower-income
farms.

Figure 2 presents a comparison of the
distribution of direct payments over the last 10
years. Financial years 2008, 2013, 2015, and
2018 are calendar years 2007, 2012, 2014, and
2018.

The data shows major changes in the financial
support distribution in Bulgaria. The period
2008-2013 marks negative trends. Since the
country's accession to the EU, structural
changes have exacerbated inequality.

In 2008, 93% of the beneficiaries receive 22%
of the support and only 0.2% of the holdings
accumulate around 20% of the direct aid. For
the period 2008-2013 the level of land
concentration increased significantly [25]. In
2013, 70.46% of the holding receive only
4.57% of the support. On the other hand, 1.4%
of the farms concentrate 47% of the direct
payments. In the transition year 2014, which is
2015 financial year, there are positive changes.
However, the distribution of direct payments in
Bulgaria is still very unequal. In 2015, 63.69%
of the holdings received only 4.32% of direct
support. On the other hand, more than 43% of
the direct payments were oriented to less than
1.3% of the farms. The difference between

2013 and 2015 is negligible, although the
financial support is better distributed in
medium-sized farms. The analysis of last year
of the period shows several trends. The share
of farms below 1,250 euro decreases to 34.78%
of all holding. They receive negligible share of
the support (1.93%).
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Fig. 2. Direct payments distribution in Bulgaria 2008-
2018

Source: Own calculation based on
Commission [6, 7, 10, 11, 12, 17, 18, 19].

European

Smaller farms are disappearing and medium-
sized holdings could not play important role in
the number of holding and received financial
support. By contrast, the large holdings
continue to expand and accumulate more
financial support. These are the key challenges
facing the Bulgarian agricultural structure and
the main reasons for the inequality and
imbalance among the beneficiaries.

Figure 3 presents a comparison between
Bulgaria and the EU-28 for the financial year
2018. According to European Commission
[17], direct payments are EUR 41.5 billion and
benefit 6.4 million farms in the European
Union. The number of beneficiaries of direct
payments is declining in the last two year after
the increase between 2008 and 2014. The
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reduction could be explained with structural
adjustments in agricultural sector and the new
eligibility  conditions in the current
programming period.

According to European Commission [17] the
direct payments support is relatively constant
in nominal terms which causes increase the
average payment per beneficiary.
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Fig. 3. Direct payments distribution in Bulgaria and EU-
28, for 2018
Source: Own calculation based on [17, 18].

The Lorentz curve shows a relatively
significant difference between Bulgaria and
EU average. In Bulgaria almost 50% of the
farms receive 4.66% of the support. On the
other hand, in the EU-28, only 5% of the
support is received by 43% of the beneficiaries.
The highest share of support (58%) is oriented
towards payments of EUR 10,000 to EUR
100,000. These holdings represent around 15%
of all EU beneficiaries. For comparison, in
Bulgaria these holdings are only 13% and
obtain 35.42% of the funds. By contrast, 2.45%
of the farms accumulate 46.58% of the
envelope. In the EU-28, only 0.5% of all
beneficiaries receive more than EUR 100,000
and concentrate 16% of the total direct
payment envelope. This distribution represents
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the main difference between EU-28 and
Bulgaria.

Despite the opportunities after the CAP
implementation, the study shows the main
challenges in Bulgarian agriculture. The farm
structure in the country is characterised by
unbalanced distribution and serious dominance
of large holdings. By contrast, small holdings
are disappearing. They struggle to ensure
financial support [26].

The distribution of direct payments in the
period 2007-2013 is leading to uneven
orientation of financial support and the
negative tendencies are continuing in the
current programming period.

Although the distribution of the support is
more equal in EU-28 compared to Bulgaria, it
should be noted that the allocation of the
financial aid is still uneven. As it is often
stated, 80% of all beneficiaries receive roughly
20% of the total direct payments [17]. The
distribution of the direct aid is linked to the
specific nature of the support which is based on
the area. This type of measures leads to
overconcentration of land. The accumulation
of the financial resources in large and
commercial farms is object of debate by
number of studies [22, 37]. The concern related
to the efficiency and orientation of the support
led to new measures and options in the CAP
post 2013. In the period 2014-2020 there are
several new instruments aimed to ensure
convergence and social cohesion [9]. The new
elements in the Pillar 1 were the reduction of
payment and capping. According to Regulation
1307/2013 the reduction of payments applies
only to the basic payment and the rate is set at
a very low level - 5% reduction from EUR
150,000 of payment [39]. The percent of the
reduction is based on the choices of the
Member-States and is not optional.

European Commission [14] indicates that the
reduction (including capping) in 2015 is EUR
98 Million (only 0.44% of the basic payment
envelope). For 2016, the amount is even lower
- EUR 79 Million or only 0.36% of the basic
payment expenditure. In Hungary, which have
similar farm structure to Bulgaria, is registered
the highest share of reduction payment in the
expenditure (6.6% - 2015 and 5.6% in 2016).
In Bulgaria the share is about 1% in 2016 and
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is lower than in 2015 mainly due to the increase
in the basic payment envelope. The capping
and reduction payment are similar (around 1%
of the envelope) in Poland, The Czech
Republic and Slovakia [14].

Based on the results it can be concluded that
the reduction payment and capping do not lead
to the expected results. The level of reduction
is very low and some of the countries or
regions do not implemented the measure at all.
In the light of these arguments, reduction
payments and capping could improve fairness
of the direct payments if the measure includes
higher rate or if the capping is more ambitious.
Pillar 1 Post 2020 - Policy lessons and
prospects

According to some researchers Pillar | remains
one of the most discussed and assessed
instruments of the CAP, which allocates more
than 70% of the budget. Several studies [2, 22,
27, 31, 37] have analysed the main challenges
related to the Pillar | implementation.

In this regard, the major issues could be
divided into three groups:

Income support. According to Terluin and
Verhoog [45], EU support for farmers' income
is unevenly distributed and misdirected -
relatively high-income farmers receive higher
payments. It is emphasized that this is contrary
to the basic principles of support and lead to
inefficient use of public resources. In addition,
authors state that the direct payments cause an
increase in land prices and prevents the
development of young farmer’s holdings.
Price variation. European Commission [15]
stresses that European agriculture is facing
volatile prices, natural disasters and diseases.
According to the report policy reforms that
aimed to increase market orientation have
created opportunities for farmers from global
markets, as well as made the sector more
vulnerable to international shocks and market
imbalances. It is mentioned also that very year,
at least 20% of farmers lose more than 30% of
their income compared to the average for the
last three years [15].

Environment, Climate Change and
Biodiversity. According to Thompson [46], the
product orientation of the CAP increases
productivity and competitiveness, but on the
other hand causes environmental stress. In this

regard, European Court of Auditors [21] points
out that despite the existence of biodiversity
conservation measures, the latter are not
sufficiently effective and are often criticized.
The proposed Pillar I changes, regulation and
implementation beyond 2020 are still under
consideration. The new design of Pillar 1 is
related to five priorities- simplification,
modernization, flexibility, new model and
budget respectively. There are options linked
to the specific objectives like support of small
farms, generation renewal, stronger retribution,
eco-schemes [16].

There are several instruments aimed to
equalise the direct payments distribution. The
2014-2020 voluntary redistribution payments
will be compulsory for the Member States.
Each country may decide the amount of the
additional payments as well as the maximum
applied hectares [33].

In order to overcome the imbalances in
farmers™ support, more serious capping is
proposed. However, the deduction of labor
costs questioned the effectiveness of the
instrument. Although the reduction and
capping are not optional, Member States play
significant role in their design and
implementation. Several studies [29, 36]
conclude that Pillar | support plays a positive
role in retaining farmers in agriculture, but
postpones structural changes and viability.
The proposed capping is likely to be not
effective due to the higher labor costs
deduction [32]. The capping measure could
have better results if the deduction is option
rather than mandatory.

CONCLUSIONS

Based on the analysis some conclusions and
recommendation can be drawn:

- The new CAP 2021-2027 proposals are
oriented to improve targeting on several
directions — greening and young farmers. On
the other hand, the convergence among
farmers' income support and the external
converges among Member-states is lagging
behind. In this regard, more ambitious capping
and higher reduction payments are
recommended. Redistributive payments also
need to be more efficient and better targeted.
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- The eco-schemes have been introduced as a
new intervention, but their content,
requirements and impact are still unclear to
some stakeholders.

- The flexibility and subsidiarity proposed by
the new CAP, as well as the short terms for
developing strategic documents could have a
negative impact on Bulgaria.

- The lack of serious change in the basic
payments and other elements of Pillar 1 is a

prerequisite  for unequal distribution and
further polarization of Bulgarian farm
structure.

- The capabilities, priorities and ambitions of
Bulgarian agricultural policy will determine
the efficiency of the CAP implementation.

- The new model and responsibilities of the
Member-States, could help  Bulgarian
agriculture to overcome major issues related to
the direct payments and farm income
distribution.
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