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Abstract: Having evaluated the situation in agriculture and rural areas, and having assessed the significance of new exter-
nal and internal conditions, the European Commission has decided to reform the Common Agricultural Policy of the Eu-
ropean Union. This article presents the essence of the part of the reform plan which affects the direct support system.
The author of the article also examines the impact of the reform on the system’s capacity to achieve the set goals, and on its
efficiency. The research showed that the new legal framework proposed by the Commission would not directly improve
the efficiency of the system, but the increased decision-making authority it grants to Member States provides an oppor-
tunity to reduce administrative outlays on the functioning of the scheme. Likewise, the effectiveness of a reformed direct
support system in achieving the set goals will largely depend on decisions made by Member States, i.e. on the appropriate

choice of instruments, and the accuracy of their form, as well as the equitable distribution of the available funds.
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Given the proportion of direct payments in the ag-
ricultural budget of the European Union (EU), they
are now a primary tool of intervention in agricul-
ture (and are expected to remain so after 2020).
In the financial year 2018, direct payments amount-
ed to EUR 41.5 billion (which accounts for 73%
of the whole Common Agricultural Policy (CAP)
expenditure)
throughout the EU (European Commission 2019c).
It is necessary to equitably devise direct payments
to make use of their relatively high potential to in-
fluence the economic reality. This will ensure their

and benefitted 6.4 million farms

satisfactory effectiveness with acceptable expendi-
ture levels and minimal side effects. Decisions about
framework solutions concerning direct payments
are taken at EU level. The European Commission
has announced that they will be significantly adjusted
as soon as the next financial perspective begins.
Schader et al. (2017) expressed the opinion
that Member States and regions should be given

the flexibility to implement a system according to re-
gional needs, and that this would be a major step
on the way to a more effective, efficient and acceptable
CAP in the mid and long terms. According to Buckwell
et al. (2017), the current principal support expendi-
tures, the Pillar I Direct Payments, are inefficient, inef-
fective and inequitable in relation to the stated objec-
tives, and these must be further reformed.

The main aim of the study is to present the essence
of the part of the planned CAP reform which relates
to the direct support system, and to examine the influ-
ence of the reform on the system’s capacity to achieve
its objectives, and on its efficiency. The extent of the
examination was limited to the solutions proposed
at EU level, remembering that both the effective-
ness and the efficiency of the direct payment system
are strongly affected by individual Member States’
decisions on the form of this system and the degree
of financing individual instruments, taken within
the EU’s legal framework.
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MATERIAL AND METHODS

The research design was implemented through
an analysis of the contents of the European Com-
mission’s draft regulation on the direct payments
system after 2020'. The current regulations were tak-
en as the starting point to explain the essence of the
proposed changes. The method of an economic anal-
ysis of the law and comparative studies were applied.
The comparative analysis relates to the evolution of so-
lutions within a given legal system (not comparisons
between the systems). As the studies focus on chang-
es in legal regulations, this is a dynamic analysis.
As emphasised by Mattei et al. (2000), an institution,
rule or state of the world are never efficient nor inef-
ficient in an abstract or absolute way. It can only be so
compared with specific alternatives which might fit
better or worse in a given context. Alternative rules,
institutions, and state of the world can be provided
by history, comparative analyses or by scholarly activi-
ty. Therefore, the notion of efficiency used in compara-
tive law and economics has a clearly dynamic meaning,
strictly linked to the notion of legal change.

The examination of the planned reform was
performed in particular from the functional perspec-
tive, using the achievements of public choice theo-
ry. Public choice economics focuses on considering
the dissonance between the activities of the State’s com-
plying with the public interest and the actual activities
of the State, i.e. Government failure. Assuming that in-
dividuals’ actions are primarily motivated by their own
interests, public choice economists model the utility
functions of specific groups (e.g. the Government and
officials in specific relationships with other groups
and in certain institutional and legal conditions), and
determine the effects of its maximisation (Landreth
and Colander 1994). This article utilises this research
perspective, as well as conclusions formulated by public
choice theoreticians, especially those developed as part
of bureaucracy theory, interest groups theory and rent-
seeking theory.

RESULTS AND DISCUSSION

The essence of the reform. The European Com-
mission has noted that the context of the formula-
tion of the current CAP reform is significantly differ-
ent from that of 2013 (European Commission 2018b),

https://doi.org/10.17221/397/2019-AGRICECON

when the previous reform was introduced, and of 2015,

when it was implemented.

The most important differences are the following:

i) Much lower prices for agricultural products — the re-
duction was caused by macroeconomic factors, geo-
political tensions, and other aspects;

ii) Bilateral trade agreements, which began to clearly
prevail over multilateral agreements; the EU has be-
come more open to world markets;

iii) The EU has made new international commitments,
especially on climate change mitigation and sustain-
able development; it has also made efforts to cope
with geopolitical changes such as migration.

According to the author, the reasons for the fall
in the prices of agricultural products, which the Eu-
ropean Commission listed as one of the main factors
contributing to the need to adjust the CAP, were not
convincing. The European Commission only indicated
general, unspecific driving forces (“macroeconomic
factors’, “geopolitical tensions’, “other forces”), which,
according to the Commission, are causes of the fall
in the prices of these products. It is, furthermore,
noteworthy that geopolitical tensions are affect-
ing prices in the opposite direction to that indicated
by the Commission.

According to the European Commission, the reform
introduced in 2013 was insufficient for the CAP to face
the serious challenges at that time related to the eco-
nomic state of the agricultural sector, environmental
protection, actions taken to mitigate climate change, and
the need to create strong economic and social structures
in the rural areas of the EU. This particularly concerned
new opportunities for action in the field of trade, bio-
economy, renewable energy, circular economy and digi-
tal economy. Therefore, as stipulated by the European
Commission, the CAP must be modernised, simplified,
and more closely linked to the policy of the EU in other
fields. The new CAP is to accelerate changes in the sec-
tor towards fully sustainable agriculture, and to ensure
dynamic rural development.

In general, it is assumed that the planned CAP reform
will have an adaptive nature. The changes are intended
to ensure the adjustment of the CAP to the new condi-
tions. In this context it is noteworthy that reforms of the
CAP occur in seven-year cycles, which are determined
by the length of the programming periods, and not by the
assessment of the significance of changes to the key cir-
cumstances of this policy. Although there are some ad-

'The EU is continuing to work on the draft. Therefore, the final solutions might differ from those originally proposed

by the Commission.
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vantages to this approach, the dynamics of the changes
in the factors which are significant to make the neces-
sary CAP adjustments is not uniform. Therefore, it is
unlikely that the assumed frequency of the reforms
resulting from the length of the budget planning cycle
in the EU will always precisely meet its needs.

The most important planned changes to the di-
rect support system, broken down into three spheres
of regulation (access to support, direction of support,
and reduced concentration of support), are presented
in Tables 1-3. Table 1 shows that both the currently
used elements of the system deciding about access
to support (i.e. “active farmer” and “minimum require-
ments for receiving direct payments”) will have their
counterparts in the new system. The range of the avail-
able support instruments will remain almost the same,
although there will be slight changes to the nomencla-
ture and scope of the decisions to be made by Mem-
ber States about the form of implementation of these
instruments at the national level (Table 2). Based
on the comparative information compiled in Table 3,

it can be concluded that a stronger reduction in differ-
ences between farmers in the amounts of support re-
ceived will contribute to an increase in the restrictive-
ness of the payment reduction mechanism.

At the same time, the decision to abandon the setting
of an admissible level of financing for redistributive
payments, and the adoption of a less strict approach
to the maximum rate of these payments, will increase
the potential of redistributive payments to eliminate
these differences (the adoption of a less strict approach
will consist of increasing from 65% to 100% the accept-
able ratio of the redistributive payment rate to the level
of the average national support under direct payments
per hectare). Matthews (2018) expressed the opin-
ion that the European Commission has made a better
targeting of direct payments and a fairer distribution
of income support important elements in its proposal.

The proposed reform includes components condu-
cive to both the greater diversification of the direct sup-
port systems between Member States and the stronger
harmonisation of the applied solutions. The former

Table 1. Access to support — the essence of the planned changes to the EU legal framework for specific direct support

system elements

The element
(current system 2015-2020)

The equivalent
(new system)

The essence of the planned changes

Active farmer genuine farmer

The level of detail in the regulations concerning these issues
at the EU level will be significantly reduced. In consequence,
the Member States which have not waived the require-
ment for “vocational activity” as a condition for granting direct pay-
ments (the “Omnibus” regulation, which entered into force in 2018,
affords this possibility) will be allowed to introduce, e.g. solutions
corresponding to the current ones, duly specifying the EU defini-
tion of the “genuine farmer” at the national level. In addition, fol-
lowing the example of the solution operational before the entry into
force of the “Omnibus’, the principle of the obligatory application
by Member States of the requirement of being a “genuine farmer”
was introduced.

minimum requirements
for receiving decoupled
direct payments

Minimum requirements
for receiving direct payments

The principle will be introduced of the minimum requirements’
applying only to decoupled payments rather than to direct pay-
ments in general. As all decoupled payments will be area pay-
ments, only the surface threshold will be used, the level of which
will be determined by the Member State. The restrictions on set-
ting the threshold were lifted; currently the limits are set indi-
vidually by each country. So far each Member State has chosen
the type of threshold (the area threshold or the quota threshold,
provided that the countries applying animal payments which
chose the area threshold were obliged to set the quota threshold
for the farmers who received animal payments but did not meet
the area threshold) and its amount (within the set limits).

Source: The author, based on Regulation of the European Parliament and of the Council 1307/2013 (European Commis-
sion 2013), and on the proposal for a Regulation of the European Parliament and Council COM(2018) 392 (European

Commission 2018b)
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include in particular granting greater entitlements
to Member States in terms of establishing conditions
for access to aid and devising redistributive payments,
as well as payments under climate and environmen-
tal systems (which will replace payments for agricul-
tural practices beneficial to the climate and the envi-
ronment), and greater freedom granted to countries
on the allocation of funds “obtained” as a result of ap-
plying the payment reduction mechanism. In turn,
the second includes, above all, limiting the available
implementation options for some instruments (pay-
ments to young farmers only in the form of area pay-
ments, lump sum as the only form of support under
the scheme for small agricultural producers), ceasing
payments for areas with natural constraints?, the abso-
lute obligation to apply the payment reduction mecha-
nism, abandoning the optionality of the principle of de-
ducting employment costs from the reduction basis,
and the inability to apply transitional national aid.

Payments for agricultural practices
to the climate and the environment applicable so far
are to be replaced by systems for the climate and en-
vironment, so-called eco-programmes. Currently
payments to farmers observing agricultural practices
beneficial to the climate and the environment sup-
port pro-environmental activities consisting of crop
diversification, maintaining permanent grasslands,
and establishing ecological focus areas. The selection
of certain solutions for these practices at varying levels
of detail was left to the discretion of Member States,
with the EU legal framework precisely specifying
the range of Member States’ capacities in this respect.
However, the proposal put forward by the European
Commission regarding the direct support system af-
ter 2020 does not contain as detailed regulations
at the EU level, leaving substantial freedom to Mem-
ber States to devise agricultural practices beneficial
for the climate and the environment. In fact, this gives
Member States the opportunity to maintain their sta-
tus quo in this regard, which, however, would require
transferring a number of regulations on pro-ecological
payments currently included in EU regulations to na-
tional legal acts, and to provide grounds for adopting
given solutions in the strategic plan.

Assuming that the systems for the climate and the en-
vironment designed by Member States will completely

beneficial

https://doi.org/10.17221/397/2019-AGRICECON

achieve the declared objective of preventing climate
change, and that this will be the only element in the di-
rect support system meeting this objective complying
with the assumptions of the so-called European Green
Deal, financing “green payments” applied as part
of CAP Pillar I at the previous level (30% of the national
ceiling) will necessitate a much higher (than thirty per-
cent) financing level of CAP Pillar II instruments con-
sidered to fulfil this objective. In the communication
from the European Commission “The European Green
Deal” (COM(2019) 640 final; European Commission
2019a) there is a provision that in the years 2021-2027,
40% of the CAP budget is there to support measures
counteracting climate change.

In general, the solutions involving the structure
of the use of funds allocated to direct payments which
are proposed by the European Commission give much
more freedom to Member States than before. The most
important limitation will be the rule that no more than
12% of the national ceiling may be allocated to coupled
income support, assuming that at least 2% of the ceil-
ing is allocated to supporting the cultivation of protein
crops. In addition, the proposed EU regulations set
the minimum amounts which individual Member States
were required to allocate in the subsequent years — un-
der Pillar I or II of the CAP - to finance instruments
“attracting young farmers and facilitating business de-
velopment in rural areas”. However, this is an insignifi-
cant limitation, because these amounts represent only
2% of the initial national ceilings of Pillar I. In addition,
the financing of complementary redistributive income
support for sustainability purposes is limited by the rule
that the rate of support planned for a particular year
must not exceed the national average amount of direct
payments per hectare.

Brexit’s impact. The effects of Brexit are consid-
ered primarily from the perspective of its impact
on the value of the EU budget, and taking into consid-
eration the balance of United Kingdom’s contribution
to the EU budget. As the proceeds from the respec-
tive sources (e.g. Value Added Tax, the membership
fee) are not automatically allocated to specific expen-
ditures, it is fair to assume that the United Kingdom
co-financed the EU’s agricultural budget (or its part
designated for direct payments) to the same extent
as the EU’s overall budget.

2The optionality of payment for areas with natural constraints revealed that Member States showed very low interest

in this instrument. This payment is used only in two countries: Denmark, which has been allocating 0.3% of its na-

tional ceiling annually since 2015, and Slovenia, which has been allocating 1.6% of its national ceiling annually since

2017 (European Commission 2018a).
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The United Kingdom’s share in financing the EU’s
overall budget (the revenue side of the budget)
was around 12%> The UK’s contribution to funds
designated for direct payments to farmers (the expen-
ditures side of the EU’s budget) was approximately
8.5%%. Therefore, from the perspective of the benefi-
ciaries of the direct support scheme from countries
other than the United Kingdom, Brexit is unfavour-
able, unless the amount is compensated, which would
require higher contributions by Member States to the
EU budget.

Starting from 2021, the United Kingdom will not
participate as a Member State in the subsequent
multiannual financial frameworks, or in the EU bud-
get. Extending the transition period would require
the United Kingdom to make a financial contribu-
tion to the EU budget (at a level set by the joint com-
mittee established for the purposes of managing
the withdrawal agreement). United Kingdom’s par-
ticipation in EU programmes would be possible only
on a third-country basis (European Commission 2020).

In addition to the financial consequences, Brexit
will have an impact on the shape of the CAP. Accord-
ing to Roederer-Rynning and Matthews (2019), there
is no reason for Brexit to impact on the CAP reform
or the rate of change in this area, although the United
Kingdom’s being absent from the EU forum might
lead to weaker support for the more innovative as-
pects of the European Commission’s proposal relating
to CAP reform. As noted by Matthews (2016), wheth-
er the United Kingdom’s absence from the Council
of Ministers during the debate on the future agricul-
tural, trade, and regulatory policies, will be perceived
as positive or negative, depends on the political pref-
erences in these spheres. Severe market disruption
which might follow from a disorderly Brexit in a “no
deal” scenario would also strengthen the hand of those
itching to pull the CAP back to a more intervention-
ist policy of market management. On the other hand,
the radical ideas to base farm support on the “pub-
lic payments for public goods” principle, particularly
in England and Wales, might have a “pull” effect in the
longer run on the future direction of EU agricultural
policy if it is seen as a successful reform (Roederer-
Rynning and Matthews 2019).

An assessment of the reform. As early as the prepara-
tion of the CAP reform we could observe factors impair-
ing the objectivity of this process, and posed a risk of re-
warding unproductive activities. These are pressures
exerted by rent-seeking interest groups, and the activi-
ties of officials who want to satisfy their own ambitions.
The mechanisms of these actions are explained in the in-
terest groups theory (Olson 1971), the rent-seeking the-
ory (Tullock 1967; Krueger 1974) and the bureaucracy
theory (Niskanen 1975), which are still being developed
within various strands of public choice theory. In the
interest groups theory they are perceived as a product
of the impact exerted by interest groups. Authorities’
succumbing to pressure leads to an increased range and
scale of State interventions. According to the bureau-
cracy theory, the activities of officials are directed at ful-
filling their own aspirations, combined with incomplete
knowledge of the authorities, lead to an unproductive
expansion of the public sector, and a certain alienation
of government administration agencies. Government
failure is accompanied by waste (from the perspec-
tive of the common interest) of resources and energy
of various social groups resulting from rent-seeking,
among other factors. Rent-seeking consists of engaging
in all sorts of activities by various social groups in or-
der to lead to decisions by public authorities favourable
to them, i.e. ensuring budget transfers for these groups.
Such activities can negatively affect both the effective-
ness (i.e. the degree of goal achievement) and the ef-
ficiency (i.e. the relation between effects and outlays)
of the direct support system.

The decision-making process in the EU is time-
consuming and costly. When it comes to agricultural
policy, with the importance of the problems discussed
in various EU forums, and the possible pro-efficiency
or improvement potential of the variants taken into
consideration, are often disproportionate to the costs
incurred. Simultaneously, various interest groups try
to influence this process, and seek solutions beneficial
to them. The activities of interest groups are also no-
ticeable at the national level, because they are aware
of the fact that the scope of Member States’ decision-
making in relation to the direct support system is rela-
tively wide, and thus the decisions taken at the national
levels largely determine access to aid, the targeting

3The author's calculations based on the compilation of the overall budget funding by type of own resources and
by Member State included in the final adoption of the budget (EU, Euratom, 2019/333; European Commission 2019b).

“The contribution was calculated as a percentage of the national ceiling referred to in Article 6 of Regulation 1307/2013

of the European Parliament and of the Council in relation to the national ceilings of all Member States (data referring

to financial year 2019, before shifts between pillars were made).
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of support, and the secondary adjustment of the divi-
sion of funds (to which redistributive instruments lead).

After the reform implementation, farmers take ac-
tions to adapt their farms (e.g. crop structure, livestock
population) to maximise the benefits of participation
in the direct support system. If these activities do not
bring environmental gains (the reduction of negative
external effects accompanying the agricultural activ-
ity, the preservation of biodiversity, or the protection
of ecosystems) or social benefits, they are unproduc-
tive from the general public’s point of view (because
they do not increase the overall welfare), so they mean
a waste of resources and energy.

The European Commission has announced its in-
tention to put greater emphasis on the achievement
of objectives, and to change the distribution of re-
sponsibilities between the EU and the Member States
(increase in subsidiarity) in order to improve the ef-
fectiveness of the CAP. This “new delivery model” is
based on strategic planning and common indicators
for achieving the objectives.

According to Schader et al. (2017), at the EU level
a very easy-to-handle system with a limited set of key
performance sustainability indicators, which are effec-
tive and easy to administrate, should be implemented.
However, the proposed form of the output and re-
sult indicators, the values of which are to be the basis
for assessing the CAP’s effectiveness, does not affirm
the progressive nature of the reform. First, all output
indicators, and some result indicators, are absolute val-
ues rather than relational measures, so, in fact, they are
not indicators (e.g. the number of beneficiaries receiv-
ing support, the number of hectares covered by a given
payment, the population of animals for which pay-
ments are granted). In consequence, they are inad-
equate for measuring the effectiveness of individual
instruments in achieving the CAP’s objectives.

It would be invalid to make international compari-
sons of the value of these indicators and use them
to infer the CAP’s effectiveness in individual countries.
If the general conditions of access to aid and grant-
ing specific payments lead to a discrepancy between
the number of farmers active in a particular sector and
the number of beneficiaries receiving support for this
sector, the relaxation of these conditions will cause
the values of these indicators to increase, which does
not mean that the CAP is more effective. Likewise,
the easier it is to meet the obligations which go beyond
the mandatory requirements, the greater is the value
of the output indicator, e.g. “the number of ha (agri-
cultural) covered by environment/climate commit-
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ments going beyond mandatory requirements”. There-
fore, if a Member State relaxed these commitments,
it would cause the output indicator to increase, but it
would not necessarily result in achieving the CAP’s en-
vironmental objectives. Second, even those indica-
tors proposed by the European Commission which
have the correct composition of structure indicators
are inadequate measures of the CAP’s effectiveness.
Their value will largely depend on the restrictiveness
of the conditions for granting a particular payment.
The easier it is to meet the requirements to be grant-
ed a particular payment, the more common this type
of support is, and the higher the value of the indica-
tor. The establishment of easy-to-meet conditions will
not, however, be conducive to increasing the degree
of achievement of the CAP’s objectives. Regardless
of this fact, it is noteworthy that these indicators do
not have a precise denominator, which might lead
to their different use by individual countries. For ex-
ample, the indicator “share of agricultural land under
commitments to improve climate adaptation” does not
specify whether it is the share of that land in the total
farmland, or, e.g. the share of that land in the farm-
land covered by basic income support for sustainabil-
ity (it would be difficult for the paying agency to apply
the first variant).

The proposed CAP reform adversely affects the ef-
ficiency of the direct support system, because it gen-
erates implementation costs. These are inevitable, not
only for the entire EU, but also for Member States, even
if a particular Member State seeks solutions which are
as close to the current ones as possible.

Member States can minimise the implementation
costs if they rationally select instruments and de-
vise individual elements in the direct support system.
Furthermore, they should explore the possibilities
of introducing in moderation changes to the method
of implementing these elements. It is essential to re-
member that the high complexity of the direct sup-
port system significantly burdens applicants with
formal, controlling, and administrative obligations.
For the paying agency it means a multitude of pro-
cedures and a large number of documents attached
to applications for payments, thereby generating con-
siderable administrative outlays. Likewise, the high
variability of the direct support system makes farmers
strongly dependent on advisory agricultural institu-
tions. Similarly, paying agencies have to bear significant
costs, especially if new support instruments are intro-
duced, because they have to train their staff, and adapt
the IT system and payment application form.
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The extension of Member States’ decision-making
authority concerning the form of the direct support
system, and the directions for allocating funds, can
help solve endemic problems by means of instru-
ments designed to take into account local conditions.
On the other hand, however, this creates the possibility
of a significant diversification of direct support systems
between Member States. The diversification of pay-
ment systems results in unequal competition condi-
tions on the common market. This might be regard-
ed as a specific side effect of granting Member States
considerable freedom to formulate the instruments
and structure for using funds.

CONCLUSION

Having evaluated the situation of agriculture
and rural areas, and having assessed the significance
of the new internal and external conditions, the Eu-
ropean Commission has found it necessary to reform
the CAP again. The planned reform has an adaptive
nature; in particular, it provides for the adaptation
of the CAP objectives to the new circumstances. As far
as Pillar I of the CAP is concerned, the EU Member
States will have greater authority to make decisions
concerning the form of the direct support system
for farmers, and the directions for allocating funds.

The cyclical reforms of the CAP, the transitional pe-
riods during which some elements of these reforms
are gradually being introduced, and ad-hoc reviews
of this policy by the EU and individual Member States,
as well as the resulting corrections of legal frameworks
and revisions to implementation decisions, make
farmers’ energy and their resources to some extent
absorbed by non-productive activities, which only
change the distribution of generated income. These
activities include organisation into rent-seeking pres-
sure groups, as well as artificial adaptive adjustments
of farms to maximise the amount of support received
with the lowest possible outlays. It is also necessary
to incur outlays to keep up to date with these ever-
changing non-market-related (i.e. created by the State)
conditions for running agricultural
The instability of the solutions applied under the di-
rect support system can adversely affect investments
in agriculture, as it makes it difficult for potential ben-
eficiaries to find their way around this field, which is
important in terms of their income situation.

The new legal framework proposed by the European
Commission will not directly improve the system’s effi-
ciency. However, the administrative outlays on the sys-

activities.

tem’s operation (public outlays made by paying agen-
cies and private outlay made by applicants for support)
might be reduced, due to the appropriate use by Mem-
ber States of a wider range of decision-making re-
sponsibilities. Nevertheless, the national priorities
of individual Member States, and the influence of vari-
ous interest groups, can dominate the simplification
issues. In consequence, advisory agricultural institu-
tions will still have good conditions for expansion, due
to further complications, and the permanent variabil-
ity of the system.

The European Commission has proposed measures
for achieving the CAP’s objectives. The values of these
measures depend particularly on the degree of frag-
mentation of the entities and the structure of agricul-
tural production, the size of the agricultural sector,
and farms’ ability to absorb funds under the given
conditions of support provision. These measures will
not guarantee the reliable assessment of the effective-
ness of individual instruments in the achievement
of the CAP’s objectives.

The effectiveness of the reformed direct support
system in achieving its objectives will largely de-
pend on Member States’ decisions on the selec-
tion of the appropriate instruments, their form, and
the level of their financing.
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