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Abstract – This paper provides an analysis of the impact of support payments on the profitability of organic farms in Europe under changing policy environments, using different data bases and different methodologies. The analysis shows that organic farming has proven to be a financially attractive alternative to conventional farming for many farms in Europe. Organic farming payments are important for the economic situation in most European organic farms. In the public debate on the policy framework for organic farming, the emphasis is often on specific regulations and support programmes for organic farming. However, in the EU the general framework of the Common Agricultural Policy is one of the main determinants of the relative competitiveness of organic farming. The 2003 CAP reform will generally benefit organic farms in Denmark and, partly, Germany, while in Austria, in relative terms the CAP reform has a more negative / less beneficial effect on organic than comparable conventional farms. In the new member states, incomes in typical organic farms are projected to rise significantly following accession. 

Introduction

Organic farming has been financially supported throughout Europe since 1994. Since then, the entire sector has shown a very dynamic development. The next years will confront organic farms with considerable changes in this framework as well as in market conditions. Depending on the direction of these changes and the structure and situation of the individual farms, this will present an opportunity or a threat, and farmers will need to devise adjustment strategies to successfully meet the new circumstances. Against this background, this paper analyses the present and future profitability of organic farms with a special consideration of the development of their policy dependency and the resulting impact on the sustainable development of organic farming.

Materials and methods

The data availability differs between the study countries, and the approaches for setting up suitable databases were adapted accordingly. The analysis of policy impacts on the economic performance and structure of organic farms in the old EU member states is mainly based on large farm samples from the EU and national Farm Accountancy Data Networks (FADN). As the FADN data for the new member states is still scarce, especially in relation to organic farms, “typical farms” have been established in five New Member States based on the concept developed by the International Farm Comparison Network (IFCN, 2006). The farm models stand for a group of similarly structured farms, which represent an important share of organic farming in their country. In order to gain a deeper insight, a survey of 550 organic farms from 11 European countries was conducted in year 2004 by means of face-to-face interviews. The impacts of future changes to the policy framework on organic farms were analysed using the model EU-FARMIS (Offermann et al., 2005) for selected EU-15 countries and the model TIPICAL (IFCN, 2006) for selected new member states.

Results

Profitability

The results from the farm survey, as well as from the analysis of FADN data and of typical farms, indicate that the economic situation of organic farms in the countries analysed is generally satisfactory. Farmers in Eastern European countries less often assessed the economic situation to be positive than their Western European colleagues. In all of the Western countries analysed, the farm net value added per agricultural work unit (FNVA/AWU) was on average higher in organic farm samples than in the conventional reference samples in 2001. The variation in the samples is high, indicating the significant influence of farm and farm manager characteristics. Typical organic farms in Eastern European countries predominantly showed a return to labour higher than opportunity costs for labour.
Importance of organic payments

Organic farming is one of many agri-environmental measures offered within the framework of rural development programmes. Due to the strongly differing conditions in the various European countries, both the design of the measures and the level of payments vary widely between the European countries. For example, in 2004 payment rates for conversion of arable land varied between 97 €/ha in Estonia and more than 300 €/ha e.g. in Austria and Slovenia.


The significance of organic payments was assessed differently by the 550 farm managers surveyed (Fig. 1). About 90 percent of the eastern European farmers interviewed judge the organic payments important or very important for the economic viability of their farms. Of the western European farmers questioned, only slightly more than 60 percent held this opinion. Large differences can be found between the countries.
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Figure 1: Farmers assessment of the significance of the organic payments for the economic viability

Analysis of the FADN-data shows that both organic and conventional farms receive considerable direct payments. In all countries, the share of total direct payments in gross output is higher for organic farms than for comparable conventional farms due to higher agri-environmental payments. The share of payments from the first pillar of the CAP in gross output is higher in conventional than in organic farms in nearly all countries. Nevertheless, even for organic farms, these payments are more important than agri-environmental payments.


In some countries, even though the absolute level of specific support to organic farms is high, the relative preference for organic agriculture is low and remarkably similar across countries. This is because other agri-environmental programmes exist with high payment levels for which the organic farms would be eligible if the specific organic support measures did not exist.


In arable farms, the specific support payments for organic farming account for less than five percent of gross output in Italy and the typical small organic farms in Poland and Hungary. They make up more than ten percent of gross output in Denmark, the typical large organic farms in the Czech Republic and Hungary, as well as in the typical small organic farms in Slovenia. In contrast, in most countries, the average share of payments in gross output is around five percent or less in dairy farms. 

2003 CAP reform

On 26 June 2003, EU farm ministers adopted a fundamental reform of the Common Agricultural Policy (CAP). The model EU-FARMIS was used to quantitatively assess the impact on production and income in typical organic farm groups in selected countries. The income effects are compared to those in comparable conventional farms, to provide an indication of how the reform will affect the relative competitiveness of organic farming systems. 


Compared to an Agenda 2000 scenario (Table 1), the CAP reform will significantly increase the return for labour in organic arable and dairy farms in Denmark, where the organic farms benefit from the redistribution of direct payments following the implementation of the single farm payment via the regional model. At the same time, income in comparable conventional farms in Denmark stagnates or even decreases. In Austria, in relative terms the CAP reform has a more negative / less beneficial effect on organic than comparable conventional farms for all the farm groups analysed here. This can be attributed to the implementation of the Single Farm Payment on the basis of historical payments, which cements the higher share of first pillar payments going to conventional farms. In Germany, especially the group of organic dairy farms in the South benefit from the redistribution of direct payments via the regional model, while the income of comparable conventional farms decreases under the CAP reform.

Table 1. Impact of the 2003 CAP reform on income (family farm income + wages per working unit) compared to an Agenda 2000 scenario
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EU accession

EU-accession widely affected organic farmers in the new member states, as standards as well as payments increased. Return for labour in typical organic farms in selected new member states significantly increases. While immediately after accession the increase in agri-environmental payments is one of thee main factors contributing to the rise in income, over the years the phased-in payments from the first pillar of the CAP become more and more important for profitability. As a consequence, the policy dependency of most of the typical organic farms in the new member states increases.
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