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Abstract

:

The purpose of the research is to identify the level of Government support to farmers’ income in the Republic of Serbia. This support is based on market measures and budgetary transfers directed towards producers. As budgetary transfers are defined in the agricultural policy, by applying the producer support estimate (PSE) methodology, it is indirectly evaluated whether agricultural policies have a positive or negative impact on farmers’ income and their economic status and the economic sustainability of farms. Producers of more significant agricultural commodities covered by the analysis in the period between 2012 and 2016 did not get any significant support from the state. Namely, most of the analyzed commodities had negative values of single commodity transfer (SCT) indicators, which means that agricultural producers received more taxes than incentives. In addition to the modest budgetary transfers, variations in their forms further negatively affect producers’ income. Low share of budgetary transfers in the support structure to farmers leads to the conclusion that the support to farmers’ income through higher prices on the domestic market is paid by consumers.
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1. Introduction


The process of socio-economic transition in the Republic of Serbia and transfer to the market economy model officially started in 1990 with the adoption of the Law on Privatisation. However, extensive social, economic and institutional reforms within the transition process did not start until 2000. These reforms resulted in a change of conditions in which the agricultural sector operated. There were also some changes in the field of agricultural policy [1]. The privatization of large state-owned agricultural production cooperatives, land policy reforms, market and price liberalization, establishing new institutions, and other changes accompanying the transition process, directly affected the economic situation of agricultural holders in the Republic of Serbia.



The importance of agriculture in the Republic of Serbia is clearly seen from its share in GDP generation, share in total employment, and many other indicators. Nevertheless, so far, no economic analysis of the agricultural policy indicating its effects on farmers’ income has been carried out in the Republic of Serbia.



The effects of economic policy on income in the agricultural sector can be achieved directly and indirectly. Directly, based on input and output, the level of interest rates, or salaries in agriculture, whereas the indirect effect is reflected in setting up efficient institutions [2].



According to the Organisation for Economic Co-operation and Development (OECD) criteria for defining rural areas, 85% of the Republic of Serbia can be classified as rural regions. Furthermore, almost half of the total population lives in these regions, while the average population density is 63 inhabitants per square kilometer. Two thirds of the rural area population are employed in agriculture as a main source of income. Furthermore, 85% of the total agricultural land is cultivated by family households. Agriculture is characterized by low productivity, unfavorable ownership structure (only 5.5% of agricultural households own more than 10 ha of land), outdated technology, limited investment resources, and rural areas have a low degree of diversification of rural economy [3].



The purpose of the research is to identify the level of Government support to the farmers’ income in the Republic of Serbia. This support is based on market measures and budgetary transfers directed towards producers. As budgetary transfers are defined in the agricultural policy, by applying the producer support estimate (PSE) methodology, it is indirectly evaluated whether agricultural policies have a positive or negative impact on farmers’ income and their economic status and the economic sustainability of farms.



The initial hypothesis is: producers of the commodities which are the subject of the analysis were deprived of the support provided through agricultural subsidies.



The scientific contribution of the paper is the analysis of Government support to agriculture in the Republic of Serbia. The contribution of the paper is quantifying the impact of market (pricing) and budgetary measures on the farmers’ income, thus pointing to the need to improve incentives in order to achieve economic sustainability of agricultural households. The share of smallholder family farms in the agricultural structure of Serbia is very high, but without proper incentives and budgetary transfers, their economic survival and economic and social sustainability are under threat.




2. Main Features of Agriculture in the Republic of Serbia


The Republic of Serbia belongs to a group of former socialist countries whose economy, including the agricultural sector, is undergoing the transition process, that is, transformation from centrally planned economy to market economy. The decrease in production and real income, together with the unemployment rate increase, as side effects of the transition process, were particularly visible in the agriculture and food industry. In 2012, the Republic of Serbia was granted EU candidate country status, which brought about new challenges for agricultural and agrarian policy.



With an average GDP per capita of 5770 USD in the period between 2012 and 2016, the Republic of Serbia was seriously lagging behind EU countries (Table 1). Real GDP growth rates ranged from −1% in 2012 up to 2.8% in 2016. Agriculture plays a prominent role in the economic structure of the Republic of Serbia. Namely, in the observed five-year period, agriculture and food industry accounted for 23% of the total GDP (Table 1). Good fertility control of agricultural land and favorable natural conditions resulted in a high share of GDP from agriculture in the total gross value added in the Republic of Serbia. In addition, slow agricultural reforms and development of the secondary and tertiary sectors led to a high share of the agricultural sector in all macroeconomic aggregates [4]. Consequently, GDP in rural regions of the Republic of Serbia accounted for 74% of the national average and, according to estimates, around one million people living in this region face poverty [3]. The contribution of agriculture of 19.3% of total employment also speaks in favor of the fact that this field of the economy accounts for a very significant part of the working population [5].



In addition to rural population dominance, the availability of natural resources, primarily land resources, speaks in favor of the important role of agriculture in the economic structure of the Republic of Serbia. However, although availability of agricultural land is relatively high and accounts for 0.7 ha per capita, this natural resource has not been rationally used. The average size of an agricultural household in the Republic of Serbia is only 5.44 ha, which indicates an extremely unfavorable ownership structure and negatively affects productivity and competition in the field of agricultural production (Table 1). From the aspect of available agricultural land, with regards number of livestock units and achieved production values, smallholder farms prevail in the agricultural structure [1]. The majority of agricultural land is owned by individual agricultural households, while only part of agricultural production is carried out by companies. A low level of agricultural development and productivity can also be seen from the data on the yield of the most important commodities. The average wheat yield in the period between 2012 and 2016 was 4.3 ha, while milk production totaled 3380 liters per cow (Table 1). In addition, significant yield fluctuations can be noticed depending on weather conditions, which indicate low production intensity [5].



As for the foreign agricultural trade, in 2005, the Republic of Serbia started achieving a surplus, with an average of 357 million USD per annum. Moreover, the Republic of Serbia is a leading producer of agricultural and food products and the only net food exporter in the Western Balkans region [6]. In the period between 2004 and 2014, the Republic of Serbia saw a surplus of 3.1 billion EUR from agricultural commodity trading [7]. However, agricultural export in Serbia is dominated by primary agricultural commodities, while highly processed products are exported, which is not a very favorable position.



One of the main restrictions in agricultural development in the Republic of Serbia is the lack of consistent agricultural policy and strategy, which would lead to changes and compliance with the EU Common Agricultural Policy (CAP). Instead, there is a pragmatical ‘ad hoc’ approach to problem solving [8]. Absence of clear strategy and priorities in the field of agricultural policy greatly restrict competition within the agricultural sector, long-term sustainable development, and the welfare of the rural population. One of the most significant features of agricultural policy in the Republic of Serbia is an unpredictable and unstable budget framework. As a result, distribution of funds for individual purposes changes from year to year [9]. Prominent variability in the structure and amount of budgetary transfers to agriculture is caused by changes in the entire national budget, which are the consequence of political and economic instability [10].



Despite the low level of development of agriculture in the Republic of Serbia, it represents an important economic activity. Its role is to ensure the country’s food security, produce raw material for non-agricultural activities, and provide products for export. In addition, due to a long history and dominance of the rural areas, this activity in the Republic of Serbia is both socially and demographically significant.




3. Agricultural Budget Structure in the Republic of Serbia


The agricultural budget is a safe and permanent source of agrarian funding. It has been designed as a unified support provided by the state to agriculture for the maintenance of current production, but it is also aimed at fostering development of this strategically important activity [11].



The Law on Incentives in Agriculture and Rural Development and the Budget System Law of the Republic of Serbia for 2016 stipulate the amount of funds, types, and maximum amount according to types of subsidies in agriculture and rural development. The agricultural budget funds have been distributed among the following four program activities: direct payments, rural development measures, credit support to agriculture, and special incentives [12]. The Republic of Serbia, as an EU candidate country, introduced a “CAP-like” agrarian policy in 2016 (shown in Table 2 and Table 3).



In the total budget funds allocated to agriculture in 2016, direct payments had the greatest share of 87% (Table 2). Rural development measures accounted for 9% of the total agricultural budget, whereas credit support participated with 3% and special incentives with only 1%.



Recently, direct support measures have become the main element of budgetary transfers in agriculture in the Western Balkans. This kind of support is also becoming the key factor of agrarian budget growth [13]. Direct support to farmers in the Republic of Serbia has been realized as: direct payments based on output, payments per hectare and animal, and input subsidies. An average of 70% of agricultural budget is used for these three types of transfer [1].



The program activity “direct payments” includes subsidies aimed at agricultural production. Direct support was introduced based on the EU Common Agricultural Policy and comprises incentives for plant and livestock production (Table 3). However, direct payments do not deal with meeting environmental protection criteria, as is the case with the Common Agricultural Policy. Such form of budget support is suitable only for producers, but it does not lead to the implementation of European standards and higher competitiveness of the agricultural sector of the Republic of Serbia. Reluctance of the agrarian policy makers to fully comply with the CAP calls into question the efficiency of measures that take up most of the agricultural budget.



Rural development in the Republic of Serbia has been defined as one of the key economic priorities. Diversification of the rural economy through environmental, economic, and social sustainability should lead to an improvement in the quality of life of the local rural population and to poverty reduction [14]. Whereas the support within direct payments is directed primarily to the improvement of agricultural production as a key economic activity in rural regions, rural development measures are focused on providing financial and technical support, which will lead to better living and working conditions in rural areas (Table 4).



“Special incentives” activity comprises incentives for implementing livestock breeding programs aimed at achieving goals in the field of animal husbandry, as well as incentives for implementing scientific and research development and innovative projects in agriculture.



Although the number of commercial households is increasing, small family farmers still play an important role in the agricultural sector of all Western Balkan countries and the Republic of Serbia is no exception to that [8]. It has been estimated that budget support is of the utmost importance to poor producers in rural areas who have less favorable working conditions, primarily due to their unfavorable economic position but also because of the lack of affordable loans [15].



Small family farms represent an irreplaceable part of the rural economy and hence it is necessary to pay special attention to them, both through rural development policy measures and through direct budget incentives aimed at production [4]. Furthermore, the important role of small family farms in the employment of the rural population, production stability and food self-sufficiency, preservation of rural traditional values, and balanced territorial development should not be neglected.



In recent years, reforms in national agricultural policy have been focused on compliance with the EU Common Agricultural Policy. Consequently, this should lead to an increase in budgetary transfers to agricultural producers [11]. Having in mind the existing relatively low level of support to domestic producers, key changes in this field should refer to setting up more efficient support mechanisms in agriculture. The important thing for the Republic of Serbia in the years prior to the end of EU accession negotiations, as far as the agricultural sector is concerned, is making use of subsidy systems for creating incentives for farmers with the intention of increasing production volume as much as possible. Namely, once a country enters the European Union, subsidization on the basis of realized production shall no longer be applied. Therefore, it seems logical to make the best of current production potentials in the years prior to full compliance with the Common Agricultural Policy measures. In order to meet this goal, it is necessary to improve the institutional framework, primarily, increase the agricultural budget in its absolute amount, as well as to provide other realistic and, for producers, affordable funding sources. The increase in the budget allocated for agriculture and rural development presents an important prerequisite for efficient integration into the system of the EU Common Agricultural Policy, since, according to the present EU agricultural policy for the period 2014–2020, new member states are allowed to additionally finance a part of the measures from Pillar 1 from their own resources [16].




4. Materials and Methods


Producer support estimate (PSE) methodology, created by the OECD, was used to calculate the volume of support to basic agricultural commodities [17]. This methodology was first applied at the end of the 1980s and has been improved since. PSE presents an annual monetary value of gross transfers from consumers and taxpayers to agricultural producers, measured at the farm-gate level, arising from agricultural policy measures, regardless of their nature, and objectives and impacts on farm production or income. PSE methodology does not calculate the impact of agricultural policy measures on agriculture but provides information that can be quantified to illustrate that impact. If, for example, a PSE for a certain commodity is assumed to be zero, it means that producers sell their commodities on the domestic market at world commodity prices and receive no support whatsoever from the state. If PSE is positive, it means that producers are subsidized either through prices support and/or through various budgetary payments. However, if PSE indicator is negative, it means that producers are taxed either based on lower prices as compared to the world commodity prices and/or based on taxes imposed by agricultural or trade policy measures.



This methodology is not free of significant defects. The approach, based on the concept of economic surplus, is criticized primarily on the grounds of the excessive restrictiveness of the assumptions adopted, and, in particular, the assumption that conditions of perfect competition exist everywhere and the ignoring of transaction costs resulting from changes in other markets for products or production factors when considering transformation in a given market [18].



The PSE framework implies the calculation of a large number of indicators for measuring producer support. Namely, PSE can be divided into four components, that is, calculated on four different levels [17]:

	-

	
Single commodities: Single Commodity Transfers (SCT)




	-

	
A group of commodities, e.g., cereals: Group Commodity Transfers (GCT)




	-

	
All agricultural commodities: All Commodity Transfers (ACT)




	-

	
Transfers provided without obligation on the part of recipients to produce commodities: Other Transfers to Producers (OTP)









This paper uses producer Single Commodity Transfers (SCT), or its relative expression % SCT for individual commodities, which account for 70% of the total value of agricultural production in the Republic of Serbia. SCT is basically the same indicator as the % PSE because it takes into account the same elements of calculation. It is a useful economic indicator for planning future budget support for agriculture, including further investment in infrastructure and strengthening of general services in agriculture [19].



Producer Single Commodity Transfers (producer SCT) is the annual monetary value of gross transfers from consumers and taxpayers to agricultural producers, measured at the farm gate level, arising from policies linked to the production of a single commodity such that the producer must produce the designated commodity in order to receive the transfer [17]. Single Commodity Transfers can be derived for individual commodities and at the national level. Most frequently it is represented as a percentage value, so called percentage SCT. It is expressed with the following mathematical equation:


Producer SCT = MPS + Σ BOT








where:



MPS—market price support



Σ BOT—national aggregate budgetary and other transfers to producers from policies that have been labelled as based on a single commodity (SC)



MPS component is calculated as a Price Gap Calculation, i.e., MPD—Market Price Differential. The MPD for a commodity estimated using this method is expressed as:


MPD = PP − RP








and:


RP = (BP × QA − MM) × WA








where:



PP—producer price



RP—reference price (border price at farm gate)



BP—border price of commodity of products derived from commodity



QA—quality adjustment co-efficient for commodity



MM—marketing margin adjustment for commodity



WA—weight adjustment co-efficient for commodity



BOT—budgetary and other transfers to producers, as the second component of the PSE indicator can occur in different forms. Most common forms are payments based on output, input use, current production required, and non-current production required.



Percentage SCT presents the share of gross producer receipts arising from agricultural policy measures. This relative indicator is calculated in the following way:


% SCT = producer SCT/GR × 100








and:


GR = VP + producer SCT − MPS








where:



% SCT—percentage SCT



GR—gross receipts for that commodity



VP—market receipts



Since relevant data on price and budgetary support to agriculture for the Republic of Serbia are still not inserted in the OECD database, various data sources are used for determining the volume of support for basic agricultural commodities in the Republic of Serbia. The Statistical Office of the Republic of Serbia is used as a primary source of information on domestic commodity prices. The second element of price differential calculation, that is, world or reference price for the commodities included in the analysis, has been established based on data published by the Food and Agriculture Organization (FAO) in their regular publications. The analysis also comprises all data on world prices of agricultural commodities available on the official website of this organization, from the FAOSTAT statistical database.



Reference prices expressed in USD are converted to RSD according to the official exchange rate of the National Bank of Serbia (based on average monthly, that is, annual exchange rate) for corresponding years, published by the National Bank on their website.



Data on budgetary allocations allocated by the state to various forms of subsidies of agricultural producers in the Republic of Serbia are published in the Official Gazette of the Republic of Serbia as a part of the Law on the Budget. This publication has been used as a source of data on the level of various budgetary transfers, which, together with the price differential calculation, present an integral part of the support to domestic farmer incomes [20].




5. Results and Discussion


Indicators of Support to Individual Agricultural Commodities


The selection of agricultural commodities to be analyzed is made according to criteria stipulated by the OECD. Namely, according to the OECD methodology, the calculation of the support using the PSE approach is by rule carried out only for agricultural commodities that account for 70% of the total value of agricultural output in a given country in the observed period. In the Republic of Serbia, in the period between 2012 and 2016, the following six commodities accounted for the biggest share: wheat, corn, soybean, sunflower, beef, and pork. These commodities represent 70% of the total agricultural output in the agriculture of the Republic of Serbia, and according to the OECD definition, they are referred to as market price support (MPS) commodities. The SCT indicator was calculated for the above-mentioned commodities for the period between 2012 and 2016 (Table 5; Figure 1).



The level of support for wheat producers’ income, expressed by SCT indicator value, according to available data for the period between 2012 and 2016, is extremely low. The increase in the price of bread wheat on the domestic market was not always in line with price movements of the world commodity prices, which resulted in negative market price support (MPS). While wheat prices in the observed period in the Republic of Serbia increased by an average of 15.34% per annum, the overall growth rate of reference prices of this product was 33.86%. In addition to the price movement fluctuations, the negative value of SCT was also caused by the absence of budget support to wheat producers in the Republic of Serbia in the period between 2012 and 2016.



Price support to corn producers was present throughout the entire observed period. Due to the absence of any kind of budgetary payments, the entire corn producer income support in the Republic of Serbia was based on corresponding pricing. However, despite the defined pricing policy, it could be said that the total level of support to domestic corn producers was relatively low. Furthermore, the corn price growth rate of 9.75% on the internal market was significantly falling behind world prices, whose growth rate in the analyzed period was 33.52%.



During the first two analyzed years, there was no price support to sunflower producers. Due to the absence of budgetary transfers, this had an unfavorable effect on the total level of support to this commodity. Namely, in 2012 and 2013 the SCT was negative, which leads to the conclusion that there was no active support to sunflower producers. The introduction of premiums to sunflower producers did not result in positive values of SCT indicators, although the support to producers increased. Negative differences in the price of sunflower, in the last three years of the observed period, could not be overcome, not even by introducing budgetary premium payments.



The price protection of soybean producers present in the first two years of the analyzed period, resulted in positive values of the SCT indicator. The price growth of this commodity on the domestic market did not follow the growth trend on the international market, which led to a negative impact on the value of the first component of the SCT indicator. In 2015, in addition to positive price difference, the value of the SCT indicator also implies the presence of significant support to the soybean producers in the form of incentives from the budget of the Republic of Serbia. The price growth rate of soybean on the internal market was 9.18% in the observed period. However, the reference price rate was very prominent and amounts to 41.26%. However, owing to the funds obtained from the agricultural budget and payments of premiums to soybean producers, the final level of support to this commodity in the observed period was relatively high. The comparison of SCT values of individual commodities clearly shows that soybean producers were among the few whose income during the entire analyzed period was supported to a certain extent, either through pricing support or through budgetary transfers.



In the period between 2012 and 2016, the MPS value of the SCT indicator for beef was negative. In addition, the absence of direct budgetary transfers caused extremely unfavorable conditions for beef producers in the Republic of Serbia. Analysis results of this commodity show the negative value of the SCT indicator during the entire period. The negative value of the market price support was partly caused by the prominent difference in the dynamics of growth rate of domestic and reference prices. Namely, according to available data in the period between 2012 and 2016, the change rate of 13.25% expresses movement of prices of beef on the domestic market. In the same period, according to the FAO, the increase rate of the price of beef on the global market was 32.86% over the five-year period.



From the point of budgetary transfers to producers, completely identical circumstances also apply to the production of pork in the Republic of Serbia. Domestic and reference price dynamics were also similar to changes recorded for prices of other analyzed agricultural commodities. The change rate of 25.68% illustrates a significantly more intensive increase of prices on the global market as compared to the internal market. Namely, the increase rate of domestic prices of pork in the observed period was 12.58% per annum.



In summary, producers of most commodities analyzed in the period between 2012 and 2016 in the Republic of Serbia were deprived of the most significant aspect of state support. Namely, most of the analyzed commodities had negative values of SCT indicators, which leads to the conclusion that agricultural producers were imposed with more taxes than they were offered incentives.



The analysis of the structure of SCT indicators also confirms that the presence of budgetary transfers to agricultural producers in the Republic of Serbia is extremely modest. Low share of budgetary transfers in the structure of support to farmers points to the conclusion that the support for farmer incomes through higher prices on the domestic market is, in fact, paid by the consumers of agricultural and food products. The dominant form of budgetary transfers to producers are input subsidies, that is, transfers related to production volume, which is typical for developing countries. A similar structure of budgetary transfers is common for the majority of former socialist countries such as, Armenia, Moldova, Belarus, Azerbaijan, and the Ukraine [21,22]. As for input subsidies, the most important is the price reduction for diesel fuel and mineral fertilizers. In addition, in the mechanism of financial support to European agriculture, farmers’ income is supported primarily through direct payments, with the entitlement to those transfers being linked increasingly to the fulfilment of conditions, particularly environmental ones [18].





6. Conclusions


Producers of basic agricultural commodities in the Republic of Serbia are deprived of the most significant form of support. Identified negative values of SCT indicators point to the conclusion that, due to a lack of direct and indirect budgetary payments, agricultural producers in the Republic of Serbia, in a way, pay more taxes than they get incentives. Moreover, apart from modest budgetary transfers, variations in their forms additionally negatively effect farmer incomes. There was a high level of heterogeneity in the types of subsidies in the agricultural subsidy system in the Republic of Serbia within the analyzed period. Budgetary transfers in the observed period were paid out according to the generated output and as a price reduction in diesel fuel, mineral fertilizers, and other inputs. One of the basic features of agrarian policy in Serbia is unpredictable and unstable budgetary framework, leading to the frequent change in the distribution of funds for different purposes. It was only recently that the Republic of Serbia, as an EU candidate country, introduced “CAP-like” agrarian policy. Budgetary transfer data used in the paper were obtained from the national database, that is, the Official Gazette of the Republic of Serbia, since the data for the Republic of Serbia have still not been recorded within the OECD database.



The level of support of domestic producer income is relatively low, hence it is necessary to introduce crucial changes in establishing more efficient mechanisms of support to agriculture.



A great number of factors can influence farmers’ income and quantifying their impact goes beyond the PSE methodology approach. Nevertheless, this methodology has been applied in the paper with the purpose of quantifying the impact of pricing and budgetary support to producers of certain agricultural products.



The low level of support to agriculture has an unfavorable effect on farmers’ income and the economic and social sustainability of agricultural households. The introduction of a “CAP-like” subsidy system should, in the period to come, provide more efficient protection of farmers’ income and the distribution of subsidies on a greater number of products. Furthermore, consistent implementation of agricultural policy is a condition without which the long-term sustainable development of agriculture and rural areas in the Republic of Serbia is not possible.



This work should be concerning as a preliminary and as attempt to increase the knowledge about agricultural policy measures in the Republic of Serbia. A weak permanent monitoring system, the complexity of the issues and poor data availability limit the scope of our work. The authors are fully aware these results should be interpreted with caution.
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