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ABSTRACT

The newly emergent landowners in the 1990s leit thad in the corporate farms due to the
low level of farm profitability and the high risk ithe general economic environment. The
accession to the EU and the introduction of the CRiRgle Area Payment (SAP) could

induce incentives to landowners to withdraw thaird if they are not satisfied with the level

of rent. The negotiations between the corporatenfananagers and the landowners
concerning the rent level have been conceptuaksed simple two-player one-shot game.
Overall conclusion is that although the SAP migituce more landowners to ask for a rent
increase, it is unlikely that they will massivelythdraw their land from the corporate farms.
However, financially constrained farms might quicldose their capacity to compete for land
in the conditions of an increased land demand.
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1 INTRODUCTION

On the basis of theoretical arguments concerniegstiperior efficiency of family farming,
many predicted the disappearance of co-operatives ather large corporate farms, as
variations in productivity would lead to a wholesalansfer to individual farming (for a
summary of the debate, see Gorton and Davidova4)2@mpirical evidence on changing
farm structures in Central and Eastern Europeantdes (CEECS) indicates that during the
period of transition the corporate sector’s rolegriculture has shrunk but in many CEECs
the sector has survived and proved to be competitimder market conditions. The
uncertainty is to what extent the corporate farnmulal be resilient to the new policy
environment after the accession to the EU andrttreduction of the CAP decoupled Single
Area Payment (SAP). The landowners who left thendl within the corporate farms could
now cash the SAP themselves, providing they keeir tland in good agricultural and
environmental conditions (GAEC). They, thereforayds more incentives to withdraw their
land from the corporate farms putting the futurehafse farms, who rent almost 100 percent
of their land, at stake. This paper attempts tovigde some insights into the future of
corporate farming under the CAP payments. The sasty country is Slovakia as there the
extent of land use by corporate farms is still highest among NMS. In 2005, the share of
corporate farms in the total UAA was 85 per cemte@d Report, 2006). This is high even in
comparison with the Czech Republic where the @esition structures were similar.

2 WHY DID THE CORPORATE FARMS PERSIST DURING THE TRANSITION ?

Several reasons have been identified as resporfsibtee persistence of corporate farms in
Slovakia during the period of transition. They ud# low profitability and low level of
incomes in agriculture, a decline in domestic detnand a loss of export market share,
deteriorating internal terms of trade, a lack opuh market infrastructure and output
marketing channels for individual producers (Bld#¥)2). Other reasons were the protracted
identification of land titles (currently still abb&00,000 hectares of land lack clear ownership
titles), fragmentation of land ownership and they\aow land consolidation process.

Mathijs and Swinnen (1998) elaborated a seriesrgpgsitions to explain the decisions of
individuals to exit from the corporate farms anarsan individual venture. They asserted the



assumption that the corporate farms’ insiders wdaéldhe agents who would undermine the
corporate farms and establish a new pattern oflyafarm structures. According to our
observation, more significant actors who estabtishew individual entities were the absentee
landowners — the persons who received land in theegs of restitution. Among the insiders,
only those with skills, e.g. the former co-op maarag tended towards individual farming.
The latter corroborates with Swinnen’s suggestimuathe importance of skills for reducing
the exit costs. Empirical evidence, collected tigloufarm surveys, indicated that other
“insiders”, co-op farm members, did not possessptoper pre-conditions for starting an
individual business (Blaas, 1995). Only less thae-third of the co-op members owned land
or were expecting to inhered land. Only a smaltiporowned a land area sufficient for a full-
time farming. The majority of those co-op membearksp were landowners (57 percent), had
only 5 or less hectares.

Mathijs and Swinnen (1998) suggested that the higimeductivity enterprises under the
corporate farming conditions would stimulate farmorkers to stay within the corporate farms
whilst the low productivity will make the exit tandividual farming more attractive. In
Slovakia, individual farms which emerged throughthdrawing land and non-land assets
from the collective farms were mainly specialised drops, whilst livestock production
remained within the corporate farms. The drive tasaindividual farming avoided
specialisation in labour and capital intensive sabtors.

Institutional, and particularly the legal framewphas been a crucial factor for the outcome
of the transformation process. Mathijs and SwinfE998) argued that the restitution to

former owners will maintain the collective farmwstture and the outcome will be in contrast
with the effects of the land distribution amongatni workers. In Slovakia (and also in the
Czech Republic) the restitution was the main pobggion for reinstating private property

rights in land, This differed from, e.g. Hungaryhave there was a combination of distribution
of land to the co-operative members, compensatoridst property and restitution to the

former owners. As a results the role of the cor@gector in Hungary decreased more
substantially than in Slovakia or the Czech Republi

Mathijs and Swinnen (1977) also argued that coemtand regions with highly fragmented
land record a higher sustainability of corporatem& Historically, the land ownership in
Slovakia was more fragmented than in the Czechslahet to the different inheritance law
before WW 1. At the beginning of the collectivisatiperiod (1949) 57 percent of all farms in
Slovakia ranged between 2 and 5 hectares and ¢2miesf the total land area was operated
by farms with 20 and less hectares (Blaas, 2002¢0Aling to the land register, currently
there are more than 1.2 million owners who own nmben 7 million plots. To establish a
farm business of economically reasonable size regun most cases enormous transaction
Ccosts.

Coming back to the title of our seminar, the th&oaé propositions about the outcome of
land reform and farm restructuring in Central argtern Europe during transition, developed
in the 1990s, were able to predict some of the tgwariations in the mix of farm structures.

3 WHAT CAN CHANGE UNDER CAP SAP?

As indicated in the previous section, several faciofluenced the landowners’ decision to
leave the land within the corporate farms. HowevRis situation might change as the
landowners can now cash the Single Area PaymenP)$temselves, providing they keep
their land in good agricultural and environmentahditions (GAEC). They therefore have
more incentives to withdraw their land from the pmmate farms putting the future of those
farms, who rent almost 100 percent of their landtake.



The main conflict that could undermine the longrteaxistence of corporate farms under the
CAP SAP concerns the distributional issues that mase in relation to the way profit
(including the CAP payments) will be distributedtieen rentals, dividends, wages and
investment. As noted by Brem and Kim (2000), a ooafe farm can be considered as an
economic organisation consisting of different iegrgroups (the various stakeholders) who
bargain on the objectives of this organisation:dtamners, capital holders, workers and
managers. The separation of ownership and conigiitimduce managers to fulfil objectives
that are not the other stakeholders’ objectiveshss increasing the farm’s size (Jensen and
Meckling, 1976; Williamson, 1983).

As the CAP payments are allocated to the farm hgklitheir use is at the discretion of the
corporate farm managers. The latter have sevetalngy such as using the payments for the
current business operations, for investment, f@ayeent of debts or for increasing the
payments to the various stakeholders. Since itssmurmed that the managers derive an
increasing utility from the farm growth, they migtrefer to use the payments for the farming
business. Therefore, the CAP payments might exatethe conflicts between the managers
and the other stakeholders within corporate farmgamding the use of profit. If the
landowners are not satisfied with the level of rénay receive from the farm, they have the
option to end their rental contract and withdrawithand from the farm. The ease, or
otherwise, to do this depends on the tenancy kgsl in each country, the time period of the
contract, when and how the lease may be terminated,the requirements for notice of
termination.

4 THEORETICAL REPRESENTATION OF THE CONFLICTS BETWEEN THE CORPORATE
FARMS AND THEIR LANDOWNERS

4.1 Description of the game

In corporate farms landowners have three optiorslable concerning the returns on their
land. The first option is thstatus quothat is to say to keep the land in the farm far same
rent. The second option is to ask for a rent ireeeand the third one is to withdraw the land
from the corporate farms. Landowners will choosgooptwo if they are not happy with the
current level of the rent and option three if tkatrrenegotiation has been unsuccessful. As
the negotiations between corporate farm managetsamaowners about the level of rent are
at the core of the issue, game theory has beenogetphs a framework to aid in generating
prior expectations. In order to ease the understgndf how the propositions have been
generated, a simple game is used (for more detd atruffe and Davidova, 2007).

The game includes two representative players, theager and a landowner, and is a non-
cooperative static one. The negotiation processns-shot; the manageiF)( and the
landowner ) meet together once to decide about the levdi@fént and make simultaneous
offers. It is assumed that only two offers are pgaesa low rent, that is the rent usually paid
to the landowners, and a high rent, that includemerease following the renegotiation. Both
players have thus two possible actions: offerimgpectively asking for, low rent and high
rent. If both players choose the same action, teagh an agreement and the landowner rents
the land out to the farm for the specific rent leagreed upon. If the rent is low rent, the
outcome is thus “no change”, while if the rent ighh the outcome is “rent increase”. If the
farm’s manager proposes a high rent while the lam#go asks for a low rent, it is
straightforward to assume that there is an agreeorerenting the land at a high rent and the
outcome is “rent increase”. Finally, if the farnrmsnager offers a low rent but the landowner
asks for a high rent, there is no agreement andethi&l contract is ended; the outcome is
“land withdrawal” (Figure 1).



The landowner’s choice of action depends on whethey have a better opportunity
elsewhere. This is modelled here by introducing types of landowners. Type 1 (with
probability p) is a landowner who has a better opportunity figr land outside the corporate
farm and who represents a credible threat of wadt, while type 2 (probability o)} does
not. There is asymmetric information about the tamders’ type. Although managers have
information about the plots’ characteristics, thaye not fully informed about their
landowners’ values and situation, as most of thesrabhsentees landowners living in cities.

The farm manager prefers to give a low rent thaigh rent, but the land withdrawal is costly
for the farm as it reduces the area farmed andecpehtly decreases the revenue and farm
profit. Therefore, the farm’s payoffs are rankedalows:

M If)wrent > Eighrent > \l/:vithdrawal' (1)
Landowners prefer a high rent to a low rent. Buth# payoffs of a withdrawal for type 1
(credible threat) are greater than the payoffsaritiauing renting land to the farm for low
rent (Equation 2), the situation of type 2 (no dokelthreat) is the opposite (Equation 3):

L L1 L

M highrent >T1 withdrawal > M lowrent (2)
L L L2

M highrent > lowrent > withdrawal (3)

Players choose to play the strategy that maximises payoff. The type 1 landowner’s
strongly dominant strategy is high rent and it Wil played by them regardless of what might
be played by the opponent (Rasmusen, 1994). Sigpildre type 2 landowner’s strongly
dominant strategy is to ask for a low rent in ortteravoid the termination of the rental
contract. There is no dominant strategy for the agen but a set of two best responses: low
rent if the landowner plays low rent, and high réthe landowner asks for it. If there was no
information asymmetry, then the manager would kmawch action would be taken by the
other party. Therefore, in the case of a type &dible threat) landowner, land would be
rented for a high rent, while in the case of a t9deo credible threat) landowner, land would
be rented for a low rent. This means that, in tgaili the manager had information about the
landowner’s type, the land would stay within thepavate farm. If the manager could not
identify the opponent’s type, it is assumed thatytlihave some beliefs about the prior
probability of the landowner’s typep,and (14). Therefore, they will play the strategy that
brings the greater of the possible expected paybdigsce, all three outcomes are possible but
their frequency depends on the value of the pradibalpi

So far, however, the whole game has been basduecmssumption that the corporate farm is
able to offer the two levels of rent. If the farmfinancially constrained and cannot afford a
rent increase, in the case of a type 2 landowrecfedible threat) the solution will still be to
rent the land for low rent, but in the case of petyl (credible threat) the solution will be
withdrawal. In summary, the frequency of each &ftifree outcomes depends on the level of
the probabilityp and of the farm financial constraints. The smalep, the more frequent is
the outcome “no change”. The more financially coaised the farms are, the more frequent
are the outcomes “no change” and “land withdrawal”.



Figure 1: The tree of the game between a manager @ landowner
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4.2 Propositions about the effect of the CAP SAP

Proposition 1:Before the implementation of the CAP the outcome thange” was more
frequent than the outcomes “rent increase” andd‘\ithdrawal”.

The outcome “no change” prevailed as many farmsJieancially constrained due to the
low profitability or loss-making (by the same tokenost landowners had no better
alternatives to receive higher returns on theidlaatside the corporate farm).

Proposition 2:After the implementation of the CAP the frequermythe outcome “no
change” will decrease.

Proposition 3After the implementation of the CAP the outcomathdaraw land” will not be
more frequent than the other two outcomes “no cbamgl “rent increase”.

It is proposed that the frequency of the outcon@c¢inange” might decrease as, following the
CAP implementationp will increase as more landowners might be ablen&ke a credible
threat of withdrawal due to an increased demandafiod. Also, the SAP delivered without
attached requirements to produce might give ingeatio landowners to manage their land
themselves if the profit from it (taking into codsration the cross-compliance costs) were to
exceed the rent they receive in the corporate fatesce, it can be expected that more
landowners will want to change their situation aadegotiate their rent. However, despite an
increase in rent renegotiations, withdrawals areexpected to be massive for two reasons.
First, the introduction of the SAP is expecteddiax farm financial constraints and thus more
farms will be able to offer a high rent. Seconde tprobability p will not increase
dramatically, meaning that the overall number ofllavners with credible threat will not rise
considerably in the next few years. This will beedn part to the typical small scale land
ownership in Slovakia and the relatively low dirpetyments per hectare due to the phasing-
in. If the landowners contemplate to withdraw laied individual management, the SAP
might not be enough to offset the costs of crossgimnce (under the assumption that the
cross-compliance will be properly enforced and nwyed). The other reason is that the
landowners, most of whom are absentee, might @tdfer to have their land managed by
somebody else and often the corporate farm ishki®os choice.

5 SURVEY OF CORPORATE FARMS

5.1 Structure of the questionnaire

The survey of corporate farms in Slovakia was edrout within the frame of the EU FP6
IDEMA project. The questionnaire attempted to actdar the specificity of corporate farms
with their complex organisation involving severtdkeholders. In order to understand which
are the stakeholders that would mainly benefit ftbemSAP, questions were first asked about
the current farm decision-making characteristiagn{ber of members/partners, directors and
managers, voting procedure). Then the respondesres asked how the farm profit used to be
allocated and how they intend to allocate it in thre amongst the alternative needs
(working capital, investment/interest, dividendsddand rentals). In order to have a better
understanding of the structural farm charactesstibe surveyed farms were matched with
their FADN entries averaged for 2001/2002.

One section of the farm questionnaire focused enpthtential conflicts between the farms’
managers and their landowners from the point olvvad the farm management. The first
questions aimed at collecting information about tharacteristics of the landowners (e.g.
individuals, state, municipality), the area renté rent level and the terms of the contract.
Information was collected on whether some of timeltavners had asked for a rent increase in



the past, or withdrew some land, and whether tmpacate farm management knew whether
their landowners had been offered a higher rensideitthe corporate farm. Finally, the
questionnaire asked about the opinion of the catpofarms’ respondents on the potential
behaviour of their landowners in the context ofititeoduction of the CAP payments.

The survey respondents were asked to state tHeimrdhe farm (director, manager or other),
as this might induce some bias in the answers.-téatace interviews were carried out and
152 corporate farms were interviewed in Slovakigluding 101 cooperatives and 51
companies.

5.2. Analysis of the survey responses
Relation with the landowners

Table 1 presents information about the rented l&sdthe rent level is a key variable in the
analysis, it is presented in the table based orstwunces — FADN and the farm survey.

The farms have hundreds of private landowners ogvoim average 68 percent of the total
land rented in by the sample farms. On averagee?dept of the land is rented from the State
and the remaining 8 percent from the Church andicipaiities. The average rent indicated
by both FADN records and respondents is consisédratyt 14 Euro per ha (the cooperatives
pay a lower rent than the companies).

Table 1: Characteristics of the sample farms conceing their rented land

All farms Cooperatives Companies
152 101 51
FADN 2002 data
Average UAA (ha) 1,866 1,904 1,791
Average rent per ha (euro) 14.3 12.9 17.0

Data from the survey

Average share of land rented from:

Private landowners (%) 68 73 58

State (%) 24 21 32

Other (%) 8 6 10
Average number of private landowners 789 877 612
Size of private landowners’ plots:

Average (ha) 2.8 1.7 5

Smallest (ha) 0.7 0.15 1.7

Largest (ha) 43 27 75
Average rent per ha:

Private landowners (euro) 16.9 14.7 21.2

State land (euro) 12.9 12.3 14.3
Time period of contract In general 5 or 10 years
Notice for contract termination In general 1 year

In the past, about one third of the farms have regdests for a rent increase, but by only 8
percent of their landowners (Table 2). Among thiesms, 39 percent increased the rent; the
remaining refused justifying their refusal by fircgad constraints. On average 3 percent of the
sample farm UAA was withdrawn accounting for ab@uha per landowner. The large
majority of the individuals who withdrew land wadte& start their own farm. The fact that
only few landowners asked for a rent increase dhdwew land, as stated by the corporate
farms’ respondents, supports Propositiotohcerning the prevalence of tsiatus quadn the
past. Comparing the legal forms, the main diffeesischat more companies (63 percent) than
cooperatives (25 percent) accepted the requestsrint increase. This might be explained by
the larger returns generated by companies, whidertteem more flexible.



Table 2: Past pressures on privately rented land (%n brackets)

All farms Cooperatives Companies
152 101 51
Requests for a rent increase

Farms that had requests for a rent 51 (34) 32 (32) 19 (37)
increase
Landowners who requested a rent 48 (8) 48 (5) 49(12)
increase
Reason given by landowners for the able to get higher rent elsewhere; heard that démelowner had an
request increase
Farms that accepted to increase the 20 (39) 8 (25) 12 (63)
rent?
Financial constraint used by the 75 70 87

farms for refusing the request

Land withdrawals

Farms who experienced 89 (59) 62 (61) 27 (53)
withdrawals

Landowners who withdrew 27 (3.5) 27 (3.6) 25 (3.4)
Total UAA withdrawn from the 52 (3) 56 (3.5) 42 (1.9)
farm; ha (% of UAA)

Justification of withdrawal by the 85 82 93

start of own farm

1n brackets: as a percentage of farms having éauaests for a rent increase.

Corporate farms’ respondents were then asked t® thieir opinion on the possible future
pressures. As presented in Table 3, three quartéhe respondents expect some request for a
rent increase, but few of them believe that lanhavawals will take place. This also supports
Propositions2 and 3 that thestatus quooption will be less frequent in future but that
withdrawals of land from the corporate farms witlt ibe massive. However, if this is true on
average, financially constrained farms may quidtyse their capacity to compete for land in
the conditions of increased demand which has stéeng observed in the NMS after the EU
accession. Therefore, a substantial structural gdnamight be expected within the corporate
farm sector with a better allocation of land to there efficient users.

Table 3: Sample farms’ expectations about their ladowners’ future behaviour (%)

All farms Cooperatives Companies
152 101 51
Share of farms that expect SAP to induce 76 75 77
more requests for a rent increase
Share of farms that expect SAP to induce 20 20 20

more land withdrawals

Farms whose respondents do not think that the SRange their landowners’ behaviour
have already had a larger share of rentals in test of production structure (2.6 percent
against 1.9 percent for the remaining sample farfa)ms whose respondents believe that
the SAP will give incentives to their landowners withdraw rather than ask for a rent
increase are more often located in unfavourabl@sar@ave already experienced more
withdrawals in the past and have a larger sharéndividual landowners in their land
portfolio.

However, landowners are only one of the stakehslderthe corporate farms. The overall
profit allocation provides a broader picture inuoly the interests of other stakeholders as
well.



Past and intended future farm profit allocation

As shown in Table 4, in the past the profit wasdy$iest, to finance the current expenses, and
second, for investment. The increase of rental gayswas the least used option by the
sample farms. This confirms the above findings feat farms accepted their landowners’
requests for a rent increase on the grounds tegtdbuld not afford it. This is also consistent
with the theoretical argument that when the congiredl ownership are separated, managers
may have an agenda of their own, often differemifthe one of the factor owners.

The respondents were also asked to rank the sanoa®from the least probable to the most
probable in future, taking in consideration the SAtPappears that there is a strong past
dependency; the preferences for the future appeae similar to the past. The most favoured
option is to finance the farm current operationfipfved by investment. The increasing of the
land rent is still the least preferred option.

Table 4: Past and future use of profit by the sam@ farms

All farms Cooperatives Companies
152 101 51
Profit used for:
(% of respondents who answered yes to an option)

Farm current operations 63 64 61
Investment 50 46 59
Dividends 20 18 24
Land rent increase 5 6 2
Other 18 19 18

Profit will be used for:
(% of respondents who ranked an option as most prable)

Farm current operations 71 71 69
Investment 24 26 22
Land rent increase 1 6 0
Other 4 3 6

ANOVA was carried out to disentangle the farm cherastics that may explain the
variations in the farms’ decisions regarding th&rddution of their profit. The results suggest
that those farms which in the past did not alloeetg profit to investment have a higher share
of livestock production in their output mix and yhare farms that did not benefit much from
the investment subsidies. This tends to suggeststirae of the variations were induced by
policies which may have stimulated investmentsdrtain types of production. These farms
are also smaller measured by the land area and fmyer rent to their landowners. The only
significant difference between the cohorts of fathet used part of their profit to increase the
land rent and the farms that did not allocate amofitpto rent increases lies in the type of
owners (credible threat of land withdrawal) and mh@nagers’ information about the type of
landowners. Forty three percent of farms that usmde profit for rent increases knew that
some of their landowners had been offered a highet outside the corporate farms (this
percentage is 18 amongst the farms that did noease the rents). Regarding the intended
future use of farm profit, farms that are lessliik® reinvest profits have received a smaller
amount of investment subsidies in the past (7.1nag@5.4 thousand Euro). Farms that
intend to allocate some of their profit to rentreeses in the future have received in the past
more other (i.e. not investment) subsidies perwilach suggests that they might be less
financially constrained.

An interesting policy insight is provided by theudy of the relation between the farm
intentions for a future use of profit and theiribfd (or otherwise) in the irreversibility of



decoupling. It is proposed that farm intentionsaaning their future use of profit depend on
whether farm managers/directors believe that tleulding is a sustainable policy or they
expect another policy switch, either towards codgayments or to a full removal of farm
support. First, the farms have been clustered dogpto the three credibility statements that
were included in the questionnaire. The respondeate asked to rate these statements. The
possible ratings were from 1 “Not probable at &I'6 “Very probable”. The statements 6.1.1
and 6.1.2 suggest respectively that the policy ghaowards a decrease in sectoral support
and a move to less distortive instruments is ctedivhile the statement 6.1.3 suggests that
the policy is not credible. A two-step cluster as&é based on likelihood was performed on
the three credibility statements with the numbeclakters restricted to three (Table 5). The
Cluster “no payments” includes the farms which adesthat the probability of full removal

of payments is high (a high rating of the staten@eht?). The farms in the other two clusters
think that payments are more likely to remain, last decoupled, Cluster “decoupled
payments” (a high rating of the statement 6.1.4}hat policy will revert to coupling, Cluster
“coupled payments” (a high rating of the statentemt3).

Table 5: Cluster means according to policy credibity statements

Cluster Cluster “no Cluster
“decoupled payments” “coupled
payments” (37 farms) payments”
(88 farms) (27 farms)
6.1.1.Payments decoupled from production but
conditional on other service provision will be 4.7 2.9 2.3
maintained.
6.1.2.Farmers will receive no support payments what 20 49 16
S0 ever.
6.1.3.P:_;1yments will be recoupled to agricultural 58 39 59
production.

The use of these clusters to investigate the @iffegs in intended future profit allocation is
presented in Table 6. Farms that do not think #g®dpled payments are credible are more
likely to use their profit for investment and ld#sely to use it for current operations. This
means that they do not intend to change their bebawas they think that the decoupled
payments and the option to receive payments sirbglkeeping the land in GAEC are
temporary policy instruments. The expectations gayments linked to production create
incentives for investing. Concerning the use ofipfor a rent increase, the farms that believe
in the irreversibility of the 2003 CAP reform artetcontinuation of decoupled payments are
more likely to give priority to land rentals in cparison with the farms expecting the
payments to be re-coupled or to disappear all kmgeThis might indicate a perceived danger
of landowners’ withdrawals under decoupling wheaytltan cash the payment themselves
without the need to be engaged in production dixsui

Table 6: Intended future use of profit by the sampt farms according to their perception
about policy credibility

Cluster “decoupled Cluster “no Cluster “coupled
payments” payments” payments”
(88 farms) (37 farms) (27 farms)
Share of farms giving priority to (98)
investment 21 22 41
current operations 74 73 59
rent increase 13 3 0

#Farms are classified as giving priority to a paitc option if they ranked the option as the masbpble (rank
1) for investment and current operations, and thetrar relatively probable (ranks 1 and 2) for @t iacrease.
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6 CONCLUSIONS AND IMPLICATIONS

The widespread existence of corporate farms inNMS has raised doubts about their
viability under the CAP direct payments, the sdechISingle Area Payments (SAP). The
preference of the newly emergent landowners inl8890s to leave their land in the corporate
farms was linked to the low level of farm profitityi and the high risk in the general

economic environment. This was coupled with the faat many city dwellers received land
during the post-communist land reforms but did have skills and experience in farm
production and management. The accession to theadJthe introduction of the CAP

support, and in particular the SAP, have improvesal harket conditions in the NMS and
increased farm incomes. The main question analysdtis paper is whether under these
circumstances the landowners would still prefeletive their land in the corporate farms or
whether a quick disintegration of these organisatiill be witnessed.

There are variations in the corporate farms’ at@tuoward rent increases. Overall, the
corporate farm management rarely puts the landinenéase as a future priority. However,
larger farms which are more dependent on numeemdolvners give a higher priority to the
use of future profits to reward land factor owniran the smaller farms do. Also, farms that
trust the policy drive to decoupling and percetve 2003 CAP reform as irreversible are keen
to use the profit for rent increases. They realis# the decoupled payments that do not
require production are easier to be captured bynitieidual landowners, and that they have
to share with the factor owners the increase invidae of land due to the capitalisation of
support. This indicates a perceived danger of leumaéos’ withdrawals under decoupling.
Farms that do not think the decoupled paymentsradible are more likely to use their profit
for investment. This means that they do not intienchange their behaviour as they think that
the decoupled payments and GAEC are temporaryypoigtruments. The expectations for
payments linked to production create incentivesrieesting.

Overall, the main policy conclusion is that the S&H induce more landowners to review
their situation within the corporate farms andrptb capture the capitalisation of the SAP
through higher rents. However, it is unlikely thbey will massively withdraw their land
from the corporate farms. Therefore, the expectdthbiour of landowners does not put the
very existence of the corporate farms under quesab least within the short- to mid-term
horizon. However, if this is true on average, ficially constrained farms may quickly loose
their capacity to compete for land in the condsiaf an increased land demand which has
started being observed in Slovakia and the othelSN#ter the EU accession. Therefore, a
substantial structural change might be expectelinvihe corporate farm sector with a better
allocation of land to the more efficient users.
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