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Needs: Theory — Methodology —
Methods — Models

Needs: tasks for IAEI in investment supports, to:

1 Serve for an ,objective” allocation of supports to farms
under present conditions

 Prepare conditions for supports under the CAP 2020+
Uy

« Theory of public choice - public goods

« Contra-factual methodology and dead weight losses —
results presented in the IERIGZ conference 2016

« Policy Evaluation Methods (PEM — OECD) — leakage of
supports to input suppliers

« Empirical approach with ,normative structural/economic
models IAEl — now presented




Present forms of investment
supports - recapitulation

1. Grants under the RDP 2014 — priority 4, up to 60% of
eligible costs:

« Criterion: payback period calculated by the IAElI model (see
further)

« About 70% of all investment supports

2. State aid of the Support Guaranty Farm and Forestry
Fund (SGFFF):

« Interest subsidies and guaranty for bank credits, criterion:
financial health assessed by banks

« Returnable loans with the application of de minimis

3. State aid - grants 100% as subsidies of the Ministry of
Agriculture
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Problems / risks - recapitulation

1. Lower efficiency of investment supports,
moral hazard and other failures of the state

a. Opportunity costs to use sources in other sectors of
NE.

b. Improper allocation of supports inside of agriculture

c. Unjust allocation of supports among farm
categories: supports for (mega)large farms up to 6
mil. euro

d. Failures in evaluation processes of projects —
see part Il .




2. High leakage of farm supports to investment

suppliers
Transfer efficiency of supports (OECD)
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Average interest rates: blue = rates for SGFFF clients; red = rates really
paid by SGFFF clients; green = average rates in CR
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PART I

CURRENT GRANT SYSTEM
OF INVESTMENT SUPPORTS

(examples of failures)
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Czech system of grant
Investment subsidies allocation

* Investment support — efficiency assessed by ,RDP
calculator® — simple financial plan (see Chaloupka,
Pechrova and Doucha (2016a, 2016b))

* Normative values of costs, revenues, yields (x tailoring)
« Payback period shorter than lifetime of the investment

Cena projektu 8,527,209
\iastni fin. zaroje sussal INVESTMENT PRICE ( ex: potato harvester)
Dotace 3,410,881
Narok na investiéni dotaci 0.4
Comodity: Stratch Potatoes, harvested area: 201 ha
VyEe investice 5,116,321]
Potet let projektu 10| Kod komodity K17
Pogateéni rok 2016] Nazev komodity Brambory pozdni konzumni (bez sadby) [ /A r /A r /A r EN/a r /A r /A
~Uiivatel zada Fluté oznalené bufiky Rozsah (Ks,Ha) 201
Jednotkovy zisk (KE) 45,924" #N/A " #N/A " #NJA " #N/A " #N/A . AN/A
Piijmy komodity celkem (KE) 261,647,481 o o o o o of 261,647,481
Naklady komodity celkem (KE) 167,250,250 o o o o o 0 167,250,290
Zisk komodity celkem (KE) 94,357,191 o o o o o of 94,357,191
Zisk/rok komodity celkem (KE) 5,435,719 '] ['] ['] [] 1] 0] 9,435,719
Celkove triby (vietn& podpor) v KE 261,647,481}
Celkové naklady v KE 167,290,290}
Celkovy zisk k Ghrad& investiénich nakladd v ke 94,357,191}
Zisk k Uhrad& investiénich nakladd v K&/rok 9,435,719 Doba Navratnest prejektu 0.20}
Doba Nawratnost investice viastni 0.54]
Doba nawatnosti projektu (let) 0.54] Doba Na dotace 0.36}
(Odpisova skupina 10
Rozhodnuti projektu Projekt je OK

Projekt je efektivni 1
Payback time: 0,54 years - Project is effective

Seznam komodit

PEenice potravinafsks
Penice kimna
JeEmen sladovnicki
Jetmen krmny

Zito

Zitovec (tritikale)
Oves krmni
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Types of fallures in allocation
of subsidies

 Failures of the system of subsidies
allocation — impact on farm effectiveness,

or profitability

* Failures in evaluation system + failures of
the applicants: typical conflict between
normative (,flat rate”) approach x tailoring
of measures

« Administrative failures (?)
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Failures in subsidy allocation |

900
800
700
600
500
400
300
200
100

0

wy UZEI

Grant system ,dictates” areas where farmers invest: however a large
part of subsidies reflects needs to substitute on farms unavailable

(Czech) labour

Number of recommended projects

Livestock  Crop Cattle Pigs Poultry
production production

Others
(sheep
goats,

horses,

m 1stround = 3rd round 5th round rabitts)
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Investments in agriculture are
aimed at livestock production
despite that it is in some cases
less profitable (pig meat, poultry)

Subsidies on recommended projects (mil.

CZK)
8 | ‘ I I _
Livestock  Crop Cattle Pigs Poultry  Others
production production (sheep,
goats,
horses,
m1stround = 3rdround  5thround rabitts)



Fallures in subsidy allocation |

« Grant system ,dictates” the types of investments to be
approved as eligible costs

Zplsobilé vydaje®:
stavby a technologie v Zivogisné vyrobé (podpora se tyka chovu skotu, prasat, ovci,
koz, driibeze, kralikd a koni):

A
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)

—_—

vystavba a rekonstrukce ustajovacich prostor a chovatelskych zafizeni,

vystavba a rekonstrukce skladovacich prostor pro druhotné produkty Zivotisné
vyroby v€. jejich Upravy a zpracovani,

vystavba a rekonstrukce skladovacmh prostor pro krmiva a/nebo steliva
pro pfimou spotfebu v podnlku

pofizeni technologii pro Zivoéisnou vyrobu

stavby a tachnologie pro rostlinnou a skolkarskou vyrobu:

vystavba a rekonstrukce staveb pro skladovani a sklizen produktl rostlinné

produkce (kromé& obilovin a olejnin) véetné technologii, i technologii na €isténi

technologickych vod,
pofizeni technologie skladovani obilovin a olejnin,
vystavba a rekonstrukce nosnych konstrukci sadl véetné protikroupovych
a protidestovych systému a ochrannych siti proti ptactvu,
vystavba a rekonstrukce nosnych konstrukci chmelnic véetné protikroupovych
a protidestovych systému,
tyto investice do Nové vysadby révy vinné®:
o rekonstrukce nosnych konstrukci
vystavba nosnych konstrukci
sadbovy material
vystavba a rekonstrukce protikroupovych systému
vystavba a rekonstrukce protidestovych systému

o0 00
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tyto investice do Opé&tovné vysadby révy vinne®

o vystavba a rekonstrukce protikroupovych systéma

o vystavba a rekonstrukce protidestovych systéma
vystavba a rekonstrukce sklenikd, foliovnik(, kontejneroven véetné souvisejicich
technologii, kromé zaviahovych systéma,
vystavba a rekenstrukce dalSich zahradnickych a specialnich staveb véetné
souvisejicich technologii. Jedna se o docasna uloZisté vyzvednutého sadebniho
materialu (klimatizované haly, chladici boxy apod.), pafenisté, stacionarni
kompostéry, péstirny hub a Skolky na ovocné, okrasné druhy véetné révy vinné,
okrasnych rostlin a sadby chmele, Skolky pro péstovani matecnic rychle
rostoucich dfevin na zemédélské pudé a lesni Skolky s produkci na zemédélské
pldé,

C) peletémy. jejichZz veSkera produkce bude spotfebovana pfimo v zemédélském
podniku

D) nakup specialnich mobilnich stroji pro zemédélskou vyrobu, seznam konkrétnich
stroju je uveden v pfiloze €. 3 téchto Pravidel,

E) nakup nemovitosti maximalné do castky odpovidajici 10 % zpuasobilych vydajd,
ze kterych je stanovena dotace, za podminek stanovenych v Obecnych podminkach
Pravidel, kapitola 7. ZpUsobilé vydaje.

F) nadrZze na zadrZeni sraZkovych vod ze stfech (nové stavby i rekonstrukce)
o minimaini kapacité 6 0001 vé. okapovych systém( na svod vody ze stfech
do nadrZe.

Zpusobilé vydaje, uréené pouze pro zamér a) a b)

G) Obecné naklady spojené s pfipravou a realizaci projektu:
dokumentace ke stavebnimu fizeni (chladeni stavby ¢i jiné jednani se stavebnim
ufadem), odborné posudky ve vztahu k Zivotnimu prostfedi, poloZkove rozpotty,
dokumentace skute¢ného provedeni stavby po dokonéeni stavby, technicky dozor
stavebnika, autorsky dozor projektanta.
konzultace k vypracovani a administraci Zadosti o dotaci a k pfipravé a provadéni
vybérového fizeni

H) Nakup bé&Znych zemédélskych stroja.




Examples of failures in
evaluation system

« Normative approach in the evaluation calculator

limits an objective assessment of applicants:

— when their economy and indicators are better (lower costs,
higher revenues, higher yields, etc.) than the normative
standards

— farms with own worse performance and potentials obtain the
subsidy even if in reality they would not be able to repay back
Investment costs before the end of lifetime of the investment

« Normative calculator limits possibility to reflect an

Improvement effect, e.g. higher efficiency or decrease of

costs thanks to modernization, innovation etc. =

misusing of public money (but see “forced” labour
substitution)
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Examples of failures in
evaluation system

 However, the government aims at spending
public money as much as possible.

« So If an original set of flat normatives selects
through the model only few applicants with more
public money remaining:

« The original set of flat normatives is changed (e.
g. yields increased), it means ,quasi-tailoring”
filling political aims!




Evaluation failures - example

* On example of an organic farm we demonstrate that the payback period of
the project ,Reconstruction of cowshed” would be shorter if real data are

used.
Project description

895 000
895 000
50 %

Lifetime period calculation

2 building costs 30 990 000
3 technological costs 15 800 000

45 1790 000
23.3 years
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Normative data Real data

Cows without Cows without

Milk 1.
quuaﬁ;d market Milk I. and Q market
production of quality class production of
class . _
milk — calf milk — calf
Unit price (CZK) 8 55 63 Unit price (CZK) 11 15 000
7512 205 'Unit intensity 5000 0.7
73 215 37 453 110 667 28 000 000 11400000 39400 000

5125021 1423210 62 928

8 839 9715 44 049600 8985 860 53 035 460

22 928 -6 353 16 575
16 049 600 -2 414140 13 635 460

618 751 369 166 987 917
13.93 % 86.83 %

618 751 369 166 987 917 1604960 -241414 1 363 546

0.66

0.91

0.91 0.66
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Another example of failures in
the (normative) evaluation
system on farms

 The system is not able to assess applications on processing of
agricultural commodities directly on farms, because the procedures
for agricultural and food investments are strictly in the system
separated.

« Example in wine production: real operational + other costs are 64 —
69 CZK per 1 litre of wine, but in the calculator there is only wine
grapes assessed at the price 44 CZK / kg.

» But the minimum realization prices for a 1 litre/bottle of (late)
harvested wine is 85 CZK. Hence, the production of quality wine (not
only wine grapes) is highly profitable.

wy UZEI

USTAV ZEMEDELSKE EKONOMIKY
A INFORMACI



Examples of failures in the
evaluation system

* The heterogeneity of products is high => normative
approach cannot be easily applied and the applicants
prepare the whole simplified financial plan by themselves

« The only criterion for the control is the average
profitability of the type of production (not individual
products), which has more risky attributes.

« Therefore, the applicants can use their own real
profitability. However, this requires additional expert
assessment, complicating the evaluation system.
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Results of investments projects

evaluation in food processing in 2017

Risk Group Nomenclature

Description

Evaluation

Number of

projects

Percentage

The project does not meet any of the maximum profitability
3 Pass only RENT50 limits and the payback period is higher than 70% of the high risk 9
lifetime period, but the profitability is lower than 50% 1.70%
The project does not meet any of the maximum profitability
3 Pass only NAV70 limits, including a 50% profitability, but the payback time of [high risk 36
the project is less than 70% of the lifetime period. 6.82%
The project will meet the MPO2's maximum profitability,
2 Pass MPO2, RENT50 Not Pass MPO1, ALB, NAV70, but the payback time of the project is less than 70% of the low risk 3
lifetime period 0.57%
The project will meet the MPO2 or Albertina's maximum
2 Pass MPO2, ALB, RENT50 Not Pass MPO1, NAV70, profitability , but the payback time of the projectis less than |low risk 16
70% of the lifetime period 3.03%
The project does not meet the maximum profitability , but
2 Pass NAV70, RENT50 Not Pass MPO1, MPO2, ALB, the profitability is less than 50% and the payback time is less |low risk 16
than 70% of the lifetime period 3.03%
2 Pass MPO2, RENT50, NAV70 Not Pass MPO1, ALB, The project d.oes.n.ot meet All.)ertina's. pr'ofitability and low risk 5
average profitability, everything else is fine 0.95%
2 pass MPOL, Not Pass MPO2, ALB, RENTS0, NAV70 | ¢ Project does notonly meet average profitability, low risk 15
everything else is fine 2.84%
1 fulfilled everything except (NAV70) Project OK Pass rules 123 23.30%
1 fulfilled everything Project OK Pass rules 295 55.87%
* Total 528

USTAV ZEMEDELSKE EKONOMIKY
A INFORMACI

wy UZEI




Explanatory notes to the evaluation criteria in food
Industry investments projects in 2017

MPO1 |Basicaverage profitability according to the rules

MPO2 |Upper Quartile
ALB Upper Quartile - Albertina Database
RENT50|Project profitability is less than 50%

NAV  |The payback period is lower than the lifetime period

NAV70 |The payback time is less than 70% of the lifetime period

ZAP Negative CASH FLOW
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Conclusions for the CAP 2020+

* To switch the provision of a main part of
“productive” investment supports from the
current grant system to a system based on
financial INnstruments, with higher
responsibility of the private sector (farms,
banks, ...), Is highly recommended!

* To resist present pressures from the large
farm lobby to apply financial instruments
only for small farms!
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Thank you for your
attention

Institute of Agricultural Economics and Information
Manesova 1453/75
120 00, Prague 2, Czech Republic
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