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PART I 
 

GENERAL BACKGROUNDS 

TO INVESTMENT SUPPORTS 
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Needs: Theory – Methodology – 

Methods – Models 
Needs: tasks for IAEI in investment supports, to: 

 Serve for an „objective“ allocation of supports to farms 

under present conditions 

 Prepare conditions for supports under the CAP 2020+ 
 

• 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 IAEI – now presented 
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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 IAEI 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 II . 
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2. High leakage of farm supports to investment 

suppliers 
Transfer efficiency of supports (OECD) 

 

 

 

 

 

 

 

 

 

 

 

High administrative/transaction costs 

Dead weight losses 

6 Poland, June 2017 

Market prices for 

machinery, 

buildings, etc. 

much (up to 2x) 

higher than before 

announcement of 

supports! 
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PART II 

 
CURRENT GRANT SYSTEM 

OF INVESTMENT SUPPORTS 

 

(examples of failures)  

  

  
Poland, June 2018 10 



Czech system of grant 

investment subsidies allocation 
• Investment support – efficiency assessed by „RDP 

calculator“ – simple financial plan (see Chaloupka, 

Pechrová and Doucha (2016a, 2016b)) 

• Normative values of costs, revenues, yields (x tailoring) 

• Payback period shorter than lifetime of the investment 
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Types of failures 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 I 
• Grant system „dictates“ areas where farmers invest: however a large 

part of subsidies reflects needs to substitute on farms unavailable 

(Czech) labour  
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• Investments in agriculture are 

aimed at livestock production 

despite that it is in some cases 

less profitable (pig meat, poultry) 



Failures in subsidy allocation II 

• Grant system „dictates“ the types of investments to be 

approved as eligible costs 
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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) 

 

 

15 



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!    
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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. 
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Project price (CZK) 1 790 000 

Own finances (CZK) 895 000 

Subsidies (CZK) 895 000 

Subsidies rate (%) 50 % 

Production type Code Cost type Lifetime period Investment (CZK) 

Investment type 1 2 building costs 30 990 000 

Investment type 2 3 technological costs 15 800 000 

Total      45 1 790 000 

Average weighted lifetime period 23.3 years 

Project description 

Lifetime period calculation 



Normative data 
  Com. 1 Com. 2 Total 

Commodity 
Milk I. and Q 

quality class 

Cows without 

market 

production of 

milk – calf 

  

Production 

scope (pc/ha) 
70 38   

Unit price (CZK) 11 15 000   

Unit intensity 5000 0.7   

Total costs (CZK) 28 000 000 11 400 000 39 400 000 

Unit income 

(incl. supports) 
62 928     

Income from 

production (incl. 

supports) 

44 049 600 8 985 860 53 035 460 

Unit profit (CZK) 22 928 -6 353 16 575 

Profit from 

production (CZK) 
16 049 600 -2 414 140 13 635 460 

Profit to pay 

investment costs 

(CZK/year) 

1 604 960 -241 414 1 363 546 

Real data 
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  Com. 1 Com. 2 Total 

Commodity 

Milk I. and 

Q quality 

class 

Cows without 

market 

production of 

milk – calf 

  

Production scope 

(pc/ha) 
70 38   

Unit price (CZK) 8 55 63 

Unit intensity 7 512 205   

Unit income (incl. 

supports) 
73 215 37 453 110 667 

Income from 

production (incl. 

supports) 

5 125 021 1 423 210   

Unit revenue 

(CZK) 
8 839 9 715   

Revenue from 

production (CZK) 
618 751 369 166 987 917 

Profitability 13.93 % 86.83 %   

Profit to pay 

investment costs 

(CZK/year) 

618 751 369 166 987 917 

Project payback period 1.81 

Own investment payback period 0.91 

Subsidies payback period 0.91 

Project payback period 1.31 

Own investment payback period 0.66 

Subsidies payback period 0.66 



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. 
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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

5 Not pass ZAP Negative CASH FLOW inefficient project 2 0.38%

5 Not pass NAV Projekt má vyšší dobu návratnosti, než dobu životnosti inefficient project 1 0.19%

4 Not pass any condition

The project has a high return and return time is higher than 

70% of the lifetime of the project. Failure to adhere to the 

declared high-standard profitability would be a risky project

Very high risk 7

1.33%

3 Pass only RENT50

The project does not meet any of the maximum profitability 

limits and the payback period is higher than 70% of the 

lifetime period, but the profitability is lower than 50%

high risk 9

1.70%

3 Pass only NAV70

The project does not meet any of the maximum profitability 

limits, including a 50% profitability, but the payback time of 

the project is less than 70% of the lifetime period.

high risk 36

6.82%

2 Pass MPO2, RENT50 Not Pass MPO1, ALB, NAV70, 

The project will meet the MPO2's maximum profitability , 

but the payback time of the project is less than 70% of the 

lifetime period

low risk 3

0.57%

2 Pass MPO2, ALB, RENT50 Not Pass MPO1, NAV70, 

The project will meet the MPO2 or Albertina's maximum 

profitability , but the payback time of the project is less than 

70% of the lifetime period

low risk 16

3.03%

2 Pass NAV70, RENT50 Not Pass MPO1, MPO2, ALB,

The project does not meet the maximum profitability , but 

the profitability is less than 50% and the payback time is less 

than 70% of the lifetime period

low risk 16

3.03%

2 Pass MPO2, RENT50, NAV70 Not Pass MPO1, ALB,
The project does not meet Albertina's  profitability and 

average profitability, everything else is fine
low risk 5

0.95%

2 Pass MPO1, Not Pass MPO2, ALB, RENT50, NAV70
The project does not only meet average profitability, 

everything else is fine
low risk 15

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



Explanatory notes to the evaluation criteria in food 

industry investments projects in 2017 

Explanatory notes to the evaluation criteria

MPO1 Basic average 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 instruments, 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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attention 


