Komar, Béla Endre”

About the introduction of the SPS in Hungary

Twelve yellow stars in a circle on a blue backghuBay what future you will bring
us? For The past 22 years have been a period stasdradaptation and downswings for the
domestic agriculture. At the beginning of the paodit transition a mistaken and partial
compensation took place, the market was openedtifer free movement of capital,
controversial, less than optimal structures werenéal, regularly recurring disputes occurred
(individual and family farms, corporate bodies)n&ly, the 2004 EU accession ruffled the
feathers.Cuius regio who owned the land. | deliberately do not quoterenthe old
controlling sentence of the first sentence of & Butch Wars of Religion, which nhowadays
might continue differently from the perspectivefafmers continues: "whose is the support?
Or shall we introduce, or not apply the SPS?’ Weeadra crossroads. The above two foreign
acronyms might evoke several ideas for many pedptethe one hand, it has a complex
meaning which is a challenge both during the coeaéind the application of the law, on the
other hand it arouses public and scientific inter&thers may remember that only
compensation sparked such fierce debates the SIPSARS support system. In agricultural
law and agricultural policy it is the third majasue to be solved along with compensation
and the ban on land purchases by foreigners. Taerédhose who seem to think that the
debate about the topic of this study was ended H®y resolution 142/2010 of the
Constitutional Court. The aim of this study is toye this opinion wrong. Due to the changes
in the agricultural policy of the EU taking place 2013, the question has still not been
resolved in terms of national strategy. It requireamediate comprehensive impact analysis,
and a single decisive action and resolution incagral policy instead of division.

At the same time, the question has arisen wheligetwo systems, the products of the
human brain, fit changing our world at all? Do @isns and interests match those of the
Hungarian legislature? When two aid schemes wekented and worked out, what
beneficiaries were they intended to benefit? Isesaithe idea of a review of the support
systems’ schemes. What happens if these systerasieaome obsolete after a period of time
in agriculture, and therefore have no benefits amgmfor the agricultural market and
specifically, the land market. The effects on lgrites is also unclear. The issue of the
introduction of aid systems also raises the ecooamuestion whether they advance or hinder
agricultural production, increase or decreaseanyibld of agricultural products?

The above questions require multifaceted analygwgch will take place in this study.
In order to understand the actual intention andabelur of the legislators, first one has to
examine the vested interests behind the debatet dbeuSPS system, the opinion of the
President about the SPS, the position on the Minist Agriculture and Rural Development,
and how the passage of time and changes in comyranitcreated a new situation.

| .Background of the introduction of SPS

The EU's new fiscal period began in 2007 and end2013. During this period,
according the optimistic view, Hungarian agricuttiras unprecedented access to funding on
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the condition that the direct payments needs tofoton to both the institutional and
procedural EU requirements.

Conditions imposed by the EU stem from the peribthe 2003 agrarian reform, and
it is important to consider who, which member stagmforced their interests, and what
objectives shaped the established common regugtighn short, concise review of
international literature is therefore necessary.

I.1. The October 2002 agreement on the long-terndifig ceiling anticipated the
reform of the Common Agricultural Policy. The manet contributors to the CAP, in
particular Germany, increasingly insisted on theaidhat the exclusive financing role of the
EU budget needed to be reconsidered. The majoffibmies of the CAP, such as France,
rejected this proposal. The lobbying member stedashed a compromise in one regard: the
key to maintaining the long term financing of th@ranon agricultural policy would become
the increased separation of production and sulssidie the agrarian reform negotiations,
which started in mid 2002 and lasted a year, theablve was to separate the production and
the subsidies, to simplify regulations, and to dére¢inforce the interests of consumer demands
(including quality production, food safety, envimantal improvemens, increased role of
rural development, enhancing the competitivenesagatultural production, meeting WTO
requirements, and maintaining agricultural budgethscipline.) Along the above mentioned
objectives, in June 2003, an agreement was finadghed on an agricultural reform with four
priorities.

[.2. A consolidated economic support system wasigebased on partial separation of
production and support, known as SFP (Single Faaymient). The most important point of
the system is that the direct subsidies, which peViously been provided on different
grounds, would be paid in lump sums to each fuhm,amount of which would be calculated
as a flat rate of the sums paid between 2000 a0@.ZDhe direct payments are separated
(decoupled) from production, so the producer amrdpfoduct are not supported. In practice,
however, only partial separation was achieved,hasmember states were given various
flexible assessment options to determine the degfregplication of separation on different
products.

[.3. Modulation, or the reduction of direct paynmsenthis means that direct payment
sums over EUR 5,000 per farm were reduced by 3d45aper cent in 2005, 2006 and 2007,
respectively. Although the Commission proposed &ximise annual grants to large farms (it
would have been EUR 300,000 per farm), the propmaalnot accepted.

I. 4. Payments would be made on the conditionghaironmental, food safety, animal
and plant health, animal welfare and other stargdard complied with (cross-compliance).

I.5. Increasing funding were provided for rural d®pments, especially to fulfil food
safety, animal, plant, animal welfare requiremeite implementation of the new reform, the
decoupling of direct payments and production bagaact only on 1 January 2005, starting
from the concept of the SFP. The Single Paymene®eh(SPS), accepted in resolution
1782/2003/EC, and its current modification (73/2d08) constitute the EU’s agricultural
support system. Member states were given the optiqgmay subsidies according to the old
system until 30 December 2006. During the the sele®f the model, the member states
could choose the calculation of subsidies and ystem of their operation, within the limited
room for maneuver in national legislation.



[.6. The old member states could choose 3 modealsreét payment: historical based,
purely regional, and a mixed, hybrid model. Thedamental difference between the versions
is the benchmark for eligibility. The subsidies previded either on the basis of the previous
performance of the producers, or based on regiamatages. These three features of the
model can be summarized as follows:

[.6.1. The historical SPS model is characterizectlmyibility for subsidies depending
on the average land size cultivated over the retereperiod. The amount of subsidies is
determined by subsidy reference value, which isstiva of all the subsidies received by the
producers during the reference period multipliedth®sy amount of land eligible for subsidies
and cultivated during the same period. In orderetteive the subsidy, the active producer
must be historically eligible for the national fermajeure reserves. All agricultural areas are
eligible, with the exception of plantations. A unit eligibility is calculated by dividing the
specific amount by the size of the eligible areghm reference period. Eligibility is activated
each year in such a way that the size of the arest match the eligibility. The producer can
produce any crop, including previously unsupponpdahts, such as vegetables, including
potatoes.

1.6.2. Among the main characteristics of the araseld or regional (flat rate) SPS
models, it should be highlighted that the amourgriftiement is not determined on the basis
of individual producers, but on the average otladl producers in the region. The cumulative
regional publication is divided by the amount ohdaeligible in the year of the SPS’s
introduction, and the result is the value of th& oh entittement. This model does not take
into account the tyoe of agricultural activity cocted by the plant, what sort of subsidies it
has received and what production related costadt As a result, all entittements have the
same amount on a regional level. The reference amsuherefore based on the regional flat
rate sums during the reference period. The ent#ftermay only be activated on the condition
that the producer must be an active producer atirte of the introduction of the SPS. The
eligible area is the same as in the historical rhathe only difference is that the special
eligibility can be given to areas specialising maditional fruits and vegetables, such as
potatoes. The unit of entitlement is calculated dwiding the regional sum by the area
eligible in the first year of application of the SPand every producer gets their eligibility on
the basis of the first year. Activating the eligjitigiis done the same way as in the historical
model. The farmers can produce as much crops, alglgst fruits, potatoes as the eligibility
allows them. Due to the flat rate subsidies, thgiomal model does not accentuate the
differences in the income of the farms, as the hest worst performers receive the same
subsidies. At the same the flat rate subsidies mdace administrative tasks. The units of
premiums caused by the distribution effect in tlsigstem reduces the attrition of
uncompetitive producers.

[.6.3. In the so called hybrid model, the refereac®unts are regional flat rates for
certain sectors, and in other cases they are tualigrbased unique amounts. The condition
of activating the eligibility is being an activegalucer at the time of the introduction of the
SPS. The hybrid model is basically a combinatiotheftwo basic models. By combining the
advantages and reducing the disadvantages, the enestdtes can determine the amount of
eligibility by combining (where applicable) the tdgc and regional eligibilities. Several
versions of the hybrid model can be constructedchviban be divided into two categories:
horizontal hybrid and vertical hybrid. In both castr all producers who are producing in the
region, they ensure them a flat-rate payment entiéht by regional upper limit of the



percentage. A hybrid model offers the possibilitgttfunding allotment area-based grant and
historical elements- can change over.

1.6.3.1. The horizontal hybrid, the unit value @fyment entitlements shall be added to
the amount that an entity would receive under ietohcal model it. This value is added only
in proportion to the remaining part of regionaletinold is met. In the case of the hybrid
vertical extent of the rights of a unit increas®%percent of amount to which farmers are
entitled to support under the existing historic mlodAfter this brief mapping of the SPS
model in terms of three main position on the bas$ithe literature shows that the method of
allocation of entitlements affect the value of émgitlements per hectare because now the unit
of reference amount is different and the the uhihe entitlement is different as well. After
the detailed presentation of the operation fundthefSPS, it is noted that the literature has
more detailed analysf$,The SPS, as the production is completely separaten the fixed
allowance, is a key element in the control systéih@ CAP2.Member States' acceptance of
the SPS contributes to the Union provided the dppdy to link the partial production. In the
context of the SPS, according to Agenda 2000 drartting system. they allowed to continue
define condition for payment of production , ineag some payment entitlements. Through
the partial separation, a derogation possibilitg leen granted, which was validated to
protect the national and regional interests. Thep csector, the derogation option to be
exercised waffles 1 (cereal crops area payments @5% up or the case of durum wheat in
traditional production areas paid area additionmlding up to 40% of the seeds of direct
subsidies to 100% of the 2006-2010 tobacco premaiinip to 100 % of Hops support
maximum of 25%. in the livestock sector, the ctédughter premium 100% in the beef cow
premium of 100% of the adult animals go to slaughtemium of 40% and a special cutting
beef premium 75 %, and the sheep and goats afeditect grants of up to 50% in less
favoured areas provided additional transfers tagetBU restricted in a Member State the
possibility that the SPS (single farm payment sateander full use, as they the following
regulations are tied. From the financial envelopky compliant direct payments to be paid, to
the extent of freedom with respect to the Statat tihhe components of a Member State may
apply. The financial envelope content in brief ilade amounts, are determined by the
Commission. On the other hand a member of EU stwatiply with following Community
"game" rules. The Member State shall accept thanpat entitlements may transferable only
to another farmer who established in the same MenSate. In the case of actual or
anticipated inheritance, the payment entitlementsicc be transferred to active producers
who produces in an another Member States, howévatr right only could be used in that
Member States, where the producing is happen.

I.7. Bases detailing the operation of the SPS care switch the main elements and
relationship analysis of SPS. The old Member Stites January 2007, had to be applied to
the new system. Ten Member States have shiftechitosystem in 2005: (Austria, Belgium,
Denmark, the United Kingdom, Ireland, Luxembourgetirlands, Poland, Portugal,
Sweden) and an additional five old Member Stateddrd, France, Germany, Greece, Spain)
in 2006. The old Member States could choose amasgdon direct payment history, purely
regional and hybrid models. Application of the megil model was not compulsory. In order

! Popp.J-Udovecz G. (2007) Hungarian Agricluture &hél Accession, Paper prepared for presentatioheat t
joint IAAE-104th EAAE Seminar, Agricultura Econorsicand Transition: What was expected, what we
observed, the lessons laerned, Corvinus UniveditBudapest (CUB) Budapest, Hungary. September 6-8,
2007, p. 10

2 Tanka Endre (2008): BAdas: Az Egységes Tamogatasi Rendszer tervezetizétege (Az OrszAagijgs
Mezégazdasagi Bizottsaga) 2008.



to obtain direct payments agricultural producersdnaso eligibility and the eligible area. The
acquisition of entittements, and abide, the debniis limited. The supportable area is limited
by number of entitlements and respecting the ccosspliance rules. Validating the support
policy of Member State, It has National reservethwonly negligible value. In the direct
payments applies a lower and upper limit, and tngent is in addition to modulate. Direct
payments are limited by national ceiling (top upjom production to capture only partially
exercised in practice, according to the nation@rast. To fulfil the total amount of payment,
it should apply cross-compliance rules and showdrianaged accordingly. |1 would like to
notice, connection with above, in the practice theegrated Administration and Control
System (IACS) frameworks bring to life all that S&@ninistrative application. The literature
notes that the IIER system based on records dhth@duction, it is not made a public impact
assessment in Member States. From the above ibea®en, as the literature is unanimous
positions found the European Union opened a nevkehdny, the payment entitlements and
the introduction of a new concept of controllinghelcircle of the part of the segmented
market and market players were solely limited todlausers in practise. As far as the
concentration of support concerned, the literaforend that, among dependent on support
weight withdrawals would encourage the introductajrthe lower bound, functions as the
upper limit of the modulation would obstacle aidncentration. The face value of the
payment entittement may vary significantly betwé&ember States depending on the type of
the described above SPS model. Changing of theugaaamodel is the possible for Member
State, it may result as approximation of specifidue of the payment entitlements, because
the integration of the decoupled subsidies dependbke decision of the Member State

1.8. The relationship between SPS and the new MembtsSta

European Union gave an opportunity to new membantr@s to pay off direct agricultural
subsidies in simplified system for agricultural gweers, instead of the SPS. SAPS was
designed in the accession negotiations, to faiglitae integration of the complex workings of
the CAP. (SAPS) (Simplified Area Payment Schemepeated after extra time — up to 2013
the EU permitted for the new Member States. Sydtach been introduced by 10 member
countries until 2009, however Malta and Slovenieidied that system, which was applied by
the old Member States. SAPS, which introducedHerrtew Member States, has aim no more
is that, EU can offer opportunities of simplifiedatt payment for the new Members, and
thus, EU can facilitate the accession and membhgrshiring its first years of preparatory
work, and reduce its cost. Meaning of the SAPSgetieno obligation of having rest area, and
the payment is not an animal or per tonne of prodnds made on the basis of the amount
specified, but only per hectare of agriculturaldaiccording to system, single payment
scheme involves per hectare of eligible agricultlaad, up to the national ceilings, which are
decided in the Accession Agreement. The SAPS isnéisdly a separate support system, in
which there is no obligation to produce. The paymmsnbased on the Commission's
establishing national financial package. The SAR®uwt per hectare is calculated by the
relevant Member State by dividing the national ficial package for the agricultural area.
Except Slovenia and Malta, all of the new Membeat&t in 2004, on accession chose the
support form of the SAPS.

[I. SPS and the Parliament



It was a sharp debate about the introduction ofsihgle farm payment scheme and
operation of the proposed Act in the National Assigmrhe divergence of views is basically
arose that correctly determined that the historicake year to be 2006. During the
parliamentary debate on the historical base, cotarguments about the historical base of the
raised position is that the introduction of SPSatied the constitutional right to property, as
well as retroactive legislation is breached (20@&ds of legal certainty The National
Assembly 2008. session held on 20 October 205 vimte$63 no votes against, with 5
abstentions, accepted under the single farm paysofieme and operation of on T/5883. Bill
(hereinafter SPS Code). The Speaker of The Natiassembly sent to announce the SPS Act
in 2008. on 28 of October to the president's effidgainst The SPS Act, President of the
Republic expressed constitutional concerns, s@ ihat signed, but he initiated in 2008.
November 12 at Advocate - 26 of the Constitutio@gBof that virtue of the authority - the
Constitutional Court on the 1989th XXXII. Act (herefter referred to as the ACC.) 1 Of §
a), 21 8 (1) b) and 35 § Act on the basis of th& $Reliminary constitutional review. The
petition stated that the Constitutional Court'scpce is treated as an absolute limit on the
prohibition of retroactive legislation: The legitan for the period prior to its publication
does not impose an obligation or comply with the tlbes not define as a retroactive levying
illegal. In the opinion of the President of the Bblic, legal security in relation to the change
in the law is ultimately nothing more than legitima gave confidence to protect the
continuity of the law, promising because of thengigant legal entities established or the
decision could be based. As stated in the petig@nenshrined in the Act 8§ 15 (3), a) is
contrary to the Constitution, 8 2 (1), becauseisieffit public interest in the absence of a less
favourable legal situation for farmers who in 200&s therefore commenced their activities,
or increased profit by sale or rental of their imalted area eligible for aid. In the petition tied
to the passage of time the public interest foundatwhich shows that if the legislature more
time for the introduction of the SPS, the landowneuch as entities, by providing sufficient
transitional period could reconsider their contmattrelationships, and, its they could adapt
them to the changed circumstances, for example ¢heymodify the contents of leases. The
transition time for preparation, According to thetran of the Constitution follows from the
principle of legal certainty and protection of kgiate expectations, that the interests of
landlords and tenants concerning legislation whiabuld constitute the essence of the
applicability of Community law.

II.1. The Counter Opinion of Minister

Rural Development Minister expressed a dissentiopitotal of three letters, against
the vision of the President of the Republic, whigdre sent to the Constitutional Court. The
dissent succinctly built on the following considéras: On the one hand, questioned, that the
introduction of the SPS Code and, within a mattehistorical connection with the base,
wonder whether there is jurisdiction of the Comnmgitnal Court? On the other hand, it
tentatively stated, that if the Constitutional Giomere to hold that the jurisdiction exists, then
the legal position should based on essentiallyGbexmunity legal context. He asked, that
any delay in the decision of the Constitutional @adoes not mean restrictions on the
exercise of legislative power under Community 1dw. do this, a question related to that is
the subject of the grant application no later th&nMay of each year shall be submitted by
the underlying legislation is before 15 May to entgo force at an earlier date. Mid-March
2009, the Minister informed the Constitutional CGobly letter about the adoption of a
Commission Regulation, which for the new Membete&taexplicitly allows the introduction
based on the historical basis of SPS with theseéitons: the base date can be just past and



Member State can decide about the base periodyg@areor more). The Constitutional Court
in 2009, on 3th of November, heard the MinisterAgfriculture and Rural Development
Minister, Jozsef Graf in Plenary Hearing the Mieistexplained the following, to the
Constitutional Court. Among Policies of the Eurapednion, the agricultural and rural
development policy has a one of the feature, iteartide control of the EU's competence. He
referred to the contract of the EU. 38. article (i)der which the EU's common agricultural
and fisheries policies are carried out. He refeteethe contract of the EU. 39th draft Treaty,
which sets out the objectives of the CAP, citedbfi@rticle, which discusses the tools of the
CAP. Centralized control of the EU Council, the Goission only has the power of the
Common Agricultural Policy objectives and tools figtermining and approving, including
both national and Community funds provided for egjtural subsidies. The substantive level
control regulations primarily and directly appliten all Member States. He drew the
Board's attention to the Constitutional Court tha laws of the Member States of the
Community do not require alignment, but also to lenpent a Community act. Thus the
regulatory sovereignty of the Member or Communiipafcial instruments express
authorization is based on, or associated with ex@atuorganizational and procedural issues
may be aimed at. The national regulatory autonasngat absolute, because the principles
laid down by Community legislation, the conditiots be achieved by all means be
considered. Another characteristic is that if ttieal of its own agricultural policy to govern
the funds from the national budget, it is only pafrtthe Community legal framework, for
example. called or de minimis block exemption casegered, as well as adequate prior
notice or approval before you can do it, and afierannouncement of both the Commission
and any Member State may indicate the objectiorsnag the proposed measure. He
informed the Constitutional Court, that if a MemlI&tate is not specifically exempted from
the notification requirement of agricultural polioyeasures require, it is only a special, so-
called for several months, must do so within tlaenfework of the notification procedure. The
Comittee make an individual decision about The psepof the Member States. The Minister
called on the Constitutional Court's attention ke tdangers of launching infringement
procedures. That is, in the case of a CommunitythetMember State regulatory obligations
or administrative measure taken to require thatdiwdline is not done, of subsidies in the
form of imposed financial sanctions, the EU MemBtte to initiate these proceedings and is
not relevant to the that failure was due to whasom. The Minister of motion deduced that
only 2006. historical base year without SPS candrestitutional. The view that the President
did not rely on motion due to the fact that Commytaw, the seventeen countries of the EU
have historical bases operates under the SPS syldenirew attention to a presumption: In
the event that the competent body of the EU forynetlercised its power to declare. He also
supported the presumption by an example: In hig/ v&PS Law 8 15 paragraph 3. a) which
was solicitous by President of Republic, is accocga with Council Regulation
1782/2003/EK 71 d (3) of the objective criteriadahose and do not lead to distortions of
competition and the market. According to the manisi position, Presidential resolution does
not take into account SPS statutory authorizatdnch was given into disponing Minister of
Agricultural Policy Articles 21 § 2 (8) p) and Adidinal historical base eligibility on
160/2008 (XII.18) FVM Regulation, which it wouldtde disadvantages from the historical
base 2006

lll. Relation of Constitutional Court and the Spsvl

Majority decision of the members of the Board: Abquestion of legal certainty, the
Board emphasized that, it does not in itself cagtta application of the historical basis of



legal certainty resulting from the principle of tection of legitimate expectations. Not even
the fact that the base year history, and it isimatiself violate the legal certainty that this pas

2006. calendar year. No change in the legal enmen, economic interest alone will not

necessarily protect the Constitutional Court. Trepprty shall not prejudice the right of self-

counterfeiting-growing landowners' rights, legitiimaxpectations without hurting producers,
but only in respect of the national supplementse @icision is explained in detail in the

second shortcoming is contrary to the Constitugofl) a guaranteed rule of law principle
that the entities concerned - producers who havistarical basis right after creating acquired
or increased SAPS area such as that in 2007 an8, 20Gew grazing areas have been
announced - the SAPS entitlements earned in tméirvalue is a principle or a significant

part of the new rules may lose a potential eff€be unconstitutionality of the body that can
be eliminated in several ways. In the previous eystthe legislative support for his

consideration of the legitimate expectations ofdpiers define the framework in which the
Minister responsible for agricultural policy deosj but other than thatthe SPS
Act (2006) the historical basis may be used.

lll. 1. Holl6 Andrés Dissenting opinion by the Cohgional Court, which Bragyova Andras
and Miklés Lévay joined

He does not agree with the operative part of thpmtydecision, and in his view, the
introduction of the single farm payment scheme apdration of the National 2008th 20
October meeting, adopted on 15 of the Act § ()fahe unconstitutionality of the decision,
the reasons can not be estimated. He explainedhbanajority opinion adopted 2010/142
Constitutional Court Decision on SPS Ordinancewvaelj but in the unspoken, protection of
legitimate expectations (promissory note) in suppof its legitimate constitutional
requirement and a significant loss of principlgtssible view determines its violation. In his
opinion the Constitutional Court exceeded its dtutgbnal protection function with the broad
interpretation of protection of legitimate condtibmal requirement, and it can intervene in
situations of economic policy. The view that thguieement of legal certainty, protection of
legitimate law a broad interpretation of the SP8 kat be deduced. In his opinion does not
follow from the requirement of legal certainty, thignister nor a its mandate unconstitutional.
The control system of agricultural subsidies urtlerprovisions of the Constitution cannot be
considered the exclusive legislative matters. théslegislator's subject of free choice, which
lays down rules to determine which rules and lamp@wver the government or the minister.
The authorization given to the Minister 1 of thet Ao § (5) the authorization would not be
regarded as unlimited, seriously limit the posgipilof the Minister's decision by the
European Union's Common Agricultural Policy of thets, such as the law underlying the
SPS regulation and national regulation 73/2009/Ellacing the ceiling, the use of the
national reserves and the development of the octijitra

lll. 2. Dissenting opinion by Laszl6 Kiss

Laszlo Kiss by constitutional court partially dieeg opinion, which was joined
Levay Nicholas Constitutional Court stated that ginevious practice of the Constitutional
Court or the only immediate or short preparatiameti next year or forfeited restricted
permissions applied. He drew attention to the BPS Regulation which was interpreted by
Constitutional Court of 2010/142 Decision, reagatordance with Community law decision
in principle of retroactive legislation implementgthout having to be an affront to the



Constitution. His opinion can be summarized asvistoAccording to his view, the protection
of legitimate expectations, which does not berfediin the protection of fundamental rights,
cannot be based on assumptions. In his view thas itwell established” legitimate
expectations of the majority decision is a poliegidion is superimposed elected: In view of
the fact that the motion has not relied on in Majaantem retroactive existence of a control,
the motion because of lack of substantive congiitat relationship could have been
dismissed. The reform package in 2003, althoughirezapstudies show that it was the most
current package, when they it accept, compromisskened in many respects. According to
international experts, the most controversial eleinoé it is that under certain circumstances,
in some cases, such as grain, meat, dairy sectemidr States got an opportunity to
maintenance a significant proportion of productielated subsidies. What was most painful,
they failed to impose a ceiling on large farms suppAll of these threatened the upper
ceiling of agriculture budget which was adopted2B02. Member States got much more
freedom in different forms of funding for maintecan which distorted competition.
According to general view, impact on the land maddethe SPS is that, among land market
of development of Member States, which introduce #gystem, there are significant
differences in proportion of the lease of landrddtiction of the SPS and the redistribution of
income between landowners and land users landspaind through land rents it affects the
land market transactions. According to the expegeof the Member States adopting SPS in
2005-2007, subsidies from production disconnecthmg least fertile land prices increased.
The payment entitlements with newly leased areats igave increased significantly. In the
different hybrid models using Member States, theelolimit of the land lease became the
face value of cross-compliance (cross-complianosj of a reduced eligibility. Introduction
of the SPS did not achieve the desired effect, umxthe land-users' bargaining power could
not be confirmed. The main reason is that, the gayrantittements were acquired largely by
landowners instead tenants, hat the land priceslamdl rents increased equally. It makes
difficult to entry of start up farming, and it litnihe increase in area of working farms that,
during they purchase entitlements exercisable grélhtoe shared between the old and the
new owners. The introduction of the SPS Old Mengtates would land market did not reach
the intended impact.

IV. Whom interest, Qui protest?

It makes difficult to enter for beginners, andimits and increasing of the area of
operational holdings that fact, during land buyiegercisable support will be shared between
the old and the new owners. The SPS from new emd/ sizes increase their operating
efficiencies from the requirement due to the faet the rationalization of production in itself
lead to greater income. The income increases, rfibe pf land increases. The speculation is
the low value of the payment entitlements rise amflence. The free sale of payment
entittements to SPS support is not capitalizedhim price of land. The distribution rights
hinders the payment entitlements markets, whichdclead to an increase in land prices. The
face value of the payment entitlements between Meritates depending on the model and
applied SPS in a Member State is also significawlifferent. According to Analysts,
substantial speculative effects may occur in cddeve land prices and land rents, separate

* Swinnen J.-Ciaian, P-Kancs A (2009) Study on thadfioning of Land Markets in the EU Member States
under the Influence of Measures Applied under tlen@on Agricultural Policy, Final Report, Centre for
European Policy Studies, Brussels p. 318



land ownership and land use, the production andppetd reserves. By the introduction of the
SPS, toolbox of new land policy extended with néaments. The introduction of regional
model change bargaining power between producersedte a new competitive situation,
those whose have historical benefit, they try tienap their property, and those, whose have
historical disadvantage, they are interested iruiaeq additional property acquisitions. The
payment entitlements and the concentration of fasrfacilitated that Member States may
refuse payment for workers who in agriculture ecoimchave activities only a small extent or
who has not the primary occupation agricultureliies. The SPS is based on the functioning
of the EU legislation in force for the time bein@13's warranty, so the common agricultural
policy and the future of the SPS risks, uncertasrising from the cost of entitlements are
usually relatively low, moderate interest. In Hungdhere is high degree of concentration of
land use. The management system is based on tént imdividual farms the proportion of
ownership is typical. (Leased land makes up onlp%). The land concentration takes place
in private farms. The subsidies in excess of EUR®,provided to domestic and EU plants
are equal, (EUR 22.500 / plant), but the proportodrfarms receiving such payments in
Hungary is only 6.9%, while they receive 69.7% lué total direct subsidies. Based on land
usage records, land ownership is fragmented andedivin 2008, the average size of landed
properties owned by natural persons was 9.4 hectdidas consisted of 4.4 pieces of 2.1-
hectare parcels, while the average property sitzegail entities was 259.5 hectares, consisting
of 35.8 pieces of 7.2-hectare parcels. The propasedestic SPS model is aligned to the
existing land market conditions, it mainly servias interests and promotes the improvement
of large companies and individual farms, it assibtsr development. By the allocation of
payment entitlements, it would provide significgotential tax-free financial benefits, which
would incorporate into the price of the plants.Hangary, the short term benefits of the
introduction of SPS would favour land users, assthigsidy would not be capitalized in land
prices. The SPS is actually about under what cmmdit 10 per cent of the agricultural
population can obtain guaranteed intangible asgetsajor shortcoming of the national land
policy was that after the accession to the EUdtribt consider the viability of small farms an
important goal. From a professional viewpoint, thain dilemma of SPS is that in the
historical and hybrid models the enforcement oficadfural policy goals impedes the
structural transformation in long term, and sulesdare inevitably incorporated into land
prices, which favours the land users. In The regi®@PS model, however, only, the structural
transformation can be promoted the long run, ottggicultural policy objectives cannot be
implemented. In the single payment scheme (SAP8gtly in effect the land use structure
and the position of the farmers can be improvedaigenore justly.

V. The mechanism of action of SPS in Hungary, basdiferature:

According to the positions elaborated in the litere, the institution of the SPS is a
powerful catalyst which finishes the original acadation of capital, and allows two-thirds of
the land base to be taken into monopoly at a syimpoke primarily by the large-scale layer
of agriculture, foreign and domestic capital comesanat the expense of approximately 1.8
million landowners. On a national scale 62 peradrthe land and 69 percent of the arable
land base is leased, and most of the 1.8 milliesdes are proportional owners due to both
political and economical compulsion, who, due te ttonstitutional omission of the state
(partial restitution instead of total compensatjdmve been deprived for more than twenty
years form naturally receiving their lands backeToncept of the introduction of the SPS
reveals why the co-ownership share had to be fckemed the bulk of it had to be returned to



its owner on paper more than 20 years ‘afibe synergistically negative effects of SPS are
cumulative: the employment contraction, destructioh small farms (distortion of
competition), the permanent distortion of the owh@ structure, the dominance of large
enterprises, the destruction of villages, and #teribration in rural quality of life. Thus SPS
reinforces the monopoly of acquisition, as whoeseguires the subjective fledged support
based on the 2020 European Commission Concepedsséee or land user can dominate the
land, the facilities and the entire industry, aimelytcan displace millions of current productive
employees from the agricultural industry. The SR&dfore favours a small group, which is
supported by the literature as well. The subsiditlements are not awarded to farmers who
exceed the viability threshold, so they cannot stegi themselves. Consequently, the
introduction of SPS does not improve the competitess of the small scale family farms in
the Common Market of the EU, but it favours theitzdpich large scale land users of the EU
15 member states. It is no coincidence that thefgan Court of Auditors admitted in the
2011/5 EU resolution that the SPS favours latifund in agricultural economy.

VI. Summary

Hungary originally planned to adopt SPS insteadttef SAPS system, but the
President referred the law introducing the meastoréke Constitutional Court. Introduction
of the SPS would have been possible in 2010 at elwdiest. The President of the
Constitutional Court did not make a decision in 200he government formally indicated to
the Commission in August 2009 that it intended dop the SPS system in 2030but the
introduction did not take place due in part toldek of normative control.
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