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1. Introduction

The logic underlying the
greening of direct pay-
ments in the most recent
CAP reform is enhancing
the provision of public
goods through the agricul-
tural activity. Quite s-
traightforwardly, a compo-
nent of the total amount of
direct payments becomes
the remuneration for spe-
cific actions required to
farmers: if they pursue
these specific actions (or
other considered equiva-
lent) they receive that re-
muneration; if not, they do
not receive that remunera-
tion and sanctions may be
applied. The long path that
led to this decision moves
from two different origins:
on the one hand, the ac-
knowledgement of the rap-
id post-war transformation
of agriculture in Europe
that entailed many envi-
ronmental consequences,
especially in terms of bio-
diversity reduction and
pollution increase (Garrod,
2009); on the other hand,
the need to justify the large
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amount of direct pay-
ments granted to farmers
with no specific commit-
ment on their behalf
(Anania, 2013).

The first step towards
the reduction of the envi-
ronmental pressure of a-
gricultural activities has
been taken by the second
pillar of the CAP, thanks
to the agro-environmental
measures. An attempt to
justify direct payments as
remuneration for the pro-
vision of public goods in
agriculture came with the
conditionality (Matthews,
2013). With the greening
of direct payments, the
EU keeps following the
same path: a mandatory
set of requirements to
meet in order to “gain”
the full amount of direct
payments.

The fulfilment of envi-
ronmental constraints im-
plies a change in land
management and use of
techniques that have con-
sequences on the cost
structure for farmers. De-
spite the optimistic views
of the Commission on the
impact of greening on

production costs, account should be taken of the specific
production systems to address this issue.

In this paper we shall carry out a preliminary assessment
of greening cost for farms in Italy, focusing on two specif-
ic production systems: maize (mainly in Northern Italy) and
durum wheat (in Central and Southern Italy). First, our aim
is to quantify the farms and the agricultural area in Italy
concerned by the mandatory greening requirements in order
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to identify the “representative farms” for each region where
the two production systems prevail. Secondly, based on da-
ta from the Italian FADN, the change in the total gross mar-
gin value, due to the change in the farm specialisation, is
calculated. Finally, the change of gross margin (which is
usually a loss, resulting from the obligation to diversify
specialised systems) is compared with the share of direct
payments related to the fulfilment of the green payment re-
quirements. This analysis shows that, as regards the farms
specialised in maize production, the loss of income due to
the increase in specific costs (incorporated in the gross mar-
gin value of each crop) is higher than the share of direct
payments representing the “remuneration” of the public
good produced (green measures). In contrast, for farms spe-
cialised in durum wheat, it seems that the green payments
would compensate the reduction of gross margin deriving
from the new environmental obligations.

After a short description of the greening of direct pay-
ments and of the related debate (section 2), section 3 briefly
reviews the current literature on the economic effects of
greening across the EU. Section 4 focuses on the objectives
and methodology of the paper, while the results are illus-
trated and discussed in section 5. In Section 6 some con-
clusions are presented.

2. The greening of direct payments

The objective of greening direct payments is not new to
the CAP: since Agenda 2000 much effort has been put in
justifying direct support and CAP ,in general, as a sustain-
able policy capable of improving the environment and the
synergistic connection between agricultural activities and
environmental concerns (European Commission, 1992; Eu-
ropean Commission, 1996; Ahner, 2001)". Nevertheless, for
the first time in the CAP 2014-2020 (European Parliament
and Council, 2013) an explicit attempt to remunerate pub-

I'This new set of measures goes in the same direction of the cross-
compliance being, as it is, a non-contractual and mandatory meas-
ure. At the same time, large efforts towards a more effective green-
ing of the CAP have been pursued within the second pillar with
the agro-environmental measures, based, on the contrary, on a
contractual and voluntary approach.

2 This requirement does not apply where more than 75% of the el-
igible agricultural area is permanent grassland, used for the pro-
duction of grasses or other herbaceous forage or crops under wa-
ter or a combination of these uses, provided that the arable area
not covered by these uses does not exceed 30 hectares.

31In 2017, the Commission will present an evaluation report on the
implementation of this requirement and the threshold could be in-
creased from 5% to 7%.

4This requirement is not applied even where more than 75% of the
eligible agricultural area is permanent grassland, used for the pro-
duction of grasses or other herbaceous forage or cultivated with
crops under water either for a significant part of the year and
where more than 75% of the arable land is used for production of
grasses or other herbaceous forage, land lying fallow, cultivated
with leguminous crops or a combination of these uses. The re-
quirement is though applied in cases where the arable area not
covered by these uses would exceed 30 hectares.

lic goods produced by farmers through a specific compo-
nent of the direct payments has been introduced. The so-
called green payment is a share of the total potential pay-
ment that farmers may receive from the CAP in exchange
for the provision of public goods. According to the new reg-
ulation on direct payments, 30% of the total amount of re-
sources devoted to direct payments in each Member State is
conditioned to the respect of three mandatory requirements:
to maintain on-farm permanent grassland and, limited to
farms specialised in arable crops, to diversify crops in order
to improve biodiversity and to devote 5% of the UAA to
“Ecological Focus Areas” (EFAs). Organic producers and
farmers in the “small farmers” scheme are exempted from
the obligations in order to receive green payments, while
certification schemes and some voluntary agri-environment
schemes that yield an equivalent or a higher level of bene-
fit for the climate and the environment can be considered
“equivalent” to the three greening obligations.

The requirements that may potentially have an effect, to a
large extent, on farms’ management and, indirectly, on
farms’ revenue, are the crop diversification requirement and
the introduction of the Ecological Focus Areas (EFAs).
Crop diversification applies to farms with arable land ex-
ceeding 10 hectares and it requires the presence of at least
2 crops on arable land between 10 and 30 hectares (the
main crop should not cover more than 75% of the total
arable land), and of at least 3 crops on arable land exceed-
ing 30 hectares (the main crop should not cover more than
75% and the two main crops together should not cover
more than 95% of that arable land)?. The EFAs requirement
applies only to farms with at least 15 hectares of arable
land. These farms shall ensure an EFA corresponding to at
least 5% of the arable land?. The following land uses can be
considered as EFA: fallow land, terraces, landscape fea-
tures, buffer strips, areas with short rotation coppice with
no use of chemical products, afforested areas, areas with
catch crops and areas with nitrogen fixing crops*. Member
States may decide to implement up to 50% of the EFA at the
regional level in order to obtain adjacent ecological focus
areas and may also decide to allow farmers whose holdings
are in close proximity to fulfil this obligation on the basis
of a collective implementation.

These new environmental requirements may be consid-
ered an effort to reduce the mono-cropping specialisation
that has been the result of years of productivism and agri-
culture industrialisation and, to some extent, an attempt to
pave the way to a new sustainable approach to produce a-
gricultural products and food (Schmid et al., 2012). The “a-
gricultural practices beneficial for the climate and the envi-
ronment” that have been introduced in the new regulation
for direct payments (1307/2013) are a compromise between
the original proposal of the Commission and the revisions
proposed by the European Parliament, whose position was
relevant in reviewing the original draft of the Commission
(for a better understanding of the intense debate on this
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matter, see Matthews 2012; 2013 and Bureau 2013). Ac-
cording to many authors, the result, is a “less green” CAP,
but at the same time, it is acknowledged that simplification
is aimed at “more manageable” measures (Bureau, 2013).

The main points of criticism on the greening measures in
the academic environment are related to the environmental
benefits that may result from this type of super-cross com-
pliance, since the common rules are applied to the whole
EU territory without considering the diverse characteristics
of the different agro-ecosystems across Europe (Garrod
2009; Jambor and Harvey 2009).

In a paper published recently in Science, Pe’er et al.
(2014) argue that, through the greening of direct payments,
the European Union has lost an opportunity to design better
guidelines to improve agricultural sustainability, since the
new environmental prescriptions are so diluted that they are
unlikely to benefit biodiversity. However, the authors main-
tain that the individual Member states can still use flexibil-
ity granted by the new CAP to design more effective na-
tional strategies aimed at protecting farmland habitats and
at ensuring the long term provision of ecosystem services.

Similarly, a study by Westhoek et al. (2012), concluded
that the introduction of the greening measures will not have
a significant impact on the quality of the natural environ-
ment given that compliance applies only to 2% of the agri-
cultural area in the EU. This study shows how the EFA re-
quirement is potentially the most effective measure in pro-
viding highly valued public goods, but that this effective-
ness could be increased by tailoring these measures to local
conditions and, above all, by stimulating the implementa-
tion of green infrastructures at territorial scale through co-
ordination and cooperation. In this perspective, Mahé
(2012) maintains that the definition of the EFA should not
apply to farming units but rather to a spatial grid. He also
points out how the EFA can end up removing fertile soil
from production while the exchange of entitlements and ob-
ligations would concentrate the EFA in areas of higher eco-
logical value and lower fertility.

Matthews (2012 and 2013) underlines how greening
would add costs to the farmers while their capacity to en-
sure measurable environmental benefits are rather ques-
tionable. Matthews also considers the attempt to green the
direct payments as a way to avoid larger cuts to agriculture
in the budget discussion, but the lack of serious cuts to pay-
ments, when the greening requirements are not met, under-
mines this assumption. In other words, no considerable sav-
ings would have been generated. At the same time, it would
have been possible to green the CAP more effectively by
enhancing the agro-environmental measures in Pillar 2
rather than greening Pillar 1.

One more sharp position has been expressed by Bureau
(2013) that maintains that the CAP, particularly after the a-
mendments by the European Parliament, will be less green
in the future, above all due to the equivalence of national
schemes with the greening measures. Indeed, national

schemes are often voluntary and they cannot be considered
equal to mandatory measures. Furthermore, the extension
of the “green by definition” to all non-arable land and to the
“small farmers” will also reduce the positive impact of the
green measures.

According to several authors, in some Member States the
greening measures partially overlap with a number of
“Good Agricultural and Environmental Conditions”
(GAEC). Thus, specific payments will be introduced for
some practices which are already required without payment
under cross-compliance, where the Member States have the
potential to be tailored more specifically to local conditions
(Hart and Baldock, 2011). In order to increase the effec-
tiveness of the greening measures, a high implementation
flexibility is also requested, to take account of locally spe-
cific issues and to allow flexible interpretation at farm lev-
el so as to achieve the expected outcomes. The need for an
increasing flexibility of the measures was also recognised
by the Groupe de Bruges (2012), according to which the
greening rules “seem random, rigid, ill targeted and lack in-
centives for farmers to keep on improving their ‘green’ per-
formance”.

As regards the policy effectiveness, some authors argue
that the greening as such is not cost-effective, since it would
increase the administrative burden for farmers and the im-
plementation costs for national authorities (Roza and
Selnes, 2012). According to these authors, this would be le-
gitimized only by substantial environmental effects which
currently do not seem fully documented.

Finally, the shortcomings of the greening of direct pay-
ments identified by Mahé (2012) are related to the low re-
quirements with respect to the existing practices (crop rota-
tion and portion of utilized agricultural areas in ecological
focus areas) and to the high cost of environmental bonuses
due to their application methods (supplements to basic pay-
ment on all the utilized agricultural areas, without adjust-
ment to shortfall).

3. The economic effects of greening

In the recent literature only a few works have explored
the impacts of the greening measures on farm revenues.
The first economic assessment was carried out by the Euro-
pean Commission (2011), where the effects of the new en-
vironmental obligations on the income of European farms
were assessed through FADN data. In this assessment the
effects of greening were estimated to be, on average, 43 Eu-
ros per hectare of potential eligible area. However, it was
recognised that such a cost may vary widely according to
the regions and farming systems, given the differences in
land use and profitability as well as the specific situation of
each farm. Based on this evaluation, in the EU-27, the
greening measures would lead to 29% of farms having a
cost between 15 Euros and 30 Euros per hectare, 4% hav-
ing a cost higher that 200 Euros per hectare and about 21%
of farms having no cost at all.

Several agricultural economists investigated the econom-

24



NEW MEDIT N. 2/2015

ic effects of greening in various Member States. Czekay et
al. (2013) and W?s et al. (2014) analysed the effects of
greening on Polish farms. Following an optimization mod-
el, the main outcome of these studies is that the majority of
Polish farms are already complying with the new environ-
mental requirements. For the remaining farms the fulfil-
ment of the new requirements is mainly dependent on the
reduction of UAA for the EFAs and on small changes in the
cropping structure. This will have a negligible impact on
farm income generated by the Polish agricultural sector.
Similar results, with a different methodology, were ob-
tained by Heinrich (2012) for the German farms. She
worked on 18 farms covering most farm types in Germany,
evaluating the greening effects on gross margins. All in all,
the share of direct payments devoted to the greening meas-
ure is a strong incentive which encourages farmers to join
the scheme and only farms with a high gross margin might
turn down the support. Another study addressed the effects
of greening on Cornish farms (Brown and Jones, 2013), fo-
cussing on dairy, mixed and upland farms. Semi-structured
interviews were used in this study to investigate farmers’
reaction to the greening measures. Con-

steps of analysis. The first step relies on data from the sixth
Italian agriculture census (farm universe) to estimate the
potential number of farms affected by the greening meas-
ures (Vanni and Cardillo, 2013). Such elaborations aimed at
identifying the structural features of the “representative
farms” for the two main arable systems under study: maize
and durum wheat. From there, we take a step forward using
FADN data to calculate the change in the gross margin val-
ues following the implementation of greening and to com-
pare these values to the green payments in order to assess
the actual cost of greening on Italian arable farms.

4. Objectives and methodology

The paper focuses on two specialised farming systems
that are likely to be affected to the greatest extent by the in-
troduction of green payments in Italy: the maize system, lo-
calized mainly in Northern regions, and the durum wheat
system, especially localized in Central and Southern re-
gions. Tables 1 shows the regions selected for maize and
wheat specialization respectively, as well as some features
of the regional arable crops sector.

clusions indicated that these measures had

Table 1 - The arable sector in selected Italian region.

Farming system specialised in maize production

Farming system specialised in wheat" production

a heavy impact on dairy farms, in particu-

lar on those which grew only one arable

% of farms

% of farms

. . . specialised | % arable % maize specialised | % arable % wheat/
crop. Mixed farms were also considerably |Region inarable | land/UAA  /arable land inarable | land/UAA
affected by the permanent pasture and crops crops arable land
crop diversification elements of greening, |Piemonte 305 53.7 34.0 Marche 487 79.4 39.8
while upland farms were likely to remain  |Lombardia 411 72.5 47.5 Molise 35.8 723 403
largely unaffected. Veneto 53.7 70.2 50.3 Puglia 12.8 50.7 54.9
As regards Italy, the effects of the post-  |Friuli V.G. 60.1 743 49.1 Basilicata 36.4 60.2 46.0
2013 CAP Reform on farms’ margin were  |ltaly 237 54.5 16.0 ltaly 237 54.5 28.0

evaluated by Arfini et al. (2013) through
Positive Mathematical Programming. Fol-

I Common wheat and durum wheat.
Source: Istat, 6th Agricultural Census.

lowing the simulation of these authors,
based on FADN data of 460 farms located in the plain area
of Emilia Romagna Region, the economic impact of green-
ing (calculated as income foregone) in this area is on aver-
age 21 Euros/ha, corresponding to a reduction of only 1.5%
compared to the baseline scenario. A Positive Mathematical
Programming model was also used by Solazzo et al. (2014)
to analyse the effect of the CAP reform 2014-2020 on pro-
cessing tomato. This study shows that, whilst the conver-
gence process will reduce considerably the profitability of
this sector, the impact of greening requirements would not
differ greatly compared to arable farms. Vanni et al. (2013)
analysed in a previous study the impact of greening on farm
gross margin for five Italian regions (Piemonte, Lombardia,
Marche, Puglia and Basilicata), with a view to observing
the possible effects of greening measures as proposed by
the European Commission in 2011 in different arable farm-
ing systems across Italy. The study shows that the econom-
ic impact of greening vary to a large extent according to the
characteristics of the farms, their location and their eco-
nomic and physical size.

The present article adds to this literature featuring two

These eight regions were selected on the basis of the fol-
lowing criteria:

*The selected regions are particularly relevant in the
arable crop sector in Italy, since they concentrate 53% of
the Italian farms specialised in arable crops, totalling
60% of the arable crops area at the national level;

* The area share covered either by maize or wheat in these
regions is generally well above the national average, de-
termining a strong specialization of the arable farms in
these two crops.

In addition, according to some recent simulations regard-
ing the number of farms involved in the greening measures
(Vanni and Cardillo, 2013), these regions proved to be po-
tentially affected by the greening measures to a larger ex-
tent compared to other regions, due to both their higher av-
erage size and their strong specialization (see table 2).

The first step of our analysis was to identify the structur-
al characteristics of these specialised farming systems in
the different areas (mountains, hills and plains) for each re-
gion under study.

Since it was not possible to detect information about the
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Table 2 - Arable farms (%) affected by greening requirements in selected Italian regions.

farm has the average

Farming system specialised in maize production

Farming system specialised in wheat" production

characteristics of a sub-

Region Crggl;illv. EFA only grrli)ipE(l];X Total Region Cr(o)glglv. EFA only g;ng(::lX Total ;traorll;;al(l)}t{ fl_la?_zgg?rnhe;lé?
Piemonte 32 11.6 6.9 21.8 Marche 33 9.1 4.1 16.4 fOI'C, a repreéentative
Lombardia 4.4 17.5 12.9 34.8 Molise 6.2 11.3 4.7 222 farm is not necessarily a
Veneto 2.0 4.7 2.9 9.5 Puglia 8.4 5.0 11.0 24.3 real farm, but its struc-
Friuli V.G. 2.6 7.3 3.7 13.6 Basilicata 10.6 6.3 8.0 24.9 tural characteristics can
Italy 3.1 5.6 42 13.0 Italy 3.1 5.6 42 13.0 be theoretically “built”

I Common wheat and durum wheat.
Source: Elaboration on Vanni and Cardillo (2013).

(De  Benedictis and
Cosentino, 1979). In or-

der to define a represen-
tative farm, it is neces-

Table 3 - Degree of specialization for farms affected by the crop diversification requirement in selected Italian regions. sary to allocate the entire
% of farms with maize cultivated on > 75% of arable land % of farms with wheat cultivated on > 75% of arable land popu]a‘[ion of farms of a
Region Mountains Hills Plains Total Region Mountains Hills Plains Total given territory in homo-
Piemonte 45.5 40.6 57.3 53.7 Marche 34.1 48.5 - 46.6 geneous groups (ln our
Lombardia 46.7 53.8 623 614 Molise 272 50.8 - 464 | work these groups coin-
Veneto 2.6 74.1 64.2 65.5 Puglia 78.3 56.3 62.4 597 | cide with the specialist
Friuli V.G. 100.0 66.5 60.1 61.5 Basilicata 243 522 50.7 481 | cereal farms grouped by
Italy 49 4.1 35.7 18.0 Italy 2.7 35.7 208 281 | region and altitude). After
Source: Elaboration on Istat, 6th Agricultural Census. defining the various
groups, the next step will
define, for each area, a
Table 4 - The FADN sample: number of farms in selected Italian regions per altimetry. farm with the necessary
Farming system specialised in maize production Farming system specialised in wheat production features to represent the

Region Mountains Hills Plains Total Region Mountains Hills Plains Total entire group.
Piemonte - 39 250 289 Marche 151 87 - 238 In this analysis a repre-
Lombardia - 35 246 281 Molise 9 - 164 sentative arable farm for
Veneto - 24 369 393 Puglia 65 7 60 132 each area was built on the
Friuli V.G. - 23 101 124 Basilicata 141 4 - 145 basis of the data from the
Total - 121 966 1,087 Total 357 107 60 524 6" Ttalian Agricultural

entire population of farms, the second step consisted in the
identification, for each area, of a “representative farm”,
which might be defined as a farm exhibiting similar char-
acteristics compared to those of a higher number of farms
in terms of size, crop specialization and gross margin®.
The concept of a representative farm is essentially empir-
ical. In fact, it applies to a farm whose features are typical
of a population of farms. In other words, the representative

> The choice of concentrating our analysis on representative farms
is mainly due to two reasons. The first is to keep the analysis at a
rather simple level, since the use of representative farms allows s-
traightforward comparisons amongst territories without further
methodological adjustments. Secondly, representative farms can
work quite well when it is necessary to define a sort of “theoreti-
cal benchmark” for real farms. In our case they represent a sort of
reference point being 100% monocropping average size arable
farms.

6 As it may be noticed in table 4, the distribution of the constant
sample is very heterogeneous amongst the regions and some rep-
resentative farms were built through a very small number of units
(especially the farms located on the hills of Molise, Puglia and
Basilicata). Nevertheless, these areas were included in the analysis
since in all areas data on crops gross margin showed a little vari-
ability (unlike the structural features) and the results were consis-
tent with the other areas under study.

Census. More specifical-
ly, the crop specialization of each representative farm and the
farm size were determined considering the features of the
farms that are potentially affected by the greening require-
ments (most common crop and average UAA). These farms
were identified using micro-data regarding all the Italian
farms registered in the 2010 agricultural census (1.6 million
units) and by excluding all the farms that already comply with
the three greening requirements (Vanni and Cardillo, 2013).
Table 3 shows that in the selected regions the degree of spe-
cialization of farms, that potentially will be subjected to the
crop diversification requirement, is particularly high, espe-
cially for those specialised in maize production. Indeed, the
percentage of farms specialised in a single crop (namely, fol-
lowing the greening requirement, a crop grown in more than
75% of the farm arable area) exceeds by far the national av-
erage for both farming systems.

As shown in table 4, some areas were excluded because
they are not represented in the FADN database and as a re-
sult, a total of 16 representative farms were identified. The
analysis of the economic impacts of the greening measures
on these representative farms was based on the Italian
FADN data base (average 2010-2011), using a constant
sample of 1,611 farms®.
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Table 5 - Methodology overview.

and 30 hectares and of at least 3 crops on

Pre-Reform scenario

Post-Reform scenario

arable land exceeding 30 hectares (see

Three crops: (1) (Maize or wheat) 75% (2) 20% and
(3) 5% of the UAA. The choice (and the order) of
crops (2) and (3) is based on the area covered by
these crops in each region/altimetry

EFA Mountains: 0% UAA; EFA Hills: 2,5% UAA;

Crop diversification One crop (1): maize or wheat

0%
Average UAA of farms

Ecological Focus Area EFA Plains: 5% UAA

Farm area

Mountains: UAA; Hills: UAA net of EFA Hills;

potentially affected by greening Plains: UAA net of EFA Plains

section 2).

Data on direct payments for each repre-
sentative farm was based on FADN data
base for the pre-reform scenario and on
the simulations carried out by De Vivo et
al. (2012) on the regionalisation of direct
payments in Italy resulting from the 2013

The impact of the greening measures was evaluated by
comparing a pre-reform scenario with a post-reform scenario.
Table 5 indicates that in the pre-reform scenario representa-
tive farms were assumed to be entirely specialised in maize or
wheat production (100% of farm area). The farm gross mar-
gin was calculated by using the gross production values and
the specific costs for these crops. Direct payments were cal-
culated by selecting, among the total amounts of the payments
received by farmers, those payments related to arable crops’.
For them the average values between 2010 and 2011 were cal-
culated and then divided for the UAA of each arable crop cul-
tivated on the farm analysed.

The simulation regarding the post-reform scenario was
drawn to show the combined impact of two greening meas-
ures: the introduction of the EFA on 5% of the arable area
and the crop diversification requirement.

The impact of the EFA was introduced by reducing the
area of each representative farm by 2,5% for the farms lo-
cated on the hills and by 5% for the farms located in the
plains, while no reduction was applied to the farms located
in the mountains. Indeed, it was assumed that each farm in
the post-reform scenario would use the unproductive land
as part of the EFA, and it was supposed that the different lo-
cations would influence the amount of land qualifying for
EFA at a different extent.

With regard to the crop diversification measure, simula-
tions were carried out by reducing the area cultivated with
the specialised crop (maize or wheat) from 100% to 75% of
the farm area and by adding two additional crops, which
represent 20% and 5% of the UAA. The choice of the sec-
ond and the third crop was based on the area covered by
each crop in each selected area (region/altimetry), as
recorded by the 2010 agricultural census data. In this simu-
lation the crop diversification measure was slightly simpli-
fied, since the final regulation on direct payments sets out
the presence of at least 2 crops on arable land between 10

71n Italy direct payments are granted according to the historical cri-
terion, so that it is possible to identify those generated by arable
Crops.

8 Ttaly opted for a “single region” payment but, at the same time, it
chose also the “Irish” internal convergence, so that payments will
not converge towards a single flat rate, not even at the end of the
process in 2019. As a consequence, our simulations based on a re-
gionalized payment are not very distant from the “real” situation, e-
specially if one considers the first years of the adjustment process.

CAP reform?.

Finally, the impact of greening (in terms of gross margin
per hectare) was compared to the share of direct payments
that in the post-reform scenario would be conditioned to the
respect of greening obligations (30%). This difference al-
lows us to clarify whether this share does actually remuner-
ate farmers for the additional costs deriving from the com-
pliance with the two greening requirements analysed. It is
worth noting that, in the simulations below, green payments
were calculated as 30% of the total direct payments. How-
ever, failure in meeting the requirements of the green pay-
ments starting from 2017 will imply even more than 30% of
direct payments a farmer is entitled to.

Results are presented by comparing the representative
farms of each area (mountain, hill and plain) for the different
regions under evaluation, by separating the northern regions
specialised in maize production and the Central and Southern
regions specialised in wheat production, in order to highlight
the different impacts of greening measures on the two main
specialist systems in the Italian arable crop sector.

5. Results

5.1. The effects of greening on farms spe-
cialised in maize

The first objective of this analysis was to calculate the
variation in gross margin values due to the greening meas-
ures in each highly specialised farming system. Table 6
shows the effects of greening on the eight representative
farms specialised in maize production and located in North-
ern Italian regions. Results demonstrate the negative effect
of greening on gross margin for all the farms under study,
with some variability, however, according to the different
regions and areas considered.

According to these simulations, the decrease of gross
margin per hectare ranks from about 131 Euros/ha on the
hills of Lombardia to more than 230 Euros/ha on the hills
of Friuli Venezia Giulia and in the plains of Piemonte.

The relatively heavy impact of greening on farms prof-
itability for this type of farming system, which averages
about 200 Euros/ha, is due to fact that the gross margin of
the two additional crops introduced to replace maize is sig-
nificantly lower compared to the main crop.

Considering values at farm level, a significant gross mar-
gin variation may be noticed, due to the different average
farm size that will be subject to the greening requirements
in the different areas.
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Table 6. Effects of greening on farms specialised in maize production in selected Italian regions.
Region Altimetry UAA (ha) Farm level (€) Unitary values (€/ha)
GM pre- GM‘post— A GM GM pre- GM‘post— A GM
reform reform reform reform
. Hills 27.0 40,139 34,718 -5,421 1,487 1,286 -201
PIeMONIE == m e e e e
Plains 38.8 55,474 46,195 -9,279 1,430 1,191 -239
. ills 29.0 34,416 30,606 -3,810 1,187 1,055 -131
Lombardia =====c=emeemeoee e ediieeeeiaeeieeeeeieeeeeseesaeesassseeesseseessesesssseessaeeeesseaes
Plains 432 65,252 55,376 -9,876 1,510 1,282 -229
Hills 31.1 46,998 41,979 5,018 1,511 1,35 -161
VENELO  rmmmmmmm e e e e e e e oo
Plains 31.7 45,572 40,439 -5,132 1,438 1,276 -162
- Hills 279 38,121 31,477 -6,645 1,366 1,128 -238
1 € R e e e S OO FEP RS
Plains 31.6 38,676 32,605 -6,071 1,224 1,032 -192
Source: own elaboration on FADN data.

Table 7 - Green payments for farms specialised in maize production in selected Italian regions.

Region Altimetry UAA (ha) Farm level (€) Unitary values (€/ha)
+ +
Direct Green A GM Direct Green A GM
t " Green " " Green
payments payments payments payments payments payments
X Hills 27.0 8,416 2,525 -2,897 312 94 -107
L T 111 L E A et A it e i et S
Plains 38.8 12,094 3,628 -5,651 312 94 -146
R Hills 29.0 12,957 3,887 77 447 134 3
7311 T2 L T T
Plains 432 19,302 5,791 -4,086 447 134 -95
Hills 31.1 13,127 3,938 -1,080 422 127 -35
VENELO0 = s=eemeeeeeeeeeeeeeeeeeeeeieeeeeeeeeeeeeeseeseeaneeseeseeseeseeeeeesessesseeeseesessesseeeeseeeees
Plains 31.7 13,381 4,014 -1,118 422 127 -35
L Hills 279 8,604 2,581 -4,063 308 93 -146
Friuli V.G, mmmm e s e e oo e e e e e e e e e meem oo
Plains 31.6 9.745 2,924 -3,147 308 93 -100

Source: own elaboration on FADN data.

Table 8 - Effects of greening on farms specialised in durum wheat production in selected
Italian regions.

Region Altimetry UAA (ha) Farm level (€) Unitary values (€/ha)
GM pre- GM post- A GM GM pre- GM post- A GM
reform reform reform reform
h Mountains 35.6 30,267 28,066 -2,201 850 788 -62
ATCNE mmm e e e oo
Hills 34.1 22,259 -1,871 708 653 -55
olise Hills 25.4 14,783 -1,195 629 582 -47
Mountains 242 -832 363 329 -34
Puglia Hills 583 474
Plains 30.2 -1,606 336 282 -54
. Mountains 23.9 -1,058 310 266 -44
BasiliCata  mmm e e e e e e n e
ills 29.3 17,245 16,773 -472 589 572 -17

Source: own elaboration on FADN data.

Table 9 - Green payments for farms specialised in durum wheat production in selected
Italian regions.
Region Altimetry UAA (ha) Farm level (€) Unitary values (€/ha)
+ +
Direct Green A GM Direct Green A GM
t t Green " " Green
payments payments payments payments payments payments
Mountains 35.6 10,524 3,157 956 296 89 27
Marche = seeeemee e e e eeeeeeeemeeeeemeeeeeeeeeeee e
Hills 34.1 10,081 3,024 1,153 296 89 34
Molise Hills 254 6,744 2,023 828 266 80 33
Mountains 242 8,969 2,691 1,859 371 111 77
Puglia Hills 29.3 10,859 3,258 48 371 111 2
Plains 30.2 11,192 3,358 1,752 371 111 58
. Mountains 239 5,648 1,694 637 236 71 27
L1 (1 7 B e i e O il i O e O E e SR ELE T EEEPEEEP RS
Hills 29.3 6,924 2,077 1,605 236 71 55
Source: own elaboration on FADN data.

As described in the previous section, it
is interesting to analyse, in a policy per-
spective, whether the share of the region-
alised direct payments which are condi-
tioned to the greening obligations — and
account for 30% of the direct payment
ceilings, according to the new regulation
on payments — can compensate farmers
for the economic impact of such an obli-
gation. This simulation was carried out by
observing, for each representative farm,
the difference between the green pay-
ments and the gross margin variation.

Table 7 indicates that, when looking at
the eight representative farms specialised
in maize production, the green payments
generally do not compensate the farm
gross margin reduction, with the only ex-
ception for the representative farms locat-
ed on the hills of Lombardia.

5.2. The effects of greening on
farms specialised in durum wheat

As regard the effects of greening in re-
gions specialised in durum wheat produc-
tion, the simulations show a lower reduc-
tion of farm profitability compared to
maize production. This is due to the com-
bined effects of the smaller farm size typ-
ical of this farming system and the lower
wheat profitability. More specifically, in
the pre-reform scenario the gross margin
of the eight representative farms was, on
average, about 15,400 Euros, with a de-
crease of 1,500 Euros resulting from
greening. Despite these average values,
mention should be made of the differ-
ences amongst the different areas which
are quite significant, with a higher de-
crease in farm gross margins for the
mountain areas of Marche and the hills ar-
eas of Puglia. In these areas the impacts
of greening measures account for 62 Eu-
ros per hectare and 109 Euros per hectare,
respectively.

Finally, one more significant difference
compared to the farming system spe-
cialised in maize production is related to
the share of direct payments which are
conditioned to the greening obligations.
For the eight representative farms spe-
cialised in durum wheat, it would cover
the reduction of farm gross margin deter-
mined by the introduction of the greening
obligations (table 9).
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5.3. Discussion of results

As indicated earlier, many experts have stressed how the
final version of greening has considerably reduced its po-
tential in promoting large-scale sustainable farming prac-
tices. In its final form, the greening of direct payments has
been turned into a much more selective tool, which will
probably affect a rather small percentage of large spe-
cialised farms concentrated in specific areas (Vanni and
Cardillo, 2013).

For these reasons, the present work aimed at evaluating
the effects of greening obligations on Italian farms which
are most likely affected by the new environmental require-
ments: farms specialised in maize production in Northern
regions and in durum wheat production in Central and
Southern regions. The results of our analysis show the im-
pacts of the new greening requirements on farm gross mar-
gins as well as the capacity of the green component of the
new direct payments to compensate the variation in gross
margin due to the implementation of the new environmen-
tal rules. Despite the limits of this approach, which does not
take into account other variables affecting the farmers’
choices, we consider that it still gives a fairly good and re-
alistic idea of what will happen in the two specialised farm-
ing systems under study.

Concerning the effects of greening on gross margin, our
results show that, like in the English context (Brown and
Jones, 2013), the types of farms most affected by the re-
quirements will be the mono-cropping specialised arable
farms. Indeed, as demonstrated by Heinrich (2012) in Ger-
many, a higher diversity in farm structures may reduce the
impact of greening, since the related obligations can be
borne by those activities with lower gross margins.

Therefore, it must be noticed that the main drawback of
our methodology is related to the hypothesis that represen-
tative farms are fully specialised in one crop while, in order
to maximise the farm gross margin, “real” farms are proba-
bly already adopting diversification strategies. For this rea-
son, the simulations presented here may over-estimate the
impact of greening and they prove to be useful especially
for a comparative analysis of the different areas and of the
two crops under study. This is also the main reason ex-
plaining the differences of this study, in terms of reduction
of farm income, compared to other studies that have
analysed the effects of greening on Italian agriculture, such
as the evaluation study carried out by the European Com-
mission (2011) and the papers recently published by Arfini
et al. (2013) and Solazzo et al. (2014). At the same time, it
should be noticed that the representative farms analysed
here were ‘built’ on the basis of specialised farms poten-
tially affected by the greening requirements, namely on
farms that, according to the 2010 agricultural census data,
have more than 10 hectares of arable land and do not com-
ply with the diversification rule, cultivating only one crop
over more than 75% of arable land. As it can be observed in
table 3, since in the selected regions these farms have a high

specialization degree, in most cases the effects estimated by
this analysis could be quite realistic.

Focussing on the difference between the two target farm-
ing systems, it can be noticed that, although the average
size of the representative farms involved is quite similar
(32.5 ha for the maize system and 29.0 ha for the wheat sys-
tem), the different profitability of the two main crops brings
about significantly higher economic effects of greening for
farmers specialised in maize production compared to those
specialised in wheat production. The reduction of gross
margin between the pre-reform and the post-reform sce-
nario was estimated to average -14.0% for the representa-
tive farms specialised in maize and -9.5% for the represen-
tative farms specialised in durum wheat. These effects are
mainly due to the changes in the crop structure necessary to
meet the condition of crop diversification and, as it occurs
in Germany (Heinrich, 2012) and Poland (Czekay et al.,
2013; W?s et al., 2014), higher effects were observed for
farms located in more intensively farmed regions, with high
gross margin per hectare.

As for the green payments capacity to compensate the
gross margin variation following the implementation of the
new environmental rules, an important point to make is re-
lated to the criteria for distribution of direct payments in the
programming period 2014-2014. As mentioned in footnote
9, the simulations on direct payments for the Italian farms
specialised in maize and wheat production proposed here
were based on a hypothesis of regionalisation of direct pay-
ments carried out before the national choices of the conver-
gence model for direct payments (De Vivo et al., 2012).
However, the model of internal convergence of direct pay-
ment that will be adopted in Italy would ensure that, espe-
cially during the first years of implementation, the values of
direct payments remain quite similar to those estimated in
this work. With regard to the green payments received by
the farms, Italy decided to apply the green component of di-
rect payments at farm level, by calculating it as a percent-
age of the total value of payment entitlements that the
farmer will receive yearly. Of course this choice will influ-
ence to a large extent the amount of green payments re-
ceived by farmers and, indirectly, the distribution of such
payments across sector and territories. However, even in
this case, the simulations carried out in this work do not d-
iffer substantially from this assumption, since the green
payments were actually calculated as a percentage of the di-
rect payments received by each representative farm.

In terms of compensation for the greening requirements,
Solazzo et al. (2014) showed that, in the case of Emilia Ro-
magna , by assuming a green payment per hectare of around
90 Euros, this would compensate for the lower profits due
to the application of greening. Our simulations demonstrate
that, for the representative farms under study, the green
payments do not compensate the decrease of gross margin
for farms specialised in maize production, while they fully
compensate those specialised in wheat production. In con-
trast to the comparable values of green payments for the t-
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wo farming systems - which were estimated, on average, e-
qual to 112 Euros/ha and 92 Euros/ha for farms specialised
in maize and durum wheat, respectively - the effects on
gross margin observed for the maize system were signifi-
cantly higher. Although this may appear a further element
which adds to the unfairness of this tool, it can be quite rea-
sonable to maintain, in a policy perspective, that the most
profitable and least environment friendly system , i.e. the
specialist maize production, will be more heavily affected
by the new greening measures.

6. Concluding remarks

This study illustrated the diverse effects of the new green-
ing environmental obligations according to the characteris-
tics of farms, their location and their specialisation, with
more considerable impacts, in terms of farm gross margin
change, especially for highly specialised maize farms in
Northern regions and, more generally, for farms located in
the plain areas.

With regard to the remuneration of public goods provi-
sion through the green payments, results confirm that green
payments, as designed in the new CAP, do not take into ac-
count the specific and local features, and the resulting dif-
ferences in production costs of public goods in agriculture
in different farming systems and in different areas. More in-
terestingly, the differences in the remuneration capacity of
the additional costs in the two different systems seem to be
ascribable to an economic effect, due to the differences in
the real alternatives to the main crops, rather than the result
of an explicit environmental policy. A different calculation
modality for the green payments (i.e. at farm level) would
not solve this problem, which is mainly related to the fact
that the amount of payments for the provision of public
goods is not calculated on the basis of additional costs and
loss of income as applied for voluntary agri-environmental
schemes, but as a share of first pillar support. These results
strengthen the criticism about greening as being not enough
selective and, actually, prescriptive and rule-based, and in
the end, not effectively rewarding pro-active behaviours a-
mong farmers. This type of approach turns out to be too
similar to cross-compliance and as a result, it can hardly be
viewed as a new and different tool.

The idea of addressing the CAP greening through a hori-
zontal, standard approach does, in many ways, contravene
a number of principles on which the new CAP and Europe
2020 rest: the importance of local factors, the interaction
between these factors and the local actors, the importance
of the natural endowments and the way they interact with
human activities. The introduction of some flexibility
through the equivalent measures in the second pillar or the
use of EFA for “green equivalent” crops do not make the
tool more suitable to local needs. The whole CAP might
turn into a more complicated, hard to measure and to con-
trol, green policy. The general idea of greening the CAP is
not questioned, but we cannot overemphasize the contra-
diction relating to the introduction of environmental rules,

based on the amount and distribution of direct payments
rather than on farmers’ willingness and capacity to provide
public goods, and to the additional costs for farmers to
adopt more sustainable practices.

Acknowledgments

The authors would like to thank Concetta Cardillo for her
support to data elaboration.

References

Ahner D., 2001. Situation and challenges for the CAP. In:
AgraEurope 20" Anniversary Conference Outlook, London.

Anania G., 2013. The state of the play of the negotiations
on the MFF 2014-2020 and the CAP post-2013. In: AIEAA
2" Annual Conference, Parma.

Arfini F., Donati M. and Solazzo R., 2013. L’impatto del-
la Pac Post-2013 sulla regione Emilia Romagna: un’analisi
dell’accordo raggiunto in relazione alle proposte presentate
al Trilogo. Agriregionieuropa, 9 (34).

Brown M. and Jones J., 2013. The predicted impacts of
the proposed greening measures of the 2014 CAP reform on
farming businesses in North Cornwall. In: 87" Annual Con-
ference of the Agricultural Economics Society, University of
Warwick.

Bureau J.C., 2013. How much greening will the “green-
ing” of direct payments actually bring? In: AIEAA 2" An-
nual Conference, Parma.

Czekaj S., Majewski E. and Was A., 2013. The impact of
“greening” of the Common Agricultural Policy on Polish
farms’ financial situation. In: 3¢ Agrimba-Ava Congress,
Buvda.

De Vivo C., Henke R. and Pupo D’Andrea M.R., 2012.
Prime valutazioni degli impatti della regionalizzazione del-
la Pac 2014-2020. Agriregionieuropa, 8(29): 18-23.

European Commission, 1992. Towards Sustainability — A
European Community programme of policy and action in
Relation to the environment and sustainable development.
Brussels. COM (92) 23 final.

European Commission, 1996. Taking European environ-
mental policy into the 21st Century. Brussels.

European Commission, 2011. Impact assessment. Com-
mon Agricultural Policy towards 2020. Annex 2: Greening
the CAP. Brussels: Commission Staff Working Paper.

European Parliament and Council of the European Union,
2013. Regulation (EU) No 1307/2013 establishing rules for
direct payments to farmers under support schemes within
the framework of the common agricultural policy and re-
pealing Council Regulation (EC) No 637/2008 and Council
Regulation (EC) No 73/2009. Brussels. Official Journal of
the European Union, 56.

Garrod G., 2009. Greening the CAP: how the improved
design and implementation of agro-environment schemes
can enhance the delivery of environmental benefits. Jour-
nal of Environmental Planning and Management, 52 (5):
571-574.

Groupe de Bruges, 2012. Una PAC per il futuro. Perché

30



NEW MEDIT N. 2/2015

abbiamo bisogno di una Pac migliore per affrontare le sfide
per il futuro. Agriregionieuropa, 8(28): 59-62.

Hart K. and Baldock D., 2011. Greening the CAP: deliv-
ering environmental outcomes through pillar one. London:
Institute for European Environmental Policy.

Heinrich B., 2012. Calculating the “greening” effect: A
case study approach to predict the gross margin losses in d-
ifferent farm types in Germany due to the reform of the
CAP. Diskussionspapiere, Department fiir Agrarkonomie
und Rurale. Entwicklung, 1205.

Jambor A. and Harvey D., 2009. Review the challenges of
CAP reform. University of Newcastle Upon Tyne: Centre
for Rural Economy. Discussion Paper, 27.

Mahé L.P.,, 2012. Do the proposals for the CAP after 2013
herald a “major” reform? Paris: Notre Europe. Policy paper, 53.

Matthews A., 2012. Greening the cap: the way forward.
QA-Rivista dell’Associazione Rossi-Doria, 4:37-59.

Matthews A., 2013. Greening agricultural payments in
the EU’s Common Agricultural Policy. Bio-bases and Ap-
plied Economics, 2(1): 1-27.

Pe’er G. et al., 2014. EU agricultural reform fails on bio-
diversity. Science, 344(6188): 1090-1092.

Roza P. and Selnes T., 2012. Simplification of the CAP.
Assessment of the European Commission’s reform propos-
als. The Hague. LEI report 2012-011.

Schmid O., Padel S. and Levidov L., 2012. The bio-econ-
omy concept and knowledge base in a public goods and
farmer perspective. Bio-Based and Applied Economics,
1(1): 47-63.

Solazzo R., Donati M.,Arfini F. and Petriccione G., 2014.
A PMP model for the impact assessment of the Common A-
gricultural Policy reform 2014-2020 on the Italian tomato
sector. New Medit, 2: 9-19.

Vanni F. and Cardillo C., 2013. The effects of CAP green-
ing on Italian agriculture. PAGRI/IAP Politica Agricola In-
ternazionale, 3: 7-21.

Vanni F., Cardillo C., Cimino O. and Henke R., 2013. In-
troducing green payments in the CAP: economic impacts
for the Italian arable farms. Economia & Diritto Agroali-
mentare 1: 11-29.

W?s A., Majewski E. and Czekaj S., 2014. Impacts of
CAP “Greening” on Polish Farms. In: EAAE 2014 Con-
gress ‘Agri-Food and Rural Innovations for Healthier Soci-
eties’, Ljubljana, Slovenia, August 26-29, 2014.

Westhoek H., van Zeijts H., Witmer M., van den Berg M.,
Overmars K., van der Esch S. and van der Bilt W., 2012.
Greening the CAP. An analysis of the effects of the Euro-
pean Commission's proposal for the Common Agricultural
Policy 2014-2020. The Hague: Netherlands Environmental
Assessment Agency. PBL Note.

31



