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Abstract

Serbian agricultural policy includes implementation of direct support schemes since 2008. In the last years,
direct payment schemes have gradually changed to better address the needs of farmers and to approximate
to the EU type of direct support. However, there are still significant differences in the general approach in
implementation of direct payments in Serbia, the sectors under support, the eligibility conditions as well as
the mode of implementation. The goal of this paper is to make a general assessment of the compatibility of
direct payment schemes in Serbia with the EU Common Agricultural policy (CAP) and to propose a path for
swift transition to EU compatible direct payment support. In the transition, decoupled support should gradually
replace the currently coupled schemes in Serbia. Any possibilities for double funding should be abolished.
Simplification in the application procedure should be introduced, as well as improvements in the control
systems. The transition shall reflect not only the sectors eligible for support under the CAP but also the type
productions, currently subsidized in Serbia, which are not within the direct payments system in the EU.
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JlupexkTHH mamanus B Copous u npexoa KoM cbBMecTuMa ¢ EC qupekTHa
NnoJAKpena

JoxkropanT CHe:xkaHa BbiaroeBa
Hucmumym no aepapna uxonomuxa — Cogus
E-mail: snezhi.blagoeva@gmail.com

Pe3rome

CpbbckaTta cenckocTonaHcka nonuTyka BKITYBA NpunaraHe Ha cxemu 3a npsiko nognomaraHe ot 2008
r. Mpes nocnegHUTe rogMHN cXxemMuTe 3a AUPEKTHU MnalaHnus NOCTENEHHO Ce NPOMEHST, 3a Ja OTrOBOPST
no-gobpe Ha Hy>XAuTe Ha 3emMeaernckuTe Npon3BoanTenn 1 aa ce conmxat ¢ Tuna npsika nogkpena ot EC.
Bbnpeky ToBa BCe OLLe UMa 3HaYMTESTHN Pa3nukm B o6LLmMs noaxos Npy 3NbHEHNETO Ha AMPEKTHUTE Nna-
waHuns B Cbpbusi, cekTopuTe, KOUTO Ce nogrnomMarart, yCroBumsTa 3a A0NYyCTUMOCT, KaKTO M HauMHa Ha us-
MbiHEHME.

Llenta Ha To3n JOKYMEHT e fa Hanpasu obLia oLeHka Ha CbBMECTUMOCTTa Ha CXeMUTE 3a AUPEKTHU
nnawaxnsa B Cbpbua ¢ Obwata cenckoctonaHcka nonutuka (OCI) n ga npeanoxu nut 3a 6bP3 Npexoa
KbM cbBMecTuMa ¢ EC nogkpena 3a gvpekTHu nnaiwlaHus. o Bpeme Ha npexoda oTaeneHara nogkpena
TpsibBa NnocTeneHHo Aa 3aMeHn 0bBbp3aHnTe noHacTosiweM cxemu B Cbpbus. Besakaksy Bb3MOXHOCTM 3a
ABONHO hnHaHCHMpaHe Tpsbea ga 6baaT npemaxHaTu. TpsibBa Aa ce BbBeAe onpocTsaBaHe B npoueayparta
3a KaHAMZaTCTBaHe, KakTo U NogobpeHus B cuctemuTe 3a KOHTpor. [1pexoabT we oTpassBa He caMo Cek-
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TopuTe, OTroBapsiLLy Ha ycroBusiTa 3a nogrnomaraHe no OCI1, HO 1 TMMOBUTE NPOU3BOACTBA, CyGecuanpaHu
B MOMeHTa B Cbpb6usi, KOMTO He ca B ccTeMaTa Ha AMpEeKTHU nnallaHus B EC.

Knroyoeu dymu: OCrT; AOVNPEKTHU NnalaHn4; Cp'b6CKa CEJICKOCTOMaHCKa NofmmTunkKa

1. Introduction

Serbian has the experience of implementation of
direct payment as part of its agricultural policy since
2008. As in most of the acceding countries, the ma-
jority of the support schemes are sector orientated
and non-compatible with the EU requirements. An
important task for Serbia on its way to accession to
the EU to progressively comply with the policy and
legislation implemented in the Union.

In the last years, direct payment schemes in
Serbia are gradually changed to better address
the needs of farmers and to approximate to the
EU type of direct support. However, there are still
significant differences in the general approach in
implementation of direct payments in Serbia, the
sectors under support, the eligibility conditions
as well the mode of implementation. The admin-
istrative structures and procedures have to be
improved and adjust to the EU requirements and
farmers have to be well informed about the poli-
cy and procedural changes.

The goal of this paper is to make a general as-
sessment of the compatibility of direct payment
schemes in Serbia with the EU Common Agricul-
tural policy (CAP) and to propose a path for swift
transition to EU compatible direct payment sup-
port. In the transition, decoupled support should
gradually replace the currently coupled schemes
in Serbia. Any possibilities for double funding
should be abolished. Simplification in the appli-
cation procedure should be introduced, as well as
improvements in the control systems. The transi-
tion shall reflect not only the sectors eligible for
support under the CAP but also the type produc-
tions, currently subsidized in Serbia, which are
not within the direct payments system in the EU.

2. Methodological approach

The methodological approach used in the pa-
per combines qualitative content analysis of leg-
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islative acts and program document and quanti-
ties analysis of data on agricultural budgets and
level of support. The qualitative analysis of doc-
uments includes examination of both legislative
and strategic and program documents of the Ser-
bian state on primary (adopted by the Parliament)
and secondary level (adopted by the Government)
and EU legislation related to the CAP. Addition-
ally, analysis of some Member States legal docu-
ments related to agricultural policy implementa-
tion have been included.

The quantitative analysis is focused on the
budgetary resources provided for support as part
of the agricultural policy in Serbia combined
with comparison with the level of support imple-
mented on EU level and in some separate Mem-
ber States. The quantitative analysis is focused
on the period 2013-2019.

3. Brief overview of the implementation
of direct payments in Serbia

Republic of Serbia has two basic legal acts de-
fining the agricultural support policy framework
— Law on Agriculture and Rural Development
and Law on Subsidies in Agriculture and Rural
Development. The more general Law on Agri-
culture and Rural Development founds the basics
of the national agriculture and rural development
policies. The Law on Subsidies in Agriculture
and Rural Development sets the fundamental el-
ements of the subsidy system in the country, in-
cluding the type of subsidies, the implementation
mechanisms, the admissible beneficiaries, the ba-
sic eligibility conditions, limitation in receiving
support. The Law on Budget of the Republic of
Serbia outlines the general financial package for
the implementation of the Law on Subsidies in
Agriculture and Rural Development for the cal-
endar year. Yearly, a Governmental regulation
defines the types of subsidies in agriculture and
rural development to be applied in the specific
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year and the maximum financial allocations per
subsidy scheme, as well as some elements of the
implementation procedures.

The basic laws are complemented by a num-
ber of secondary legal acts, rulebooks, providing
the detailed rules and requirements for each sub-
sidy scheme related to the specific eligibility con-
ditions, beneficiaries, application procedure and
deadlines. For 2020 there are rulebooks in force
regarding direct payments provided in the form
of basic subsidies for plant production, milk pre-
mium, subsidies in livestock production for qual-
ity breeding animals, for cattle fattening, pigs
fattening, lambs fattening and kids fattening, for
suckler cows, cows for breeding calves for fatten-
ing and for beehives.

The support in plant production is provided as
per hectare payment for declared and cultivated
area for up to 20 ha. Eligible for support is arable
land and areas with permanent crops, under pro-
duction, irrelevant of the crop. Permanent grass-
land is not subsidized. Applications shall be sub-
mitted to the State Treasury under the Ministry
of Finance on yearly basis from the 1% of March
to 30" of April. Applicants and the applied area
shall be registered in the Farm register. The min-
imum threshold for receiving support is 0.5 ha ar-
able production and 0.3 ha for permanent crops
and vegetables.

Milk premium is paid quarterly to registered
in the Farm register producers of cow, sheep, and
goat raw milk. The subsidy is paid per liter, for
the milk delivered to a registered dairy plant in
the previous quarter. The minimum threshold for
receiving support is at least 3000 liters of cow
milk per quarter and 1500 litters in area with nat-
ural constrains. Animals shall be registered in the
System for Identification and Registration of An-
imals. Milk premium is complemented by sub-
sidies for quality breeding dairy cows provided
once per year to holdings with at least 3 bread-
ing cows (2 breading cows for areas with natu-
ral constrains). Subsidies are limited up to 300
animals per applicant. Applications shall be sub-
mitted annually, from 21* of March to 31% of July
and from 1% to 31* of January next year for ani-
mals included in production from 31 of Decem-
ber of the year.

The payments for quality breeding animals
are granted per head for quality breeding fatten-
ing cattle, cows for breeding calves for fatten-
ing, quality breeding sheep and goats, parental
light and heavy type hens, parental turkeys. All
applicants shall be registered in the Farm regis-
ter. Applications are submitted and subsidies are
paid once per year. The minimum requirement is
3 animals for the bovine sector (2 animals in ar-
eas with natural constrains); 30 sheep (10 in area
with natural constrains 10); 10 goats (5 in area
with natural constrains); 10 sows.

In addition, subsidies for slaughtering of cat-
tle for fattening, lambs and kids for fattening and
pigs for fattening are paid per animal delivered
to the processor (slaughterhouse) or exported. For
any type of animals farmers can submit up to 3
applications per year, but only one application for
an animal. Separate support is provided for suck-
ler cows from meat breed or crossing with meat
breed and belonging to a herd intended for rear-
ing calves for meat production. Cows shall have
breeding certificate issued by the regional breed-
ing organization. Beneficiaries cannot supply
milk to processor.

Direct payments in apiculture sector are paid
per beehive for minimum 20 beehives and up to
maximum of 1000 beehives.

Law on Subsidies in Agriculture and Rural
Development foresees mechanism for reduction
of payments. If direct support exceeds 10 million
dinars (about 85 000 EUR), the exceeded amount
is reduced by 10%. Payments exceeding 20 mil-
lion dinars (about 170 000 EUR) are reduced by
20%.

4. General assessment of the
compatibility of direct payments in
Serbia with the EU CAP

Serbia has consecutive policy for providing fi-
nancial support for agriculture and rural devel-
opment. Since 2008 the share of budgetary funds
for agriculture in the total state budget in average
is about 5%, varying from 4.55% in 2009 to the
maximum reached level of 5.98% in 2014. Direct
payments support holds the major share in agri-
culture and rural development financing, on av-

101



Direct payments in Serbia and the transition to EU compatible direct support

erage for the period 2008-2017 amounting about
87% of all funds allocated for subsidies in the
sector.

The financial resources for direct payments
(Basic subsidies in plant production, Milk premi-
um and Subsidies for livestock production) is rel-
atively stable in the last 7 years, especially in the
animal breeding and milk sectors, starting with
160 million EUR in 2013 and staying at the level
of 157 million EUR in 2019. The reduction of the

money available for direct payments, particularly
in the period 2015-2017 is coming mainly from
the decrease in financing for plant production.

In 2019 the distribution of direct payments be-
tween plant growing and animal breeding farms
is in favor of milk and meat production, which is
subsidized per animal or liters of milk. 31% of
the financial envelope is paid by hectare of land
with agricultural production. The remaining fi-
nancial resources are in general paid per animal

ODirect payments
ORural development support
measures

o Specific subsidies

OCredit support

Fig. 1. An average share of certain types of subsidies in total subsidies in
agricultural and rural development in the period 2013-2017

Source: National Agriculture Programme for the period 2018—2020.
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or liter of milk. For comparison, according to the
EU CAP rules, 85% of direct payments shall be
paid under decoupled schemes, based on hect-
are. Only 15% of direct payments can be coupled
with production, paid on hectare or animal. In the
EU payments-based production (ton, liter) are not
foreseen.

Per unit payments per hectare currently ap-
plied in Serbia is almost half of the average de-
coupled basic payment applied in the new Mem-
ber States (MS) via Single Area Payment Scheme
(SAPS) payments. SAPS is also complement-
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ed by greening payment provided for all eligible
hectares under the basic support.

On the other hand, the level of support in the
milk® and meat sectors in Serbia is much higher
than the average payment in the EU% In the CAP

! Data of milk production support in Serbia cumulate milk
premium and subsidies for dairy cows.

2 The average payment for the EU is calculated on the ba-
sis of the notified by the MSs budgets and expected ani-
mals/hectares to be declared by farmers. In reality, the per
unit amount paid to farmers is calculated by the division
of the financial ceiling for the specific measure and the
eligible units declared by farmers. For that reason, the re-
ally paid per unit amount could be higher than the average
EU amount.
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MS can have different level of support under the
coupled support schemes depending on the level
of difficulties in the specific sector, proved by the
MS authorities and the priority of the sector pri-
ority on national level.

The general compatibility evaluation reveals
that direct payments schemes in Serbia do not
comply with the EU basic principles. The major-
ity of the schemes are coupled with the produc-
tion, especially in the milk and meat sector. In
plant production direct payments are not direct-
ly coupled to the type of crop or the produced
quantity but remain linked with the production
of crops. These payments can be considered as
a step in the direction for decoupling of the sup-
port, but more efforts are needed.

The eligibility conditions are not in full com-
pliance with the EU requirements. All applicants
and applied area shall be registered in the Farm
register and all animals for support shall be reg-
istered in the System for Identification and Reg-
istration of Animals. Still, the applications are
submitted in different institutions, under diverse
rules and within varying deadlines. There are a
number of direct payment schemes in ineligible
sectors (pigs, poultry and apiculture).

Cross-compliance requirements (Good Agri-
cultural and Environmental Conditions (GAEC)
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and Statutory Management Requirements (SMR))
are not introduced and direct support is not con-
ditioned to the fulfilment of the Cross-compli-
ance requirements.

The control of direct payments is not in com-
pliance with the EU rules and procedures in the
framework of the CAP, mainly due to the lack
of appropriate management and control systems
(primarily the IACS/LPIS). There is no complete
administrative control for all eligible require-
ments and sufficient on the spot control for repre-
sentative sample of the applicants.

5. Estimation of the effects and results of
direct payments in Serbia

The contribution of the direct support for
the competitiveness of the agricultural sector
in Serbia is not positively assessed (USAID,
2020). According to the USAID report, sector
development is subject to many factors, sub-
sidies can either accelerate or slow down cer-
tain processes, but they cannot lead to improve-
ments in competitiveness in subsidized prod-
ucts. Data about the provided direct support
in the last years are supporting the evaluation.
The biggest share of the financing (more than
60%) is directed to the milk and meat sectors,



Uronomuka u ynpasnenue Ha ceickomo cmonarcmeo, 65, 4/2020

which are evaluated as not highly competitive
(SEEDEYV, 2020).

On the other hand, despite the frequent chang-
es in policy frameworks, implementation mech-
anisms and budgetary transfers to agriculture in
the last two decades, in recent years there has
been identified progress in setting up institution-
al structures and the steps for approximation of
the policy concept to the CAP (Schuman, I. et al.,
2016). Although the legal, strategic and program-
ming documents regulating agricultural poli-
cy have been updated and adopted, the monitor-
ing and evaluation of the policy is evaluated as
week with poorly defined benchmarks and tar-
gets which impedes the effectiveness of the poli-
cy (Bogdanov, N. et.al., 2016).

There is a certain level of unpredictability for
farmers coming from the way the payments are
executed. Despite of the legal and budget frame-
work is defined or adjusted on yearly basis, usu-
ally at the end of the financial year there are non-
implemented payments due to insufficiency in fi-
nancing. Payments, which have not been execut-
ed during the year, are transferred for the next fi-
nancial year. Thereby, farmers never know when
(if) they are going to get their subsidies and can-
not establish stable financial plans for their hold-
ings.

6. Transition to EU compatible direct
payment support

In the transition to EU compatible direct pay-
ments scheme, Serbia has to respect the decou-
pled principle of the support, which means direct
payments must be based on area on which ag-
ricultural activity is executed. Any requirements
for production of a specific product, delivering
or marketing of production or limitations related
to the potential applicants cannot be introduced.
Limitation in granting direct subsidies can be im-
plemented by the instruments of reduction and
capping of direct support but not as a limit in the
number of hectares eligible for support.

Coupled support schemes can be introduced
within the limits provided in the regulation® for
sectors, listed in the EU basic act, which are par-
3 Art. 53 of Regulation 1307/2013.

ticularly important for economic, social or envi-
ronmental reasons and undergo certain difficul-
ties. The list of the eligible sectors is exhaustive.
Couple support can be provided based on hect-
are or number of animals, not on ton (liter) of
production. According to the rules under Regu-
lation 1307/2013 in one coupled support scheme
is possible to have only one per unit payment. It
is not possible under a coupled support scheme
for slaughtering of bovine animals for example to
have one per unit payment for slaughtering a cow
and another per unit payment for slaughtering a
calf. The only differentiation can be based on the
rule of modulation (introduction of a different the
per unit amount for up to certain number of hect-
ares/animals) with the sole purpose to reflect the
economy of scale.

There shall be general minimum requirements
applicable for all direct payment schemes, which
for the purpose of the voluntary coupled support
scheme, can be complemented with additional
requirements. Double funding must be strictly
avoided — the same animal/hectare, for the same
purpose cannot be supported under more than
one scheme.

It is highly recommendable transition to EU
compatible direct payments scheme to be intro-
duced gradually. The most challenging decision
is abolishment of direct support in sectors not
supported under the CAP — pigs, hens, turkey and
beehives. Another important step is fully decou-
pling of area payments — fully breaking down the
link with a requirement for production of agricul-
tural products and introduction of eligibility sta-
tus for all maintained agricultural area, including
permanent grassland. The third step is adapting
the animal-based direct payments schemes in the
eligible sectors to the EU requirement.

In terms of procedures and controls, Serbia
shall move to a single application principle un-
der which for all direct support schemes is ap-
plied under the same procedure, within a limited
period of time via a pre-established (electronic)
application. The control procedures must be sig-
nificantly complemented and improved. The ad-
ministrative control shall cover all eligibility con-
ditions under all subsidy schemes. On the spot
checks shall be sufficient, under standardized
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procedures and checklists with appropriate val-
idation procedures.

The optimum model for introduction of CAP
compatible direct payments system in Serbia
should reflect the needs and specificities of the
sector, the structure of farms and production and
the currently applied direct support schemes and
at the same time shall take into account the sig-
nificant administrative capacity needed for the
implementation.

The described model for implementation of
EU compatible direct payments in Serbia will
provide continuation in the policy implementa-
tion by keeping 0.5 ha as minimum requirements
for receiving direct payments and introduction of
payments reduction at the level of 5% for direct
payments above 150 000 EUR and 20% for pay-
ments above 250 000 EUR.

Simplification could come with the introduc-
tion of SAPS for the basic payment and avoiding
active farmer requirements in the first years of in-
troduction of the direct payments system. Due to
the farm structure with predominant small farm-

ers, the introduction of a Small farmers scheme
based on lump sum is well grounded.

Redistributive payment will contribute for pro-
viding higher support to small and medium size
holdings. The obligatory young farmers scheme
should be an additional incentive for young farm-
ers to stay in agriculture.

To be able to continue the currently applied
significant support in the animal breeding sec-
tor, Serbia will have to use the full potential of
the coupled support under the CAP and direct
the financing primarily to the already support-
ed sectors and type of production — milk, bo-
vine, sheep and goats. For the non-eligible sec-
tors (pigs & hence, apiculture) other alternatives
must be looked for.

7. Conclusions

The introduction of CAP in Serbia is expected
to bring not only significant financial resources for
the agricultural sector in the country but also sta-
ble rules, predictability and well-functioning pol-

Table 1. Direct payments requirements/scheme and Implementation in Serbia

No Direct payments requirement / scheme

Implementation in Serbia

1 Minimum requirements for receiving direct
payments

2 Active farmer

3 Basic payment

Payment for agricultural practices beneficial

4 for the climate and the environment - Green
payments

5 Reduction of payments and capping of basic
payment

6 Redistributive payment

Minimum requirements of 0,5 ha and 100 EUR for farmers
applying only for animal-based payments

Non implementation of active farmer requirements

Single Area Payment Scheme (SAPS) as a basic payment for
farmers

Implemented as defined in the EU regulation

5% reduction for direct payments above 150 000 EUR and
20% for payments above 250 000 EUR

Implementation of the redistributive payments of 50% of the
per ha payment for the first 10 ha

Implementation of support under the young farmer scheme as

7 Young farmer payment

50% of the value of the payment entitlements or of the SAPS

payment for up to 25 ha

Implementation of coupled support only in the sectors, which

8 Voluntary coupled support

are currently supported by means of direct support — milk,

bovine, sheep and goats

Implementation of small farmers scheme based on lump sum

9 Small farmers scheme

calculated on the basis of the national average payment per

hectare multiplied by 5

10 Complementary national direct payments
(CNDPs)

Implementation of CNDPs in the phasing-in period
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icy making and policy implementation system.
With the last two reforms of the CAP, a lot of flex-
ibility has been provided for the Member States in
policy implementation and adjustment of the poli-
cy tools to the specificities of the individual coun-
tries. In the initial introduction of the CAP rules
Serbia can take advantage of the policy flexibility
and make the transition smooth and gradual, tak-
ing into account all the riles and limitations, main-
ly linked with the protection of the Single market of
the EU, competition and the WTO rules.

The widening freedom in the EU agricultur-
al policy comes with the higher requirements and
responsibilities for the national administrations.
More and more the results from the policy imple-
mentation relays on the capability of the nation-
al authorities to define and implement efficient,
well targeted and successful policy. Therefore,
all CAP instruments have to be evaluated in the
context of the national situation and before tak-
ing the decision for the approach in implementa-
tion of the EU policy in Serbia, thorough consul-
tations with the stakeholders is highly advisable
to be conducted.
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