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Abstract

The Common Agricultural Policy (CAP) continues to represent a substantial part of the
European Union’s budget. Although the second pillar is co-financed by national gov-
ernments, European funds represent the vast majority of public spending on agricul-
ture and rural development. In the case of Portugal, the CAP envelope for the current
Multiannual Financial Framework (MFF 2021-2027) represents a package of €10 billion.
Our article focuses on the distribution of CAP support. Based on a synthetic indicator
of equity aligned with the European Union objectives of the CAP, we assess the current
distribution of CAP support and estimate its distribution in the future according to the
new rules that come into force in January 2023. According to the data analyzed, the
major factor of inequality in the CAP in Portugal rests in the exclusion of a significant
part of agricultural holdings. In this sense, it is necessary to understand the reasons for
this exclusion in order to study measures so that CAP rules can contribute to a fairer
distribution between farmers and between regions.

Keywords: Common Agricultural Policy, Inequality, Strategic plan

Introduction
The distribution of support between farmers and between regions is, currently, one of
the most critical aspects of the Common Agricultural Policy (CAP). This profoundly
skewed distribution is the result of the main guidelines of the CAP in the initial phase
of its implementation. Since its creation, the CAP has adapted to a constantly evolv-
ing internal and external context. In the period between 1962 and 1992, a production-
oriented CAP prevailed, aiming to solve the problem of European dependence on food
(Gay et al. 2005). In its initial phase, the CAP generated an intensive production model
that was increasingly dependent on synthetic additives, many of which are highly harm-
ful to public health (Lowe et al. 1999). At the same time, it caused huge production sur-
pluses, which had to be sold on the world market at subsidized prices (Ackrill 2000).
This created a huge burden for the Community budget, which tripled between 1980 and
1992 (Grant 1997).

From the 1980s onwards, the CAP became unsustainable. The Uruguay Round was
an important impetus for the first major CAP reform led by Agriculture Commissioner
MacSharry in 1992 (Patterson 1997). The MacSharry reform reduced support prices
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for the first time. Farmers were compensated for the expected income loss through
the introduction of partially coupled direct payments. In 1999, the European Council
decided to complete the CAP with a second pillar dedicated to rural development. Its
creation resulted from the need for accompanying measures to the 1992 reform: early
retirement, agri-environmental measures, and afforestation, as well as aid schemes for
disadvantaged areas. The first regulation (2000-2006) focused its priorities on the com-
petitiveness of agriculture and its multifunctionality, on the promotion of environmental
protection, forestry, and sustainable development and on the socio-economic develop-
ment of rural areas (Baldock et al. 2001). With the 2003 CAP reform (2003 mid-term
review of agenda 2000), subsidies were decoupled from production and replaced by the
Single Farm Payment (SFP). The new payments were based on historical farm produc-
tion. The economic rationale is that decoupled payments do not influence production
decisions of farmers and allow free determination of market prices (Grant 2010). The
amounts paid per hectares were calculated based on historical productions between
2000 and 2002 and remained unchanged until the 2013 reform, in favor of larger and
more profitable farms. This decoupled payment ended up fixing the inequalities (Erjavec
et al. 2011). The 2013 reform, applied in the 2014-2020 MFF, ended the Single Payment
and its historical backing and launched the greening payment. This was replaced by the
Basic Payment Scheme (BPS), the amount of which is subject to a process of internal and
external convergence aimed at a uniform payment per hectare throughout the European
regions (Ciliberti and Frascarelli 2018).

Today, despite the efforts of the European Union (EU), it is imperative to recognize
that unacceptable inequalities in the distribution of direct CAP support remain. The
European Commission estimates that 20% of farmers benefit from 80% of the CAP sup-
port (Garcia-Bernardo et al. 2021). In Portugal, according to data from 2020 released
by the IFAP (Agriculture and Fisheries Financing Institute) and available on the Euro-
pean Commission’s website, 65% of beneficiaries with 6.8% of the area received 12.5%
of direct support, while 1.5% of the largest beneficiaries, holding 43.5% of the area,
received 32.8% of the direct support. Aware of this problem, the European Commis-
sion proposes a greener, fairer, and more flexible CAP for the period 2021-2027 (Pe’er
et al. 2020). Increasing farmers’ income and promoting a fairer distribution of support
is one of the nine main objectives of the new post-2020 CAP (even if, due to delays in
the negotiations, the new rules only apply in 2023). To promote a fairer distribution, the
new regulation proposes a cap on aid, a more ambitious redistributive payment aimed at
rewarding smaller farms, support for young farmers and the continuation of internal and
external convergence. Several studies show that the redistributive payment of the 2013
reform had a positive, but limited, effect within the EU (Hanson 2021).

The article assesses the distribution inequality of CAP support in Portugal, with three
relevant contributions. Firstly, it draws up a comparative study that evaluates the pre-
sent distribution of aid with that which will result from the application of the rules com-
ing into force on January 1, 2023. Secondly, it uses the totality of registered farmers in
Portugal as opposed to existing statistics that use only farmers who are within the sup-
port system, leaving out thousands of properties. As a third contribution, a synthetic
inequality index adapted to the fundamental objectives of the CAP is proposed. Cur-
rently, many accuse the CAP of subsidizing profitable farms, to the detriment of others
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located in disadvantaged territories where they provide relevant environmental services,
but which are not remunerated by the market. This new indicator thus makes it possible
to assess the distribution of support according to the CAP’s fundamental goals in terms
of employment, aid to vulnerable territories and rural development.

CAP and inequality in Portugal

One of the main objectives of the European Commission for the current MFF is to build
a fairer and greener CAP.! Justice in this case refers to equity. Regarding agriculture, an
equitable distribution of public support must be correlated with the level of agricultural
activity, but also with some weighting criteria that consider economies of scale and the
specificities of territories. Asymmetries in the distribution of CAP support have long
been diagnosed (Garcia-Bernardo et al. 2021; Sinabell et al. 2013; Volkov et al. 2019).
This asymmetry is a consequence of the way the CAP was designed in the 1960s, in a
historic moment when the priority was to produce to guarantee European food sover-
eignty. This concentration of support in certain cultures and larger and prosper farms
was maintained, as we have already explained, with the Single Payment Scheme based
on the historical production of each farm. Until now, despite the measures put in place
by the European Commission, the distribution of CAP support continues to be deeply
unfair and irrational from an economic point of view.

The most recent report by the European Commission on income support for 2020
pointed to Portugal as one of the countries where the distribution of direct aid is more
concentrated.” The data in Table 1 compare Portugal with the EU average. Accord-
ing to the cumulative Portuguese distribution, 91.9% of the beneficiaries received only
31.87% of the total direct payments, while in the EU28, 92.03% of the farmers received
41.47%. Both distributions are uneven, but the Portuguese one clearly outperforms the
EU average.

The inequality in the distribution of direct payments can also be illustrated using the
Lorenz curves (Fig. 1). The area between the two curves reflects the polarization of pay-
ments at the upper poles of the distribution. If payments were distributed strictly equally
to everyone, the two curves would merge into a straight line.

It is important to consider that these statistics consider only the farmers who are
within the system—that is, the farmers who receive CAP support. Data from the latest
INE agricultural census (Instituto Nacional de Estatistica 2021), shown in Table 2, reveal
that almost 40% of the farmers do not receive any support from the CAP (the data from
the INE census allow to analyze the coverage rates of support by farms and by areas, but
also by yearly work units). This proportion of excluded farmers increases significantly
with smaller farms and, in the class of farms with less than 2 hectares, the exclusion rate
is very close to 60%, while in the class of farms with more than 5 hectares, this rate drops
to 15%.

Figure 2 shows the geographic distribution of this variable, revealing significant dis-
crepancies. The cartogram illustrates that the proportion of farmers included in the

! factsheet-newcap-environment-fairness_en_0.pdf (europa.eu).

% “Indicative figures on the distribution of aid, by size-class of aid, received in the context of direct aid paid to the
producers according to council regulation (EC) no 1307/2013 (financial year 2020)", available in—Income support
breakdown|European Commission (europa.eu)—consulted on 6/2/2022.
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Table 1 Cumulative distribution of direct payments and beneficiary in Portugal and the EU28

Value (thousands of  Direct payments  Beneficiaries PT Direct payments Beneficiaries
euros) (PT) (EU28) (EU28)
0 0 0.02 0 0.06
0-0.5 1.16 14.88 1.04 21.26
0.5-1.25 10.04 66.4 4.09 46.54
1.25-2 13.58 7532 6.68 57.38
2-5 2244 86.57 14.91 74.59
5-10 31.87 91.9 2549 84.52
10-20 46.64 96.03 4145 92.03
20-50 66.74 98.64 68.96 98.02
50-100 82.83 99.58 8343 99.47
100-150 90.33 99.83 88.29 99.74
150-200 94.33 99.92 90.9 99.84
200-250 96.51 99.96 92.75 99.9
250-300 97.76 99.98 94.09 99.93
300-500 99.11 100 96.79 99.98
More than 500 100 100 100 100

Source: DGAGRI, European Commission

~-Beneficiaries (PT) Direct Payments (PT) =-Direct Payments (EU28) Beneficiaries (EU28)

Fig. 1 Lorenz curves referring to the distribution of direct payments in Portugal (left) and in the EU28 (right)
(Source: European Commission and authors’ calculations)

Table 2 Proportion of farms (%) with access to CAP support

Total <2ha EA 2-5 ha EA>5 ha
Exclusion rate 39.5 57.5 332 15.1
Inclusion rate 60.5 42.5 66.8 849

Source: INE Agricultural Census 2019

CAP support system is, for example, much higher in the southern regions (called the
Alentejo) and the northeastern regions (called Trds-os-Montes). Analyzing the data
from the Agricultural Census (Instituto Nacional de Estatistica. 2021) in more detail,
we find that the 40% of excluded farmers correspond to 15.3% of the entire Portu-
guese agricultural and forestry area and represent 32.2% of the manpower, measured
in yearly work units. This high exclusion rate is explained by the property struc-
ture in the center and north of Portugal, where smallholdings predominate. In these
regions, and in comparison with the Alentejo, mechanization is low, and the degree of
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Fig. 2 Proportion of farms with access to CAP funds by parish (Source: INE Agricultural Census, 2019)

association is also small (Cordovil 2004). Moreover, the rural population is aging and
lacks the skills to deal with the administrative procedures associated with CAP fund-
ing (de Lima 1991). Adding to this, given the small size of the properties, the incen-
tives are also not very attractive.

So far, we have analyzed the distribution of support between farms and between
regions. But the discussion on equity can be placed in a broader perspective, contem-
plating the entire economy and its various sectors. From this perspective, it is legiti-
mate to question the primacy of the agricultural sector over other sectors of activity,
considering its reduced weight in the GDP of developed economies. In Portugal, for
example, CAP support totals €10 billion (over 7 years) while the agricultural sector
represents around 2% of GDP. In fact, there is no other sector with this proportion
of public support. A third wave of criticism concerns the fact that CAP funds are
distributed in a large proportion to highly profitable and large farms, while smaller
dimensions and more vulnerable ones receive little or nothing. According to several
experts, the distribution of support should be less dependent on the agricultural area
or the volume of production and should be more associated with job creation and the
real need of individual farmer’s income (Winters 1989).
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Equity can be analyzed from a horizontal or vertical axis (Lécole and Thoyer 2015).
Horizontal equity dictates that two individuals in the same situation should have the
same rights and obligations. It converges with the concept of equality and is based
on the principle of non-discrimination (the social security system is a good exam-
ple of horizontal equity, considering that all individuals contribute to benefit from a
set of rights that are universal, such as a retirement pension or unemployment ben-
efit). Horizontal equity implies that two equal farms should receive equal transfers.
Vertical equity aims to transfer income collected from the wealthiest individuals to
the neediest individuals. It is carried out through selective measures that identify
people in need compared to the general population. There are many social benefits
aimed at disadvantaged sectors of society. The current base payment system is based
on a universal benefit in the form of a fixed payment per hectare that will tend to
converge to an equivalent value throughout all European member states. Should we
maintain this horizontal equity, or should we change the rules and use criteria that
allow a better targeting of aid in order to benefit those most in need or those who
contribute the most to environmental services? This is the key debate.

In an article published in 2002, during the debate about the CAP decoupled pay-
ments, Butault et al. (2002) propose three criteria for assessing equity: allocation,
result (or outcome) and endowment. Allocation equity focuses on the history of
each farm, without any redistributive consideration. However, it opens the possibil-
ity of a negotiation that allows some readjustment, but always in a Pareto-optimal
efficiency perspective demanding unanimity. The distributive formula overrides
the result. This was the criterion that prevailed in the 2003 reform with the Sin-
gle Payment scheme based on the production of the previous three years. Equity of
outcome has two derivations. The first one is of an egalitarian nature and tends to
adjust aid to smooth out inequalities in well-being between farms, but also, between
agricultural activity and other economic sectors of society. The second derivation,
called utilitarian, favors a distribution of aid that maximizes the utility of all indi-
viduals. In this perspective, it is necessary to remunerate the farmers who contribute
most with the provision of public goods that increase social well-being. This is the
underlying principle of eco-schemes and the remuneration of environmental ser-
vices in general. Finally, equity from the endowment perspective seeks to counter-
balance differences in endowments between farms, provided that these differences
are exogenous, that is, they exist independently of the farmer’s will. Aid would be
distributed to compensate for differences in the allocation of these “non-controllable
internal resources”. This is the case, for example, of payments granted in mountain
or other disadvantaged areas.

The evolution of the CAP exhibits the coexistence of various criteria for the distri-
bution of aid. The allocation criterion prevails in the basic payment scheme, which
will provide, at the end of the convergence period, a uniform payment of around 80
euros per hectare. On the other hand, the utilitarian perspective is also present with
the “greening” payment of 2013 and the eco-schemes of the current reform. Aid in
less-favored areas, aimed at remunerating agricultural activities on less productive
arable land, seeks to compensate for differences in allocations as described above.
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Data and methods

In this section, we propose the construction of a new synthetic equity indicator already
tested by (Cordovil 2020). This indicator uses only distributed subsidies and does not
consider farmers’ disposable income. Income heterogeneity among farmers is relevant
to assess the impact of the CAP on inequalities (Finger and el Benni 2021), and other
authors consider this approach (Ciliberti et al. 2022; Severini and Tantari 2015). Our
work covers all beneficiaries in mainland Portugal, which does not allow us to have
access to the income generated by each farm.

Most studies on the distribution of EU support are carried out on a neutral basis, con-
sidering all individuals and all geographical units on an equal footing. This indicator
assesses the distribution of CAP support in line with the main CAP policy guidelines. Its
results aim to assess whether agriculture funds are distributed to the regions identified as
most in need regarding the political objectives of the CAP. The Treaty on the Function-
ing of the European Union (TFEU) enshrines the objectives of the CAP and places great
emphasis on the issue of territorial cohesion and employment. Article 39° of the TFEU,
which remains unchanged since 1962, lists the objectives of the Common Agricultural
Policy: “(a) to increase agricultural productivity by promoting technical progress and by
ensuring the rational development of agricultural production and the optimum utiliza-
tion of the factors of production, in particular labor, (b) thus to ensure a fair standard of
living for the agricultural community, in particular by increasing the individual earnings
of persons engaged in agriculture, (c) to stabilize markets, (d) to assure the availability of
supplies; (e) to ensure that supplies reach consumers at reasonable prices”

We use the 278 municipalities of mainland Portugal as the base geographic unit. Our
indicator qualifies the distribution of EU support according to a weighting aligned with
the objectives of the CAP. In the numerator, we use the CAP support distributed in
each municipality between 2018 and 2020. In the denominator, we consider agricultural
employment and agricultural area most likely to be supported by CAP funds accord-
ing to its potential to produce positive externalities. In this sense, we calculate for each
geographic unit, the proportion of used agriculture area, of poor pastures, of unused
agriculture area and of forest area in relation to the national values. We also calculate the
share of each geographical unit in national agricultural employment. All these elements
are taken from the last INE agricultural census of 2019 (Instituto Nacional de Estatistica
2021) and are combined into a composite indicator.

Regardless of the different criteria used to measure equity, most of the literature
focuses only on the universe of beneficiaries. Our work overcomes this gap, consider-
ing all the farmers registered in the 2019 Agricultural Census carried out by INE. Our
synthetic equity index is calculated in each municipality, allowing us to understand the
territorial dimension of inequality. The used criteria combine agricultural areas and
workload, with a greater weight given to the former. All areas are calculated according
to the areas declared in the 2019 agricultural census, in each of the existing farms in
each municipality. The composite indicator integrates a distribution base that weighs not
only the area of farms, but also the workforce measured in yearly work units. The equity
index, leq,, is calculated for each municipality (i). It corresponds to the ratio between
the proportion of CAP funds received by each municipality, PPAC; against all the 278
continental municipalities of Portugal and the proportion of agricultural area weighted
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by the labor factor of the same municipality, AAP; against all the Portuguese continental

municipalities:
PPAC/ 278
leq, : Zj:l PPAC;
a AAP-/ 278
Y578 AAP;

The weighted agricultural area, AAP;, is composed of two parcels, AR; and TR;. The first
parcel is calculated as follows. We remove poor pastures from the used agricultural area.
To this value, we successively add three types of surfaces. The first corresponds to a third
of the forest area, located within the farms. Although the forest area is not covered by
the basic payment scheme, it is eligible for several agri-environmental measures, consid-
ering that forest areas are responsible for important environmental services that are not
remunerated by the market. A second covers a third of the unused AAU. And the final
portion corresponds to a third of poor pastures. The second parcel consists of the pro-
portion of agricultural labor (in yearly work units) in each municipality. The weighted
agricultural area (by the labor factor) of each municipality i results from the following
formula:
AR; TR;

AAP; = 0.7 578 + 0.3 78
Z}:l AR}' 21:1 TR/

An equitable value should not stray too far from unity. Values closer to zero indicate
municipalities that receive little in relation to their weighted area. In other words, in
view of the objectives of the CAP, they should receive more. Values greater than one
indicate larger support in relation to the weighted area. These municipalities receive
more than they should according to the objectives of the CAP. In a first exercise, we cal-
culated the equity index for all municipalities in mainland Portugal using the historic
payment from 2018 to 2020. We use the information released by the IFAP concerning
the “single request” The single request comprises all the requests for direct payment that
integrates the schemes provided by the EU regulations. It includes all payments linked
to the first pillar as well as some payments linked to agri-environmental measures con-
tained in the second pillar. In a second exercise, we used the projections made by the
Portuguese Office of Planning, Policies and General Administration of the Ministry of
Agriculture. These projections simulate the same aid schemes as the previous multian-
nual financial framework (2014—2020) with the application of the new rules of the CAP,
transposed in the National Strategic Plan for the PAC (PEPAC, in the Portuguese acro-
nym), to the universe of existing farms. These projections do not include the impact of
the new green architecture and eco-regimes. However, they apply the new rules regard-
ing redistributive payments, capping and the small farming regime.

Results and discussion

The results are mapped in the cartograms in Fig. 3. The cartogram on the left shows the
distribution of the equity index based on the historic payments between 2018 and 2020.
The cartogram on the right uses the distribution of support according to a simulation
made by the Office of Planning, Policy and General Administration at the Ministry of
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Fig. 3 Distribution of the equity index by municipalities, on the left based on average payments between
2018 and 2020, on the right based on GPP projections for 2026 (Source: INE data, GPP and authors’
calculations)

Agriculture (GPP) considering the new PEPAC rules. Observing the two cartograms, we
see that there are no major changes in the pattern of inequality. There is a slightly sparser
spot in the Alentejo and another denser and darker in the eastern part of the North. In
other words, we have a slight attenuation of inequalities in the Alentejo and a worsening
of these inequalities in Trds-os-Montes. These changes become even more tenuous if
we look at the individual results of each municipality. According to the average payment
between 2018 and 2020, we have 187 municipalities with an equity index below 1 (out
of a total of 278 municipalities in mainland Portugal). This means that these councils
received less than they should, considering their area and the respective workforce. With
the new PEPAC rules, only 18 councils improve their situation, with an index above 1.
Of these 187 councils with an equity index below one, 69 worsen their situation with the
new rules, leaving them with an even smaller equity index. The rest (187 minus 69 and
minus 18, i.e., 100) improve slightly their equity index, but still continue below unity.
On the other hand, with the current distribution of support, we have 91 municipalities
with an equity index above 1. Of these, 36 have their position reinforced, with the new
PEPAC rules that increase their respective equity indexes. These municipalities, that
already received above average considering the respective allocation of area and work-
force, will receive even more with the new CAP rule, as anticipated by the GPP. Still
within the 91 municipalities with an equity index above one, we have 55 that see their
equity index decrease. However, of these, only 13 remain with an index below unity with
the new rules.
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Table 3 Equity index calculated before and after the new PEPAC rules

Half-sum of absolute values

2018_2020 PEPAC 2026 Effect PEPAC
Difference % of 2018_2020
Sum 586 550 -36 —6%
Average deviation from  21.1% 19.8% —-13 —6.1%

de mean

Source: INE 2019 agricultural census, GPP and authors’ calculations

08

Future equity index

06

04

02

0 0,2 04 0,6 08 1 g 14 16 18 2
Current equity index

Fig. 4 Scatter plot with present and future equity index (Source: INE 2019 agricultural census, GPP and
authors’ calculations)

The numbers in Table 3 confirm these findings. To compare the two periods, we use
the half-sum of the absolute values of the deviations from the mean (equivalent to the
unit). The average value of this half-sum corresponds to the average deviation of the
municipalities. As can be seen in the table, we have a slight improvement. The average
deviation thus goes from 21.1 to 19.8%, which corresponds to a decrease of 6%. In other
words, despite the European Commission considering equity as one of the priorities of
the future CAP after 2022, our calculations point to a very slight improvement in that
matter. The scatter plot in Fig. 4 further reinforces these results by showing that most
municipalities are in the lower left and upper right quadrants. That is, those who are
penalized today will continue to be penalized in the future and those who are benefited
today will maintain their privileges. In view of the blatant level of inequality in the dis-
tribution of support, recognized by national and European authorities, we believe that
the new rules will do little to improve the situation, contributing to a result far below the
European Commission’s ambitions.

Furthermore, in addition to the high levels of inequalities in the distribution of

support at a global level, the pattern of geographical distribution remains almost
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Table 4 Impact of the coverage rate on European funds

Coverage rate

Equity index with present distribution

Pearson correlation coefficient 643%
Sig. (2 extremity) <.001
N 278
Equity index with projection for 2026

Pearson correlation coefficient 765%%
Sig. (2 extremity) <.001
N 278

Source: Instituto Nacional de Estatistica 2021, GPP and authors’ calculations. ** Indicates significance at 0.01 level

Table 5 Regression analysis between equity indices (current and future) and the coverage rate

Model R R squared R squared ajust Standard error
Present 643° A4 412 37190
Future 7652 586 584 28160

2 Predictors: (Constant). Cover rate
Source: Instituto Nacional de Estatistica 2021, GPP and Authors’ calculations

unchanged (as can be inferred from Fig. 3). In other words, municipalities with an
equity index above are still mostly in the Alentejo and in Northeastern territories
of Portugal. A large clear spot corresponding to parts of the Algarve and the Center
Region continues to concentrate the municipalities most penalized in the distribution
of CAP funds, with the latter continuing to be the most penalized region. This region
groups the territories where there are the greatest population losses due to aging and
the migration of young people to the large urban areas of the coast, and it is also in
this region where living standards are lowest and where the prevalence of forest fires
is highest.

As we have seen in the methodology and data section, there is a significant part of
farmers who do not receive any support from the CAP. This proportion varies from
municipality to municipality and from region to region. Next, we will infer the impact
of this coverage rate on the equity indicators calculated for each municipality. We cal-
culated the impact on the current scenario and on the GPP projections of the support
distributed in the future according to the new PEPAC.

Our calculations confirm that the coverage rate of community support has a sig-
nificant impact on equity indices. In Table 4, we can see the Pearson correlation coef-
ficient applied to the present and future equity indices. Both coefficients are positive,
high, and statistically significant. The correlation is stronger when applied to the
future distribution increasing from 0.643 to 0.765.

To reinforce these results, we performed a regression of coverage rates on equity
indices. The positive association between the variables is confirmed. It is also con-
firmed that the association is more significant when we use the GPP simulation on
future forecasts of the distribution of support according to the new CAP rules (see
results in Table 5). Indeed, the coefficient of determination is 41.4% in the present
model. This means that the coverage rate of PAC support explains 41.4% of the
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variability in current equity indices. However, when we apply the regression to the
GPP projections for 2026, this coefficient of determination increases to 58.6%. These
results support the need to find mechanisms to include more farmers within the CAP
support system. Without meeting this need, it will be very difficult to change the cur-
rent level of inequality in the distribution of CAP support in Portugal. For this, it is
important to understand the reasons why so many farmers are outside the system, not
receiving any support from the CAP. One of the reasons has to do with the support
mechanisms that are still associated with the historical production of each farm. In
the current system, those who benefit with direct payments continue to be favored
over others who apply for the basic payment scheme, becoming dependent on the
availability of allocated payment entitlements, in the national reserve. A second rea-
son is the poorer regions’ weak capacity to absorb European. This weak capacity is
related to the strong aging of the population and lack of capacity to respond to the
high bureaucracy associated with support.

Conclusion

The inequality in the distribution of CAP support is fully recognized by the European
Commission. In Portugal, this inequality is also acknowledged, with funding heavily con-
centrated on a few farmers and with strong regional asymmetries. The new CAP rules
transposed in the PEPAC present several measures to improve the distribution of subsi-
dies. With the new rules, the evaluation methods also change, which will be increasingly
based on results. In this sense, it is necessary to find performance indicators that can
help to improve political decisions.

In the present work, we provide an assessment on inequality in the Common Agricul-
tural Policy in Portugal, with three relevant contributions. First, we make a comparative
analysis between the current distribution of CAP support and the one that results from
applying the rules defined for 2023, carrying out a forecasting exercise of the impact of
the new rules on the future distribution of CAP funding. Second, we integrate the total-
ity of farms into the inequality measures and not just those that are within the single
request system of CAP funds. Third, we build a synthetic indicator of inequality that
weights the distribution of support according to the general objectives of the CAP,
namely: increasing farmers’ income, promoting employment, and ensuring territorial
cohesion. This indicator is calculated for all municipalities of mainland Portugal, giving
our index a territorial dimension that allows to locate the great poles of attraction and
concentration of subsidies.

The results show a strong concentration in the Southern and the Northeaster parts
of mainland Portugal. Our prospective analysis based on the GPP’s projections does
not estimate a significant change to this pattern with the CAP rules implemented from
2023 onwards. We also conclude that the aid coverage rate—i.e., the proportion, in each
municipality, of farmers benefiting from the CAP subsidies—is critical in explaining the
current and future inequalities.

The PEPAC contains some measures that seek to introduce greater equity in the dis-
tribution of CAP support. However, these mechanisms may be insufficient to reverse a
system that, in the last decades, has induced a strong polarization of support. New CAP
regulations allow the imposition of a cap with a maximum limit of support per farm. The
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Portuguese PEPAC does not go that far. It introduces a 50% cut in aid that exceeds the
EUR 100.000 limit (after deducting labor costs). In the opposite direction, the PEPAC is
more generous in the smallholding regime, benefiting small farms with more than one
hectare. Finally, the Complementary Redistributive Support, which until now only ben-
efited the first 5 hectares, will be extended to the first 20 in farms up to 100 hectares. We
do not have elements that allow us to estimate the global impact of this last measure on
equity.

Our results indicate that a large part of the existing inequality in the distribution of
CARP support results from a high proportion of farmers who are excluded from the sys-
tem and do not receive any subsidy. The introduction of more farmers into the support
system is, therefore, considered as mandatory to improve equity. In this sense, it is nec-
essary to accelerate the process of internal convergence, anticipating as much as possible
its conclusion, ending with an amount of around 80 euros per hectare. Once this conver-
gence process is over, it will be possible to place all farms on an equal position in the sin-
gle request applications, ending the separation between farmers who are already in the
system and those who are not. Until now, the national reserve of payments entitlements
has not been able to match all new applications.

As a second measure, we propose that smallholder farms, who benefit from the small
farm’s regime, must be able to access eco-schemes, at least in vulnerable territories. This
proposal has three objectives. In the first place, it complements the support given by the
small farm’s regime, which is quite limited. Secondly, it values agricultural employment
and contributes to the establishment of population in rural territories. In this way, this
measure ensures a better distribution of support among farmers and promotes a fairer
geographical distribution of support, which is currently very asymmetrical. Finally, with
the extension of eco-schemes to smallholder farms, our equity indicator will improve,
considering the high contribution of smallholdings to biodiversity and to the preserva-
tion of ecosystems.

Without prejudice to the incentive to promote the various modalities of grouped man-
agement (ZIF, AIGDP, etc.), we suggest, as a third measure, the creation of simple and
appealing support aimed at improving individual forest management. This may include
specific aid for small producers or the creation of an agri-environmental measure to the
autochthonous forest, like the one that exists for the cork oak forest. This measure can
be justified with the environmental services provided by the farmer and must require
concrete commitments from the owners and be accompanied by technical support ser-
vices. In many inland territories or in vulnerable areas, forestry is the only profitable
alternative for thousands of smallholders. This measure will channel funds to inland
areas and mountain areas where forested areas are larger. The measure will help socially
depressed regions. Furthermore, it is rational from an economic point of view because
it will remunerate environmental services through the recovery and development of the
forest and the reduction in fires.

Finally, we suggest attributing 1% of the second pillar allocation to technical support
and rural extension services. These services should increase the technical capacity of
the neediest territories to carry out applications for CAP support. With this measure,
it will be possible to include more farmers within the CAP support system in regions
where the exclusion rate is higher. EU funds, which are currently concentrated in the
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most prosperous agricultural regions of Portugal, would then benefit poorer and more
needy regions.

The study of inequalities is complex and presents many methodological approaches.
This article explores some angles, while also revealing some limitations which are worth
addressing in future works on the subject. A first limitation stems from the difficulties
in quantifying the externalities linked to the agricultural sector, which can be of social
or environmental nature. We believe that it is necessary to investigate more in this field
to promote a fairer distribution of CAP subsidies based on criteria of economic rational-
ity. The ecological schemes foreseen in the current regulations provide interesting clues
to guide this investigation. In addition, the present work quantifies all CAP support in
aggregate form, without differentiating the different typologies. In Portugal, coupled
support represents 20% of the first pillar. This justifies a distinct analysis of the impact
of each payment (decoupled, coupled and agro-environmental) on the distribution of
support and their potential to mitigate inequalities, as in Severini and Tantari (2015).
Finally, several studies have estimated the impact of direct uncoupled payments on land
rent (Ciaian et al. 2018). This effect on land rent has significant impacts on farmers’

income with consequences on inequality that need to be studied and estimated.
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