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Summary

The switch in emphasis from market support systems in the 1992 CAP reform toward

direct payments resulted in a dramatic increase in financial support terms, from £336.7

million in 1991 to £915.3 million in 1999 (current prices).  The impact of this change in

Irish agricultural policy was to increase substantially the dependency of farmers, with

the exception of dairy farmers, on the ‘cheque in the post’ for a farm income.  It is the

impact of these changes on the distribution of farm income which is of concern in this

study.

In line with these policy changes the proportion of average family farm income derived

from the market (as opposed to direct payments) decreased from 73.3 per cent in 1993

to 37.1 per cent in 1997.  At the same time the corresponding proportions for direct

payments increased from 26.7 per cent to 62.9 per cent.

Analysis of the distribution of family farm income by deciles (based on FFI) and for all

farms indicates a more equitable distribution of income between 1993 and 1997.  This

improvement in equity is attributed to the effects of direct payments on farm incomes.

Analysis decomposing the individual effects of selected measures show that (i)
the suckler cow premia, and (ii) the headage payments (Livestock headage
payments in the Disadvantaged Areas) were the most effective measures in
favouring income distribution equity.  Cross compliance schemes (REPS and
extensification) and the special beef premia had a more moderate effect in terms
of equity while the arable aid payments contributed least to farm income equity.
The market-derived income component had a high negative effect on equity of
farm income distribution.  The inclusion of a high proportion of dairy farmers
among those with high farm incomes is a likely factor in this respect.
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Impact of Direct Payments on Farm Income Distribution

Introduction
The 1992 MacSharry reforms of the Common Agricultural Policy were the most

significant and far-reaching changes to have taken place since the policy was put in

place among the six original EEC member states in the early 1960s. This reform made

substantial changes in the way farm incomes are supported.  A change in the reliance

on market price support mechanisms to direct support has meant that increasing

amount of farm incomes are now derived from direct payments.  Additional supply

control mechanisms and a number of accompanying measures, most notably in the

form of the Rural Environment Protection Scheme (REPS), were also introduced.  In

the Agenda 2000 reform these measures were continued and in some respects

extended and deepened.

One consequence of these reforms was to increase the contribution of direct payments

(DPs) - the 'cheque in the post' - to farm incomes.  By the time the MacSharry reforms

had been fully phased in, DPs contributed more than twice as much to gross

agricultural revenue and income arising in agriculture as previously.  This project is

concerned with the shift in emphasis in income support from market and price support

to direct payments.  The essential question posed in this project is how these changes

affected the distribution of farm incomes in Ireland.

Evolution of Subsidies in EU
Direct income payments for agriculture are defined to cover all recurring non-market

payments made directly from public authorities’ budgets to individual farmers that have

the effect of increasing farmers’ incomes [OECD:1994:1].  The definition excludes

budget payments intended to improve the performance of the sector as a whole, such

as grants for research and infrastructure, and schemes that are entirely self-funding. It

may include measures that are linked to production to varying degrees and measures

under which farmers are expected to comply with particular conditions, engage in

specific activities or provide specific agricultural or non-agricultural outputs.

At first, European Union (EU) agricultural policy makers relied only on direct payments

to complement and supplement price support. Now it is the most important form of

support. EU Agriculture Commissioner Franz Fischler, in defending further extension of

the use of direct payments, has said that “direct payments are more secure than a

price support system, with a better guarantee behind them” [IFJ, 24-1-1998].
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The impact of the MacSharry reforms on the composition of total transfers to

agriculture can be illustrated by examining the evolution of the Producer Subsidy

Equivalent (PSE)1 by product in the EU. PSEs were developed by the OECD for the

purpose of measuring the value of transfers from domestic consumers and taxpayers

to producers resulting from government intervention in a given year  (Legg, 1993).

O’Connor (1998) has shown that the aggregate PSE for Ireland, for 1997, calculated

across all agricultural products, is only slightly above that of the EU as a whole (44 per

cent compared to 42 per cent for the EU-15).

Table 1 decomposes the EU-15 PSE into the value of market price support and other

support, the latter category aggregating direct payments as well as levies and (in the

case of livestock products) the cost of feed adjustment. The relative importance of total

support, as well as the share of direct payments in total support, differs very

considerably across commodities. In the case of sheepmeat, nearly all support is

provided by direct payments with only a small difference between internal EU market

prices and world prices.  The dairy regime, at present, receives all support via price-

raising market support mechanisms.  The most important point to bear in mind in

interpreting the figures of subsequent tables is that direct payments only capture the

visible proportion of total support provided by the CAP to the value of Irish output.

Table 1:  The changing composition of agricultural support within the EU-15

1991 1995
Wheat Total PSE1 9,982 8715

PSE per unit1 111 84
PSE per cent 62% 43%
PSE proportion paid in market price support 92% 17%
Remaining PSE proportion 8% 83%

Beef & Veal Total PSE 14,342 20,273
PSE per unit 1646 2478
PSE per cent 53% 53%
PSE proportion paid in market price support 87% 77%
Remaining PSE proportion 13% 23%

Dairy Total PSE 21,160 22,782
PSE per unit 188 189
PSE per cent 66% 63%
PSE proportion paid in market price support 92% 90%
Remaining PSE proportion 8% 10%

1PSE total in million ECUs, unit PSE in ECUs per tonne
Source: OECD (1996)

Change in Mix of Subsidies

                                                     
1 Since 1998 now called the Producer Support Estimate.
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The MacSharry reforms changed the relative importance of different types of direct

payments.  Table 2 illustrates the relative importance of each of the main types of

direct payment in the total amount of direct payments distributed. In 1990, headage

payments2 accounted for 20 per cent of total direct payments paid.  By 1996, the first

year of the complete implementation of the 1992 reforms, headage accounted for 13

per cent.  Premia measures now make up the major part of the total.  Attention is

drawn to the increasing importance of the Accompanying Measures in recent years.

Because of the different justification for payments in the ‘other’ category, they are

usually seen as distinct from the first three categories of direct payments intended to

support farm incomes.  Mean direct payments in each scheme category are given in

Table 3.

Table 2:  Relative importance of direct payment types 1990-1998, per cent

Headage1 Premia2 Acc.
Measures3

Other Total

1990 20 61 - 19 100%
1991 24 60 - 16 100%
1992 29 57 - 14 100%
1993 19 69 - 12 100%
1994 20 69 0a 11 100%
1995 16 73 5 6 100%
1996 13 74 8 5 100%
1997 13 66 12 9 100%
1998 12 67 15 6 100%
1999 13 62 18 7 100%
aLess than 1 per cent
1 Compensatory Allowances payable in Less Favoured Areas
2Includes all payments under livestock premia schemes and Arable Aid (Crop Compensation
and Set-Aside) but not forestry

3Includes REPS, Installation Aid and Forestry Premia
Source: Derived from CSO, Preliminary Estimate of Agricultural Output, Input and Income in
Agriculture (February 2000)

                                                     
2 Compensatory payments, most often referred to as headage payments are paid to farmers for
stipulated types of livestock in the disadvantaged areas.  Premia, by contrast, are paid for
designated livestock and tillage areas in the country as a whole.
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Table 3:  Direct payment Scheme Types - Average Payments

Year
Mean IR£
(Current Prices)

Mean Headage*
Payment

Mean
Premia

Payment

Mean
Arable

Payment

Mean
Total Payment

1992 1006 1424 - 2165
1993 427a 1367 324 2158
1994 787 2430 428 3711
1995 744 2979 555 5285
1996 918 3817 637 6471
1997 924 3833 736 6672
1998 935   4502b 817 7802
1999 691 2728 749 6742
*All Farms, i.e., includes farms not eligible for payments
aA proportion of the headage payments for 1993 were paid in advance and were received in
late 1992
bA proportion of premia payments for 1999 were paid in advance and were received in late
1998
Source: National Farm Survey: Various Years

Direct Payments and Farm Incomes

One major consequence of the MacSharry reforms was to increase the contribution of

direct payments to farm incomes in Ireland (Table 4). In the pre-CAP reform years

1991-93, direct payments contributed 12.1 per cent to total agricultural revenue and

22.4 per cent to farm income over the period – mainly through headage payments in

disadvantaged areas, the ‘old’ ewe premium and a basic payment on suckler cows.  By

1996, direct payments contributed 26 per cent to gross agricultural revenue and 44 per

cent to farm income.  By 1998 the respective contributions had risen to 32 per cent and

56 per cent respectively. The market value of agricultural output hardly changed in

nominal terms over this period, with all of the increase in the value of agricultural output

coming from the growth in direct payments.
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Table 4: Proportion of direct payments in Gross Agricultural Output and
Aggregate Agricultural Income

Gross
Agricultural

output
(IR£m)

Direct
Payments

(IR£m)

Total
Revenue
(IR£m)

Direct
Payments

(%)

Income arising
from Self

Employment in
Agriculture

Direct
Payments

(%)

1991 3140.4   336.7 3477.1  9.7 1538.4 21.9
1992 3364.1   405.3 3765.6 10.8 1816.1 22.3
1993 3450.1   422.9 3903.7 10.8 1857.8 22.8
1994 3418.0   669.5 4070.1 16.4 1956.2 34.2
1995 3592.3   747.5 4328.2 17.2 2106.8 35.5
1996 3538.4   911.4 4426.8 20.6 2081.1 43.8
1997 3515.4   940.5 4249.9 22.1 1952.9 48.2
1998 3260.2 1038.1 4298.3 24.1 1855.2 55.9
1999 3172.2   915.3 4087.5 22.4 1636.6 55.9
Note: Includes all payments
Source: CSO, Statistical bulletin, September 1999 and Preliminary Estimate February 2000

By way of background it is useful to document the levels of change in farm income

support mechanisms since 1992.

Table 5 provides an overview of supports for (i) 1992, which was prior to the

MacSharry Reform, (ii) 1996, which was the year in which the MacSharry reform was

completed and, (iii) 1999, the latest year for which data are available.

Table 5: Type of Direct Payments and Amounts (£m) paid to farmers in 1992,
1996 and 1999

1992 1996 1999
Headage 57.1 115.2 122.2
� Cattle 35.4 81.4 86.5
� Sheep 14.0 22.5 23.2
� Beef cow   7.7 11.3 12.5
Premia 101.3 672.9 578.6
� Suckler Cow 12.5 157.7 120.5
� Special Beef   7.7 167.1 142.9
� Ewe 68.8 113.2   99.1
� Extensification   0   60.5   79.5
� Deseasonalisation   0   16.8   14.0
� Arable/Set-aside   0   88.6   91.0
� Others1 12.3   69.0   31.6
REPS 0 56.4 144.3
TOTAL 158.4 844.5 845.1
1Includes calf scheme, cull ewe scheme, Fodder scheme, agri-money compensation and BSE
compensation
Source: Department of Agriculture, Food and Rural Development
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The very substantial increase in the level of direct payments paid to farmers since

1992 is composed mainly of premia, including new measures such as extensification,

deseasonalisation, arable aid and REPS.  The total payment in 1999 under these

measures was £845.1 million or 27 per cent of gross agricultural output for that year.

Given the prominence of the distribution issue in the rationale for the 1992 CAP reform

it is relevant to examine these aspects.

Distributional Impact of Direct Payments

Data from the National Farm Survey (NFS) for 1993 and 1997 are used to examine the

issue of farm income distribution and associated change.

Table 6 presents an alternative way to highlight the dependence of farm incomes on

DPs. Nine per cent of farms had negative Family Farm Income (FFI) in 1999 even

when DPs were taken into account.  A further 15 per cent of the population received

DPs representing 25 per cent or less of FFI.  On the other hand in 1999, on over 40

per cent of farms DPs exceeded farm income and, for 25 per cent of farms, exceeded

150 per cent of farm income.

Table 6: Direct Payments as a per cent of FFI (percentage of total in each
category)

% of FFI 1992 1993 1994 1995 1996 1997 1998 1999
negative  16.7 15.7 10.2 12.0 10.7 5.8 5.6 9.0
0-25 27.2 34.6 21.7 18.5 14.0 13.9 14.2 15.4
25-50 17.9 20.8 17.6 17.1 12.2 15.3 13.0 11.9
50-75 14.3 12.8 20.0 18.1 17.7 19.5 13.0 10.5
75-99 8.4 6.2 12.4 14.9 16.7 15.4 15.6 12.3
100-150 7.4 4.4 9.4 10.5 16.1 14.9 21.1 15.9
>150 8.1 5.5 8.7 8.9 12.6 15.3 17.5 25.0
Total 100 100 100 100 100 100 100 100
Source: NFS various years
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Farms were ranked in deciles3 by family farm income (FFI) for 1993 and 1997

compared on the basis of aggregate farm income earned by each decile. Figure 1

presents the results of the analysis.

Figure 1: Per cent of total FFI to deciles of Family Farm Income

Substantial changes occurred in the distribution of FFI over the period and especially at

the highest income deciles. The top 10 per cent of farms accounted for 44.1 per cent of

aggregate farm income in 1993 but the proportion had dropped to 37.6 per cent in

1997.  The result of this sharp decline in the top decile was a widely spread increase in

the decile shares at the lower levels.

A statistical measure of income distribution inequality is the Gini coefficient that is

indicative of the degree of deviation from a completely equal distribution.  In such

circumstances 50 per cent of the population would receive 50 per cent of income, in

which case the Gini-coefficient has a value of 1, indicating perfect inequality.  Perfect

equality has a Gini-coefficient value of 0.  For 1993 the estimated Gini coefficient was

0.628, but this had fallen to 0.548 in 1996, a drop of 13 per cent.  This is considered to

be an exceptional level of change in income distribution terms.

It is also possible to partition FFI into two components, namely (a) market income or

income derived from the market place and (b) income from direct payments or in

colloquial terms ‘the cheque in the post’.

                                                     
3 The deciles of FFI are calculated by arranging farms in ascending order in terms of FFI per
farm, where the bottom decile or 10 per cent of farms have the lowest incomes and the top
decile has the highest incomes.
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Table 7 is a summary of the distribution of market income and Direct Payments by FFI

for 1993 and 1997 for the different deciles of farms.

Table 7: Per cent receipt of aggregate market income and aggregate direct payments by
FFI decile, 1993 and 1997

Decile 1993 1997
Market Income Direct

Payments
Market
Income

Direct
Payments

1  bottom -3.0 4.1 -8.7 4.9
2 -0.1 3.5 -1.8 4.0
3 1.1 3.9 -0.1 5.2
4 2.1 5.1 0.5 5.9
5 3.1 7.1 1.9 7.4
6 4.8 10.1 4.1 9.3
7 7.5 12.9 6.2 11.9
8 12.5 14.4 11.8 14.6
9 20.2 16.5 26.5 15.2
10 top 51.8 22.4 60.4 21.4

100 100 100 100
Per cent share
of total income 73.3 26.7 37.1  62.9

Table 7 shows that in 1993 the market income component for all farms was 73.3 per

cent of total income but this had declined to 37.1 per cent by 1997.  Conversely, the

direct payment component increased from 26.7 per cent to 62.9 per cent in the same

period.  As in the case of total aggregate income the top decile shows the most

dramatic changes in the interim.  In 1993 the top-earner decile accounted for 51.8 per

cent of aggregate market income earned in total but by 1997 the share of market

income accruing to the top decile had increased to 60.4 per cent.  At the same time,

their receipts of aggregate direct payment decreased marginally from 22.4 per cent to

21.4 per cent of all receipts.  The main conclusion derived is that even though the

overall income distribution has become more evenly distributed (as shown Figure 1)

the top decile has increased its ‘take’ in terms of aggregate market income in the

interim.  In this respect it seems that direct payments play an equalising role because

they are becoming more equally distributed themselves. The distribution of total

income would be significantly more unequal in their absence.  This conclusion is

supported by an analysis of data for all farms for 1993 and 1997 as shown in Figure 2.
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Figure 2:  Lorenz Curve, Distribution of FFI for 1993 and 1997

The more concave form of the FFI lines are indicative of the wider divergence from

equity of total income which includes both market income and direct payments.  The

1993 FFI Lorenz curve does not cross the horizontal until 22 per cent of total 1993 FFI

has been distributed. This indicates that the poorest 22 per cent of the farm population

in 1993 recorded negative farm incomes (farm losses).  This has improved slightly with

the 1997 situation.  Just 10 per cent of the 1997 population recorded income losses.

Pseudo Lorenz curves are drawn measuring the distribution of direct payments across

the farm population ranked in farm income terms. These curves are known as

concentration curves.4 The degree of change towards a more equal distribution of

direct payments between 1993 and 1997 in respect of total direct payments

represented by the shift shown in concentration curves DP93 and DP97 (Figure 3).

Clearly the DP97 line has moved closer towards the diagonal line which represents

perfect equality in the distribution of aggregate DPs.  Had the distribution been

perfectly equal, the poorest 10 per cent of the population would receive 10 per cent of

all DPs, the bottom 20 per cent would receive 20 per cent of all DP receipts, etc.

                                                     
4 A Lorenz curve is distinguished from a concentration curve because a Lorenz curve relates to
the distribution of the same variable used to rank the population
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Figure 3: Contract curves (Pseudo Lorenz curves), Direct Payments in 1993 and 1997

Additional inequality index analysis of the direct payment and market income

contribution to total farm income provides further insight as to how the

subcomponents of the direct payments affect income distribution.  In this analysis

direct payments are in the first instance sub-divided into pre-1992 schemes and other

direct payments, reflecting the ‘before’ and ‘after’ CAP reform.  Data available from the

1996 NFS on the contribution of selected direct payments to aggregate farm income is

presented for 1996 as well as a measure of their individual effects (concentration

coefficient) on the distribution of total income.
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Table 9: Estimation per cent of Aggregate Farm Income Attributed to selected
sources and associated Concentration Coefficient for 1992 and 1996

Components Share of total
Income

Con. Coefficient of
Income source

1992 1996 1992 1996
Arable aid – 5.3 0 .5891
Suckler cow premium – 10.5 0 .1449
Special beef premium – 11.6 0 .3752
Cross Compliance
Schemes1 – 8.7 0 .2568
Pre 1992 schemes2 29.3 16.1 .2226 .1829
Sundry3 – 7.2 .0 .4123
Market-based income 70.4 40.8 .7960 .9241

100.0 100.0 .6277 .5475
1includes REPS, extensification
2includes headage payments and ewe premia which was not substantially changed in the 1992
CAP reforms
3includes SLOM etc.

The overall decrease in the market-derived income from 70.4 per cent to 40.8 per cent

is clearly associated with the increased contribution of direct payments to farm income.

While the pre-1992 schemes (mainly headage payments) still remain the highest

contributor (16.1 per cent) the introduction of new measures obviously had a major

impact, such as the Suckler Cow Premium (10.5 per cent) and the Special Beef premia

(11.6 per cent). The Concentration Coefficient, measured according to the

concentration curves showing the distribution of direct payments (which is the corollary

to the Gini Coefficient for Lorenz curves) fell from .6277 to .5457 in the period and is

indicative of a substantial reduction in inequality in the period.  Examination of the

components of income sources, however, indicate major differences between the

different components in their relative contribution to farm income equity.  Suckler Cow

Premia (.1449) and pre-1992 schemes (.1829) show the lowest values and may be

interpreted as contributing most to income distribution equity.  By contrast the arable

aid schemes (.5891) and to a lesser extent, the special beef premia (.3752) contribute

least to farm income equity.  Moreover, as previously shown the market derived

income effect is to increase the inequity in farm income showing an increase in value

from .7960 in 1992 to .9241 in 1996.  Given the relatively high share of total income

accounted for by the Suckler Cow Premia and the pre-1992 schemes it can be taken

that these are the measures contributing most to income distribution equality.
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