
Ciaian, Pavel; Kancs, d’Artis; Swinnen, Johan

Working Paper

EU Land Markets and the Common Agricultural
Policy

EERI Research Paper Series, No. 47/2010

Provided in Cooperation with:
Economics and Econometrics Research Institute (EERI), Brussels

Suggested Citation: Ciaian, Pavel; Kancs, d’Artis; Swinnen, Johan (2010) : EU Land Markets
and the Common Agricultural Policy, EERI Research Paper Series, No. 47/2010, Economics
and Econometrics Research Institute (EERI), Brussels

This Version is available at:
https://hdl.handle.net/10419/142607

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your
personal and scholarly purposes.

You are not to copy documents for public or commercial
purposes, to exhibit the documents publicly, to make them
publicly available on the internet, or to distribute or otherwise
use the documents in public.

If the documents have been made available under an Open
Content Licence (especially Creative Commons Licences), you
may exercise further usage rights as specified in the indicated
licence.

https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/142607
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/


 

EERI 
Economics and Econometrics Research Institute 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

EERI Research Paper Series No 47/2010 

ISSN: 2031-4892 

 

 
 

 

 

 

 

 

 

 

 

 

 

Copyright © 2010 by Pavel Ciaian, d’Artis Kancs and Johan Swinnen 

 

EU Land Markets and the Common Agricultural Policy 

 

 

 

Pavel Ciaian, d’Artis Kancs and Johan Swinnen 
 

EERI 

Economics and Econometrics Research Institute 

Avenue de Beaulieu 

1160 Brussels 

Belgium 

 

Tel: +322 298 8491 

Fax: +322 298 8490 

www.eeri.eu 



| 1 

EU LAND MARKETS AND THE 
COMMON AGRICULTURAL POLICY 

 

 

 

 

 

 

 

PAVEL CIAIAN, D’ARTIS KANCS 
AND JOHAN F.M. SWINNEN 

 

 

 

CATHOLIC UNIVERSITY OF LEUVEN (LICOS), 
EUROPEAN COMMISSION (DG JRC),  

ECONOMICS AND ECONOMETRICS RESEARCH INSTITUTE (EERI) 

 

 

2010 



2 |  

EU LAND MARKETS AND THE COMMON AGRICULTURAL POLICY 

Pavel Ciaian, d’Artis Kancs and Johan F.M. Swinnen 
 

Catholic University of Leuven (LICOS), European Commission (DG JRC), and 
Economics and Econometrics Research Institute (EERI) 

 
 
 

1. INTRODUCTION 

The background to this paper is the establishment of the single payment scheme 
(SPS), providing decoupled support to farmers, which was the central element of 
the 2003 reform of the common agricultural policy (CAP). The member states of the 
EU-15 had to implement the SPS at the latest by 2007, but had some flexibility in 
the way they did so. Member states could opt to apply payment entitlements based 
on historical, individual reference amounts (the ‘historical model’) or alternatively, 
payment entitlements calculated as averages of the historical reference amounts of 
the region concerned (the ‘regional model’) or a mix of the two approaches, in 
either a static or dynamic form (the ‘hybrid model’).  

Economic theory, as well as empirical findings, suggests that the way in 
which agricultural support is provided has an influence on land markets, because 
payments capitalise to some degree into land values, affecting both the sales and 
rental prices of land. These effects would in turn have a bearing on the transfer 
efficiency of support, on structural change and so forth. Yet, the kind of 
agricultural support given is not the only factor influencing land markets. The 
profitability of production, user competition (driven by environmental concerns 
and demographic changes), ownership and production structures, and the 
institutional setting of land markets are other factors that need to be taken into 
account. Many of these conditions vary greatly among and within the EU member 
states (Alston and James 2002; Floyd (1965; Gardner 1983; Guyomard, Le Mouël 
and  Gohin 2004; Salhofer 1996). 

The overall objective of this paper is to investigate whether and to what 
extent the different means of implementation of the SPS have affected i) the 
capitalisation of support into land values (sales and rental prices); ii) the 
distribution of this capitalisation to the different owners; iii) the effect of the SPS, in 
combination with the institutional setting of land markets, on structural change in 
agriculture; and iv) the reaction of land markets and asset values to changes in 
policy. In contrast to previous simulation exercises, the focus of this paper is on 
providing an empirical underpinning of policy influences on the land market 
(Swinnen, Ciaian and Kancs 2008).  



To guide our analysis, the empirical and theoretical literature in this field 
has been analysed in detail and a theoretical framework has been developed to 
study the impact of direct payments and the SPS on land market values under a 
range of conditions. The insights from this literature review and from theoretical 
analysis have been used in the interpretation of the empirical findings from this 
paper (Ciaian, Kancs and Swinnen 2008; Courleux et al 2008; Kilian and Salhofer 
2008).  

The empirical analysis in this paper is based on a combination of data 
sources. In particular, we combine insights from comparative data analyses based 
on data from Eurostat and the Farm Accountancy Data Network (FADN) with data 
analyses and information collected from a series of country and regional (sub-
country) studies. More specifically, as part of the overall paper, 11 country studies 
and 18 regional studies have been undertaken. An important criterion in the 
selection of countries and regions has been the coverage of different 
implementation models of the SPS. The countries covered are Belgium, Finland, 
France, Germany, Greece, Ireland, Italy, the Netherlands, Spain, Sweden and the 
UK. For France, Germany, Italy, Spain and the UK, two or more regional studies 
have been conducted (for more details see Swinnen, Ciaian and Kancs 2008).  

The results from our paper are subject to certain analytical limitations, 
however. First is the scarcity of data on land values and transactions since the SPS 
was launched. The short time span since implementation of the SPS, combined 
with the varying quality of the available data, do not allow econometric analysis. 
Second, although we have systematically verified our data sources and our 
findings draw on several sources of information, the qualitative analysis in the 
present paper does not allow us to assess confidence intervals nor does it allow us 
to perform sensitivity analyses or to check the statistical robustness of the results. 
Third, land regulations and long-term contracts may delay the capitalisation of the 
SPS into land values beyond what can currently be observed in the data. Fourth, 
global food markets have experienced major changes over the past few years, 
making it complicated to isolate the effect of the SPS on agricultural land markets. 
The results reported here should thus be interpreted keeping these limitations in 
mind. 

Despite these limitations, the paper offers interesting hypotheses and 
preliminary evidence on land market developments in the EU study countries 
(EUSCs) and the effects of the SPS. The role of the SPS in influencing land values 
and the operation of land markets is analysed under the following themes: land 
market developments, drivers of land values, the impact of changes in the SPS on 
land values, the distribution of direct payments and the effects on structural 
change. 
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2. IMPLEMENTATION OF THE SPS 

The beginnings of the CAP date back to the period of formation of the European 
Economic Community (EEC) in 1957. The emphasis of the early CAP was on 
encouraging agricultural productivity, maintaining a stable supply of affordable 
food for consumers and ensuring a viable agricultural sector. The support to 
farmers was implemented predominantly through a price support system, by 
which farmers were guaranteed high prices. This early CAP had a major impact on 
agricultural markets. Most importantly, it led to a high rise in farm productivity 
and created large surpluses of the major farm commodities in the EU market, some 
of which were exported (with the help of subsidies), others of which had to be 
stored or disposed of within the EU. These measures had a high budgetary cost 
and distorted world markets. At the same time, there were increasing concerns 
about the environmental sustainability of agriculture.  

To circumvent these developments, some important changes to the CAP 
were made in the 1980s, but especially at the beginning of the 1990s. The first 
substantial reform of the CAP occurred in 1992, known as the MacSharry reform, 
followed by the Agenda 2000 reform. To reduce market imbalances, domestic 
prices were reduced and the income loss to farmers was redressed through 
compensatory direct payments. The amounts of these payments depended on 
historical rather than current production. These reforms thus cut the link between 
support to farmers and production. Yet, farmers were still obliged to produce 
certain agricultural commodities in order to obtain the direct payments. At the 
same time, a ceiling was put on subsidy expenditures to keep the costs of the CAP 
under control.  

In 2003, EU farm ministers adopted another substantial reform to the CAP. 
The 2003 CAP reform decoupled most of the direct payments by introducing the 
SPS. In the same time, member states were allowed to maintain some specific 
subsidies coupled to production. The direct payments under the new system are 
linked to compliance with environmental, food safety and animal welfare 
standards, as well as the requirement to keep land in good agricultural and 
environmental condition (i.e. cross-compliance requirements). 

 

2.1 SPS implementation models 

The CAP reform of 2003 launched the policy by which farm subsidies are 
determined as a fixed set of payments per farm – the SPS. Under the SPS, the 
farmer is entitled to a yearly payment depending on the number of payment 
entitlements and eligible hectares (s)he possesses. 

When it came to implementing the SPS, member states could choose among 
the historical, regional and hybrid models. Under the historical model, the SPS 
payment is farm-specific and equals the support the farm received in the reference 



period. This is the most common SPS model (Table 1). Under the regional model, 
an equal per-hectare payment is granted to all farms in the region. 

The hybrid model is a combination of the historical and regional models. 
Member states could also choose between a dynamic and a static version of the 
hybrid model. If a member state has implemented the dynamic hybrid model, 
there is a phased move towards a model that is fully regional. The historical 
component gradually decreases while the regional component gradually increases 
over time. For example, England, Finland and Germany have implemented the 
dynamic hybrid model. On the other hand, if a member state has applied the static 
hybrid model, neither the regional nor historical shares change over time (e.g. 
Northern Ireland and Sweden) (see Table 1 and Table 2 for more details). 

 

3. CONCEPTUAL FRAMEWORK 

Since the focus of the paper is on examining what has happened to land markets 
since the SPS was introduced, we need to understand the impact of policies 
generally before and after its launch. For this reason, we look at the effects of both 
coupled and decoupled subsidies. 

3.1 The basic model 

3.1.1 Coupled subsidies 

For reasons of exposition, we start with a simple model of the agricultural sector, 
in which we consider two factors used to produce one agricultural good 

),( KAfQ  . Land (A) and the composite of labour and capital (K) are combined 

in a constant returns-to-scale production function. Output market clearing and 
input market clearing conditions determine the output and input prices. We begin 
with the assumption of constant elasticities of factor supply and the elasticity of 
demand. 

The capitalisation of agricultural support payments into land values 
depends largely on the land supply, the input substitution elasticities and whether 
subsidies are linked to land. The more inelastic the land supply, the more subsidies 
are capitalised into land values. Everything else being equal, subsidies linked to 
land (area payments) are more capitalised into land values than other coupled 
subsidies are (Floyd, 1965; Gardner, 1983; Alston and James, 2002). 

If the land supply is fixed, then area payments are fully capitalised into land 
values. Coupled production subsidies are fully capitalised into land values if in 
addition to a land supply elasticity of zero either the supply elasticity of non-land 
inputs is perfectly elastic or the factor proportions are fixed. In other situations, the 
benefits from coupled subsidies are shared between land and other production 
factors. If demand elasticity is not perfectly elastic, then consumers benefit as well 
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from coupled subsidies. Theoretically, the impact of the agricultural policy on land 
values may be very large (e.g. fully capturing the subsidies). 

In empirical studies, land supply elasticity is usually found to be rather low, 
mostly owing to natural constraints. For example, based on an extensive literature 
review, Salhofer (2001) concludes that a plausible range of land supply elasticity 
for the EU is between 0.1 and 0.4. Similarly, Abler (2001) finds a plausible range 
between 0.2 and 0.6 for the US, Canada and Mexico. 

Input substitution elasticities are a further crucial factor determining the 
distributional consequences of agricultural policies.1 With area payments, farms 
have an incentive to substitute other inputs for land, which increases land demand 
and leads to the capitalisation of subsidies into land values. Where there is high 
elasticity of substitution between land and other inputs, the impact of an area 
subsidy on land values that is induced will be large, as high elasticity of 
substitution indicates close substitutability between land and other farm inputs in 
the production process. Subsidies that are not targeted at land have the opposite 
effect. A high elasticity of substitution between land and other farm inputs reduces 
the impact of these subsidies on land values (Floyd, 1965; Gardner, 1983; Alston 
and James, 2002). Based on 32 studies, Salhofer (2001) reports average elasticities of 
substitution between land and labour of 0.5, between land and capital of 0.2, and 
between land and variable inputs of 1.4 for Europe. Similar values are reported in 
Abler (2001) for the US and Canada. 

3.1.2 Decoupled subsidies 

The capitalisation of decoupled subsidies depends on the way in which the policy 
is implemented, i.e. whether the subsidies are decoupled from sectoral choice, from 
land or from both. 

The SPS is decoupled from production but land is needed to be able to 
activate SPS entitlements. Capitalisation of the SPS into land values depends on the 
number of entitlements distributed to farmers relative to the total eligible area 
(Ciaian et al., 2008; Courleux et al., 2008; Kilian and Salhofer, 2008).  

If the number of entitlements is larger than the total eligible area, then the 
SPS is capitalised into land values. With fixed land supply, the SPS is fully 
capitalised into land values. Otherwise, the capitalisation of the SPS is partial and it 
decreases as land supply elasticity increases. The capitalisation of the SPS also 
depends on the SPS model implemented. 

If, however, the number of entitlements is smaller than the total eligible area, 
then the SPS is not capitalised into land values. The benefits of the SPS accrue to 

                                                      
1 Substitution elasticity measures how easy it is to substitute one input for another in the 
farm production function. 



farmers. This result is general – it does not depend on the degree of land supply 
elasticity or the SPS model. 

3.2 Insights from empirical studies 

The empirical attempts to estimate the impact of agricultural support policies on 
land rents and land prices can be grouped into two broad categories: land 
value/price studies and land rent studies. Whereas the former examine the effects 
of policies on farmland prices, the latter investigate the policy impacts on farmland 
rental rates. The main reason authors use one approach over another is usually 
data: the availability of either land value (typically from regional datasets) or rental 
data (typically from farm-level surveys) commonly determines the choice of 
model. 

It is important to point out that virtually all of the existing studies are on 
North America (the US and Canada). To our knowledge, only three cover EU 
countries (Traill, 1980; Goodwin and Ortalo-Magné, 1992; Duvivier et al., 2005). 
Moreover, none of these measures the impact of the SPS (Table 3; Table 4).2 

In comparison with the hypotheses of theoretical models, several 
conclusions follow from the empirical studies. 

First, coupled agricultural support policies do increase land rents and land prices, 
albeit less than theory predicts. Land rents/prices do not appear to capture the full 
value of coupled subsidies, at least in the short to medium run, but they do capture 
a substantive share of subsidy payments (most studies report 20-80%). The 
reviewed literature on land values and the determination of land rental rates 
suggests that land prices and land rental rates are guided by a large number of 
factors, such as policy support, land-use alternatives, competition on the land 
market and inflation, which may explain these discrepancies between theory and 
empirical evidence. 

Second, decoupled policy payments do affect land rents and land prices.3 One way 
to interpret these results is that in the real world there are no truly decoupled 
subsidies. All decoupled subsidies applied in the EU or the US impose certain 

                                                      
2 The large majority of empirical studies performed to date have estimated the present value 
of land as a function of government payments and other explanatory variables. The main 
reason for the relative dominance of land price studies is data availability – usually regional 
data are more broadly available (typically used in land price studies) than farm-level data 
(typically used in land rent studies). 

3 The theoretical literature on decoupled subsidies shows that fully decoupled agricultural-
support policies have no effect on land values, if markets are competitive and transaction 
costs are not prohibitive. It also shows that decoupled policies may affect land values only 
in the presence of some market imperfections. 
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restrictions on farms or are accompanied by other measures.4 Therefore, it is rather 
difficult to compare the empirically estimated impact of decoupled and coupled 
policies. Perhaps the subsidy that most closely resembles the decoupled subsidy 
definition is the production flexibility contract (PFC) payments introduced in 1996 
by the Federal Agricultural Improvement and Reform (FAIR) Act in the US. The 
Act decoupled subsidies from contemporaneous production and removed all 
planting restrictions, including set-aside requirements. With the exception of 
certain fruits and vegetables, producers were given complete planting flexibility, 
while they still received subsidies based on their 1985 programme yield and their 
1995 acreage base.  

Third, landowners benefit from all support programmes, both coupled and 
decoupled. All the reviewed studies find that one additional unit of payment results 
in an increase of less than one land price unit. While these findings are not 
surprising in relation to decoupled subsidies, most of the empirical literature 
relates to coupled subsidies, which would be expected to have most (if not all) of 
their final effects on land. Nevertheless, the reviewed studies have found a 
surprisingly small share of coupled subsidy benefits going to landowners. 

Fourth, the difference between the estimated impact of coupled and decoupled 
subsidies is not statistically significant. Comparing the empirical results from various 
studies, we find evidence that coupled payments do not have a significantly 
different impact on land values from that of decoupled payments. For example, 
Duvivier et al. (2005) find that the elasticity of Belgian land values with respect to 
partially coupled support (compensatory payments) is between 0.12 and 0.47. 
Kirwan (2005) estimates that the marginal effect of all government subsidies on 
farmland rental rates in the US is between 0.2 and 0.4. In contrast, Taylor and 
Brester (2005) find that the elasticity of land value with respect to market price 
support is between 0.16 and 0.32. 

There are only a few studies that compare how the subsidy capitalisation 
differs between decoupled and coupled subsidies. Goodwin et al. (2003) find that, 
as predicted by the theory, coupled subsidies (LDPs) have a higher impact on land 
values than decoupled subsidies (PFC payments). The estimated marginal effect on 
land value is 6.6 for LDPs and 4.9 for PFC payments. In contrast, the results of 
Lence and Mishra (2003) suggest that decoupled payments (PFC and MLA 
payments) have a greater bearing on rents than coupled ones (LDPs). Moreover, 
the coupled subsidies are found to decrease rents. These estimates imply that rents 

                                                      
4 For example, in the case of the SPS, the payments have to be activated with land. To 
receive the decoupled subsidies, farmers must have a corresponding amount of land at their 
disposal. Hence, the total subsidies a farm can receive are constrained by the amount of 
subsidies received and land used in the reference period. The SPS is not conditional on 
cultivating the land, however. Thus, the SPS is still connected to land in some way although 
it is decoupled from contemporaneous production.  



rise by around $0.85 for each $1.00 paid per hectare under the PFC and MLA 
programmes. In the case of LDPs, land rent is estimated to fall by around $0.24 per 
$1.00 of subsidy. 

3.3 Implementation of the SPS and implications 

From the previous analysis, we can conclude that the decoupled subsidies may still 
have an important impact on land values and that the implementation details of 
the policy matter considerably in this respect.  

Therefore, we now turn to discuss some of the SPS implementation details 
and we present a series of hypotheses on how these may affect EU land markets. 
Note that the arguments in this section are solely based on the theoretical analysis. 
In the following sections, the theoretical hypotheses derived here are compared 
with empirical evidence from selected member states. 

3.3.1 The historical versus regional model 

The regional model is expected to lead to greater capitalisation than the historical 
model because, for a given land base, under the regional model more entitlements 
are allocated than under the historical model. A similar result holds for the hybrid 
model because the allocation of entitlements is grounded on the same principles as 
those of the regional model. 

At the same time, even if under both models (historical and regional) the 
number of entitlements exceeds the eligible area, the regional model still leads to 
greater capitalisation of the SPS into land values than the historical model does. 
This is because under the historical model the entitlement value differs among 
farms, which induces partial capitalisation of the SPS into land values as farms 
with low-value entitlements cannot bid up land values higher than the value of 
their entitlements. Farms with higher-value entitlements partially benefit from the 
SPS. This is because when farms own more entitlements than the eligible area, they 
want to acquire additional land in order to be able to activate all the entitlements. 
This intensifies competition for land and exerts upward pressure on land prices. 
But farms with higher-value entitlements do not have to use the value of 
entitlements fully to out compete farms with lower-value entitlements. On the 
other hand, farms with lower-value entitlements must fully use their entitlement 
value to maintain the amount of land or to minimise the land-use losses. Hence, 
farms with higher-value entitlements partially use the value of entitlements to 
compete for land and thus partially benefit from the SPS. In contrast, the farms 
with lower-value entitlements need to use the full value of entitlements to compete 
for land and consequently do not benefit from the SPS. 

3.3.2 Entitlement tradability 

Tradability matters under some conditions. If the eligible area is larger than the 
total number of entitlements, then with full tradability of entitlements there is no 
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capitalisation of the SPS into land values. The less tradable entitlements are, the 
more the SPS becomes capitalised into land values. A low tradability of 
entitlements reduces the incentive of farmers who may want to sell entitlements 
actually to do so because they cannot obtain the desired entitlement price. With 
low tradability, these farmers prefer to keep their entitlements and to use them to 
compete for land, which exerts an upward pressure on land prices. If the eligible 
area is smaller than the total number of entitlements, the greater is the 
capitalisation of the SPS into land values and the lower is the market price for 
entitlements. With full capitalisation of the SPS, the market price for entitlements is 
zero. 

3.3.3 New entrants’ eligibility for entitlements 

The capitalisation of the SPS additionally depends on the level of new farm access 
to entitlements. The more eligible that new farms are for entitlements, the greater is 
the capitalisation of the SPS into land values. If the newly entering farms are 
eligible for SPS entitlements from the national reserve, then the SPS will be 
capitalised into land values. The eligibility of new farms for entitlements increases 
the competition for land. The capitalisation of the SPS into land values also 
depends on the value of new farms’ entitlements relative to the value of pre-
existing entitlements. 

3.3.4 Conditional SPS payments  

Depending on the nature of the conditions, farm gains from the SPS may be 
reduced. If the additional requirements imposed by the SPS were not present 
before implementation of the SPS and are not required for non-participating farms, 
then net benefits from the SPS may be squeezed by the implementation costs of the 
additional requirements. Although conditional SPS payments may diminish farm 
benefits from the SPS, depending on the nature of the conditions, they do not affect 
land capitalisation (which is equal to zero). 

3.4 Static versus dynamic effects 

The impact of the SPS is different in the short-term (static) relative to the long-term 
(dynamic) perspective.  

Structural changes are likely to be more significant in the long run than in 
the short run. Structural changes may be the result of, for example, technological or 
institutional innovations, or vertical coordination. In the presence of imperfect 
rural credit markets, the SPS itself may reduce farms’ credit constraints and 
thereby have an impact on land markets (see Ciaian and Swinnen, 2009). In 
combination with structural changes, the SPS may be capitalised into land values 
and may affect the restructuring of the agricultural sector. This outcome is 
conditional, however, on whether entitlements are tradable. 



At the same time, structural change will induce the trading of entitlements. 
Entitlement trading will be driven by the reallocation of land among farms. If the 
reallocated land is used to activate entitlements, then an equivalent number of 
entitlements will be traded. That being stated, trade in entitlements will depend on 
the development of the entitlement market and entitlement trade restrictions. 

In the short run, the SPS will likely have a limited impact on land markets 
and capitalisation of the SPS into land values because structural changes are 
expected to be minor. That is the view taken by this paper, as there are relatively 
few observations available since the SPS was implemented. 

Nevertheless, there is a difference between the historical model and the 
regional (or hybrid) model. Depending on the country, the SPS was implemented 
between 2005 and 2007, but the allocation of entitlements under the historical 
model was based on the eligible area that farms operated in the reference period 
2000–02. Under the regional (or hybrid) model, the allocation of entitlements was 
based on the total eligible area in the first year the SPS applied. As a result, if 
structural changes occurred between the periods 2000–02 and 2005–07, then in the 
short run one would expect a larger impact of the SPS on land markets with the 
historical model than with the regional (hybrid) model. 

In the long run, the SPS will have a more pronounced impact on land markets 
under all three of the SPS implementation models. In combination with structural 
changes, the SPS may be capitalised into land values and may affect the 
restructuring of the agricultural sector. The level of the capitalisation of the SPS 
and the impact on restructuring depends on the tradability of entitlements. The 
lower the tradability of entitlements, the more the SPS will be capitalised into land 
values and the more it will constrain restructuring. The historical and hybrid 
models may or may not have a greater effect on capitalisation and restructuring 
than the regional model does. 

 

4. EMPIRICAL ANALYIS 

4.1 Land market developments in the EUSCs 

The amount of rented land and the volumes of rental transactions differ greatly among the 
EUSCs. Farms in Belgium, France, Northern Ireland and Germany are more likely 
to rent land (more than 65% of the land used). In Sweden, farms rent 
approximately 50% of the agricultural land used. In contrast, the prevalence of 
land renting is lowest (17%) in Ireland. In the rest of the countries covered by this 
paper, farms rent between 34% and 43% of the land used. The share of rented 
farmland of the total UAA is increasing in most of the EUSCs (Figure 3).  

Agricultural land prices also vary widely across the EUSCs. In the peak years, 
differentials between the most and least expensive countries exceeded 2,000% – 
ranging from around €2,000/ha in parts of Sweden to over €40,000/ha in parts of 
the Netherlands. These figures imply that awarding the same amount of subsidy 
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per hectare of agricultural land would have quite diverse impacts on land prices 
(Figure 4 - Figure 6).  

The variation in rental prices is somewhat lower than in sales prices but large 
differences are likewise apparent. The difference in rental prices between the lowest 
and highest country was around six to one in 1992 and more than seven to one in 
2006 (Figure 1, Figure 2). 

Changes in agricultural land prices over the past decade have been diverse as well. 
Over the period from 1992 to the present, real farmland sales prices have decreased 
by around 25% in Greece, while increasing by around 250% in Ireland. 
Developments in rental prices since 1992 range from a decline of around 25% in 
Finland to a rise of around 55% in Spain (Figure 4, Figure 5). 

This cross-country heterogeneity in agricultural land markets suggests that 
farmers and landowners in these various land markets may be affected differently 
by (changes in) the CAP. 

4.2 Drivers of land values 

Agricultural commodity prices and productivity, infrastructural expansion and urban 
pressures have marked influences on land markets, but their relative importance differs for 
rental and sales markets (Table 5, Table 6). First, agricultural commodity prices and 
productivity are significant drivers of agricultural land prices, but their effects 
seem to be more striking for rental markets than for sales markets. Second, urban 
pressures – such as growing housing demand – have pronounced effects on 
agricultural land prices, especially in densely populated EUSCs (e.g. Belgium and 
the Netherlands) and faster growing economies (e.g. Ireland and Spain). The same 
applies to the role of infrastructural expansion in driving up land prices. The latter 
two factors in particular influence sales prices. 

Land market regulations affect land prices and exchanges – especially land rentals. 
Rental prices for agricultural land tend to be more regulated by governments than 
sales prices. In one-third of the EUSCs, the maximum rental prices are set by the 
government (Table 7, Table 8).  

The duration of rental contracts is regulated in some of the EUSCs, which 
influences the responsiveness of the rental market to agricultural policy changes. The 
length of rental contracts is regulated by the government in Belgium and France 
(with a contract duration of nine years minimum), the Netherlands (six years 
minimum) and Spain (five years minimum). In several EUSCs (e.g. France), the 
renewal/inheritance of rental contracts is also regulated. In these countries, formal 
rental markets are stickier and the time lag is longer in adjusting to policy changes. 
The prevalence of land renting is typically higher in countries with strict rental 
market regulations, such as Belgium and France. These two countries have the 
highest minimum lengths of rental contracts (nine years) and the highest shares of 
rented area (77% and 75% in 2006, respectively) among all the EUSCs. 



Land taxes differ significantly across the EUSCs. Three kinds of tax regulations 
that affect market participants’ decisions to buy, own or sell agricultural land have 
been studied: sales taxes, purchase taxes and ownership taxes. Tax rates for land 
transactions are heterogeneous across the EUSCs, spanning from 1% for low-value 
land in the UK to 18% for high-value farmland in Italy. The same applies to 
ownership taxes, ranging from a 0% tax rate on farmland in Finland to over 15% in 
the southern EU countries. 

Neither low taxes for farmland ownership and transactions nor entitlements 
constrain structural change, but they do expose farmland to non-agricultural investors. 
Low transaction taxes for farmland and SPS entitlements facilitate structural 
change through the reallocation of agricultural land and entitlements from less 
productive to more productive farms (e.g. Germany). On the other hand, 
agricultural land markets in countries with low transaction taxes are more exposed 
to speculative farmland purchases (and sales) by non-agricultural investors (e.g. 
Finland). Differentiated farmland ownership taxes for farmers and non-farmers 
reduce the incentives for long-term, speculative farmland purchases (and sales) by 
non-agricultural investors, but hinder structural change (e.g. Greece). 

CAP subsidies have an impact on land values, but the impact varies substantially 
across countries and appears relatively modest compared with other factors, especially 
where land prices are high. CAP subsidies appear to affect land sales prices in the 
EUSCs. Still, their relative importance seems limited compared with other drivers. 
Generally, the lower the land price, the higher is the impact of CAP policies in this 
respect (e.g. in the Nordic regions in Finland and Sweden). In countries such as the 
Netherlands and Ireland, where land prices are very high or are rapidly increasing, 
factors other than CAP policies appear to have a greater bearing.  

4.3 Implementation of the SPS 

The EU member states could choose among three SPS implementation models: the 
historical, regional and hybrid model. Under the historical model, the SPS payment 
is farm-specific and equals the support the farm received in the reference period. 
This is the most common SPS model in the EUSCs. Under the regional model, an 
equal per-hectare payment is granted to all farms in the region. 

Concerns about the redistribution of subsidies were by far the most 
compelling factor for the EUSCs that selected the historical model over the regional 
one. A major motivation for England, Finland and Germany in deciding to apply 
the dynamic hybrid model instead of directly implementing the regional one was 
to smooth the adjustment of the farming sector over time. In all cases, receipt of the 
full SPS support is conditioned on the fulfilment of cross-compliance requirements. 
More precisely, a farmer receiving SPS support must respect statutory 
management requirements and maintain land in good agricultural and 
environmental condition.  
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None of the EUSCs implemented the purely regional model. The 
comparative insights are therefore based on contrasting the implications of the 
historical model with the hybrid model. 

4.4 Entitlements: Activation, trade and valuation 

The share of non-activated entitlements of the total distributed entitlements is low. For 
most EUSCs, it is less than 3%. The value of non-activated entitlements tends to be 
lower than the value of activated ones. Non-activated entitlements mainly stem 
from the absence of eligible area and administrative burdens (Table 9). 

The share of activated entitlements tends to be somewhat higher in countries using 
the hybrid model than in those using the historical one. We find that this might be 
owing to specific criteria relating to the implementation of the hybrid model (Table 
9). 

There is a wide variation in the face value of entitlements among and within the 
EUSCs. This variation seems to be determined by the commodity structure, the 
level of support provided in the reference period, the SPS model applied and 
implementation details. 

There are large differences among the EUSCs in the restrictions on trading 
entitlements. EU regulations allow entitlements to be tradable but certain 
constraints are imposed by the EU. Member states have some flexibility in 
introducing additional country-specific limitations on entitlement tradability. 
Spain, Italy and France have the tightest restrictions on entitlement trading (Table 
10).  

The trade of entitlements is most often conducted directly among farmers, although 
sometimes market agents or farm organisations play a role. Spain appears to have the 
most developed entitlement trading system, similar to an auction (Table 11). 

There is no informal trading in entitlements, except among family members. An 
informal entitlement market was not found in any of the EUSCs, because in order 
to receive payments, entitlement holders need to be identifiable. Unofficial ‘trade’ 
may occur among members of the same family, however. 

The entitlement market tends to be smaller in regions under the hybrid model 
compared with the historical model. Under the historical model, trade is likely to be 
driven by structural change – because the SPS was implemented in 2005–07, but 
the SPS entitlements were distributed based on land use in 2000–02. With the 
hybrid model, entitlement trading is driven by a combination of decoupling and 
the fact that relatively more entitlements were allocated than with the historical 
model. Structural change is less of an influential factor in the entitlement market 
under the hybrid model, as entitlements were distributed based on the area used in 
the first year of the SPS application. Differences in the implementation features of 
the two SPS models may explain the higher volume of trade with the historical 
model than with the hybrid one. This is chiefly evident in the short run, which is 
investigated in this paper (Table 12). 



Preliminary evidence suggests that the trade in entitlements is also affected 
by the functioning of land markets, restrictions on the tradability of entitlements, 
the availability of an opportunity to consolidate entitlements and the amount of 
naked land.  

Entitlements are most often traded with land. Evidence from the EUSCs shows 
that with few exceptions, entitlement trades are usually accompanied by land. 

Our data show that the market price for entitlements in most EUSCs is between 
one and three times the annual face value of the entitlement. A simple calculation would 
indicate that with perfect markets and without uncertainty, the entitlement price 
would be in the range of four to five times the face value if the SPS were to run 
until 2013 or in the range of ten to twenty if the SPS were to run indefinitely (Table 
11).  

Several factors may explain the observed gap in the entitlement price 
between theoretical expectations and empirical evidence: i) uncertainty about the 
future of the SPS (e.g. modulation and the health check), ii) the additional costs of 
the SPS (e.g. administrative costs), iii) the taxes and fees imposed on transactions 
and iv) credit market imperfections. The low market price of the entitlements may 
also reflect the capitalisation of the SPS into farmland values. 

4.5 Impact of SPS implementation 

Our theoretical framework and empirical evidence in the literature suggest that the impact 
of the SPS on land markets depends on several factors, including the SPS model applied 
and specific implementation features, market imperfections, transaction costs, 
market structure and other policies. 

On average, the impact on land markets of the switch to the SPS appears to have 
been weak and it has not led to lower capitalisation than under coupled policies, although 
there has been variation among the EUSCs and regions. Preliminary evidence presented 
in this paper indicates that on average the impact has been limited. We do not 
observe major declines in land prices with the shift to decoupled policies, which 
implies that there are no significant reductions in the capitalisation of support.  

The introduction of the SPS appears to have had a larger impact on land rents than 
on farmland sales prices. The net effect on land values also depends on the rate of 
SPS capitalisation into land values and on the relative significance of the SPS 
compared with other drivers of land values. The empirical evidence from this 
paper implies that the relative weight of the SPS in determining farmland prices 
against that of other drivers of land values is higher for rents than for sales prices. 

Preliminary evidence reveals that the historical model leads to lower capitalisation of 
the SPS into land values than the regional or hybrid models. In countries with the 
hybrid model, capitalisation appears to be driven by the low amount of naked 
land. In countries with the historical model, the impact of the SPS appears to be 
substantially weaker. Where SPS land capitalisation occurs, the most influential 
factor tends to be structural change combined with constrained entitlement trading 
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(most notably in Belgium). In countries such as Greece, there is little activity on the 
land market and hence there is little capitalisation of the SPS. In Ireland, the 
possibility to consolidate entitlements has reduced the pressure of the SPS on land 
markets and SPS land capitalisation appears to be minimal. 

We also find that instead of reducing capitalisation, introduction of the SPS appears 
to have increased capitalisation in the least productive countries. The SPS seems to have 
put a floor on land values in less productive regions (e.g. in Sweden and parts of 
the UK). The clearest evidence of the influence of the SPS on land values is higher 
land values for less fertile land (e.g. grassland). But this finding could also be 
rooted in the redistribution that came with the hybrid model. 

In countries with regulated rental prices, implementation of the SPS seems mainly 
to affect unofficial markets. In these member states, there is little effect on official 
prices (since these are regulated), but where regulations lead to the existence of 
unofficial markets for agricultural land, the SPS tends to increase both rental prices 
(e.g. Belgium) and volumes on the unofficial market (e.g. Belgium and the 
Netherlands). 

4.6 Distribution of SPS benefits 

Landowners tend to benefit more from the hybrid model than from the historical model. 
More specifically, landowners benefit more under the hybrid model through two 
channels. The first is the capitalisation of the SPS into land values. This is mostly 
the case where low amounts of naked land drive up land values. The second 
channel concerns the implementation features of the hybrid model. Under the 
hybrid model, the number of entitlements that farmers receive is equal to the total 
eligible area in the first year of the SPS application. This has enabled some non-
farming landowners to obtain entitlements either by cancelling the existing rental 
contracts and applying for entitlements themselves or by adjusting rental contracts 
to ensure that entitlements return to them after the contract expires, or by 
undertaking other similar arrangements. 

The distribution of the SPS payments to landowners appears to differ markedly 
among the EUSCs. From our country studies, it seems that landowners benefit most 
from the SPS in Finland and Sweden (60-100% of the value of the entitlement) and 
least in Greece and Ireland (0-10%). In the rest of the countries, the benefits that 
accrue to landowners from the SPS are in the low to medium range (10-60%). 

The distribution of the SPS additionally depends on whether landowners are also 
farmers, which varies among the EUSCs. As mentioned above, the prevalence of 
renting land differs greatly among the EUSCs. The evidence in this paper suggests 
that in Germany, Northern Ireland and Sweden, a substantial share of SPS benefits 
will be channelled to non-farming landowners. This finding also holds (but to a 
lesser extent) for England, Finland and Scotland. In the rest of the EUSCs, a lower 
share of the SPS will go to non-farming landowners, either because renting land is 
less common or because there is little capitalisation of the SPS into land values (or 
both). In these countries, farmers appear to gain the largest proportion of the SPS. 



4.7 Effects on structural change 

It is too early to observe significant effects of the SPS on structural change in agriculture. 
Structural change is a long-term process, and it is therefore premature to assess the 
developments observed one or two years since the SPS was introduced. 
Meanwhile, substantial structural changes related to factors other than the SPS 
have occurred in agriculture in the last few years. Still, the decoupling of subsidies 
with the introduction of the SPS has been identified by most country studies as 
having had a major impact on structural change in agriculture. 

The SPS seems to constrain farm exit and increase part-time farming. Evidence 
from several countries, e.g. Belgium, Finland, Sweden and the UK, suggests that 
the SPS constrains farm exit. The SPS also appears to increase part-time farming – 
an effect that seems more pronounced in marginal areas. Part-time farming allows 
farmers to reduce unprofitable farm activities while still benefiting from the SPS. 
No significant difference can be identified between the hybrid and historical 
models in this respect. 

The impact of the SPS on hired labour appears small. There is insufficient 
evidence to identify the effects of the SPS on other agricultural labour 
developments.  

The hybrid model has stimulated (formal) farm entry, unlike the historical model, 
although it has also given rise to uncertainty on the rental markets. This is because under 
the hybrid model, the allocation of entitlements is based on land use when the SPS 
was introduced and not on land use in the reference period. We find some 
evidence that landowners have started farming in order to gain access to the 
entitlements. The long-term net impact of these rent-seeking activities on farm 
structures is unclear. Nevertheless, it has affected the distribution of SPS rents and 
the market in entitlements in ways that are different from the historical model, 
where such activities do not appear to have occurred.  

The introduction of the SPS has reduced farm credit constraints, especially for short-
term credit. An interesting and potentially significant side effect of the SPS has 
emerged in rural credit markets. Several country studies (e.g. France, Germany, 
Italy and Spain) confirm that the SPS affects farms’ access to credit. If farms receive 
the subsidies at the beginning of the season, they can use the SPS to pay for inputs 
directly. If farms receive SPS payments at the end of the season, the SPS subsidies 
can be used as collateral for bank credit. Because of uncertainty about the future of 
the SPS, however, it appears that the SPS has no influence on long-term credit. 
Lenders are not willing to provide longer-term loans by accepting future SPS 
payments as collateral. 

4.8 Effects of changes in the SPS models on land values 

None of the EUSCs implemented a purely regional model. Most of the EUSCs have 
applied the historical model and some the dynamic hybrid model, which will 
gradually be replaced by the regional model. 
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The key characteristic of the regional model is that it equalises the face value 
of all entitlements. The effect of the shift to the regional model will be determined 
by three critical features: i) whether new entitlements are allocated, ii) the 
redistribution of subsidies among regions and iii) how landowners are treated with 
respect to access to the entitlements. 

The regional model may lead to changes in relative land prices among regions. The 
regional model redistributes subsidies among regions, which is expected to lead to 
higher prices in less productive regions and lower prices in more productive ones. 
The effect is expected to be more marked in those regions currently applying the 
historical model. Under the hybrid model, a share of the payments has already 
been redistributed. 

The implementation details of the regional model will largely determine whether the 
shift to the regional model will increase the capitalisation of the SPS compared with current 
SPS models. Among other things, this will depend on whether the number of 
entitlements increase or stay at the present level and how much non-farming 
landowners’ access to entitlements is regulated and the rules enforced.  

Yet if the total number of entitlements allocated is affected by the policy 
changes, the upward pressure on land prices will continue to be stronger in those 
countries that have implemented the hybrid model.  

Frictions between farmers and landowners are expected to intensify with the shift to 
the regional model. The chief factors in this regard will be the extent to which the 
access to entitlements of non-farming landowners is regulated and enforced, and 
the extent to which newly allocated entitlements (if any) are based on current or 
past land use. 

The change in models may have an impact on the levels of uncertainty and 
transparency in the entitlement market. If the shift to the regional model provokes 
uncertainty among farmers, it will constrain entitlement markets and may induce 
more land capitalisation. On the other hand, the shift to the regional model may 
increase transparency in the entitlement market, as all entitlements will have the 
same face value. 

 

5. LIMITATIONS OF THE ANALYSIS 

The results reported in the present paper are subject to certain limitations. First, as 
in any empirical analysis, one should keep in mind data limitations when 
interpreting the results. In particular, data on land transactions are scarce for the 
period after the SPS was implemented. The rather short time span since the 
implementation of the SPS combined with the varying quality of the available data 
does not allow us to perform a consistent econometric analysis. In addition, 
farmland markets are only marginally covered in national statistical data. For 
example, in several countries uniform databases for the land market are still to be 
established (e.g. the land cadastre in Greece). 



Second, the global food markets have simultaneously undergone major 
changes, such as a rise in world prices for agricultural commodities. Rising energy 
prices have increased competition for farmland from the bio-energy sector. These 
factors reduce the ability to isolate the impact of the SPS on agricultural land 
markets. 

Third, the qualitative analysis performed in the present paper does not 
enable us to assess confidence intervals nor does it allow us to perform sensitivity 
analysis on the results or checks on statistical robustness. Although we have 
attempted to systematically verify all the input data and prove our findings using 
several alternative sources of information, this cannot replace statistical robustness 
checks. This is a promising avenue for future work, when more and better quality 
data become available. 

Fourth, the results for farmland sales prices are not directly comparable with 
the results for farmland rental prices. On the one hand, it is rather difficult to 
identify the impact of the SPS on land sales prices, because these are more strongly 
driven by non-agricultural factors and market expectations are more important. 
For land rents, this problem is less acute. On the other hand, rental markets for 
agricultural land are more regulated than sales markets are and in rigid markets, 
the contracts tend to be of a longer duration. Rental contract regulations may delay 
or mitigate the capitalisation of the SPS into higher land rents than observed in 
rental market data. 

Moreover, if the previous area payments introduced under the 1992 CAP 
reform and under Agenda 2000 were already capitalised into land values, then the 
capitalisation of the SPS may be difficult to observe because of biased 
counterfactual. The empirical literature estimating the impact of previous subsidies 
on land values is scarce  but in general it tends to find that the previous area 
payments do affect land values (Duvivier et al.,  2005; Patton et al.,  2008). This 
implies that the SPS may be capitalised into land values even in the case when land 
prices remain stable after the introduction of the SPS. However, to be able to 
quantify a precise rate of the capitalization of the SPS other factors which may 
affect land values also need to be accounted for, alongside the previous area 
payments.  Further work would be needed to explore this and to obtain an 
unbiased effect of the SPS.  
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Table 1. SPS model by member state 

 Start 
of 
SPS 

SPS model 
selected 

Comments 

Belgium Flanders 2005 Historical – 

Wallonia 2005 Historical – 

Finland 2006 Dynamic 
hybrid 
moving to a 
flat rate 

In 2011–13 and 2014–15, the historical 
farm-specific component will reduce to 
70% and 30%, respectively, of the 
original value; from 2016 onwards it 
will reduce to 0. 

France 2006 Historical – 

Germany 2005 Dynamic 
hybrid 
moving to a 
flat rate 

Starting in 2010, the hybrid scheme will 
gradually transform into a purely 
regional model by 2013 (see Swinnen, 
Ciaian and Kancs 2008). 

Greece 2006 Historical – 

Ireland 2005 Historical Farmers can consolidate entitlements 
(see Swinnen, Ciaian and Kancs 2008). 

Italy 2005 Historical – 

Netherlands 2006 Historical – 

Spain 2006 Historical – 

Sweden 2005 Static hybrid 
(divided into 
five regions) 

– 

UK England 2005 Dynamic 
hybrid 
moving to a 
flat rate  

The scheme is gradually transforming 
into a purely regional model by 2012. In 
2005, the regional and historical 
components were 10% and 90%, 
respectively. The SPS is categorised by 
three regional headings: 1) moorland 
within SDAs, 2) non-moorland within 
SDAs, and 3) non-SDAs. 

 Scotland 2005 Historical To activate entitlements it was 
necessary first to enable them and then 
to claim them. All the entitlements 
allocated had to be enabled in 2005 and 
thereafter claimed within three years. 
Unclaimed entitlements or those not 
enabled reverted to the national 
reserve. 



Table 1. cont’d 

 Wales 2005 Historical – 

 

Northern 
Ireland 

2005 Static hybrid Of the entitlement, 20% is the regional 
component (€78 per entitlement) and 
80% is the historical component. 
Farmers were permitted to consolidate 
the historical component of the 
entitlement value onto a smaller area to 
increase the unit value of their 
entitlements. 

Note: SDAs refers to severely disadvantaged areas. 

Sources: European Commission (2007a) and Swinnen, Ciaian and Kancs (2008). 
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Table 2. Some facts about the SPS  

 Historical model Regional model Hybrid model 

Reference period 2000–02 First year of SPS 
application 

Mix of the 
historical and 
regional models 

Farm reference 
amounts (total 
SPS payments 
established at 
the farm level) 

Direct payments to farms in 
the reference period 

Regional amount 
calculated in the 
first year of SPS 
application 

Mix of the 
historical and 
regional models 

Eligible area Eligible area includes arable land and permanent pasture except areas 
under permanent crops, forests or areas used for non-agricultural 
activities. 

Activation of 
entitlements 

SPS entitlements are activated if accompanied by an equal number of 
eligible hectares. 

Beneficiaries of 
the SPS 

Active farmers with a 
historical reference (or with 
inherited entitlements or 
those from the national 
reserve) when the SPS was 
applied by member states  

All active 
farmers using 
land in the 
region in the first 
year of SPS 
application 

All active 
farmers using 
land in the 
region in the first 
year of SPS 
application 

Number of 
entitlements 

The number of hectares that 
generated support in the 
reference period 

Total eligible 
area in the first 
year of SPS 
application 

Total eligible 
area in the first 
year of SPS 
application 

Unit value of 
entitlements 

Individual reference amount 
divided by the average 
number of hectares in the 
reference period (by number 
of entitlements) 

Regional 
amounts divided 
among eligible 
hectares that 
were declared in 
the region in the 
first year of the 
SPS 

Mix of the 
historical and 
regional models 



Table 2. cont’d 

Use of eligible 
area 

Originally, the eligible area could be used for any agricultural activity 
except for permanent crops, fruit and vegetables and non-starch 
potatoes. The 2007 reform included fruit and vegetables in the SPS, 
and as of 2008, land covered by fruit and vegetables is eligible for 
entitlements. 

Unused 
entitlements 

Entitlements left unused for a period of three years revert to the 
national reserve. 

Tradability of 
entitlements 

In general, entitlements are tradable but certain constraints are 
imposed by the EU; additionally, each member state has some 
flexibility to introduce further country-specific restrictions. The rent 
of entitlements without land is not possible. 

Set-aside 
entitlements 

Set-aside entitlements are based 
on the reference period. Set-aside 
entitlements can be activated by 
designating eligible hectares as 
set-aside. Set-aside land may be 
subject to rotation and may be 
used for non-food production. In 
2008, the set-aside rate was set at 
0%, i.e. any eligible area can 
activate the entitlement. 

Set-aside obligations are spread 
across all arable land. The total 
set-aside area per region remains 
the same but the set-aside area 
may differ among individual 
farmers.  

 

Special 
entitlements 

If farmers do not have land in the 
reference period but received 
direct payments for livestock, 
they are eligible for special 
entitlements. The entitlements 
can be activated with or without 
the equivalent number eligible 
hectares. Activation without land 
requires the farmer to maintain at 
least 50% of the agricultural 
activity exercised in the reference 
period expressed in livestock 
units. 

 

Dairy payments Dairy payments could be included in the SPS from the start of SPS 
implementation but no later than 2007. 

Source: European Commission. 



32 |  

 

Table 3. Studies on the estimated impact of subsidies on farmland values 

Study Dependent/ 
explanatory 
variables 
(country) 

Land price 
elasticity 
of a 1% 
increase in 
subsidies/ 
returns 

Estimated 
effect of 
$1/€1  of 
subsidy on 
increase in 
land value  

Estimated 
value/NPV of 
subsidies 
(market return)* 

r=5% r=10% 

Market return      

Duvivier et al. 
(2005) 

Arable land 
prices/market 
return 
(Belgium) 

0.18-0.24 – – – 

Goodwin et al. 
(2005) 

Land prices/ 
market return 
(US) 

– 6.4-7.2 0.32-0.36 0.64-0.72 

Taylor and Brester 
(2005) 

Land prices/ 
market return 
(US) 

0.16-0.32 3.85-7.58 0.19-0.38 0.39-0.76 

Coupled subsidies      

Goodwin et al. 
(2003) 

Farmland 
value/LDP 
(US) 

– 6.6 0.33 0.66 

Duvivier et al. 
(2005) 

Arable land 
prices/cereal 
compensatory 
payments 
(Belgium) 

0.12-0.47 – – – 



Table 3. cont’d 

Goodwin et al. (2005) Land price/ 
LDP (US) 

– 8.3-27.4 0.42-1.37 0.83-2.74 

Latruffe et al. (2006) Land 
price/direct 
payments 
(area or 
animal 
payments) 
(Czech Rep.) 

0.13 – – – 

Goodwin et al. (2003) Farmland 
value/ 
disaster-relief 
payments (US) 

– 4.7 0.24 0.47 

Decoupled subsidies      

Goodwin et al. (2003) Farmland 
value/ 
AMTA (PFC) 
payments (US) 

– 4.9 0.25 0.49 

Goodwin et al. (2005) Land price/ 
AMTA (PFC) 
(US) 

– 3.7-4.9 0.19-0.25 0.37-0.49 

All subsidies      

Barnard et al. (1997) Cropland 
prices/ 
all direct 
payments 
received per 
acre (US) 

0.12-0.69 – – – 

Notes: The values in these columns are calculated by dividing the estimated effect of 
subsidies/market return on land price by the net present value of subsidies/market return. 
If the number is equal to one it implies full capitalisation of subsidies into land prices. A 
value lower than one implies partial capitalisation of subsidies into land prices.  

NPV refers to net present value; LDP refers to loan deficiency payments; PFC refers to 
production flexibility contracts; AMTA refers to agricultural market transition assistance. 

Source: Swinnen, Ciaian and Kancs (2008). 
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Table 4. Studies on the estimated impact of subsidies on farmland rents  

Study Dependent/explanatory 
variables 

(country) 

Estimated effect of $1 of 
subsidy on land value 
increase 

Market return   

Goodwin, Mishra and 
Ortalo-Magné (2005) 

Land rent/market return 
(US) 

0.35 

Lence and Mishra (2003) Land rent/market return 
(corn revenues and soybean 
revenues) (US) 

0.30-0.38 

Coupled subsidies   

Goodwin, Mishra and 
Ortalo-Magné (2005) 

Land rent/LDP (US) 0.83 

Lence and Mishra (2003) Land rent/LDP (US) -0.24 

Decoupled subsidies   

Goodwin, Mishra and 
Ortalo-Magné (2005) 

Land rent/AMTA (PFC) 
(US) 

0.29 

Lence and Mishra (2003) Land rent/PFC (US) 0.71-0.86 

Lence and Mishra (2003) Land rent/MLA (US) 0.84-0.90 

All subsidies   

Roberts, Kirwan and 
Hopkins (2003) 

Land rents/all government 
payments (PFCs + 
conservation programmes) 
(US) 

0.34-0.41 

Kirwan (2005) Land rents/all 
government payments (PFCs 
+ conservation programmes) 
(US) 

0.20-0.40 

Notes: LDP refers to loan deficiency payments; PFC refers to production flexibility contracts; 
MLA refers to market loss assistance; AMTA refers to agricultural market transition 
assistance. 

Source: Swinnen, Ciaian and Kancs (2008). 



Table 5. Drivers of agricultural land prices in the EUSCs 

Drivers BE FI FR DE EL IE IT NL ES SE UK 

Agricultural 
commodity 
prices 

+++ + ++ + + -- ++ +++ + ++ ++ 

Infrastructural 
expansion 

++ 0 ++
+ 

+ + +++ ++ ++ +++ na 0 

Urban pressures +++ 0 ++
+ 

0 - +++ + +++ +++ + + 

SPS + ++ + 0 ++ + + 0 + + 0 

Farm size ++ + + +/0 0 + + +++ -- ++ +/0 

Coupled 
subsidies 

++ - + 0 + + 0 0 ++ na 0 

Informal 
institutions 

0 ++ 0 0 0 ++ 0 0 0 + + 

Interest rates + 0 + 0 + 0 + na -- + 0 

Agricultural 
productivity 

0 + + + 0 + 0 + ++ + 0 

Bio-energy 0 0 ++ +/0 0 0 0 +++ + + 0 

Other subsidies 0 ++ 0 na 0 + 0 0 + na 0 

Rural 
development 
policies 

0 ++ 0 0 0 + 0 0 0 0 0 

Taxes + 0 0 + 0 + 0 0 0 0 +/+
+ 

Inflation 0 + 0 0 0 0 +  ++ na 0 

Land sales 
regulations 

0 0 - 0 0 0 0 0 0 na 0 

Other factors +++ +++ ++    0   + ++/
+ 

Notes: +++ = strong increase; + = weak increase; 0 = no change; --- = strong decrease; -- = medium 
decrease; – = weak decrease 

Source: Swinnen, Ciaian and Kancs (2008). 
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Table 6. Drivers of agricultural land rents in the EUSCs 

Drivers BE FI FR DE EL IE IT NL ES SE UK 

Agricultural 
commodity 
prices 

++ ++ 0 ++ 0 - ++ +++ 0 ++ ++ 

Infrastructural 
expansion 

+ + 0 ++ 0 ++ 0 ++ ++ 0 + 

Urban pressures + ++ 0 + 0 0 ++ +++ ++ 0 0 

SPS + + 0 + ++ ++ + 0 + ++ + 

Farm size + + 0 0 0 0 0 +++ -- +++ 0 

Coupled 
subsidies 

+ 0 0 + 0 + 0 +++ 0 na 0 

Informal 
institutions 

0 +++ 0 0 0 +++ 0 0 0 + 0 

Interest rates 0 ++ 0 0 0 +++ 0 0 0 + 0 

Agricultural 
productivity 

++ 0 0 +++
/+ 

0 0 0 +++ ++ ++ 0 

Bio-energy 0 0 0 0 0 0 0 +++ 0 + 0 

Other subsidies 0 0 0 +/0 0 0 0 0 0 + 0 

Rural 
development 
policies 

0 0 0 0 0 0 0 ++ 0 + + 

Taxes 0 0 0 0 + 0 0  0 0 0 

Inflation 0 + 0 + + 0 0 0 0 na 0 

Land rental 
regulations 

++ 0 - 0 0 0 0  0 na 0 

Other factors  +++       0 + 0 

Notes: +++ = strong increase; + = weak increase; 0 = no change; --- = strong decrease; -- = medium 
decrease; – = weak decrease 
Source: Swinnen, Ciaian and Kancs (2008). 



Table 7. Sales market regulations in the EUSCs  

 Min./max. 
sales price 

Registration tax & 

real estate tax* 

Land use and other regulations & 
norms 

  (% of land value)  

Belgium None 10-12.5 
CI 

Farmland-reducing zoning 
regulations 

Finland None 4* 
0 on farmland 

 

France None 5.09 
CI 

Some transactions subject to state 
approval (through SAFER); 
farmland-reducing zoning 
regulations 

Germany Max. sales 
price for 

long-term 
tenants in 

East 
Germany 

3.5 
2.6-6.0 

Subject to state agency approval 

Greece Min. price 7-9* 
0 on farmland 

– 

Ireland None 9 
0 

– 

Italy None 11-18** 
0.4-0.7 

– 

Netherlands None 0 on farmland 
6 sales tax* 

– 

Spain None 6-7 
6-15 

– 

Sweden None 30 on two-thirds of 
sales value 

0 

Purchase permits for sparsely 
populated areas & legal entity 
buyers 

UK None 0-4 
0 

Tenant and community rights to 
buy in Scotland; strict development 
control in the UK 

* Exemptions for farmers 

** Usually calculated on standard values rather than on the price of the transaction 

Note: CI refers to differentiated cadastral income.  

Source: Swinnen, Ciaian and Kancs (2008). 
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Table 8. Rental market regulations in the EUSCs 

 Min./max. 
rental price 

Min./max. & 
average tenancy duration 

Other rental market 
regulations & norms 

  (Years)  

Belgium Max. rent Min. 9/max. 27 (99) 
Avg. 9 

– 

Finland No Max. 10 
Avg. 5-6 

– 

France Min. & max. 
rent 

Min. 1/max. 25 
Avg. 9 or 18 

Inheritable rental 
contracts, automatically 
renewed 

Germany No No 
Avg. 6-11.5 

Subject to state 
approval 

Greece Min. rent No 
<4 years 

– 

Ireland No No 
Avg. 11 months 

Conacre rental 
agreements 

Italy No No 
Avg. arable crops: 2-5  
Avg. fruit crops: 5-10 

Possibility of 
contracting with the 
assistance of farmer 
associations 

Netherlands Max. rent Min. 6 (until 2007) 
24 in the past; <10 now 

– 

Spain No Min. 5 – 

Sweden No No 
Avg. declining towards 1 

– 

UK No In Scotland, for new 
tenancies under the 2003 
Act, a max. of 5 and a  
min. of 15 

Northern Ireland: 
Conacre rental 
agreements  

Scotland:  
Traditional, short-
duration tenancies  

England:  
Traditional tenancies 
& farm business 
tenancies 

Source: Swinnen, Ciaian and Kancs (2008). 



Table 9. Activated and non-activated entitlements and average value of entitlements 

    Year Activated 
entitlmt 

SPS 
eligible 

area 

No. of  
dist. 

entitlmts/ 
total 

eligible area 

Non-
activated 
entitlmts 

Avg. 
value of 

entitlmts 

    (No. in 
1,000) 

(%  
of 

UAA) 

(% of 
UAA) 

(total 
eligible area 

= 100) 

(% of dist. 
entitlmts) 

(€/ 
entitlmt) 

Belgium Flanders 2006 456 73 85 92 6.8 485 

 Wallonia 2006 649 86 95 97 6.8 345 

Finland 2007 2,327 101 101 102 0.9 209 

France 2007 24,202 88 95 95 2.2 246 

Germany 2007 16,749 99 110 90 1.1 332 

Greece 2006 n.a. n.a. 54 60 n.a. n.a. 

Ireland 2007 4,219 99 108 95 3.6 309 

Italy 2006 n.a. n.a. n.a. n.a. n.a. between 
58 and 445 

Netherlands 2007 1,569 83 105 80 1.5 500 

Spain 2007 15,624 62 80.2 78 1.2 223 

Sweden 2007 3,109 98 n.a. n.a. 2.7 211 

UK England  2006–
07 

8,126 87 91 n.a. n.a. 268 

  Scotland  2007 4,270 70 72 100 2.4 131 

  Northern 
Ireland  

2007 992 98 100 100 2.5 360 

* Estimate 

Sources: Swinnen, Ciaian and Kancs (2008). 
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Table 10. Tradability of entitlements: Country-specific restrictions  

 Tradability of entitlements 

Belgium Entitlements became tradable from 2006. Entitlements can be transferred 
temporarily* or permanently. Entitlements can be transferred between 
Flanders and Wallonia; however, entitlements can only be activated on a 
plot in the same region where it was activated the first time. 

France There are no restrictions on trade, but entitlements can only be activated 
within the département (NUTS 3) where they were first created. There are 
various specific restrictions (see Swinnen, Ciaian and Kancs 2008). The 
renting of entitlements with land is not subject to restrictions (but the 
rental length of the entitlement should equal the rental length of the 
attached land).  

Finland No specific restrictions. 

Germany Entitlements are tradable within regions. 

Greece Only farmers with agriculture as a secondary activity are subject to 
restrictions on entitlement transfers. A share of entitlements reverts to 
the national reserve in transfers: 5% of the transferred entitlements if 
transferred with the entire holding; 10% if transferred with land or if the 
transferred entitlements are subject to special conditions; and 30% if 
transferred without land. 

Ireland  No specific restrictions. 

Italy A share of entitlements revert to the national reserve in transfers: 

In the sale of entitlements with land: 10% reverts to the national reserve; 
this is reduced to 5% if the entire farm is sold or reduced to 0% if the sale 
concerns ‘set-aside entitlements’ or new farmers. 

In the sale of entitlements without land: 50% in 2005–07 and 30% in 2008 
reverted to the national reserve; if the sale concerns a new farmer, the 
rate is 0%.  

In 2008, new regulations removed the restrictions applying to the sale of 
entitlements with or without land. 

Netherlands No specific restrictions. 

Spain A share of entitlements revert to the national reserve in transfers: 

For professional farmers without land: 15% in 2006–07 and 10% from 
2008, but for new farmers the rate is 0%. 

For non-professional farmers without land: 50% in 2006–07 and 30% 
from 2008. 



Table 10. cont’d 

 With land: 5% in 2006–07 and 3% from 2008; for new farmers 0%. 

With the entire farm: 3% from 2008. 

Sale of all special entitlements: 5% in 2006–07 and 3% from 2008. 

Sale of entitlements when the land is returned to the owner: 5% in 
2006–07 and 3% from 2008. 

Sweden Entitlements are tradable within regions. 

UK Trade is not allowed among countries (or regions within England such 
as between moorland and other regions). 

* Concerning the temporary transfer of entitlements in Belgium, only landowners can temporarily 
transfer them in the event of a simultaneous rental of the equivalent number of hectares. The 
transfer of entitlements is limited to the duration of the tenancy. When the rental agreement ends, 
the entitlements go back to their owner (the landowner). If the tenant does not activate the 
entitlement in a period of three successive years, the entitlement goes to the national reserve and 
is lost for both tenant and owner. This link with the tenancy legislation limits the popularity of 
the temporary transfers, and thus farmers sometimes make a definitive transfer to the tenant and 
then afterwards the entitlement is transferred back to the original owner. In 2006 and 2007, there 
were no temporary transfers of entitlements in Wallonia; in 2006, there were 155 transfers in 
Flanders. 

Source: Swinnen, Ciaian and Kancs (2008). 
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Table 11. Market sales price of entitlements and organisation of the SPS entitlement market  

  Year Market price of 
entitlement/ 

average value of 
entitlement 

Organisation of the SPS entitlement market 

(Average value 
of entitlement 

 = 1) 

Belgium 2006–08 2-3* Trade occurs directly among farmers; in many 
cases, the agricultural consultancy 
organisations assist farmers. 

Finland – n.a. Trade occurs directly among farmers; agents 
or traders do not play a role. 

France 2006–07 1-6** There is no official institution for trading 
entitlements, but the ministry of agriculture 
must be notified of a change in owner. 

Germany 2007 1.3 Entitlements are traded directly among 
farmers. 

Greece – n.a. The volume of trade is small, mostly taking 
place among family members. 

Ireland 2007 2.5** Entitlements are traded independently or 
through agents, who usually charge a fee of 3–
5% of the value of the entitlement. The 
Department of Agriculture, Fisheries and Food 
must be informed when entitlements are 
traded, rented or gifted (e.g. through 
inheritance). 

Italy 2007–08 1-3** The market is not regimented. Often farmers’ 
professional organisations or farm advisers 
help to match entitlement sellers and buyers. 
Some support is also given by the Centre of 
Agricultural Assistance. 

Netherlands 2007–08 2.5 Entitlements are mostly traded through 
agents. No official institution offers a specific 
market for entitlements. Private marketplaces 
play a negligible role. 



Table 11. cont’d 

Spain 2006 n.a. Trade occurs directly among farmers. There is 
no official institution for trading entitlements. 
Farmers inform the ministry of agriculture 
about the entitlement record. Some private 
societies have been founded but have low 
levels of activity (see Swinnen, Ciaian and 
Kancs 2008). 

Sweden 2006–07 0.8-2.5** Entitlement trading occurs on the Internet 
through agricultural societies, private real 
estate agents and advertisements in farming 
publications. There is no official market for 
trading SPS entitlements. 

 England 2005–07 0.8-1.5 In England and Scotland, entitlements are 
traded on the open market, often conducted 
by auctions or agents on behalf of their clients. 

UK 

Scotland 2006 

2007 

2008 

2.4 

3 

2.5 

 

Northern 
Ireland 

– n.a. No official institution is involved in the 
trading of entitlements. The market is very 
small. The majority of transfers are not on the 
open market but tend to be transfers within a 
business (e.g. father to son). 

* In Belgium, agricultural consultancy organisations advise setting a price that is two to 
three times the value of the entitlement – guidance that is followed by most farmers.  

** Estimate. 

Source: Swinnen, Ciaian and Kancs (2008).  
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Table 12. Annual transactions on the entitlement market 

   Type of 
transaction 

Share of traded entitlements among 
total activated entitlements 

(%) 

2006 2007 

Belgium** Flanders All types 7* – 

  Wallonia All types 6* 6.6 

Finland  Market – 5.1 

France  All types – 5.4 

Germany  Market 1.9 1.3 

Greece  Market Small 

Ireland  – n.a. n.a. 

Italy  – n.a. n.a. 

Netherlands  Market 3.1 8.1 

Spain  Market 3.39 – 

Sweden  All types 6.2 11.7 

UK 

England Market Small 

Scotland – n.a. n.a. 

Northern 
Ireland 

All types Small 

* Estimate 

** As of 2008, young farmers in Wallonia have been able to obtain higher-value entitlements 
from the national reserve if their own entitlements have a value lower than the average in 
the region. To certain extent, this option may increase the trade of entitlements with low 
values as one may expect that rational young farmers would have incentives to purchase 
entitlements with a low value and exchange them for higher-value entitlements from the 
national reserve. Notably, in Flanders, agricultural consultancy organisations have already 
spotted an increase in the purchases of low-value entitlements by young farmers, as they 
could replace them with higher-value entitlements from 2007. 

Source: Swinnen, Ciaian and Kancs (2008). 



Figure 1. Evolution of real rental prices for agricultural land in the EUSCs, 1992–2006 
(€/ha) 

 
* Not in the figure 

Notes: For 1992–96, GDP deflator for Germany, OECD; for 1997–2007, harmonised indices of 
consumer prices, euro area, Eurostat. 

Source: Own calculations based on FADN (2008).  

 

Figure 2. Evolution of rental price indices for agricultural land in the EUSCs, 1992–2007 
(€/ha) 

 
Notes: For 19792–96, GDP deflator for Germany, OECD; for 1997–2007, harmonised indices 

of consumer prices, euro area, Eurostat. 

Source: Own calculations based on FADN (2008).  
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Figure 3. Evolution of the rented share of the total agricultural area in the EUSCs, 1992–
2006 (%) 

 
Source: Own calculations based on FADN (2008). 

 

 
Figure 4. Evolution of real sales prices for agricultural land in the EUSCs,  

1992–2007 (€/ha) 

 
Notes: For 1992–96, GDP deflator for Germany, OECD; for 1997–2007, harmonised indices of consumer 

prices, euro area, Eurostat.  

Source: Own calculations based on Eurostat (2008). 



Figure 5. Evolution of sales price indices for agricultural land in the EUSCs, 1992–2007 
(%, 1992=100) 

 
Notes: For 1992–96, GDP deflator for Germany, OECD; for 1997–2007, harmonised indices of consumer 

prices, euro area, Eurostat.  

Source: Own calculations based on Eurostat (2008). 

 
Figure 6. Evolution of agricultural land sales as a percentage of total UAA in the EUSCs, 

1992–2007 

 
Source: Swinnen, Ciaian and Kancs (2008). 

 


