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Executive Summary 

This Technical Assistance report is a continuation of the strategic dialogue and partnership 

between the Government of Macedonia and the World Bank on issues pertaining to agriculture 

and rural development. Macedonia’s government is committed to supporting the agriculture sector, 

particularly by substantially increasing the financial envelope for rural development programs under the 

Competitiveness Development Policy Loans over the next several years. Some questions have arisen 

about the impacts of current and future programs: Who are the beneficiaries? Are the government’s 

strategic objectives being achieved with these programs? What needs to be done to improve the 

efficiency of the programs? The Office of the Deputy Prime Minister for Economic Affairs and the 

Ministry of Agriculture, Forestry, and Water Economy requested the World Bank to provide an 

independent and critical analysis and assessment of Macedonia’s agricultural support programs in light 

of these questions.  

The analysis in this report is based on various detailed micro datasets, triangulated with 

aggregate secondary studies, to address the government’s request. Given Macedonia’s ambitions to 

join the European Union (EU), particular attention is paid to the accession experience of New Member 

States (NMS) and recent policy developments related to the EU Common Agricultural Policy (CAP). 

However, the report is not able to present a full detailed assessment of the socio-economic impacts of 

Macedonia’s agricultural support programs as envisaged during the initial discussions with the 

government. The necessary data from the National Farm Registry were not provided to the World Bank 

team; due to legal protection of confidential individual information, the data were inaccessible in a form 

useable to the team. Had those data been available to the World Bank team, the social-economic effects 

of the current programs, a beneficiary incidence analysis, and the impacts of potential changes to the 

support programs would have been analyzed more rigorously and critically. In their absence, the report 

focuses instead on the macro-level aspects of agriculture and rural development programs. It also 

provides a basis for future work, including more detailed micro-level analyses of individual support 

programs and a thorough examination of the socio-economic effects of the programs once the data are 

available.  

The report finds the following. Given that Macedonia’s agriculture sector plays a prominent 

role in its contribution to GDP, jobs, foreign trade, and household consumption, the gradual increase of 

public expenditure aimed at rural development and the presence of competitiveness-enhancing 

measures, along with the government’s ambitions to allocate 25 percent of the total agricultural 

budget for this purpose by 2015, are important steps towards unleashing Macedonia’s agricultural 

potential. However, more funds alone will be not enough to achieve the strategic objectives; where and 

how money is spent are more important.  

The analysis shows that the current allocative efficiency of spending, along with 

underfinancing of critical public goods, undermines the effectiveness of the scaled-up sector 

support. It creates a risk that higher spending on agriculture will not lead to faster agricultural growth, 

lower poverty levels, and shared prosperity or even more sustainable rural livelihoods. Despite 

significant achievements and headway in alignment with EU requirements, including capacity building 

at the institutional level and establishment of control structures, the focus and arrangements of the 

largest agricultural public expenditures are not yet positioned to rapidly address the structural problems 

of the sector. At present, a substantial share of the budget is allocated to recurrent farm subsidies, while 

key public goods such as irrigation, applied agricultural research, and advisory services are severely 
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underfunded. Thus the status quo of Macedonia’s agricultural programs is very unlikely to enable the 

government to meet its strategic objectives. 

The alignment of the current agricultural support programs with the strategic objectives 

set by the government is generally weak. Large sums of public funds are being disbursed and some of 

them are received by small farms. However, larger farms benefit disproportionally and they are not the 

poorest. High levels of farm support in the current form temporarily alleviate poverty; however, this 

decreases the sector’s competitiveness, permits the survival of inefficient farms, and locks them into 

producing commodities supported by the state rather than those demanded by markets. Output subsidies 

and coupled area/livestock payments do not solve structural problems, especially when there is a very 

low budget allocation to critical public goods. The absorption of the rural development program funds 

has been low, reflecting the poor investment climate in rural areas. Low support to irrigation, advisory 

services, and other public goods also leads to greater vulnerability of the sector to climate change.  

Non-functional agricultural land markets decrease the rate of return on agricultural public 

expenditures. Legal and regulatory issues hamper the active land and farm consolidation required to 

promote private investments and to increase the sector’s competitiveness. Outdated land and other asset 

ownership titles prevent many famers from applying for rural development funds. Uncertainty over 

future ownership of state-owned land limits and actually leads to under-investment in long-term 

investments in irrigation, major construction, and perennial crops. The government’s decision in May 

2013 to privatize state-owned agricultural land and recent draft legislation on farmland consolidation 

may provide a strong impetus to the sector’s restructuring and farm consolidation. But to be 

transformational, these programs will need to be implemented swiftly and complemented by other 

measures (for instance, removing the tax waiver on agricultural land and improving cadaster registration 

of agricultural land). Rental market regulatory improvements for privately-owned land could particularly 

help consolidate the overly segmented private landholdings in a relatively short timeframe, and the 

government can help facilitate this process. 

Similar to problems with land markets, the presence of high import protection decreases 

the impacts of the scaled-up agricultural public expenditures. High import tariffs have an adverse 

effect on the off-season capacity utilization of the food processing industry and its modernization 

outcomes, including the number of applications for rural development funds. The import tariffs for fruits 

and vegetables in Macedonia are higher than in the EU and its tariff schedule does not provide for lower 

off-season tariffs, as is the case in the EU. Fruits and vegetables produced off-season domestically in 

greenhouses are better sold on fresh markets than utilized for processing. High import protection, 

therefore, dampens the link amongst agricultural support, competitiveness, and sustainable growth. In 

this context, the planned increase in the agricultural budget from €130 million in 2013 to €150 million in 

2015, in the absence of a substantial focus on the delivery of key public goods alongside a more liberal 

agricultural land and trade policy, carries substantial risks to future agricultural growth and potentially to 

fiscal sustainability.  

The report recommends the following: To reduce these risks, the first and foremost priority 

lies in improving the balance between subsidy allocations and the provision of essential public 

goods within the agriculture budget envelope. Despite the increase of allocations to rural development 

programs, most agricultural support programs still provide direct transfers to farmers, through both 

recurrent subsidies and longer-term capital investments. Marginal allocations are earmarked for public 

goods that are the key to create a foundation for long-term sustainable agricultural growth. This 

significant imbalance ultimately hinders the effectiveness of direct payments and undermines the uptake 
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of rural development funds, reducing the developmental impact of these large outlays of public 

expenditures. The most important public programs that require additional financing are irrigation, 

advisory services, and applied agricultural research.  

In addition to improving the allocative efficiency by earmarking more financial resources 

for public goods and less for subsidies, the direct payments allocation mechanism needs to be 

simplified to achieve a more balanced subsector uptake and better transfer efficiency. A good 

starting point would be to convert all output subsidies into area/livestock head payments and consolidate 

them into subsector groups according to production intensity [for crops: field crops, vegetables, 

vineyards and orchards, and plastic/glasshouse production; for livestock: cattle, pigs, sheep and goats, 

and poultry]. Each of these groups could receive higher payments for Less Favored Area locations, 

compliance with good agricultural practices, and, in the case of annual crops, use of certified seeds. In 

the future, when land rental markets are more market-based, it would be advisable to raise the minimum 

area eligibility criteria for less intensive types of production, such as arable crops where the current 

minimum area of 0.3 ha is considered suboptimal. All other developmental and demographic objectives 

currently financed as standalone measures or attached to various direct payments should be part of the 

rural development programs.  

The social protection objectives could be packaged into a single flat payment primarily 

targeting subsistence farmers and should be closely coordinated with the social welfare program. 

Satisfying multiple objectives is a common challenge when deriving and prescribing agriculture policy. 

The general rule in this regard is that fewer objectives lead to higher policy effectiveness and impact. 

Mixing social protection objectives with the primary competitiveness improvement priorities in this 

context often has an adverse impact on overall policy effectiveness. Such a simplification would ease 

beneficiary access to these transfers and could potentially improve payment administration under the 

Integrated Administrative Control System (IACS). 

Improvements in the agricultural support programs need to go hand-in-hand with land 

market and trade reforms. Taken together as a package, these measures will improve the 

competitiveness of the agri-food sector, increase the demand for rural development funds, and 

eventually increase the rate of return of public expenditures.  

Policy changes should be underpinned by rigorous impact evaluation assessment. Such 

analyses are possible given the wealth of information in the IACS. With the establishment of the core 

IACS databases, in particular the National Farm Registry, and the substantial capacity investments in the 

Agriculture and Rural Development (ARD) Paying Agency, the government holds a vast wealth of 

information about the Macedonian agriculture sector in digital format. But this type of analysis is either 

not carried out or not disclosed to the public. This situation needs to be rectified, as rigorous analysis 

should be the backbone of effective policy making. 

The World Bank can assist in a number of ways. The Bank will continue to partner and 

support the government’s efforts to improve the competitiveness of Macedonia’s economy under 

the Programmatic Development Policy Loans. Under Pillar 2 of the Competitiveness Development 

Policy Loan, the Bank has been assisting to prepare the methodology for agricultural and forest land 

valuations based on actual market transactions. The Bank will continue to support other measures 

related to management and privatization of state-owned agricultural land. Additional support to the 

functionality of the IACS is envisaged, including facilitation of a risk-based approach to on-spot 

controls for direct payments.  
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The World Bank can avail its technical assistance to discuss how to provide an enabling 

environment for the provision of essential public goods. Advisory services, applied agricultural 

research, and water management/irrigation are public goods that build the foundation for long-term 

growth, poverty reduction, and shared prosperity. These are currently underprovided and are not covered 

by the Instruments for Pre-Accession programs of the EU. The recently prepared Green Growth reports 

for the agriculture and water sectors in Macedonia have economic cost-benefit analyses of irrigation 

investments that could inform actual investments in water infrastructure and trigger the analysis of 

governance arrangements of Macedonia’s Water Economies to ensure sustainability and compliance 

with essential safeguards. In addition, the Bank has experience in the NMS in building efficient advisory 

services linked to agricultural research and education systems. Several of these experiences are relevant 

for Macedonia’s ambitions; the World Bank team could assess and provide the necessary pathways.  

The World Bank team can help further enhance and strengthen the capacity of the 

Ministry of Agriculture, Forestry, and Water Economy to carry out regular agricultural policy 

analysis and assessment of its agricultural support programs. For instance, rigorous analysis of the 

socio-economic impacts of the current and future programs is one essential input for effective policy 

making and should be conducted regularly. Such analysis is possible given the wealth of information in 

the depository of the IACS, especially the National Farm Registry and the Financial Reports. The Bank 

can provide assistance on how to translate these rich databases into practical diagnostic analysis suitable 

for policy makers.  

Lastly, the World Bank can work alongside the government to improve social protection 

available to poor and vulnerable farmers. Social assistance and pensions are often better positioned to 

reduce poverty and increase shared prosperity in rural areas without undermining the objectives of 

competitiveness and sustainable development than agricultural programs. The Bank can support efforts 

to better integrate Macedonia’s rural population into social safety net programs, realigning agricultural 

support without undermining the government’s other important objectives.  
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Chapter 1: Introduction and Structure of Report 

1. This Technical Assistance report is a product of the strategic dialogue and partnership 

between the Government of Macedonia (GoM) and the World Bank to assist Macedonia’s 

agriculture sector in delivering efficient, equitable, and sustainable growth. The GoM is committed 

to providing support to the agriculture sector; in particular, the Competitiveness Development Policy 

Loans support a substantially increased financial budget for rural development programs. Questions 

have arisen about the impacts of current and future programs, in particular who the beneficiaries are and 

whether strategic government objectives are or will be achieved with these programs. This report seeks 

to provide independent and critical analysis to answer these questions, using empirical evidence 

obtained by unlocking various detailed micro datasets and triangulating this with aggregate secondary 

studies. Given Macedonia’s ambitions to join the European Union (EU), particular attention is paid to 

the accession experience of New Member States (NMS) and recent policy developments in the EU, with 

particular focus on likely modifications to the EU Common Agricultural Policy (CAP) for the 2014-

2020 programmatic period. 

2. This report has limitations; it does not provide a full and detailed socio-economic analysis 

of the impact of the agricultural support programs as envisaged during the initial discussions with 

the GoM. The necessary data from the National Farm Registry were not provided to the World Bank, 

due to the legal protection of confidential individual information and the inability to provide these data 

in a disaggregated format suitable for sophisticated analysis. Had these data been available, the socio-

economic effects of the current programs, a beneficiary incidence analysis, and the impacts of potential 

changes to the support programs could have been analyzed and critically assessed. In their absence, the 

report focuses instead on the critical aspects of the sector’s strategic vision and provides a strong 

foundation and map for a more detailed investigation in the future when data are available.  

3. The report is structured to allow readers familiar with Macedonia’s agriculture sector to 

quickly grasp the essentials needed to improve the sector, as well as to inform a general audience 

on how to address the challenges of a modern EU-aspiring state. Chapter 2 provides an in-depth 

analysis of the sectoral background, illustrating the main characteristics and challenges of Macedonia’s 

agriculture sector. The illustration takes an integrated approach to the sector, covering a vast range of 

inter-related topics including the prominence of the sector not only in terms of its economic and social 

contribution but also its implications for trade, the urban-rural poverty gap and shared prosperity, farm 

structure, climate adaptation, and capacity building. Chapter 3 draws on lessons from the EU and 

provides a framework to analyze Macedonia’s agricultural support programs. Further, the chapter 

provides a primer on the EU’s CAP and its measures to support agriculture. Chapter 4 presents concise 

empirical evidence of the coverage and institutional capacity of the agricultural programs in Macedonia 

under both Pillar 1 and Pillar 2 measures. Chapter 5 then builds on the primary diagnostic set out in the 

previous chapters and critically examines the alignment of Macedonia’s agricultural programs with the 

government’s stated objectives of poverty reduction, competitiveness, and sustainable development. The 

results are at best mixed, suggesting substantial pathways for scaling up and exploiting untapped 

opportunities. Chapter 6 synthesizes the overall evidence and presents policy implications and 

recommendations.  
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Chapter 2: Main Characteristics and Challenges of Macedonia’s Agriculture Sector 

4. This chapter focuses on selective predominant features and challenges of Macedonia’s 

agriculture sector. Such selectivity and analysis are possible due to the availability and accessibility of 

high-quality macro-level information for local stakeholders on the status of Macedonia’s agriculture, 

including its strengths and weaknesses. Thus, the issues are analyzed through the lens of deriving 

lessons for the design and implementation of agricultural support programs, as discussed later in the 

report.  

5. Agriculture in Macedonia is a significant sector in the national accounts, especially relative 

to that of EU Member States. Proportionally, Macedonian agriculture’s contribution to the gross 

domestic product (GDP) is approximately five times higher than the EU-27 average and 2.5 times higher 

than the average for the EU-12 NMS (Table 1). Macedonia’s agriculture sector’s (including hunting, 

forestry, and fisheries) contribution to GDP stayed at about 10 percent over the period 2006-2011. Based 

on 2010 United Nations Economic Commission for Europe (UNECE) data,
1
 Romania and Bulgaria’s 

agriculture sectors had the highest national level GDP contributions among the EU-27 states (6.6 percent 

and 5.3 percent, respectively), while the lowest agriculture sector contributions were observed in 

Germany, the United Kingdom, Belgium, and Luxemburg (all below 1 percent). In Croatia and Turkey, 

the contributions stood at 5.5 percent and 9.5 percent, respectively. 

Table 1: Macroeconomic contribution of agriculture in Macedonia and the EU, 2011 

 Macedonia EU-27 EU-12 (NMS) 

Share of agriculture in GDP, % 10 2 4 

Share of agriculture in labor force, % 19 4 7 

Share of agriculture and food in total exports, % 15 6 - 

Share of agriculture and food in total imports, % 12 5 - 

Per capita GDP (PPS EU-27 = 100) 36 100 69 

Share of food and beverages in total household consumption, % 40 17 - 

Share of GDP spent on agricultural programs, % 2.1 0.5 0.5 

Source: State Statistical Office of Macedonia, Eurostat, and FAOSTAT. 

6. Agriculture in Macedonia is not only a significant contributor to GDP; it is also a major 

employer and contributor to foreign trade and public and private consumption (Table 1). The 

implication of the considerable size of the sector entails a proportional contribution to overall growth, 

unemployment reduction,
2
 poverty alleviation, and increased prospects for shared prosperity. The 

increased competitiveness of agriculture and the food processing industry in Macedonia could well 

generate positive spillovers to other ancillary sectors and create substantial farm and non-farm 

employment; this is in contrast with many EU countries where agriculture is proportionately smaller in 

several dimensions. Yet if agricultural support programs in Macedonia fail to increase farm 

competitiveness and generate growth, substantial adverse impacts will spread well beyond the sector’s 

borders to the rest of the economy. The continued significance of the agriculture sector is also a 

reflection of the relatively slow pace of growth in the non-agriculture sectors, and the slow structural 

transformation of the overall economy. Food expenditures capture a significant share of Macedonians’ 

                                                 
1
 http://w3.unece.org/pxweb/quickstatistics/readtable.asp?qs_id=6 

2
 The current rate of unemployment in Macedonia is about 31 percent.  

http://w3.unece.org/pxweb/quickstatistics/readtable.asp?qs_id=6
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disposable income, which makes them particularly vulnerable to food price increases. But this implies 

that Macedonian taxpayers’ elevated transfers to farmers are likely to have a negative consequence on 

their welfare
3
 if the developmental impacts of such transfers are suboptimal. 

7. Poverty rates in Macedonia are high, but rural poverty is on par with urban poverty, 

excluding Skopje, the capital. In 2011, rural poverty was 48 percent compared to 40 percent in the 

urban areas outside of Skopje (Table 2). This implies that the social cohesion objective of the current 

agricultural support programs may not significantly mitigate rural poverty, especially given that rural 

households that have not registered in the National Farm Registry (and thus by default are not eligible 

for agricultural support programs) are likely to be among the poorest.
4
  

Table 2: Rural and urban poverty rates (%) in Macedonia, 2009 and 2011  

Poverty headcount index 2009 2011 

Skopje 12.8 12.0 

Urban 39.2 40.0 

Rural 48.0 47.9 

Total 31.1 30.4 

Source: State Statistical Office of Macedonia. 

8. The agriculture sector’s output of is dominated by high-value crops and animal products. 

In 2009, fruits and vegetables accounted for 42 percent of total agricultural output and milk accounted 

for a further 14 percent (Table 3). The current output structure is generally in line with the country’s 

comparative advantages, reflecting Macedonia’s climate, characterized by dry summers that impair 

biomass production, which in turn is a base for intensive livestock production. Winter cereal yields are 

often severely reduced by late spring dry spells and temperature shocks. The same applies to summer 

crops (cereals, forage, and industrial crops), as the fluctuating rainfall over the summer months makes 

such production overly risky. 

9. A dominant portion of the arable land (76 percent) is used to produce low-value field crops. 

This is a highly inefficient land allocation. In 2010, for example, the estimated value of cereal 

production per hectare (ha) was 18,000 in Macedonia denars (MKD) (~ €290) versus MKD 519,000 (~ 

€8,400) for fruits and MKD 545,000 (~ €8,900) for vegetables (Table 4).
5
 In general, Macedonia has a 

significant comparative disadvantage in rainfed crop production relative to the northern EU countries 

and other global large-scale producers. Contrary to popular opinion, irrigated production of such crops is 

not likely to become internationally competitive due to the high irrigation-related costs and lower value 

                                                 
3
 Measured in terms of the purchasing power standard (PPS), the average per capita GDP in Macedonia is only 36 percent of 

the EU-27 average and 52 percent of the EU-12 average (see Table 1).  

4
 According to the 2007 Agricultural Census, there are about 192,000 farm households in Macedonia. However, the new 

Farm Registry managed by MAFWE has recorded about 110,000 farming units, while the Agriculture and Rural 

Development (ARD)-Paying Agency disburses agricultural subsidies to about 80,000 beneficiaries. It appears that the 

number of farms in Macedonia that market a portion of their output is about half of the total number of farms recorded by the 

2007 Census. 
5
 Throughout the report, the 2011 exchange rate is assumed to be MKD 61.5 per €1.  
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of these globally traded commodities vis-à-vis the major competition coming from rainfed production.
6
 

On the other hand, the shift of cultivated land to orchards, vineyards, and greenhouses for vegetables is 

constrained by the poorly functioning agricultural land market, lack of irrigation, weak advisory 

services, and the general reluctance of commercial banks to lend to agriculture. In the case of irrigation, 

it is estimated that 33,000 ha are currently irrigated, just 20 percent of the total area that could be 

potentially irrigated from the existing reservoirs (World Bank 2011).
7
 If these constraints are not 

addressed, farmers producing cereals will continue to receive the lion’s share of support tied to crop area 

payments.  

Table 3: Structure of agriculture output (%), 2003-2009 

 2003 2004 2005 2006 2007 2008 2009 

CROPS  77.2 79.1 78.4 77.0 73.8 68.8 72.2 

Cereals  9.9 12.1 12.0 9.0 8.3 10.0 9.1 

Industrial  4.5 5.8 9.2 7.3 6.5 4.3 7.3 

Forage  13.0 10.8 10.3 8.8 6.6 6.6 6.5 

Vegetables  27.3 28.3 29.0 30.3 28.5 25.8 30.9 

Potatoes  3.6 3.6 2.9 4.3 2.8 2.1 3 

Fruits  13.5 13.3 11.1 11.9 13.1 12.9 11 

Wine  5.4 5.2 3.9 5.5 8.0 6.9 4.4 

ANIMAL  22.5 20.7 21.4 22.8 25.8 30.9 27.4 

Cattle  3.5 3.4 3.2 3.3 3.1 3.6 4.2 

Pigs  4.0 3.7 3.4 3.2 4.9 4.3 4.4 

Sheep and goats  1.0 1.1 1.0 2.8 2.0 1.9 2.1 

Poultry  2.1 1.7 1.2 0.8 0.2 1.5 1 

Milk  7.7 7.5 9.5 10.0 12.7 17.6 13.7 

Eggs  3.7 2.9 2.7 2.5 2.7 1.7 1.7 

Other  0.5 0.4 0.4 0.3 0.2 0.2 0.3 

Total  99.7 99.8 99.8 99.7 99.6 99.6 99.6 

SERVICES  0.3 0.2 0.2 0.3 0.4 0.4 0.4 

Source: State Statistical Office of Macedonia. 

Table 4: Mismatch between current farmland allocation and productivity 

 Share of crop in sown area  

(%) 

Output value per ha  

(‘000 MKD)  

Cereals 69 18 

Industrial and fodder crops 7 205 

Fruits 12 519 

Vegetables 3 545 

Wine 3 104 

Source: State Statistical Office of Macedonia. 

                                                 
6
 It should be noted, however, that these crops are rather important for crop-rotation purposes in the Macedonian conditions 

and their irrigated production is likely to be economically viable when grown as a second crop in a single growing season, or 

as a third crop over two growing seasons. 
7
 Some estimates suggest that up to half of the irrigated areas rely on groundwater sources, but data on groundwater use are 

particularly sparse. 
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10. The sectors within Macedonia’s agriculture most likely to retain their international 

comparative advantage in the foreseeable future are high-value intensive crops and extensive 

livestock production. It is evident in the official statistics that industries that add value to these types of 

agriculture sector outputs have experienced robust growth over the past decade. These include: fruit and 

vegetable grading, packing, and/or processing; vineries; and oriental tobacco storage and fermenting. On 

the other hand, the livestock processing industry, including abattoirs and dairies, is stagnating due to the 

decline of extensive small ruminant production. This is primarily due to the rapid abandonment of the 

seminomadic sheep breeding system based on Macedonia’s vast high-altitude pastures, which is 

currently suffering from rapidly declining utilization.
8
 This unfavorable trend in Macedonia could 

potentially be reversed by public infrastructure investments directed towards remote pastureland, 

particularly accessibility improvements and secure electric power grid connections to the high-altitude 

dairies. This situation does not seem to be adequately reflected in Macedonia’s current agriculture 

policy, as documented in the following chapters of this report.  

11. A small country with a population of slightly more than two million people, Macedonia 

cannot rely on its domestic consumption and thus has to operate in an open economy to exploit 

economies of scale to maintain export competitiveness. Given that the domestic market is limited in 

size and diversity, Macedonia’s ambition to join the large, globally competitive EU common market is 

another reason to accelerate structural reform in the agriculture sector. Over the last five years, 

Macedonia’s food product exports contributed about 15 percent to total exports, proportionally higher 

than the sector’s contribution to GDP (Table 5). Most of the agri-food exports go to markets with high-

income consumers living in the countries of the Central Europe Free Trade Agreement (CEFTA) and the 

EU-27. These two trade blocs accounted for 90 percent of total agri-food exports and 80 percent of total 

agri-food imports during 2010-2011 (Table 6). Even though agri-food exports already account for a 

significant share of Macedonia’s export product mix, it is possible to achieve much more. Harnessing 

these markets with better quality products and opening domestic markets for off-season imports (for 

example, raw materials for the fruit and vegetable processing industry) can help generate substantial 

export revenues.  

12. Macedonia is a net importer of agri-food products. During 2007-2011, the annual food deficit 

equaled €110 million, contributing 8 percent to the overall trade deficit (Table 5). It appears that the 

policy responses aimed at ironing out the food trade deficit over the last few years have tilted towards 

import substitution by preserving agricultural import tariffs in an environment of gradual tariff 

reductions. The import tariffs for fruits and vegetables in Macedonia, for example, are higher than in the 

EU and its tariff schedule does not provide for lower off-season tariffs, as is the case in the EU. High 

import tariffs have an adverse effect on the off-season capacity utilization of the food processing 

industry and its modernization outcomes, including the number of applications for rural development 

funds. At the same time, direct producer subsidies continue to support internationally uncompetitive 

products such as cereals, beef, pork, poultry, and cow milk. An important consideration in this regard is 

whether such policies are misallocating the available resources; i.e., inhibiting the potential growth of 

internationally competitive subsectors that might turn the food trade deficit into a surplus over a 

relatively short timeframe by accelerated export growth. In the course of its accession to the EU, 

Macedonia will have to lower protection levels, which will improve the efficiency of its economy in the 

                                                 
8
 It should be noted that at this point, dairy farming provides the most reliable family farm income stream and is therefore 

very important for the wellbeing of rural households. 
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long run at the expense of short-term adjustment costs of several inefficient and possibly employment-

providing farm holdings. Thus, to prevent future unanticipated shocks and also to create a pro-private 

sector business environment that will foster market-driven restructuring of the agriculture sector, it is 

advisable to accelerate the gradual trade liberalization for sensitive agriculture products. 

Table 5: Macedonia’s international trade balance, 2007-2011  

  Total international 

trade 

(€ million) 

International trade with 

agriculture, food, and fisheries 

products (€ million) 

Share of agriculture, food, and 

fisheries products in total 

international trade (%) 

 

2007 

Export 2,446.4 346.6 14.2% 

Import 3,795.0 461.5 12.2% 

Balance -1,348.6 -114.9 8.5% 

 

2008 

Export 2,689.2 378.5 14.1% 

Import 4,643.4 534.4 11.5% 

Balance -1,954.2 -156.0 8.0% 

 

2009 

Export 1,925.2 357.8 18.6% 

Import 3,615.8 499.8 13.8% 

Balance -1,690.6 -142.0 8.4% 

 

2010 

Export 2,497.5 423.7 16.9% 

Import 4,119.1 532.2 12.9% 

Balance -1,621.6 -108.6 6.7% 

 

2011 

Export 3,197.7 468.6 14.7% 

Import 5,038.5 620.6 12.3% 

Balance -1,840.8 -152.0 8.3% 

Source: State Statistical Office of Macedonia. 

Table 6: Trade of agricultural and food products by trade bloc (€ million) 

  

Trade Bloc 

Export Import Trade balance 

2010 2011 2010 2011 2010 2011 

€ % € % € % € % € € 

CEFTA 219.1 51.7 228.6 48.8 174.6 32.8 195.3 31.5 44.5 33.2 

EU-27 173.7 41.0 179.8 38.4 216.4 40.7 276.3 44.5 -42.7 -96.5 

Other 30.9 7.3 60.2 12.8 141.2 26.5 149.0 24.0 -110.3 -88.7 

TOTAL  423.7 100 468.6 100.0 532.2 100.0 620.6 100.0 -108.5 -152.0 

Source: State Statistical Office of Macedonia. 

13. Very small and fragmented farm holdings dominate the agriculture sector. The 2007 

agricultural census registered a total of 192,675 farming entities, of which 192,378 were family-owned 

farms and 297 were agricultural enterprises. According to the census, family farms use 70 percent of 

arable land and the rest is owned by the state. The average size of a family farm is approximately 1.7 ha 

and the largest group by land size is farms with less than 0.5 ha (Table 7, second column). The average 

size of farms that applied for direct crop payments in 2011 was larger (2.8 ha), and the distribution of 

these farms has shifted towards those with 1-3 ha (Table 7, third column).
9
 Yet most farms are still 

relatively small. The implication for Macedonia is stark. This structure provides a significant constraint 

                                                 
9
 This farm number excludes farms receiving output subsidies, for which information is processed separately by the ARD-

Paying Agency, and livestock payments, for which the reporting of farm land areas is not mandatory to obtain livestock 

payments.  
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in raising the competitiveness of agriculture as it implies a focus only on larger farms. Given small 

farms’ significance with respect to cultivated area (70 percent of total cultivated area) and to share of 

farm output, they must be effectively included in agricultural support programs to ensure a rise in the 

average level of the sector’s competitiveness.  

Table 7: Macedonian farm structure by landholding size 

Size of holdings Number and % of individual holdings 

(2007 Census) 

Number and % of individual holdings 

that applied for crop payments 

(2011 ARD-Paying Agency) 

Up to 0.50 ha 83,502 (43.4%) 9,598 (16.9%) 

0.51 – 1 ha 38,598 (20.0%) 13,584 (23.9%) 

1.01 - 3 ha 50,422 (26.2%) 24,728 (43.5%) 

3.01 – 5 ha 11,919 (6.2%) 5,246 (9.2%) 

5.01 – 8 ha 5,067 (2.6%) 1,868 (3.3%) 

8.01 – 10 ha 1,212 (0.7%) 582 (1.0%) 

Above 10 ha 1,658 (0.9%) 1,180 (2.1%) 

Total 192,378 56,786 

Source: State Statistical Office of Macedonia, 2007 Census, and ARD-Paying Agency. 

14. Although some EU countries have substantial small-size farm holdings compared to North 

America and Eastern Europe, the averages in Macedonia are still significantly lower. In 2011, the 

average farm size in the EU-27 was 33 ha (Table 8). In Europe and other OECD economies, farm 

consolidation is a growing trend. In the EU-15, for example, the number of farms with less than 10 ha 

decreased by 1.3 million between 1995 and 2007 and this consolidation is likely to continue in the near 

future.  

Table 8: EU farm structure by landholding size, selected countries, 2011  

Country/group Average farm size (ha) Most farms have: 

EU-27 33  

EU-12 30  

   

Italy 8 8-14 ha 

Greece 5 0-7 ha 

Romania 3 0-7 ha 

Slovenia 6 0-7 ha 

Croatia 6 0-7 ha 

Source: Eurostat. 

15. The issue of small farm landholdings in Macedonia is further exacerbated by the fact that 

an average farm cultivates about five noncontiguous land plots, which necessitates coordinated 

policy responses. In light of Macedonia’s EU membership ambitions, actions to accelerate market-

based agricultural land consolidation and farm expansion should be given a top priority due to their 

critical implications for the whole sector. The pre-accession opportunity window for bridging the 

competitiveness gap with the EU is narrowing rapidly; therefore, adequate agricultural policy responses 

should be put in place urgently if the GoM is serious about its competitiveness objective. 

16. Expansion of more efficient farms has been hampered by weak land regulations. About 40 

percent of agricultural land is still owned by the state and leased to commercial farms under long-term 

leases. Uncertainty over future ownership of this land implies suboptimal levels of investment, which 

has serious implications for long-term investments in irrigation, major construction, and perennial crops. 
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This and other problems such as the low budget revenues from these leases have recently gained 

attention. In May 2013, the GoM announced that it would initiate a major privatization program of state-

owned agricultural land.
10

 This program could greatly accelerate the restructuring of the agribusiness 

sector by attracting domestic and foreign investment, enabling vertical integration, and activating the 

rural land market. 

17. Relocation of privately-owned land from less to more efficient farmers has been hindered 

by legislative and regulatory bottlenecks. Privatization of state-owned land is, therefore, a necessary 

but insufficient impetus for creation of an efficient agricultural land market. In spite of the significant 

improvements since 2008,
11

 the market for privately-owned land is overly segmented, agriculture land 

tax is not collected, and sale and rental market participation is consequently suboptimal. This ultimately 

hampers market-driven consolidation of the overly segmented, privately-owned agriculture land. This is 

also the main constraint to commercial banks accepting agricultural land as collateral. Improvements in 

the rental market for privately-owned land could significantly consolidate these landholdings in a 

relatively short timeframe (five years).  

18. More than half of Macedonian’s farming units generate less than €2,000 equivalent of 

agricultural output per annum, another confirmation of the significant presence of subsistence 

and/or part-time farming. In accordance with the relevant EU methodology on Economic Size Units 

(ESU), the State Statistical Office carried out the first Macedonian Farm Structure Survey in June 2010 

based on the data collected under the 2007 Census. The survey found that 58 percent of Macedonian 

farm units earn up to €2,000 from agriculture annually, and an additional 18 percent make between 

€2,000 and €3,999 (Table 9). Only 0.5 percent of farms earn more than €50,000 from agricultural 

activities. It should be noted, however, that the prevalence of low agricultural-income-earning farms is 

not much different in the EU-27. About 68 percent of EU farms earn less than €4,000 per year, 

compared to 77 percent in Macedonia. The biggest difference is for large farms earning above €15,000: 

Macedonia has only 3.4 percent of such farms compared to 18.9 percent in the EU-27 (Table 9).  

Table 9: Economic performance of Macedonian and EU farms, % distribution 

 Class I Class II Class III Class IV Class V Class VI Class VII-XIV 

< € 2,000 € 2,000-

3,999 

€ 4,000-

7,999 

€ 8,000-

14,999 

€ 15,000-

24,999 

€ 25,000-

49,999 

> € 49,999 

Macedonia 58.2 18.7 13.3 6.3 2.1 0.8 0.5 

EU-27 42.7 15.7 12.3 7.9 4.9 5.1 8.9 

Source: State Statistical Office of Macedonia and Eurostat. 

19. The anticipation of significant labor attrition from the agriculture sector creates 

multifaceted policy challenges that range from demography to environmental management. All of 

the NMS experienced rapid declines in agriculture employment during their advanced pre-accession 

                                                 
10

 The World Bank has been providing assistance to facilitate the creation of a land market and to develop the land valuation 

methodology under the Programmatic Competitiveness Development Policy Loan.  
11

 The GoM owns about 30 percent of total agricultural land. Since 2008, the following actions have been taken to improve 

the management of state-owned land: (i) establishing a central lease contract database, which enabled MAFWE to better 

enforce lease contracts; (ii) taking a proactive role in clarifying the ownership status of land encroachments; and (iii) making 

state-owned land more accessible to private farmers by offering smaller land pieces at periodic competitive lease contract 

announcements. 
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phase and particularly just after becoming Member States. According to Eurostat, between 2000 and 

2009, employment in the sector decreased by 25 percent in the EU-27. It fell by 17 percent in the EU-15 

and by 31 percent in the EU-12 NMS. Macedonia is already experiencing this pattern, which is driven 

by accelerated rural youth outmigration and aging of the farming population. However, the current farm 

holder age structure in Macedonia is more favorable than is the case in the EU-27 (Table 10). In 

Macedonia, as soon as off-farm employment prospects improve, labor migration from agriculture will 

accelerate. Putting in place adequate policies for managing this profound transition is an immediate 

challenge, while integrated intergovernmental-agency responses have yet to emerge. 

Table 10: Age distribution of farmers in Macedonia and the EU-27 

Age distribution of 

farmers  

Macedonia EU - 27 

2007 2003 2010 

< 35 years 28.1% 6.4% 7.5% 

35 - 44 years 19.4% 13.0% 16.7% 

45 – 54 years 21.3% 18.3% 22.7% 

55 – 64 years 16.5% 19.7% 23.5% 

> 64 years 14.8% 28.2% 29.6% 

Source: State Statistical Office of Macedonia and Eurostat. 

20. Macedonian agriculture is vulnerable to climate change (Figure 1). Climate change is already 

affecting the country and its adverse impacts are likely to increase over the next decades. Agriculture is 

vulnerable to rising temperatures and more frequent droughts. The most vulnerable area is the 

Mediterranean Zone, where rainfed yields can decline up to 60 percent without irrigation (World Bank 

2010).  

Figure 1: Climate change vulnerability index in European and Central Asian countries 

 

21. The Macedonia’s agriculture sector’s capacity to adapt and respond to climate change 

challenges is moderate (World Bank 2010). One reason is structural deficiencies of the sector, such as 

the small and fragmented nature of farm holdings. Other reasons relate to the fiscal aspects of the sector, 
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in particular the composition and level of public expenditure. Too little is spent on water management, 

irrigation systems, and drainage. A substantial number of farmers operate significantly below the 

technical efficiency frontier, mainly due to inefficient advisory services and the lack of applied 

agricultural research. A culture of compliance with the Code of Good Agricultural Practices (CGAP) 

recently introduced in Macedonia and hygiene standards is still weak, especially amongst smaller farms. 

Solutions to these problems are not only financial but also imply that allocating more resources to public 

goods such as agricultural research, advisory services, and water infrastructure could potentially be a 

good place to start building institutions and systems so as to increase the adaptive capacity of agriculture 

to respond to climate change.  

 

Chapter 2 Summary 

 

  

 Macedonia’s agriculture sector is a significant contributor to GDP (10 percent of GDP between 2006-11); 

it is also a major employer (19 percent of the labor force), a contributor to foreign trade (15 percent of 

total exports, 12 percent of total imports), and prominent in household consumption (40 percent). Lastly, 

substantial resources are devoted to agricultural programs (2.1 percent of GDP). 

 Increasing the competitiveness of the sector has considerable positive spillovers to the rest of the 

economy. Overall growth, a reduction in rural unemployment, and the opportunity to increase shared 

prosperity are all possible payoffs of a well-managed agriculture sector. 

 Substantial structural challenges are present and need attention. Land issues remain a significant 

constraint to enhancing the sector’s competitiveness. First, there is suboptimal use of land, as illustrated 

by the 75 percent of arable land devoted to low-value field crops. Second, the market structure of farm 

holdings is skewed: 70 percent of arable land is owned by family farms with holdings of less than 2 ha, 

often fragmented into five different plots. On average, these units generate less than €2,000 per annum, 

illustrating the presence of subsistence activities. 

 As experienced by all NMS during their advanced pre-accession phase, substantial labor market 

transitions will occur, which requires adequate policies. Macedonia is yet to have an integrated 

intergovernmental-agency response to these forthcoming and immediate challenges.  

 Macedonia’s agriculture is vulnerable to climate change and the sector suffers from a deficiency in 

adaptation capacity. An immediate area for mitigation would be to strengthen water management 

infrastructure. A systematic investigation into adequate public good provisions would aid in building 

institutional capacity. 

 Untapped opportunities and comparative advantage are present in producing high-value intensive crops 

and in extensive livestock production. To unlock these opportunities, a structural transformation is 

necessary. Most critical are a functioning land market, irrigation infrastructure, advisory services, and 

credit for agricultural projects.  
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Chapter 3: Evolution of the EU Common Agricultural Policy and Lessons for 

Macedonia  

22. The Common Agricultural Policy (CAP) of the EU supports agricultural and rural 

development through measures grouped into two components designated as “Pillars.” There are 

two principal areas of intervention: Pillar 1 provides agricultural market and income support, with direct 

(area) payments representing the most prevalent form of income support to EU farmers; Pillar 2 

addresses both the agriculture sector and the wider rural population through a comprehensive set of rural 

development programs. The two pillars are financed through two separate European funds: the European 

Agricultural Guarantee Fund for Pillar 1 and the European Agricultural Fund for Rural Development for 

Pillar 2. Distinct financial provisions apply for each pillar.  

23. In 2011, Pillar 1 accounted for 77 percent of the total CAP outlay, while Pillar 2 accounted 

for the remaining 23 percent (European Commission 2013a). But there was the time in the 1980s and 

1990s when Pillar 1 accounted for almost 90-95 percent of the total CAP budget and the largest support 

measures were export subsidies and market price support (Figure 2). Why have the proportions 

changed? 

24. A variety of reasons exist for the series of CAP reforms undertaken. These include a large 

surplus production of agricultural products. High farm support led to high production costs and erosion 

of the international competitiveness of European farmers. European consumers faced high food prices 

and paid substantially for the transfers to farmers. Export subsidies necessary to dispose of the large 

surplus of accumulated produce depressed world market prices and ignited frictions with EU trading 

partners and several developing countries, home to many poor farmers. Farm subsidies reached 0.65 

percent of GDP in 1993 (Figure 2). By signing the Uruguay Round Agreement of the World Trade 

Organization (WTO) in 1986, the EU moved from market price support to coupled area and livestock 

payments. Later, prior to accepting the 12 NMS into the EU during the last wave of the enlargement, the 

CAP was further reformed by decoupling direct farm payments from price and production levels. These 

decoupled direct area payments remain the main farm support mechanism in the EU in the 2014-2020 

programmatic period.  

Figure 2: Evolution of the CAP: from price support to decoupled payments and rural 

development  

 
Source: European Commission - DG Agriculture and Rural Development. 
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25. In addition to the abovementioned distortions in domestic and international markets, the 

switch to decoupled payments was motivated by the ample empirical evidence and recognition of 

the low transfer efficiency of output subsidies relative to that of decoupled area payments. Seminal 

work conducted by the Organisation for Economic Co-operation and Development (OECD) showed that 

different farm support instruments tend to generate very diverse outcomes for farmers and trade (OECD 

2003). By estimating the percentage of consumers and taxpayers’ costs of farm support that could be 

counted as income gain for farm households, the study revealed that output subsidies are an inefficient 

transfer mechanism for augmenting the incomes of farm households. The largest beneficiaries of such 

support mechanism are usually input suppliers, who increase prices of their product-specific inputs as 

they are aware of farms’ incentives to produce more to obtain a higher subsidy (Figure 3, left side). 

Output subsidies also lead to high market distortions and inefficiencies, derived from higher production 

costs (and thus lower farm competitiveness) and higher-than-world-market prices for local consumers. 

The study revealed a striking find: farm labor and farm landowners capture only 24 Eurocents per euro 

of subsidy. 

26. The transfer efficiency of decoupled area payments is much higher. Farm households leasing 

land receive 46 percent of the land area payments and farm households owning the land capture 91 

percent of the transfer (Figure 3, right side). This type of support is also less trade distortive, making it 

an attractive farm support instrument. 

Figure 3: Transfer efficiency of market price support and area payments  

  

Source: OECD 2003. 

27. Decoupled payments provide benefits other than just improved transfer efficiency. Farm 

support decoupled from output creates a lifeline for farmers in volatile markets and to farming systems 

vulnerable to weather effects (Figure 4). It provides a minimum farm income, improving access to credit 

and stimulating better responses to market signals compared to output subsidies or coupled direct 

payments. This type of support can be tied to environmental conservation and food safety, allowing the 

government to link subsidies to better management of natural resources (cross-compliance) and 

consumer protection (hygiene standards). 
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Figure 4: Benefits of decoupled farm support  

 

28. While moving from a market price support and coupled payments to a decoupled direct 

payments system, the EU recognized the importance of rural development funds (Pillar 2) to 

increase competitiveness and ultimately farm incomes.  

Pillar 1 measures, even if decoupled, are 

often found to have a negative effect on 

total factor productivity (TFP) (see Box 

1). In contrast, the increase of agricultural 

TFP, the key to convergence of farm 

incomes with non-farm incomes, has been 

driven by measures supported under Pillar 

2 of the CAP and other public goods. The 

share of Pillar 2 measures in the total 

CAP budget increased from 5 percent in 

the 1980s to 23 percent by 2011 (Figure 

2). These funds helped both Italy and Germany (sample cases from Northern and Southern Europe) raise 

their agricultural TFPs during 1961-2007 despite the decline of agricultural output (Figure 5). In other 

words, the increasing TFP permitted Italian and German farmers to increase their incomes by reducing 

production costs and capturing a larger share of declining revenues.  

29. Pillar 2 measures are divided into four groups known as “Axes.” Axis 1 seeks to increase 

competitiveness through farm modernization, value addition investments, aid for young farmers and 

acceleration of older farmers’ retirement, and restructuring of semi-subsistence farms (Figure 6). Axis 2 

promotes agro-environmental measures that go beyond the mandatory compliance for the recipients of 

Pillar 1 direct payments with CGAP. Axis 3 promotes diversification of farm household income from 

agricultural activities. Axis 4, known as LEADER, aims to underpin the other axes by supporting local 

rural networks for improved local planning, investments, and exchange of innovative ideas.  

Box 1: Recent Empirical Studies on the Impact of Pillar 1 on TFP  

Pillar 1 payments are often found to have a negative impact on TFP and 

technical efficiency. Mary (2013) estimated that automatic CAP payments 

have a negative impact in agricultural TFP in France. Zhu and Lansink (2010) 

found that the share of coupled subsidies in total subsidies correlated 

negatively with technical efficiency in Germany. They also found that the 

share of all farm subsidies in farm revenues had an inverse effect on 

agricultural TFP in Germany, the Netherlands, and Sweden. These empirical 

findings for EU countries are in line with similar results for other continents. 

In Latin America, it was estimated that a 10 percent reallocation of spending 

from recurrent subsidies to public goods would increase per capita farm 

income by 2.3 percent without increasing the agricultural budget (Lopez 

2005).  
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Figure 5: Changes in agricultural output, input use, and TFP in Italy and Germany, 1961-2007 

  

Source: Authors’ calculations based on data compiled by K. Fuglie (USDA). 

Figure 6: Pillar 2 of the CAP 

 
Source: European Commission: DG Agriculture and Rural Development. 

30. EU members have a broad menu of options when selecting national level Pillar 2 measures; 

this allows Member States the discretion to select measures best suited to their specific needs and 

contexts. In the NMS, the initial focus has been on Axis 1 (Competitiveness) (Figure 7), given the need 

to catch up with the more competitive farmers in the EU-15 and the significant competitive pressures 

that arise from transfers under Pillar 1 (see Box 2 regarding Poland’s experience). The review of the pre-

accession experience of the NMS found Latvia, Lithuania, and Poland among the leading countries in 

adjusting to EU conditions and utilizing the new opportunities of EU membership; during the pre-

accession phase, these countries primarily focused on competitiveness enhancement and liberal land and 

farm consolidation policies, and thus were able to efficiently mobilize pre-accession funds (Csaki and 
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Jambor 2010 and 2013). In the old Member States, the focus of Pillar 2 measures has been increasingly 

on promoting agro-environmental measures, which are well beyond the CGAP requirements.  

Figure 7: Axis 1 and 2 measures prioritized by the EU Member States 

 

Source: European Commission: DG Agriculture and Rural Development.  

31. The presence of a large number of small subsistence farms is another unique feature of the 

NMS. Modernization of these farms poses significant challenges, leading to the establishment of the 

specific measure 141 under Axis 1, targeted at restructuring semi-subsistence farms. Many NMS have 

introduced programs to assist these farms in preparing medium-term business plans, participating in 

vocational trainings, and investing in their holdings, thus enabling them to expand the commercial 

portion of their farm output (Table 11). 

Table 11: Example of programs for semi-subsistence farms in the EU-12 

 Bulgaria Hungary Latvia Lithuania Romania 

Share of farms with ESU<1, % 

of total (“subsistence farms”) 

76.1 77.5 58.8 63.0 78.0 

Share of farms with ESU<8, % 

of total (“small farms”) 

21.6 17.9 36.0 33.3 21.4 

Size eligibility, ESU 1-4 2-4 Turnover 

€3,000-10,000 

2-4 2-8 

Application requirements 5-year business 

plan, and 

complete 

vocational 

training during 

the 1
st
 year of 

support 

Business plan 5-year 

business plan, 

and increase in 

net turnover by 

30% over the 

first 3 years 

5-year business 

plan, and 

expenditure on 

construction of 

ag buildings, 

machinery and 

equipment 

5-year business 

plan, and 

complete 

vocational 

training during 

the 1
st
 year of 

support 

Source: European Network for Rural Development 2010.  
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Box 2: Poland’s Experience as an EU Member 

In Poland, accession to the EU caused a dynamic transformation in the agriculture sector. In particular, the instruments of the 

CAP have had a positive impact on the profitability of agricultural production and improved the financial viability of farmers. 

In 2008, the average income of a person employed in agriculture was higher by 90 percent than the level attained in 2000. 

Implementation of the rural area development policy accelerated the modernization process of Poland’s agriculture sector and 

diversification of the sources of income in agriculture. Removal of trade barriers between Poland and the EU allowed a high 

level of price competitiveness of domestic agricultural and food products. Since accession, the balance of export trade in 

these goods has been positive. From 2003-2007, goods exported increased by 250 percent and goods imported increased by 

around 125 percent. The importance of other EU countries as Poland's business partners has increased. In 2003, nearly two-

thirds of all agricultural and food products were sent to the current EU-27. Four years later, this share is more than 80 

percent.  

To facilitate effective adaptation to new market conditions whilst implementing the CAP, simple solutions that least distort 

market signals were favored. As a result, Poland was the first to opt for the introduction of a simplified system of the Single 

Area Payment Scheme. Poland’s priorities under Pillar 2 of the CAP were modernization and restructuring, as this enabled an 

acceleration to catch up with the EU-15 agri-food sectors, which had used CAP instruments for a much longer period.  

EU accession also required implementation of a new series of veterinary, sanitary, phytosanitary, and environmental 

protection rules and regulations. In this context, direct payments played an important role, as they partially compensated the 

costs incurred by agricultural producers for the costs of adjustment and becoming EU-compliant with regards to agricultural 

production (such as standards of good agricultural and environmental conditions under cross-compliance).  

Poland’s accession to the EU also led to significant growth in the prices of production inputs, which resulted, among other 

things, from capitalization of the support granted under the CAP and an increase in the profitability of agricultural 

production. Moreover, within four years of membership, there was a rise in salaries in the entire economy, including 

agriculture (among other reasons, as a result of economic migration inside the EU), which contributed to an increase in labor 

costs in agriculture. However, considerable growth in the prices of agricultural products in 2007 and the first half of 2008 

compensated for the dynamic growth in prices of production means, which in 2004-2005 grew much more strongly than the 

prices obtained by farmers. 

The continuation of considerable growth in agricultural land prices in the fourth year of membership negatively affected the 

process of structural change in agriculture, including the process of production concentration. Direct payments to agricultural 

land and speculative activities only accelerated the process of converging land prices in Poland to the average level in the EU. 

Therefore, in the context of the current discussions on the adjustments of CAP and the future of the EU budget, as well future 

reforms that will determine the conditions of rural development and the functioning of agriculture, the priority for Poland is 

to ensure equal competition conditions within the scope of the common market, rather than pursuing the highest possible 

level of subsidies for agriculture. Furthermore, it will be vital for the NMS to ensure sufficient funds for rural development, 

including mitigating the social effects of limited support to the agriculture and general trade liberalization.  

Poland’s accession to the EU significantly changed the conditions for conducting agricultural activity. Covering Poland’s 

agriculture sector with the CAP and including it in the single market was of the greatest significance. Concurrently, the 

programs for rural development implemented over the four years of membership as well as in the pre-accession period, co-

financed out of EU funds, significantly influenced structural changes in Poland’s rural areas. 

Source: Office of the Committee for European Integration 2008. 
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Chapter 3 Summary 

 

 Several key lessons emerge from the experience of EU countries that are applicable to Macedonia given 

its EU ambitions. 

 The EU supports agricultural and rural development under the CAP by using two “Pillars.” Pillar 1 (75 

percent of the budget) provides agricultural market and income support using decoupled direct area 

payments as the primary mechanism for support. Pillar 2 (25 percent of the budget) seeks to raise 

competitiveness of the agriculture sector and provide opportunities to the wider rural population through 

rural development programs.  

 It is noteworthy that Pillar 1 supports measures are seldom found to increase competiveness or develop 

rural territories. Pillar 2 measures, on the other hand, are found to promote sustainable and competitive 

agriculture. These are not visible as direct farm payments, but they build a foundation for long-term 

competitiveness and their benefits trickle down to a wider set of beneficiaries over a longer horizon.  

 Successful NMS structural transformations were achieved by utilizing Pillar 1 measures to improve the 

uptake of Pillar 2 measures. Further, successful countries focused their pre-accession support policies on 

competitiveness enhancement and paid particular attention to addressing the challenge of the presence of 

small fragmented farm holdings, establishing mechanisms for the increase in their commercialization.  

 Empirical evidence indicates that per ha and per livestock head direct payments are superior to output 

subsidies, and decoupled area payments are superior to coupled area payments. The low transfer 

efficiency of output subsidies relative to decoupled area payments is illustrated by the striking fact that 

only 24 Eurocents are estimated to be usually captured by farm labor and farm landowners for every € of 

output subsidy. Decoupled area payments also minimize trade distortions and resource misallocation.  
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Chapter 4: Main Features of the Agricultural Support Programs in Macedonia 

32. This chapter describes Macedonia’s agricultural support programs. It provides basic 

information about these programs and the necessary descriptive details for analyzing their alignment 

with the government’s strategic objectives. The chapter also assesses if these programs effectively 

address the structural challenges outlined in Chapter 2, and if they incorporate the lessons provided by 

the EU’s experience as discussed in Chapter 3. In essence, these are the key research questions the GoM 

counterparts requested be covered in this report. The third issue raised by the GoM – an evaluation of 

the socio-economic impacts of these programs – is only partially analyzed since the key database 

necessary for such analysis, the National Farm Register, was not shared with the World Bank team due 

to the confidential nature of the information. 

33. Macedonia’s agricultural budget grew from €94 million in 2008 to €158 million in 2012. In 

2005, it amounted to only €10 million. In 2012, the agricultural budget accounted for 5.6 percent of the 

total national expenditure and 2.1 percent of GDP (Table 12). This is much more than the EU spends on 

the CAP envelope: in 2011, the CAP budget equaled 0.45 percent of GDP (European Commission 

2013a). 

Table 12: Significance of Macedonia’s agricultural budget, 2008-2012 

 2008 2009 2010 2011 2012 

Agricultural budget, € million 94.4 123.2 126.0 146.6 158.4 

% share of total budget 6.5 6.5 4.8 5.4 5.6 

% share of GDP 1.4 1.8 1.8 1.9 2.1 

Source: Official Gazettes. 

34. Among several reasons, the increase in the agriculture envelope is driven by the country’s 

EU accession ambitions. Consequently, the general justification for such a rapid subsidy budget 

increase was the intent to put Macedonian farmers on equal footing with farmers operating under the 

CAP. Moreover, the CAP envelopes for the NMS are determined mainly on the basis of a candidate 

country’s agriculture resources, the sector’s output, and its agriculture subsidy entitlement levels over a 

certain pre-accession reference period. Therefore, the GoM has been increasing its agricultural budget 

inter alia with the objective of boosting the domestic entitlement levels to maximize the country’s CAP 

envelope upon becoming a Member State.
12

  

35. However, the level of the agricultural budget in terms of GDP and its problematic transfer 

efficiency, as documented in the following chapter, raise questions about the effectiveness of the 

current policy mix. The transfer efficiency of Macedonia’s support programs can be significantly 

improved to better align them to address the structural problems discussed in Chapter 2 without losing 

the entitlement benefits when Macedonia joins the EU. The post-accession experience of the NMS 

showed that high levels of pre-accession support have been beneficial for the post-accession period only 

in countries that focused on competitiveness enhancement and liberal land and farm consolidation 

policies; where the pre-accession policies were in the form of excessive price and market support, they 

                                                 
12

 Similar policies, driven by this CAP accession-related perverse incentive, were put in place in most of the NMS during 

their pre-accession periods. 
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kept inefficient producers in the sector and accession brought little income increase (Csaki and Jambor 

2010 and 2013).  

36. On a positive note, it appears that no other former EU candidate has achieved such an 

advanced institutional preparation level years before becoming a Member State as that attained 

by Macedonia. The foundations of the EU-modeled IACS are already in place; system integration is 

underway; and these systems are already being used to manage agricultural support programs. Relatively 

early in the pre-accession phase, the GoM opted for an EU-like farm financial support system, which 

consists of: (i) direct payments to farmers; and (ii) capital grants for on-farm and food industry 

investments as well as rural infrastructure improvements. This system generally resembles the two CAP 

pillars described in Chapter 3. 

37. Pillar 1- and 2-equivalent commitments under Macedonian’s subsidy program are close to 

the EU’s mainstream practices. The Macedonian CAP Pillar 1-equivalent program comprises direct 

payments to private and legal entities. The dominant target for this financial support program is primary 

agriculture production. Macedonia’s CAP Pillar 2-equivalent programs are the National Rural 

Development Program (NRDP) and the Instrument for Pre-Accession Assistance in Rural Development 

(IPARD). The direct payments and NRDP are implemented through Annual Programs, which are an 

integral part of the GoM’s public expenditure budgeting process. The financial commitments are made 

in the form of individual measures that describe the financial support targets, the eligibility criteria for 

receiving the financial support, and budget envelopes for each measure. The IPARD budgeting is multi-

annual, implemented through periodic public calls for the IPARD measures, which have been accredited 

with the European Commission.  

38. Most agricultural funds are managed by the ARD-Paying Agency. They include: (i) direct 

farm payments; (ii) NRDP; and (iii) IPARD. In 2012, the Paying Agency administered 81 percent of the 

agricultural budget (Table 13). Most payments are transferred directly to farmers, while very limited 

funds executed by the Paying Agency finance the delivery of general services and the provision of 

public goods. About 15 percent of the total agricultural budget in 2012 was managed by MAFWE, with 

most resources allocated for irrigation management and investments (38 percent of the total MAFWE 

budget) and forest protection and afforestation programs (18 percent). Negligible funds were allocated 

for applied agriculture research and only €1.1 million was dedicated for the Public Extension Service in 

2012. The remaining 4 percent of the total agricultural budget was allocated to the newly established 

Food and Veterinary Agency. 

Table 13: Allocation of Macedonia’s agricultural budget by managing authority (€ million)  

  2008 2009 2010 2011 2012 % in 2012 

ARD-Paying Agency 69.5 98.1 98.7 114.7 128.5 81% 

MAFWE 24.9 25.2 27.3 24.7 23.3 15% 

Food and Veterinary Agency -- -- -- 7.2 6.7 4% 

Total agricultural budget 94.4 123.2 126.0 146.6 158.4 100% 

Source: Official Gazettes. 

39. After the substantial initial increase in the budget, mainly devoted to direct payments, the 

allocation to rural development programs (or structural measures) has increased gradually since 

2010. The allocation to NRDP and the government’s co-financing of IPARD grew from 6 percent in 

2008 to 12 percent in 2012 (Table 14), and exceeds 16 percent in 2013.  
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Table 14: Allocation of agricultural support programs executed by the ARD-Paying Agency  

(€ million)  

  2008 2009 2010 2011 2012 2013 

Direct payments 41.3 63.8 86.6 101.3 113.9 111.9 

NRDP 2.5 6.9 9.4 5.6 11.4 17.2 

Gov. share of IPARD  2.6 3.1 4.0 4.6 5.0 

Total support programs 43.8 73.2 99.1 110.9 129.9 134.2 

% of structural measures 5.7 12.9 12.7 8.7 12.3 16.6 

Source: Official Gazettes. 

40. The GoM intends to further increase the agricultural budget to €150 million in 2015, 

mainly for rural development programs. The share of these measures in the total budget is expected 

to reach 25 percent by 2015. Based on the current absorption rates of these measures, as discussed 

below, there are significant risks that the actual absorption of the increased rural development budget 

will be suboptimal, dampening Macedonia’s potential growth prospects.  

41. The annual disbursement of allocations managed by the Paying Agency has been 

dominated by direct payments (Figure 8).
13

 These accounted for about 96 percent of total 

disbursements during 2008-2011. The best disbursing measures were payments for tobacco, field crops, 

tagged sheep heads, maintenance of existing vineyards, and tagged cattle. The disbursement rate for 

NRDP was 59 percent and only 8 percent for IPARD.  

Figure 8: Disbursement level of ARD-Paying Agency’s managed programs, 2008-2011 

 
Source: ARD-Paying Agency.  

                                                 
13

 The data presented for NRDP and IPARD disbursements are the actual disbursements during the calendar year, while the 

disbursements under the direct payments program include the payment arrears that are cleared over the following calendar 

year. 

0.0 1.2 0.9 0.9 2.1 
4.8 3.2 4.2 

45.2 

65.2 

90.5 
94.9 

0

10

20

30

40

50

60

70

80

90

100

2008 2009 2010 2011

€
 m

il
li

o
n

 

IPARD

NRDP

Direct



21 

 

42. Most direct payments are paid in the form of output subsidies and recurrent coupled area 

and livestock payments, with relatively simple eligibility requirements.
14

 These two instruments 

accounted for 90 percent of all direct payments in 2011 (Table 15). The best performing direct payment 

measure in terms of actual disbursements was the tobacco output subsidy; it accounted for 27 percent of 

all direct payments, with funds transferred to 34,303 farming households in 2011. Note, however, that 

the disbursement of direct payments that support longer-term investments amounted to only 5 percent of 

the total direct payment program.
15

 

43. Out of the 79,048 farms
16

 that applied for direct payments in 2011, 60 percent (45,368 

farms) applied only for crop area payments. Twenty percent (15,549 farms) applied only for livestock 

payments, and 1.2 percent (937 farms) applied only for milk subsidies. Lastly, 22 percent (17,000 farms) 

applied for a mix of crop, livestock, and milk subsidies. 

44. The number of direct payment measures is substantial. In 2011, there were 76 specific 

measures, compared to 57 in 2008. Most of these measures were not disbursing
17

 and at this point they 

largely serve as an incentive for future transformation such as for organic farming, production of 

certified seeds, or purchase of livestock breeds. While useful for guiding structural adjustment in the 

sector, they complicate the work of the Paying Agency’s 30 inspectors, who are mandated to carry out 

regular on-the-spot controls. In 2012, they undertook 6,000 controls; in 2013, they anticipate an increase 

of the control sample to 11,000 farms, about 7 percent of all farms registered in the Farm Registry. As of 

2013, these inspectors are also responsible for monitoring the compliance of larger farms with CGAP.  

Table 15: Breakdown of direct payments by support instrument, 2011 

Main instruments Share of the instrument 

in total value 

Output subsidy (per kg of sold goods) [tobacco, milk, fruits and vegetables, livestock]  40% 

Coupled area and livestock recurrent payments 50% 

Coupled payments supporting long-term investments [new orchards and vineyards] 5% 

Other payments [environmental, organic, food safety, administration] 5% 

Source: ARD-Paying Agency. 

45. The experience of the NMS shows that complex programs significantly reduce the capacity 

to perform quality controls on time and increase administrative costs (Figure 9). This can easily 

occur in Macedonia, as its direct payment program is even more complex than in the EU. Therefore, 

consolidating direct payments to the subsector level to have one per ha payment for each subsector,
18

 

combined with reallocation of measures aimed at structural transformation to the national rural 

development programs (structural measures), would help reduce the administrative burden and costs of 

                                                 
14

 See Annex 1 for an example of the documentation requirements to obtain field crop area payments. 
15

 Annex 2 presents a description of the direct payments by measure. 
16

 This number includes only those farms that applied for crop payments, livestock payments, and the milk subsidy. It 

excludes farms that applied for tobacco and other output subsidies, except milk, because at this point it is not possible to use 

the databases for output subsidies and land area/head payments for cross-checking.  

17
 In 2011, 23 measures disbursed zero funds and only 13 measures disbursed more than €1 million.  

18
 I.e., for crops: field crops, open area vegetables, greenhouse vegetables, orchards, and vineyards; and for livestock: cattle, 

pigs, sheep and goats, and poultry. 
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the program, improve the quality of inspections, reduce market distortions, and provide a clearer 

foundation for differentiating between subsidies and structural measures.  

Figure 9: Inverse relationship between program complexity and administrative costs  

 

Source: Kray, Lenihan and Ramniceanu 2007. 

46. In Macedonia, the crop area and livestock head payments are coupled with specific 

production. They are not fully decoupled, as is currently the case for crops in the EU (see Chapter 3), 

but this may be justifiable for Macedonia at this point in time. The agriculture sector must transition 

from allocating most of its cultivated land to low-value, uncompetitive cereals to higher-value, more 

competitive agricultural products. Therefore, it may be good that per ha payments are higher for crops 

with good export potential (Table 16), as this will encourage farmers to switch from the production of 

field crops to tobacco, fruits, vegetables, and wine.  

Table 16: Per ha and head direct payments, 2011 

 MKD € 

Field crops (cereals and forage) 8,500 138 

Rice and sunflower seeds 12,000 195 

Open field vegetables 20,000 325 

Greenhouse vegetables 150,000 2,440 

Orchards 25,000 407 

Vineyards 40,000 650 

Cattle 2,700 43 

Sheep 950 15 

Goats 850 14 

Source: ARD-Paying Agency. 

47. The alignment of public expenditures with export’s potential is taking place, but can 

certainly be accelerated. The share of payments for fruits and vegetables increased from 2 percent in 

2008 to 11 percent in 2011 (Table 17). The importance of payments to the producers of grapes/wine and 

sheep remained unchanged, while it significantly decreased for milk producers. On the other hand, 

cereals producers still receive about 13 percent of total direct payments (a sum of output subsidies and 

per ha/livestock head payments), mainly due to the large share of cultivated land under cereals (Table 4). 

As a share of total crop area payments, they account for 57 percent of the budget and 65 percent of the 

area claimed (see Annex 3). A faster reallocation of land out of cereals is constrained by the lack of 

public goods such as irrigation infrastructure, advisory services, and an efficient land market, as outlined 

in Chapter 2.  
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Table 17: Distribution of direct payments by sector, 2008 and 2011
19

 

 % share of payments 

in total, 2008 

% share of payments 

in total, 2011 

Crops 50.7 66.0 

Cereals, industrial, and forage 35.8 40.0 

inc. tobacco 18.6 27.2 

Vegetables and potatoes 0.1 5.3 

Fruits 1.5 5.7 

Grapes/wine 13.3 15.0 

Livestock 41.3 29.3 

Cattle and pigs 9.9 9.6 

Sheep and goats 11.5 11.7 

Milk 19.7 7.6 

Source: ARD-Paying Agency. 

Chapter 4 Summary 
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 The remaining 3-4 percent of the direct payment program was used for measures supporting food safety, quality, and 

standards, organic production, and general administrative activities. 

 Macedonia’s agricultural support is significant, at 5.6 percent of the total national expenditure and 2.1 

percent of GDP. These are substantial compared to the 0.5 percent of GDP devoted under the CAP 

budget.  

 The large and increasing trend of agricultural spending in Macedonia is commonly observed amongst 

countries with EU accession ambitions. The primary rationale is to prepare the sector to withstand the 

pressures of the EU common market and also to boost domestic entitlement levels to maximize the 

country’s CAP envelope upon becoming a Member State.  

 The large resources devoted to agriculture beg the question of understanding the efficiency of transfers. 

A primary rectification would be to align the support programs with addressing the structural concerns 

of the sector while keeping intact entitlement benefits. Focusing on competitiveness enhancement and 

resilience strengthening is the key to aid the sector to generate sustainable growth in the near term and to 

maximize post-accession benefits in the longer term.  

 Evidence depicts that Macedonia’s agricultural support programs provide generous recurrent output 

subsidies and coupled area and livestock payments to farmers. They account for more than 90 percent of 

the agricultural budget and are not yet fully aligned with current EU practices. The share of the rural 

development programs is small but gradually increasing, and is expected to reach 25 percent of the 

agricultural budget by 2015, as in the EU.  

 A closer focus on the budget allocations to rural development programs reveals a low disbursement rate, 

providing a substantial constraint to structural transformation of the sector despite the availability of 

institutional administrative strength. In addition, most rural development programs provide direct 

transfers to farmers and agro-processors, topping up direct subsidies, with little budget allocated to 

critical public goods such as irrigation, advisory services, and applied agricultural research.  
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Chapter 5: Analysis of Macedonia’s Agricultural Support Program 

48. This chapter critically assesses the alignment of Macedonia’s agricultural support 

programs with the GoM’s strategic objectives and analyzes their economic impacts. Among several 

strategic objectives stated in the 2010 Law on Agriculture and Rural Development and the National 

Agriculture and Rural Development Strategy for the 2007-2013 and 2013-2017 periods, three are the 

most prominent in the current policy discussions. Improving the social wellbeing of farmers and 

reducing rural poverty is the first. Increasing the international competitiveness of agriculture and the 

agro-food industry is the second. The third is securing the sustainable development of rural areas. All 

three objectives ultimately seek to increase farm incomes and reduce the gap between farm and non-

farm incomes, though the first is meant to do it through income redistribution while the second and third 

achieve this through sustainable economic growth. The assessment of the current programs’ alignment 

with these strategic objectives and their likely economic outcomes is presented below.  

Objective 1: Improving social welfare and reducing the poverty of farmers 

49. Small farmers are considered to be poor in Macedonia. Improving their wellbeing is therefore 

a strategic government priority. Since 2007, the GoM has used agricultural direct payments to 

redistribute budget resources to smaller farms, aiming to enhance social cohesion but also hoping that 

these transfers will improve small farms’ competitiveness.  

50. The likelihood of budget transfers reaching smaller farms is very high in Macedonia. First, 

about 90 percent of Macedonian’s farms are smaller than 3 ha (see Table 7). Eligibility criteria for 

subsidies for certain crops are as low as 0.2 ha in the case of vegetables and grapes and 0.3 ha for field 

crops. Livestock headage payment eligibility criteria are also very low (e.g., three sows, ten goats, or 

one cattle).
20

 Therefore, small farms benefit by nature and design from direct area/head and output 

payments. Second, built-in payment reductions after farms reach a certain threshold physical size are 

intended to prevent a large share of the subsidy’s capture by large farms, which has been the persistent 

negative outcome of the EU’s CAP.
21

 In Macedonia, farms with up to 20 ha receive the full amount of 

subsidy for field crops; farms from 20.1 to 100 ha receive 60 percent; farms from 100.1 to 300 ha 

receive 30 percent; and those above 300 ha receive only 10 percent of the subsidy. As a result, in 2011, 

the average per ha payment received by corporate farms was about €130, while individual farms 

received €235 per ha on average.  

51. Analysis of the 2011 land-area crop payments shows that the actual distributional 

outcomes of subsidies were indeed inversely correlated with physical farm size. As a group, small 

farmers (up to 3 ha) were the largest farm support beneficiaries. Out of 56,786 farms that applied for 

direct crop payments in 2011, 47,910 had less than 3 ha of agricultural land (Table 18). This group 

received half of the total crop area direct payment disbursements – about €16 million out of the total €33 

million disbursements. Yet the total benefit per farm for this group averaged €290, ranging from €159 

for farms up to 0.5 ha to €444 for farms with up to 3 ha. On the other hand, farms with more than 10 ha 

(2 percent of the total number of farms) received 28 percent of the total subsidy disbursements, 

                                                 
20

 For production areas that have an agro-ecological disadvantage, the smallest eligible production area is 50 percent of the 

crop requirements.  

21
 In the EU, 25 percent of the largest farmers capture about 75 percent of total farm support. 
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accessing disbursements of €7,708 per farm. It appears that a large share of the limited public resources 

is still disbursed to larger farms that do not actually need social protection.  

Table 18: Distribution of land-based direct payments, 2011 

Size of land 

holdings (ha) 

No. of farms that 

applied for direct 

crop payments 

% of 

farms 

Total land 

area (ha) 

Subsidy 

disbursed  

(‘000 €) 

Average subsidy 

per farm (€) 

< 0.51 9,598 16.9 3,332 1,525 159 

0.51-1.00 13,584 23.9 10,031 3,607 266 

1.01-3.00 24,728 43.5 43,340 10,973 444 

3.01-5.00 5,246 9.2 19,778 4,092 780 

5.01-8.00 1,868 3.3 11,444 2,086 1,117 

8.01-10.00 582 1.0 5,336 1,140 1,958 

>10.00 1,180 2.1 67,610 9,095 7,708 

TOTAL 56,786 100.0 160,871 32,517  

Source: Authors’ estimates based on ARD-Paying Agency data. 

52. The distributional outcome of the tobacco subsidy is more pro-poor, reflecting the small 

farm-based structure of the tobacco sector. Farmers with less than 1 ha accounted for 90 percent of 

the subsidy recipients, capturing 73 percent of the total subsidy in 2011 (Table 19). These farms sold on 

average 580 kg of tobacco, and received €570 per farm. The financial benefit to the smallest sellers, who 

sold about 200 kg, was €194 per farm, while for the biggest, who sold about 9,000 kg, it was €8,867 per 

farm. In 2011, however, only seven farms were in that latter category.  

Table 19: Distribution of benefits of tobacco subsidy, 2011 

Size of land 

holdings (ha) 

No. of 

farms 

% of 

farms 

Subsidy received 

(€ million)  

% of 

subsidy  

Average subsidy 

per farm (€)  

< 0.21 5,748 16.8 1.1 4.3 194 

0.21-0.50 14,858 43.3 7.3 28.4 491 

0.51-1.00 10,298 30.0 10.5 40.6 1,041 

1.01-3.00 3,357 9.8 6.6 25.7 1,973 

3.01-5.00 35 0.1 0.2 0.7 5,362 

>5.00 7 0.02 0.1 0.2 8,867 

Total 34,303 100.0 25.7 100.0  

Source: Authors’ estimates based on ARD-Paying Agency data. 

53. While most of the agricultural subsidy programs are targeted at small farms, limited 

information is available about the relationship between farm size and poverty in Macedonia. 

Based on global experience, the smallest farms are indeed very likely to be among the poorest. 

However, analysis of poverty profiles produced by the Macedonian Statistical Office show that the most 

vulnerable groups in the country are: (i) multi-member households with five or more members; (ii) the 

unemployed (46 percent of all poor people are unemployed); and (iii) households in which the head has 

a low level of education (54.6 percent of the poor live in households where the head of the household 

has no, or at most primary, education). Farm size does not feature in the government’s poverty analysis. 

Indeed, a farmer with 2-3 ha of vineyards, orchards, and greenhouse vegetables in Macedonia can be a 

well-off person in the countryside, while a farmer with 1-2 ha of field crops may live in an urban area 

and earn significant off-farm income.  

54. Moreover, urban poverty in Macedonia is only slightly lower than rural poverty. In 2011, 

the rural poverty headcount index was 48 percent, while in urban areas, outside of Skopje, it stood at 40 
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percent (see Table 2). Urban poor do not directly benefit from the agricultural programs. Furthermore, 

not all rural people benefit either. The agricultural support programs provide benefits to about 80,000 

households, according to the ARD-Paying Agency, while the 2007 Agricultural Census identified about 

193,000 households who consider themselves the farming households. Only 110,000 rural households 

are registered in the National Farm Registry, making them eligible for agricultural payments, yet the 

80,000 unregistered farm households may be among the poorest.  

55. Another serious shortcoming of the 2011 agricultural support programs is their elevated 

subsidy levels relative to the EU, which may undermine the programs’ objectives. The agricultural 

budget in Macedonia is not only large in terms of GDP,
22

 but per ha payments are also elevated in 

comparison with the EU-27. Farmers in most NMS receive €200 per ha and those in old Member States 

receive about €300, with only a few countries paying €400-500 per ha (Table 20). The estimated average 

per ha payment in Macedonia is €344, and when the tobacco output subsidy is converted into a per ha 

payment (assuming an average yield of 7,500 kg per ha), the total payment reaches €382 per ha. 

Converted into the PPS equivalent, the amount of subsidy paid in Macedonia seems to be higher than in 

the EU-27. There is a high risk that these elevated subsidy levels confine the country’s agriculture 

resources to the less efficient subsectors. Of equal importance is that these generous support levels are 

slowing down desperately needed structural changes such as farmland consolidation and farm 

modernization. The magnitude of the support programs also crowds out delivery of the essential public 

goods discussed above; i.e., they absorb a dominant portion of the country’s agricultural budget 

envelope, thereby minimizing the fiscal space for financing essential public goods. This in turn threatens 

achievement of the overarching strategic objective – increasing international competitiveness, analyzed 

next.  

Table 20: Direct payments in Macedonia and selected EU countries, 2011 (€ per ha) 

Country In nominal terms In PPS 

Latvia 100 149 

Bulgaria, Hungary, Poland, Romania 200 ~370 

Sweden, United Kingdom 200 ~ 170 

Germany, France 300 ~ 270 

Italy, Greece 400 ~ 390 

Netherlands 500 461 

Macedonia [w/o tobacco] 344 983 

Macedonia [with tobacco]  382 1,290 

Note: The direct payment in Macedonia is the land area-weighted estimate based on data from Annex 3. 

Source: Eurostat and ARD-Paying Agency.  

56. The Macedonian tobacco subsidy exemplifies the shortcomings of an output subsidy. Its 

level is very high. According to State Statistical Office data, the farm-gate price for sundried tobacco 

averaged €2.4 per kg in the period 2005-2010. Thus the subsidy level of €0.97 per kg equals 41 percent 

of the farm-gate price. If this subsidy is converted into an area payment per ha on the basis of the 
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 The agricultural support budget in Macedonia also exceeds its US$16.3 million commitment for the maximum Aggregate 

Measurement of Support under WTO (i.e., amber box measures). The amber box measures include all output subsidies and 

most of the crop and livestock direct payments. Therefore, Macedonia may come under pressure from other WTO members 

to bring its support levels into alignment with the commitments.  
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average fresh tobacco leaf yield of 7,500 kg per ha and the average sundried tobacco conversion rate of 

5:1, the per ha tobacco area payment would amount to €1,500 per ha.  

57. More than 34,000 tobacco farming households – many of which are mixed output farms – 

are likely to face tough choices when Macedonia joins the EU. The EU has supported its tobacco 

sector since 1970 through a Common Market Organization. The support regime has been substantially 

reformed many times, while the 2005 CAP reform aimed at phasing out subsidy payments for tobacco 

cultivation. The forthcoming 2013/14 CAP reform is likely to fully abolish these subsidies. Based on the 

most recent Croatian EU entry negotiations, the Macedonian tobacco subsidies are likely to be factored 

in for the purpose of determining Macedonia’s CAP envelope. Nonetheless, the specialized Macedonian 

tobacco farmers are likely to have to operate in a zero subsidy environment once Macedonia joins the 

EU. 

Objective 2: Increasing international competitiveness 

58. Agriculture in Macedonia plays a significant role in the overall economy, more so than in 

any EU country. As shown in Table 1, the sector is not only large in relation to GDP, but it also plays a 

substantial role in the labor market, in foreign trade, and in public and private consumption. The 

implication of this larger role is that agriculture can significantly contribute to overall growth and 

poverty alleviation and shared prosperity in the years to come. Increased competitiveness of agriculture 

and the food processing industry in Macedonia could generate substantial positive spillovers to other 

sectors and help create many farm and non-farm jobs, in contrast to the situation in many EU countries, 

where the agriculture sector’s prominence is much smaller and declining. 

59. In the context of Macedonia, achieving the objective of increased international 

competitiveness of agriculture and the agro-food industry will require taking concrete actions. 

Given that Macedonian farmers, traders, and processors compete with other countries in international 

markets, output prices for them are exogenous in most cases. Very often, international competition is 

better described as “price competition.” Winners are those who can sell at a lower price while generating 

adequate income for farmers and processors. Thus, being internationally competitive requires a 

continuous reduction of production and marketing costs. One possible pathway to increase 

competitiveness is to promote market orientation/participation. Decoupled area payments used in the 

EU, for example, do not distort market signals. In contrast to specific output subsidies and coupled 

payments, they do not influence farm decisions on what to produce and where to invest. Consequently, 

consumer preferences and the related market demand are the deciding factors when farmers make those 

decisions in less distortive operating environments. Measures that correct market failures related to 

land, labor, and capital markets also increase competitiveness. For example, legislative and institutional 

barriers to facilitate the movement of farmland from less to more efficient farmers can be removed to 

increase the sector’s competitiveness. Improving food quality and safety is another way of boosting 

competitiveness; this is essential not only to reach out to EU markets but also to accelerate the 

modernization of farms and the processing industry. In Macedonia, assisting small (often subsistence) 

farms to modernize and grow is essential to increase the average level of the sector’s competitiveness. 

Supporting only larger farms will not be sufficient to generate broad and equitable growth given the 

large share of small farms in production, farmland area, and the labor force. Yet smaller farms require 

active public support through advisory services and other public measures, without which their 

progression to more efficient farms is unlikely to materialize. 
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60. A comparison of the likely effects of Macedonia’s ongoing agricultural support programs 

with the outcomes necessary to boost competitiveness leads to the conclusion that the programs 

are not yet positioned to achieve the competitiveness objective. Most farm support measures have 

low transfer efficiency and will most likely increase production costs in the medium term, as has been 

the case around the world (see Chapter 3). This phenomenon especially applies to output subsidies. At 

this point, they do not contribute to product quality improvements but incentivize the use of more inputs 

to maximize output and therefore augment production costs, harm the environment, and ultimately erode 

international competitiveness. 

61. The current programs focus insufficiently on product quality. Although output subsidies 

include an incentive to increase production, they tend to generate undesirable outcomes if not associated 

with product quality conditions. With the exception of the wine subsector, where meeting certain quality 

standards was associated with subsidy payment levels in 2012 and 2013, the best disbursing measures 

paid per unit of output, such as tobacco and milk subsidies, are not conditional on achieving high quality 

standards.  

62. Output subsidies and coupled payments increase production costs. The largest impact is on 

the cost of land and tradable inputs (see Figure 3). Crop yields may increase in the short run, temporarily 

compensating for higher prices of inputs, but without complementary investments in irrigation and 

drainage on the one hand and advisory services on the other, large sustained yield increases are unlikely 

to take place under the current programs’ design and resource allocation. As shown in Chapter 4, the 

financing of these essential public goods has been inadequate to make a difference to the sector’s 

competitiveness. There is a significant risk that the high subsidy per farm will actually make things 

worse by preserving the current inefficient farm structure instead of facilitating its structural 

transformation and possibly the exit of smaller, less efficient farms. 

63. There has been uncertainty over the timing of disbursements of direct payments, reducing 

their potential positive effects. Legally, all commitments made in a fiscal year should be cleared by 

June 30 of the following year, but many farmers are not aware of these binding deadlines. In 2012, for 

example, the disbursements were delayed due to the extension of the deadline for applicants and many 

did not know when to expect the payments. This uncertainty reduces the potential benefits from 

leveraging bank loans. It also reduces the potential productive investments if the payments are not 

synchronized with the production and investment cycle. The MAFWE recognized this problem and has 

started to work on the development of specific application and disbursement schedules aligned with the 

production cycles of different crops.  

64. Much of the agricultural support still goes to sectors with low export potential, with the 

exception of tobacco, reducing the positive spillovers to the rest of the economy. Most subsidies are 

captured by the producers of field crops, tobacco, and livestock (Table 21). The most striking difference 

among the internationally competitive crops is for vegetables and fruits, which contributed 30 percent to 

total agri-food exports in 2011 but received only 11 percent of the total direct subsidy support.  

65. As trade barriers come down due to regional and EU market integration, the costs 

associated with keeping uncompetitive subsectors afloat are increasing rapidly. The subsectors 

receiving a substantial share of the total support are generally not competitive internationally and 

therefore most of them are not likely to thrive in the common EU market despite the current subsidy 

policy’s efforts to support them. Moreover, since the competitiveness of these subsectors is mainly 

constrained by water deficits, which occur frequently in the Macedonian climate, the changing climate is 

adding additional adverse pressure on their future prospects (see discussion under Objective 3). The 
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general rationale presented in the government’s strategy documents for supporting these subsectors is 

import substitution and the related reduction of the abovementioned food trade deficit. However, the 

import substitution policy objective will become irrelevant when Macedonia joins the EU common 

market. In this context, it is worth considering the alternative approach – increased investments in 

internationally competitive subsectors – which is much more likely to turn the food trade deficit into a 

surplus in a relatively short timeframe by accelerated export growth.  

Table 21: Comparison of exports vis-à-vis direct payments, 2011  

Products Share of exports in total agri-food exports (%)  Share of direct payments (%) 

Field crops (exc. tobacco) 0.0 12.8 

Tobacco 25.5 27.2 

Fruits and vegetables 30.4 11.0 

Grapes/wine 15.8 15.0 

Livestock products 7.4 21.5 

Dairy products 2.0 7.6 

Source: State Statistical Office and ARD-Paying Agency. 

66. A subsidy can be a powerful instrument for steering farmers towards more competitive 

subsectors, but of equal importance are essential public goods and rural development programs. 

The lessons learned from the NMS in their pre-accession periods suggest that an early focus on 

mitigating the adverse social impacts of these profound structural changes through the use of rural 

development funds is the best way forward (recall Box 2). The role of agricultural policy in this regard 

is to help farmers gradually exit noncompetitive subsectors and modernize their farms, while poverty 

mitigation should be addressed through social welfare programs tailored to the needs of the rural 

population. Overall business climate improvement in rural areas is another important policy objective 

proven to facilitate exit from uncompetitive subsectors and to mitigate the associated social 

ramifications.  

67. So far, however, the rural development funds in Macedonia are unlikely to have provided 

strong impetus for structural transformation and higher competitiveness. The rates of absorption of 

both IPARD and NRDP funds, as well as some longer-term direct payments,
23

 have been low. The 

disbursement of the NRDP funds equaled 59 percent during 2008-2011 (see Annex 5 for the details of 

the program), though it improved slightly in 2012. The IPARD disbursement was only 8 percent.  

68. NRDP disbursements fluctuated significantly over the observed period (€2.1 million in 

2008, €4.8 in 2009, €3.2 million in 2010, and €4.2 in 2011) (Figure 10). These fluctuations are a 

consequence of the multiple program changes and delayed program announcements, as occurred in 

2010. The NRDP program disbursement conditions are similar to IPARD’s, yet its program application 

requirements are simpler. There seems to be a good delineation between these two programs in terms of 

the targeted investments; i.e., the programs are not overlapping as was the case in some of the NMS-15. 

Since NRDP’s policy is fully at the discretion of the GoM, program adjustments are implemented much 

faster than in IPARD. Therefore, to date, the NRDP disbursements have been much higher. 

                                                 
23

 Some longer-term investments are covered by direct payments. They include support to plant variety and livestock breed 

improvements, organic production, and establishment of new orchards and vineyards. However, the share of these payments 

in the total direct payment program does not exceed 5 percent. 
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Figure 10: Absorption of NRDP funds by individual and legal entities, 2008-2011 

Source: ARD-Paying Agency. 

69. More than half of NRDP disbursements during 2008-2011 reached individual farmers. This 

fact suggests that NRDP program requirements are small-farmer friendly vis-à-vis those of IPARD. On 

the other hand, annual NRDP program requirements change very frequently. Each annual program has 

been amended at least five times in the course of the implementation year and no consolidated programs 

are published. There are significant program changes every year, and some of the amendments also 

significantly alter annual programs. Program complexity has also increased since its introduction, with 

additional new measures and sub-measures. All of these issues constrain beneficiaries’ access to these 

funds. Consequently, detailed NRDP program analysis is a substantially challenging endeavor.  

70. The disbursement of IPARD funds has been even worse. IPARD funds seek to assist the 

compliance of the Macedonian agri-food sector with EU standards, focusing on farm modernization and 

improvements of food safety and quality and animal welfare during 2007-2013. By helping with 

compliance with EU standards, IPARD can also increase international competitiveness. But after six 

public calls, only 8 percent of the IPARD funds (or €7.6 million out of €96.4 million available) were 

committed by early 2013, although the deadline for utilizing the available funds is December 2013 

(Table 22). According to ARD-Paying Agency’s IPARD disbursement statement for April 2013, the 

total disbursed public funds under the 2009 and 2010 public calls, for which the envisaged 

implementation lag expires, reached €2.1 million (or 51.2 percent of the committed public funds). 

According to the same source, only 42 out of the 63 approved projects (67 percent) over these two years 

received the committed public funding. This suggests that the bigger and thus more complex IPARD co-

financed investments are experiencing implementation difficulties. 
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Table 22: Allocation and use of IPARD funds, 2009-2013 (€ million)  

 2009 2010 2011 2012 2013 Total 

EU contribution 10.20 12.50 16.00 18.22 20.16 77.08 

 Government contribution 2.55 3.13 4.00 4.56 5.04 19.27 

Total IPARD budget 12.75 15.63 20.00 22.78 25.20 96.35 

Approved investments 3.9 4.2 6.8 0.5  15.3 

Approved public funds (50%)      7.6 

% share of IPARD fund use      8.0 

Source: ARD-Paying Agency. 

71. Most IPARD funds have been accessed by large corporate farms and food processing 

establishments. The share of individual farms in the approved IPARD investments is only 4 percent 

(Figure 11).
24

 These individual farms mainly used only two sub-measures (10121 Revitalizing existing 

orchards and 10131 Building or rehabilitating existing plastic greenhouses), which accounted for 94 

percent of their total uptake. Conditionalities associated with other IPARD sub-measures appear to be 

better suited for the corporate sector. The best performing IPARD sub-measures among corporate 

beneficiaries are the two that target fruit and vegetable processing and marketing investments. The share 

of the 26 approved investments under these sub-measures was half of the total approved investments in 

the corporate sector.  

Figure 11: Absorption of IPARD funds by individual and legal entities, 2009-2012 

 

Source: ARD-Paying Agency. 

72. Although the IPARD program application approval rate has improved, the number of 

applications per public call has declined significantly. It appears that many potential beneficiaries 

were discouraged by the very high initial rejection rate when they were deciding whether to apply for 

IPARD grants. The IPARD program is designed to be demand driven; however, the voluminous 

documents required in support of the application forms limit beneficiaries’ access to the available 

funding. On top of the basic land and/or facility ownership titles and proof of good financial condition, 

an applicant is required to submit various documents issued by public offices to confirm that he/she does 
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 By the end of 2012, there were 95 approved IPARD applications from corporate farms and firms, while there were only 75 

from individual small farms.  
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not carry arrears related to tax, pension, and health insurance dues. The IPARD program has been 

amended four times since its inception with the objective of simplifying the application 

procedures/requirements.  

73. The low absorption of IPARD funds is partially a reflection of the relatively poor 

investment climate in rural Macedonia. The significant reforms carried out so far have mainly 

benefited businesses in urban areas (see Box 3). Similar efforts would need to be undertaken to improve 

the situation in rural areas.  

Box 3: Improving the Business Climate in Macedonia 

According to the World Bank’s Doing Business 2012 report, the GoM has been the driving force behind the reforms, with the 

reform agenda receiving support at the highest political levels. The cabinet of the Deputy Prime Minister for Economic 

Affairs has provided coordination to streamline the reform efforts, and the Ministries of Finance, Justice, Economy, and 

Transport and Communications have joined initiatives for reforming the legal and regulatory framework. 

Along with political will and capacity, there has been strong collaboration among ministries, particularly at the operational 

level. As the government pushed for change, its efforts triggered initiatives in ministries and agencies. Since November 2006, 

the government has implemented three phases of a “regulatory guillotine” project aimed at reducing the regulatory burden 

and cutting red tape and bureaucracy. As part of this, the Ministry of Transport and Communications initiated several legal 

reforms to simplify and speed up the process of obtaining a building permit. Similarly, the Customs Administration 

introduced several measures to increase the speed and efficiency of trade. 

E-government provided the platform for many of the reforms in the business regulatory environment. The government set out 

to transform public administration processes by establishing the Ministry of Information Society and Administration and 

implementing a number of e-government projects. The aim was to create more modern, integrated, efficient, transparent, and 

secure processes. The first step was to establish the infrastructure; the second was to roll out the e-services. Support was 

provided by USAID, which has funded the development of e-government through 11 projects so far. Achievements include 

an electronic tax system created in 2008 to streamline the filling and payment of taxes, an electronic cadaster for property 

registration introduced in 2010, and an online system for business registration that began operating in 2011. 

Through the regulatory guillotine project, the GoM has undertaken several reforms to streamline administrative processes, 

reduce costs, and introduce the “silence is consent” rule. The most important achievements include reducing the complexity, 

time, and cost of starting a business and registering property, and speeding up the export and import process. All reforms 

provided incentives to investments, particularly in urban areas.  

Source: World Bank 2011a. 

74. The GoM has started to take a proactive role in creating an enabling environment for 

legalizing illegal buildings and improving IPARD program beneficiaries’ access to the publicly 

managed agriculture credit fund. Since 2011, the GoM has provided a basis for legalizing illegally 

built residential and commercial property, thereby enabling both urban and rural residents to obtain 

proper titles for such property. The implementation of this initiative is underway, facilitating the gradual 

improvement of the creditworthiness of many family farms. Further, the Macedonian Bank for 

Development Promotion, which manages the Agricultural Credit Discount Fund, included IPARD 

beneficiaries among its lending target priorities for loans that have lower interest rates and longer 

maturities compared to commercial lending. However, the Discount Fund lends through 11 commercial 

banks that bear the credit risk, so that potentially interested borrowers’ creditworthiness is often 

scrutinized in similar fashion to the Fund’s regular clients. These initiatives certainly contribute to 

improving IPARD uptake; however, the systemic issues discussed in the following paragraphs continue 

to be a limiting factor for IPARD utilization. 
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75. The use of IPARD funds is hampered by numerous systemic investment climate challenges, 

many of which are the legacy of a socialist system, and often specific to rural areas. They include: 

 The agricultural credit market is dysfunctional. Commercial banks are generally reluctant to lend 

to the agriculture sector. Due to the poorly functioning land market, commercial banks do not 

accept agricultural land as collateral and most of the loans to agriculture are secured with urban-

based residential or commercial real estate. Therefore, as far as bank lending is concerned, 

agricultural land – the core capital of the farming community – is essentially dead capital. This 

deprives farmers of access to the investment capital necessary to co-finance, but also to pre-

finance rural development grants (IPARD grants are disbursed only after the approved 

investment is finalized). The corporate sector has better access to bank funding since most 

corporations are long-term bank clients and their corporate assets are much easier to 

collateralize. 

 Land ownership titles are often outdated. This is primarily due to unfinished inheritance 

proceedings, wherein the heirs of a deceased landowner have not completed the required court 

proceedings. Consequently, these ownership changes are not reflected in the cadaster records, in 

which numerous titles bear the names of deceased persons. Proof of land ownership – or right of 

use – is a core requirement for IPARD funding. 

 Many farm structures are not recorded in the cadaster records. Most of the buildings built 

during socialist times, such as machinery, sheds, barns, livestock shelters and accompanying 

structures and greenhouses, are not recorded in the real estate cadaster. Thus submitting 

ownership titles for the purpose of obtaining IPARD grants is often a costly and time-consuming 

endeavor. 

 Connections to public infrastructure tend to be problematic. The completion of numerous 

IPARD investments has been postponed due to the delayed construction of access roads, potable 

water, and electricity connections. Local governments are generally in charge of local roads and 

portable water supply, while a regulated private monopoly is in charge of electricity retail 

services. Rural-based local governments often experience severe difficulties in financing public 

infrastructure. Connections to the electric power grid or improvements to an existing connection 

are often time consuming and require substantial investments that are passed on to the investor. 

In a tight financial environment, these types of delays add pressure on already financially 

constrained IPARD beneficiaries. 

 Advisory services are inadequate. The abovementioned underfunded public goods (agriculture 

extension services) are a constant constraint to farmers’ ability to access IPARD funding. The 

corporate sector, on the other hand, generally has an in-house capacity but also has the resources 

to hire expert consultants to compile IPARD applications and to implement the approved 

investments in a manner compliant with the grant terms. 

76. In addition to the abovementioned reasons for the low absorption of rural development 

funds, one important issue that often receives limited attention is the high import tariffs for raw 

materials for the processing industry. Profitability of the food processing industry, in particular for 

fruits and vegetables, has been greatly limited by the industry’s inability to operate throughout the year. 

The capacity utilization of this industry is estimated at 40 percent. Most plants work only four to five 

months a year due to the limited off-season supply of highly perishable raw materials (Macedonia 

Export Consulting 2013). Macedonian raw materials produced off-season in greenhouses are adequate 
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for industrial use due to the excessive production costs (heating over the winter months), and therefore 

off-season greenhouse output exclusively targets the lucrative fresh produce supply chains. On the other 

hand, the import of raw materials, even off-season, is constrained by the prohibitively high import 

tariffs.  

77. The import tariffs for fruits and vegetables in Macedonia are higher than in the EU, and its 

tariff schedule does not provide for lower off-season tariffs as is the case in the EU (Table 23). 

Macedonia needs to start the transition to EU tariff structures and introduce lower off-season tariffs that 

would aid processors to increase their capacity utilization. The import of raw materials will not damage 

the Macedonian brand, but will certainly bring additional revenues to the food processing industry and 

extra budget revenues to the government. Higher industry revenues would improve their liquidity 

situation and would enable them to absorb higher domestically produced inputs during the growing 

season. 

Table 23: Macedonian and EU tariff structures for fruits and vegetables  

Product Macedonian tariffs EU tariffs 

Chilies and green peppers  25% (45%) + 0.12 €/kg  7.2% (tariff quota) 

Grapes 50% (fresh) and 25% (dried) Seasonal, compound up to 17.6% + spec. 

Tomatoes 25% (45%) + 0.12 €/kg Seasonal, compound up to 16% + spec. 

Apples 50% (fresh) and 20% (dried) Seasonal, compound up to 11.2% + spec. 

Cranberries and vetches 15% 0-9.6% 

Chestnuts 10% 5.6% 

Source: World Bank estimates.  

Objective 3: Securing the sustainable development of rural areas 

78. The alignment of the agricultural support programs with the objective of securing the 

sustainable development of rural areas has been weak. Sustainability in the Macedonian context 

cannot be discussed without consideration of its ability to adapt to climate change. Climate change is 

projected to have significant impacts on temperature and water availability in Macedonia over the next 

decades (see Chapter 2 and Figure 1). Yet support measures focused on climate change adaptation in 

agriculture are generally absent. Of partial relevance are measures that subsidize crop insurance, organic 

farming, and green mulching. However, the disbursements to date under these measures have been 

negligible. Measures suggested by the EU that would help strengthen adaptation (Box 4) and which are 

fully relevant to the Macedonian agriculture sector are practically absent.  

79. In addition, much of the support through the current programs is directed to crops 

projected to have significantly lower yields over the next decades and in areas where the growing 

of such crops will contribute to environmental degradation given projected climate change. While 

there are adaptation measures that could mitigate these decreases, or alternative crops that are more 

suitable for future agro-climatic conditions, the current public expenditure program does not encourage 

adaptive practices but instead leads the sector in an even more vulnerable direction. In this context, the 

current support programs appear to be counterproductive in preparing the sector for projected climate 

change over the next four decades. 
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Box 4: The EU’s General Guidance on Climate Change Adaptation Priorities in Agriculture 

In the short term, the EU Commission proposes to focus on "no-regret" options such as:
25

 

 Using water and soils more sustainably. Only by protecting the natural resource base on which 

agriculture depends can the sector build resilience to climatic variations. 

 Giving farmers the necessary skills to respond to future changes. 

 Improving cooperation and exchange of experience between Member States. 

 Boosting support to research into agriculture and the climate. 

Source: European Commission 2013b. 

80. Current support programs also promote the production of rain-dependent crops that 

require much water, a scarce resource during the growing season in Macedonia. Most field crops, 

particularly rice and sunflower as well as tobacco, require much more water to produce a ton of 

agricultural output than do fruits and vegetables (Table 24). These crops have a high water footprint. 

Rice alone consumes about 57 percent of Macedonia’s gross irrigation water use (World Bank 2011b).
26

 

Given that most rice production is located at the upper end of a major irrigation system, very limited 

water volumes are available in the downstream sections for the production of higher-value crops.  

Table 24: Agricultural support programs and water footprint in Macedonia  

Crops Planted area, ha  

[% of total cultivated area] 

% distribution of 

direct payments, 2011 

Water efficiency (m
3 
of water 

per ton of agricultural output) 

Tomatoes 5,703 [1.1%] 

26.0% 

228 

Potatoes 3,708 [0.7%] 349 

Grapes 20,052 [3.9%] 525 

Apples 4,415 [0.9%] 701 

Cereals (maize, rice, rye, 

barley, wheat)  

164,699 [32.2%] 12.8% 1,331 

Tobacco 19,260 [3.8%] 27.2% 2,619 

Sunflower seeds 4,647 [0.9%] 3.0% 3,382 

Source: Mekonnen and Joekstra 2010 and State Statistical Office of Macedonia. 

81. Adapting agriculture to a changing climate would be a sustainable investment in 

Macedonia because the priority adaptation investments would boost sector competitiveness with 

or without the projected adverse impacts of the changing climate, a win-win type of investment. It 

would allow achieving both growth and environmental objectives. The World Bank has estimated that a 

modest adaptation effort of around US$11 million per year would be sufficient to maintain agricultural 

revenues constant (+5 percent), while a significant adaptation effort of around US$148 million per year 

would allow for a revenue growth of 68 percent by 2050 (World Bank 2013a) (Figure 12). In both cases, 

benefits outweigh costs by more than four times (4.1 for modest effort and 4.5 for significant effort). 

The details of the scenario assumptions are summarized in Box 5.  
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 http://ec.europa.eu/agriculture/climate-change/pdf/sum2009_en.pdf 

26
 Macedonia uses a gross total of 82.3 billion m

3
 of water for irrigation annually. The majority of this water is used to 

irrigate the 2,790 ha under rice production, which requires 50.2 billion m
3
 of water. Of the land under rice production, 2,611 

ha (94 percent) are in the upstream portion of the Kalimanci Dam irrigation system. 
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Figure 12: Climate change adaptation scenarios in Macedonia’s agriculture sector 

 

Source: World Bank 2013a.  

82. Clear positive investments across all basins in Macedonia include expanding irrigation 

systems, installing drainage systems, optimizing agriculture input utilization, and improving on-

farm and basin-level irrigation system efficiency. Benefits outweigh costs in all basins for each of 

these investments and average payback periods are under six years (Table 25). Major investment gains 

can be realized from expanded irrigation, but they depend critically on coincident investments in multi-

sector water use efficiency. They also depend on optimization of the use of agricultural inputs, the 

success of which depends on the quality of the agricultural innovation system that links together 

agricultural applied research, advisory services, and vocational farm training. The rate of return of 

investments without a strong agricultural innovation support system can vary considerably, as shown by 

the large differences in the estimated net present values (NPV) for wheat, maize, and apples (Table 

25).
27

  

83. In spite of potentially high benefits, the level of public funding for irrigation development 

and water infrastructure is negligible at present. During the socialist era, Macedonia set a target to 

irrigate 120,000 ha of agricultural land, but never got close to this goal; irrigation peaked at around 

80,000 ha in the late 1980s (World Bank 2011b). Irrigation may, however, be one of the keys to 

expanding production of high-value crops, for which Macedonia has a comparative advantage. Currently 

162,500 ha could be irrigated with the already built reservoirs, although only 33,000 ha are irrigated 

(i.e., covered with functional irrigation water distribution networks, which is only 20 percent of 

Macedonia’s total area with irrigation potential). Some estimates suggest that up to half of the currently 

irrigated areas rely on energy-intensive groundwater extraction while all of the available reservoirs are 

suitable for gravity irrigation.
28

 

                                                 
27

 Total NPV across basins for apple variety investments are negative, but six of the 16 basins have benefit/cost (BC) ratios 

greater than one, and these have fairly low payback periods. Investments in maize varieties generally perform well, with high 

benefits and short payback periods in all but two of the basins. 

28
 Data on groundwater use are particularly sparse. 
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84. Irrigation investments are hampered not only by the lack of public investment but also by 

governance issues of the Water Economies (WE). Nine WEs in Macedonia manage irrigation 

infrastructure as well as flood control and drainage infrastructure. However, most WEs are unable to 

generate sufficient revenues to cover operation and maintenance costs. WE Skopje, which is only 

involved in drainage and flood control, has successfully recovered dues from large transportation 

institutions (i.e., Skopje Airport, railroads, and the highway authority), but otherwise WE revenue comes 

primarily from irrigation water fee collection (World Bank 2013a). This, and the fact that most of the 

members on the boards of WEs represent irrigation users, means that the WEs have incentives to 

maximize current water usage, rather than to encourage water resource development. The use of 

groundwater wells has increased as a result, leading to an unmeasured increased consumption of 

groundwater resources.  

 

Box 5: Scenarios for Macedonia’s Agriculture Sector’s Adaptation to Climate Change 

The “No Adaptation” (baseline plus) scenario assumes that the economy of today would evolve with no policy change, 

and in the agriculture sector there would be no significant new infrastructure investments beyond those already funded 

and/or under construction today. This scenario does not include any increase in irrigation water demand for the 

agriculture sector. This scenario incorporates the expected effects of climate change, taking into account the effect of 

higher temperatures and lower rainfall on the demand for irrigation water, and the effects of climate on water supply for 

all demand sectors (irrigation, hydropower, thermal cooling for electric power production, and municipal and industrial 

uses). 

The “Modest Adaptation Effort” (green) scenario assumes that adaptation and mitigation measures are taken across 

agriculture and water-using sectors, with an annual cost of around US$11 million. This scenario would be roughly 

consistent with those measures required for EU membership. In the agriculture sector, it implies adoption of the 

following measures: improved drainage infrastructure in all currently irrigated areas, which results in yield increases for 

all irrigated crops, and use of improved wheat varieties for all irrigated and rainfed wheat.  

The “Significant Adaptation Effort” (super-green) scenario assumes that in addition to all the measures of the Modest 

Adaptation Effort scenario, additional measures are adopted, involving substantial investments with an annual cost of 

around US$148 million. These investments would include: improving drainage infrastructure in all current irrigated and 

rainfed areas, resulting in yield increases for all crops; use of improved varieties for wheat, maize, and apples (irrigated 

and rainfed); optimization of agronomic practices (including timing of water and fertilizer application) for all crops in 

all parts of the country; and expansion of irrigation by 50 percent in each basin of the country that has sufficient water 

in the super-green scenario. Both the private and private sector will need to contribute to such investment. 

Source: World Bank 2013b. 
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Table 25: Summary of financial success of water and agricultural investments in Macedonia 

Sector Investment 
Total NPV 

(million $) 

Average 

BC ratio  

Fraction BC 

ratios > 1 

Average payback 

period (years) 

Water 

Hydropower facilities ($57.89) 1.07 13 / 16 12.5 

Non-hydropower reservoirs Not evaluated 

Improved management system 

efficiency 
$34.84 2.36 16 / 16 4.3 

Basin-level irrigation efficiency $26.84 2.63 15 / 15 3.6 

Irrigation systems $153.92 3.26 5 / 5 7.8 

Agriculture 

Drainage 

systems 

Irrigated lands $354.32 17.77 16 / 16 0.6 

All lands $678.65 10.14 16 / 16 1.3 

Enhance 

crop 

varieties 

Wheat ($33.14) 0.64 1 / 16 6.0 

Maize $36.39 2.08 14 / 16 1.0 

Apple ($2.63) 0.83 6 / 16 4.8 

Optimize agronomic inputs $813.23 3.41 16 / 16 1.3 

Drip irrigation to optimize timing  ($273.12) 0.44 0 / 16 NA 

Source: World Bank 2013b. 
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Chapter 5 Summary 

 
  

 The three most prominent strategic development objectives related to agriculture are: the social 

wellbeing of farmers; the international competitiveness of agriculture and the agri-food industry; 

and the sustainable development of rural areas. All three objectives seek to ultimately increase farm 

incomes and reduce the gap between farm and non-farm incomes. 

 The first stated objective of social wellbeing has been met with some success. Large sums of 

support are disbursed to small farms, due both to the nature of the farm structure in Macedonia and 

by design, as direct transfers are tailored to small farms and have low eligibility requirements. 

However, large farms still receive a disproportionally high share of subsidies. Among all programs, 

the tobacco subsidy provides the most benefits to small farms but locks them into production 

activities that do not have a sustainable future. The extent of rural poverty is about the same as that 

of urban poverty, but the urban poor do not benefit from agricultural programs. They can potentially 

benefit indirectly if these programs induce an agricultural supply response and consequently lower 

food prices. However, the link between public spending and agricultural growth remains weak.  

 The second objective of increasing international competitiveness has produced mixed results at best. 

It is clear that recurrent subsidies do not mitigate market failures; in fact, they tend to increase 

production costs and aid the survival of inefficient farms. Investments in productive assets and 

public goods are low, as illustrated by the low absorption of the rural development financial 

envelope and the low allocation to irrigation, advisory services, and agricultural research. Proactive 

efforts need to be taken to make progress on this objective – rebalancing the agricultural budget to 

the provision of public goods, rationalization of the direct payment program, and development of 

land markets. Further, trade policy reform needs to be undertaken – for instance, reducing off-

season import protection can help the viability of the food processing industry, including an 

increase in applications for rural development funds. 

 Progress on the third objective, securing sustainable development in rural areas, has been poor. In 

particular, adaptation to climate change has been weak. This is a symptom of several characteristics 

of the agriculture sector. One, a large share of resources of the current support programs is directed 

towards field crops that are low-value and rain-dependent, and hence suffer substantial climate 

vulnerability. Two, due to the nature of climate vulnerability, these crops also contribute to 

environmental degradation. Three, the severity of the situation is amplified by the low water 

availability in the country. Thus there is an immediate need to realign the support programs to 

support a sustainable agriculture sector; this includes substantial investments in water infrastructure 

and other public goods. The window of opportunity for action on this front is shrinking.  

 

 

 

 

 

 

 

 

 

 



40 

 

Chapter 6: Conclusions and Recommendations 

Conclusions 

85. Macedonia’s agriculture sector is a significant contributor to GDP. It is also a major creator 

of jobs, a large contributor to foreign trade, and prominent in household consumption. Lastly, substantial 

public resources are devoted to agriculture programs. Increasing the competitiveness of the sector has 

considerable positive implications for the economy. Overall growth, a reduction in rural unemployment, 

and the opportunity to increase shared prosperity are all possible payoffs of a well-managed agriculture 

sector. 

86. Therefore, the recent increase in public expenditures for rural development and 

competitiveness-enhancing measures, along with the GoM’s plan to allocate 25 percent of its total 

agricultural budget by 2015 to this purpose, are important steps in the right direction. Macedonian 

agriculture faces many structural problems, and the recent experiences of the NMS illustrate that such 

rural development programs are the key to solving such constraints in order to modernize agriculture 

and provide the foundation for successful agricultural performance.  

87. Yet the current allocative efficiency of spending, along with underfinancing and limited 

provision of critical public goods, reduces the effectiveness of the sector support. It creates a risk 

that higher spending on agriculture, including on rural development programs, will not lead to higher 

agricultural growth, lower poverty levels, or more sustainable development of rural areas. Despite 

significant achievements and headway in aligning to EU requirements the design of agricultural support 

programs, including capacity building at the institutional level and control structures, the focus and 

arrangements of the largest agricultural public expenditure are not yet positioned to rapidly resolve the 

structural problems. At present, a substantial portion is incurred on recurrent farm subsidies, while key 

public goods such as irrigation, applied agricultural research, and advisory services are severely 

underfunded. In their current form, it is unlikely that Macedonia’s agricultural support programs will 

help the GoM meet its strategic objectives. 

88. The contribution of the agricultural support programs to achieving the government’s 

strategic objectives has been weak. While large sums of public funds are transferred to small farms, 

large farms disproportionally benefit. They are not the poorest. On the other hand, urban poverty outside 

of Skopje is on par with rural poverty, and a significant number of small farms (about 90,000) have 

failed to register in the Farm Registry and thus do not benefit from the agricultural programs. Although 

high levels of farm support temporarily aim to reduce poverty, they ultimately decrease the sector’s 

competitiveness by permitting the survival of inefficient farms and locking them into production of 

commodities supported by the state rather those than demanded by market forces. Output subsidies and 

coupled area/livestock payments do not help solve structural problems, especially with very low 

spending on critical public goods. The absorption of the rural development program funds has been low, 

reflecting the poor investment climate in rural areas. Low support to irrigation, advisory services, and 

other public goods leads to higher vulnerability to climate change.  

89. The recent scale-up of public expenditures devoted to agriculture has not been 

accompanied by proactive efforts to accommodate a land market. Legal and regulatory issues 

hamper the active land and farm consolidation that is essentially required to promote private investment 

and increase the sector’s competitiveness. The GoM’s decision in May 2013 to privatize state-owned 

agricultural land and recent legislation on farmland consolidation may provide strong impetus to sector 

restructuring and farm consolidation, but these programs will need to be swiftly implemented and 
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complemented by other measures (such as removal of the waiver for taxing agricultural land and better 

cadaster registration of agricultural land) to be transformational.  

90. Similar to the challenges present in the land market, the high import protection decreases 

the impacts of the scaled-up agricultural public expenditures. High import tariffs have an adverse 

effect on the off-season capacity utilization of the food processing industry and its modernization 

outcomes. This dampens the link amongst direct subsidies, competitiveness, and sustainable growth. In 

this context, the planned increase in the agricultural budget from €130 million in 2013 to €150 million in 

2015, in the absence of a substantial focused delivery of key public goods and more liberal agricultural 

trade policy, carries substantial risks to future agricultural growth and potentially to fiscal sustainability.  

Recommendations 

(i) Improve the balance between the provision of subsidies versus public goods 

91. To reduce these risks, the first and foremost priority is to improve the balance between 

subsidy allocations and the provision of essential public goods within the agricultural budget 

envelope. In spite of the increase of allocations to rural development programs, most agricultural 

programs still provide direct transfers to farmers, through both recurrent subsidies and longer-term 

capital investments. Very little has been spent on public goods that create the foundation for long-term 

agricultural growth. This significant imbalance ultimately hinders the effectiveness of direct payments 

and undermines the uptake of rural development funds, reducing the developmental impact of these 

substantial public expenditures. The most important public programs that require additional financing 

are irrigation, advisory services, and applied agricultural research.  

(ii) Rationalize the direct payment program 

92. In addition to improving the allocative efficiency by spending more on the provision of 

public goods and less on direct subsidies, the direct payment program needs to be simplified to 

achieve a more balanced subsector uptake and improved transfer efficiency. A good starting point 

would be to convert all output-based subsidies into area/livestock head payments and consolidate them 

into subsector groups according to production intensity [for crops: field crops, vegetables, vineyards and 

orchards, and plastic/glasshouse production; for livestock: cattle, pigs, sheep and goats, and poultry]. 

Each of these groups could receive higher payments for Less Favored Area locations, CGAP 

compliance, and, in the case of annual crops, use of certified seeds.  

93. All other developmental and demographic objectives currently financed as standalone 

measures or attached to various direct payments should be under NRDP. In the future, when the 

land rental market is driven by market forces, it is advisable to raise the minimum area eligibility criteria 

for the less intensive types of production such as arable crops, where the current minimum area of 0.3 ha 

is suboptimal. The minimum eligibility threshold for headage payments should also increase, thereby 

shifting the smallest farmers to the social protection measures. 

(iii) Develop a support package to assist subsistence farms 

94. The social protection objectives can be packaged into a single flat payment primarily 

targeting subsistence farmers, and should be closely coordinated with the social welfare program. 

Multi-objective optimization is a common challenge when deriving agriculture policy prescriptions. The 

general rule in this regard is that fewer objectives lead to increased policy effectiveness. Mixing social 

cohesion objectives with the primary competitiveness improvement priorities in this context often has an 
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adverse impact on overall policy effectiveness. Such simplification will ease beneficiaries’ access to 

these transfers and will improve payment administration under the IACS. 

(iv) Institutionalize regular impact evaluations for effective policy making 

95. The current underlying principles for direct payment policy setting should undergo 

thorough scrutiny based on empirical evidence. It appears that most of the current direct payment 

implementation policies have been derived through a “learning by doing” approach. Most of the 

numerous amendments to the annual direct payment programs have added to the complexity of the 

program; however, many of these changes were motivated by subsidy fraud prevention. Nonetheless, 

those policies need to be revisited with the aim of simplifying the overall program and thereby 

improving funding absorption balances among the agriculture sector priorities outlined in the GoM’s 

strategy documents.  

96. Policy changes should be underpinned by impact evaluation analyses. Such analyses are 

possible given the wealth of information in the IACS. With the establishment of the core IACS 

databases, in particular the National Farm Registry, and the substantial capacity investments in the 

ARD-Paying Agency, the governmental institutions hold a vast wealth of information about the 

Macedonian agriculture sector in digital format. But the GoM either does not conduct this type of 

analysis or the findings of such analysis are not disclosed to the public, or, more importantly, to civil 

society and the research community. This situation needs to be improved urgently, as such rigorous 

analysis would provide the necessary inputs to effective policy making. 

(v) Accelerate the creation of functional land markets 

97. Non-functional land markets reduce the rates of return of the agricultural support 

programs. Outdated land and other asset ownership titles prevent many famers from applying for 

NRDP and IPARD programs. Uncertainty over future ownership of state-owned land limits long-term 

investments in irrigation, major construction, and perennial crops. The recently announced privatization 

of state-owned land is, therefore, a step in the right direction. Yet alone it will be insufficient to trigger a 

fluid land market that facilitates the relocation of farmland from less to more efficient farmers. In spite 

of significant improvements since 2008, the market for privately-owned agricultural land is overly 

segmented and fragmented; agriculture land tax is not collected; and sale and rental market participation 

is consequently suboptimal. This ultimately hampers market-driven consolidation of agriculture land. 

This is also the main reason why commercial banks do not accept agricultural land as collateral. The 

rental market’s regulatory improvements for privately-owned land could significantly consolidate these 

landholdings in a relatively short timeframe, and the GoM can facilitate this process. 

(vi) Reduce off-season import tariffs for raw materials for the food processing industry 

98. Trade policy reform needs to be tackled head on. In particular, a reduction in off-season 

import protection can help the viability of the food processing industry and this could trigger more 

applications for rural development funds. The import tariffs for fruits and vegetables in Macedonia are 

higher than in the EU, and its tariff schedule does not provide for lower off-season tariffs, as is the case 

in the EU. Macedonia needs to start introducing lower off-season tariffs that would help processors 

increase their capacity utilization. The import of raw materials will not damage the Macedonian brand, 

but it will certainly bring additional income to the food processing industry as well as extra budget 

revenues for the government. 
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Annex 1: Description of “Field Crops Area Payment” Measure and Required 
Documentation 

General supporting documentation requirements for field crops area payments 

Proof of land ownership – one of the following documents: 

1. Land title in the name of the claimant obtained in the previous 6 months 

2. Possession right document in the name of the claimant obtained in the previous 6 months 

3. A copy of a Land Lease contract for state agricultural land, and Minutes of the land handover procedure 

4. Notarized Land Lease contract for privately-owned land, attached with one of the documents mentioned 

under 1 or 2 in the name of the lessor 

5. A copy of a Usufruct contract for state agricultural land, and Minutes of the land handover procedure 

6. Notarized Usufruct contract for privately-owned land, attached with one of the documents mentioned 

under 1 or 2 in the name of the lessor. 

Measure 1.1 Payment conditions and levels 

 Farming units which in the production year 2010/2011 have sown the following crops: wheat, barley, 

corn, rye, oats, rice, triticale, sorghum, millet, hops, lentils, peanuts, soybeans, sunflower, oilseed rape, 

poppy, sugar beet, alfalfa, vetch, sainfoin, forage peas, or chickpeas. 

 A minimum sown area is 0.3 hectares. The minimum sown area requirement applies individually to each 

crop. 

 The direct payment level is 8,500.00 MKD/ha for each crop with the following reductions for larger 

areas. The reductions are cumulative per claimant and eligible crops – for example, 100 percent for the 

first 20 ha of wheat, 60 percent for the additional 80 ha of barley, 30 percent for the additional 10 ha of 

peas and 10 ha of alfalfa. 

1. from 0.3 to 20 ha 100% 

2. from 20.1 to 100 ha 60% 

3. from 100.1 to 300 ha 30% 

4. above 300 ha 10% 

Required documents 

Family farm: 

 Application (claim form); Personal ID photocopy; Photocopy of the bank account document; Proof of 

land ownership or right of use; and Contract for poppy growing (for poppy-related claims). 

Legal entity: 

 Application (claim form); Financial statement issued by the Central Registry in the previous 6 months; 

Photocopy of the bank account document; Proof of land ownership or right of use; and Contract for poppy 

growing (for poppy-related claims). 

1.2 Additional payment for rice and sunflower – payment conditions and level of payment 

 Applicants who have sown rice and/or sunflower and have applied for payment under measure 1.1 

 Minimum of 0.3 ha sown with rice or sunflower; the minimum applies to each crop 

 Direct payment is at the level of 3,500.00 MKD/ha 
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Annex 2: List of Direct Payment Measures, 2011 

 1. CROP PRODUCTION 

1.1 Direct payments per arable agricultural surface area for field crops 

1.2 Additional payments under sub measure 1.1. for growing rice and sunflower 

1.3 Additional payments under sub measure 1.1. for surface areas planted with cereals with certified seeding materials 

1.4 Direct payments per arable agricultural surface area for open air and plastic tunnel vegetable production 

1.5 Additional payment under sub measure 1.4. for production, in a controlled environment, of tomatoes pepper, cucumbers and 

cut flowers 

1.6 Additional payments under sub measure 1.4. for vegetable crops sold to processing facilities 

1.7 Direct payments per surface area for maintaining existing grape plantations 

1.8 Direct payments per surface area for maintaining existing fruit plantations 

1.9 Direct payments for planting new grape plantations 

1.10 Direct payments for planting new fruit plantations 

1.11 Direct payments for produced and sold oriental aromatic and semi-oriental raw tobacco from the 2010 harvest 

1.12 Direct payments for production of domestic certified seeding material for cereal, industrial (except tobacco) and vegetable 

crops 

1.13 Direct payments for the production of domestic vine grafts and fruit seeding material 

1.14 Additional financial support, of 15%, for having agricultural property in areas with limited production opportunities under the 

sub measures 1.1,1.4,1.5,1.6,1.7,1.8,1.9,1.10,1.12 and 1.13. 

1.15 Direct payments for produced outdoor and plastic tunnel tomatoes and cucumbers, sold between 1.6 and 30.6.2011 

1.16 Direct payments for produced and sold grapes in registered domestic cellars 

1.17 Direct payments for reducing the stock of wine and supporting the purchase of grapes 

 2. LIVESTOCK PRODUCTION 

2.1 Direct payments for marked cattle heads 

2.2 Direct payments for produced and sold cow milk 

2.3 Direct payments for grown and slaughtered heads of cattle in a registered slaughter facility 

2.4 Direct payments for calves obtained by way of A/I 

2.5 Direct payments for procuring highly fertile bullocks of known origin and high genetic potential 

2.6 Direct payments for marked sheep of all categories 

2.7 Direct payments for produced and sold sheep milk  

2.8 Direct payments of male studs - originals and reproducers 

2.9 Direct payments of marked goats 

2.10 Direct payments for produced and sold goat milk 

2.11 Direct payments for procurement of male stud animals 

2.12 Direct payments for sows 

2.13 Direct payments for grown and slaughtered fattened pigs in slaughter facilities 

2.14 Direct payments for procurement of pigs for breeding (gilts and boars) 

2.15 Direct payments for grown and slaughtered broilers in registered slaughtering facilities 

2.16 Direct payments for amortized layers slaughtered in registered slaughtering facilities 

2.17 Direct payments for produced one day chickens 

2.18 Direct payments for produced one day female chickens from egg laying hybrids 

2.19 Direct payments for registered wintered bee colony 

2.20 Direct payments for the procurement of queen bees 

2.21 Direct payments for raising new areas with honey giving flora (phacelia, tetradium and acacia) 

2.22 Direct payments for farm-grown ostriches 

2.23 Direct payments for farm production of snails 

2.24 Support for the realization of technical tasks envisioned in the Program for Livestock Biological Diversity 

2.25 Additional financial support, of 15%, for having agricultural property in areas with limited production opportunities under sub 

measures 2.1,2.2,2.3,2.4,2.6,2.7,2.9,2.10,2.12,2.13,2.15,2.16,2.17, 2.18,2.19, 2.21,2.22, 2.23 and 2.24 
 3. ORGANIC AGRICULTURAL PRODUCTION  

3.1 Additional payments, of 30%, for the sub measures under measure 1 and measure 2 certified as crop and livestock organic 

production and production in conversion, except for sub measures 3.2 and 3.3 under measure 3 

3.2 Direct payments for areas for green fertilizing/fallow in crop rotation 

3.3 Additional payments, of 50%, for the sub measures under measure 2, sub measures 2.6., 2.9. and 2.19. organic sheep and goat 

herding 

3.4 Additional payments, of 50%, for the sub measures under measure 2, sub measures 2.6., 2.9. and 2.19. organic sheep and goat 

herding 

3.5 Direct payments for selling organic products and organic products in conversion, of domestic origin 
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3.6 Special direct payments for technical control and certification 

3.7 Special direct payments for laboratory analyses of soils, water and analysis of organic products  
 4. ASSISTANCE FOR INSURANCE PREMIUMS 

4.1 Assistance for insurance premiums 
 5. ASSISTANCE FOR PROTECTION OF AGRICULTURAL LAND 

5.1 Assistance for protection of agricultural land 
 6. ASSISTANCE FOR PROVISION OF TECHNICAL SUPPORT IN AGRICULTURE 

6.1 Assistance for provision of technical support in agriculture  
 7. ASSISTANCE FOR SPECIFIC CATEGORIES OF AGRICULTURAL HOLDINGS 

7.1 Assistance for specific categories of agricultural holdings 
 8. ASSISTANCE IN THE LIVESTOCK SECTOR 

8.1 Assistance in the livestock sector 
 9. ASSISTANCE FOR INTRODUCING HIGHER QUALITY STANDARDS 

9.1 Additional assistance, of 20%, to the direct payments for implementing safety standards in the primary production 

9.2 Additional financial support per unit product used as raw material for products with a protected geographic name  

9.3 Financial assistance for offsetting the costs for introducing or applying the quality mark 
 10. MATERIAL COSTS FOR IMPLEMENTING THE PROGRAM, INTENDED FOR PRINTING OF 

FORMS AND APPLICATION MATERIALS FOR THE PROGRAM, PRINTING AND DELIVERY OF 

NOTIFICATIONS TO THE APPLICANTS, MAINTAINING THE SOFTWARE SOLUTION FOR THE 

REALIZATION OF THE PROGRAM AND PROCUREMENT OF FUEL FOR FIELD CONTROLS 

10.1 Material costs for implementing the program, intended for printing of forms and application materials for the program, printing 

and delivery of notifications to the applicants, maintaining the software solution for the realization of the program and 

procurement of fuel for field controls and procurement of fuel for the task of program promotion which should be executed by 

the Agricultural Extension Agency 
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Annex 3: Distribution of Crop Area Payments, by Measure, 2011 

 

Measure No. No. of farms 

applied 

No. of 

applications 

Total land 

area (ha) 

Payment 

(MKD/ha) 

Total subsidy 

received  

(MKD millions) 

1.1 Direct payments per arable 

agricultural surface area for field crops 
36,577 65,916 110,440 8,500 930 

1.12 Direct payments for production of 

domestic certified seeding material for 

cereal, industrial (except tobacco) and 

vegetable crops 

16 34 2,728 12,000 33 

1.2 Additional payments under sub 

measure 1.1. for growing rice and 

sunflower 

3,605 3,675 8,390 3,500 29 

1.4 Direct payments per arable 

agricultural surface area for open air 

and plastic tunnel vegetable production 

15,884 15,992 14,310 20,000 244 

1.5 Additional payment under sub 

measure 1.4. for production, in a 

controlled environment, of tomatoes, 

pepper, cucumbers, and cut flowers 

190 194 221 150,000 33 

1.7 Direct payments per surface area 

for maintaining existing grape 

plantations 

16,158 16,304 16,640 40,000 512 

1.8 Direct payments per surface area 

for maintaining existing fruit 

plantations 

6,888 6,909 7,831 25,000 184 

1.9 Direct payments for planting new 

grape plantations 
131 132 10,236 140,000 34 

Source: Authors’ summary based on ARD-Paying Agency data. 
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Annex 4: Distribution of Livestock Payments, by Measure, 2011 

Measure No. No. of farms 

applied 

No. of 

applications 

No. of 

animals 

Payment 

(MKD/animal) 

Total 

subsidy 

received  

(MKD 

millions) 

2.1 Direct payments for marked cattle heads 23,902 25,572 183,357 2,700 483 

2.12 Direct payments for sows 1,069 3,078    

2.13 Direct payments for grown and slaughtered fattened 

pigs in slaughter facilities 
142 146    

2.14 Direct payments for procurement of pigs for 

breeding (gilts and boars) 
11 12    

2.15 Direct payments for grown and slaughtered broilers 

in registered slaughtering facilities 
9 14    

2.16 Direct payments for amortized layers slaughtered in 

registered slaughtering facilities 
4 9    

2.17 Direct payments for produced one day chickens 1 1    

2.18 Direct payments for produced one day female 

chickens from egg-laying hybrids 
1 1    

2.19 Direct payments for registered wintered bee colony 3,318 3,490    

2.22 Direct payments for farm-grown ostriches 12 12    

2.23 Direct payments for farm production of snails 3 3    

2.3 Direct payments for grown and slaughtered heads of 

cattle in a registered slaughter facility 
108 109    

2.4 Direct payments for calves obtained by way of A/I 2,476 2,482 10,142 1,200 12 

2.5 Direct payments for procuring highly fertile bullocks 

of known origin and high genetic potential 
5 5    

2.6 Direct payments for marked sheep of all categories 4,666 6,774 951,683 950 901 

2.9 Direct payments of marked goats 2,733 5,605 101,927 850 80 

3.1 Additional payments, of 30%, for the sub measures 

under measure 1 and measure 2 certified as crop and 

livestock organic production and production in 

conversion, except for sub measures 3.2 and 3.3 under 

measure 3 

84 86 4,745 810 4 

3.3 Additional payments, of 50%, for the sub measures 

under measure 2, sub measures 2.6., 2.9. and 2.19. 

organic sheep and goat herding 

400 457 108,019 475 44 

Source: Authors’ summary based on ARD-Paying Agency data. 
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Annex 5: Overview of the Realization of Funds According to the Program 
for Financial Support of Rural Development for 2008-2011 

(a) Overview of the Realization of Funds According to the Program for Financial Support of Rural 

Development for 2008, MKD 

Source: Authors’ summary based on ARD-Paying Agency data. 

 

  

Measure Name of measure 
Number of 

beneficiaries  

Total approved 

amount 
Disbursed amount % of realization 

1 

Investments for improvement of the 

competitiveness and modernization of 

agricultural holdings, including 

aquaculture 

384 99,000,000 91,962,309 92.89% 

  TOTAL 384 99,000,000 91,962,309 92.89% 

2 

Investments for finalization processing, 

storage, packing and marketing of 

agricultural products 

50 45,000,000 38,744,607 86.10% 

  TOTAL 50 45,000,000 38,744,607 86.10% 

3 

Investments for rehabilitation of the 

irrigation systems of the Water 

Communities 

1 7,300,000 75,000 1.03% 

  TOTAL 1 7,300,000 75,000 1.03% 

4 

Support for the organization and 

implementation of common agricultural 

production activities 

9 1,700,000 348,341 20.49% 

  TOTAL 9 1,700,000 348,341 20.49% 

Total for the program for Financial Support of 

Rural Development for 2008 
444 153,000,000 131,130,256 85.71% 
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(b) Overview of the Realization of Funds According to the Program for Financial Support of 

Rural Development for 2009, MKD 

Meas

ure 
Name of measure 

No. of 

benefici

aries 

Total 

approved 

program 

budget 

Total amount 

contracted 

Disbursed 

amount 

2009 

% of 

Realize

d 

progra

mmed 

payme

nts  

% of 

Realize

d 

contract

ed 

paymen

ts 

Total 

remaining 

  1.Investments for improvement of the competitiveness and modernization of agricultural holdings, including aquaculture 

1.1 

Modernization of grape 

growing, fruit growing and 

vegetable production (outdoor) 

79 60,000,000 58,884,057 18,217,912 30.36% 30.94% 41,782,088 

1.2 

Investments for raising new 

greenhouses (glass and plastic) 

for production of nurseries or 

vegetable growing, including 

cut flowers and berries and 

equipment for greenhouse 

production 

8 19,000,000 18,661,660 3,323,749 17.49% 17.81% 15,676,251 

1.3 

Investments for increasing the 

feasibility of the production of 

cereal crops and industrial crops 

(oil yielding, fodder crops, 

tobacco) including the 

production of potatoes 

92 113,000,000 110,068,584 27,101,508 23.98% 24.62% 85,898,492 

1.4 

Investment for modernization of 

livestock farms including 

poultry farms for growing of 

laying hens and broilers 

14 31,000,000 30,123,980 2,043,523 6.59% 6.78% 28,956,477 

1.5 
Investments in apiculture 

modernization 
42 5,000,000 4,292,365 2,670,089 53.40% 62.21% 2,329,911 

1.6 

Investments for renewal and 

construction of new facilities 

for aquaculture and equipping 

of fisheries 

1 19,000,000 15,935,619 1,379,971 7.26% 8.66% 17,620,029 

TOTAL 236 247,000,000 237,966,265 54,736,751 22.16% 23.00% 192,263,249 

  2. Investments for finalization processing, storage, packing and marketing of agricultural products 

2.1 

Procurement of equipment for 

receiving and storing raw 

materials, preparation for 

processing and processing, 

packing and storing of finished 

products, including equipment 

for determining and controlling 

the quality of the products and 

the operational costs for 

installation of the procured 

equipment 

5 

80,000,000 

71,655,838 4,407,574 5.51% 6.15% 

75,592,427 

2.2 

Procurement of construction 

materials and elements and 

equipment for implementing 

safety food standards in the food 

and agriculture subsectors 

0 8,568,330.26 0.00 0.00% 0.00% 
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TOTAL 5 80,000,000 80,224,169 4,407,574 5.51% 5.49% 75,592,427 

  3. Investments in the rural infrastructure 

3.1 

Investments in creating the 

prerequisites for livestock 

development 

1 2,000,000 1,698,615 77,522 3.88% 4.56% 1,922,478 

3.2 

Investments in the rehabilitation 

or expansion of the systems for 

irrigation and drainage managed 

by the Water Communities 

0 0 0 0 0.00% 0.00% 0 

3.3 

Investments in the reconstruction 

or construction of road 

infrastructure in rural areas 

0 79,000,000 0 0 0.00% 0.00% 79,000,000 

TOTAL 1 81,000,000 1,698,615 77,522 0.10% 4.56% 80,922,478 

  4. Financial support of promotional activities for the development of rural tourism 

4 

Financial support of 

promotional activities for the 

development of rural tourism 

0 3,000,000 1,731,636 0 0.00% 0.00% 3,000,000 

TOTAL 0 3,000,000 1,731,636 0 0.00% 0.00% 3,000,000 

  
5. Investments for improving knowledge and enhancing the human potential of the agricultural producers, provision of advisory 

services and agricultural holding management education 

5 

Investments for improving 

knowledge and enhancing the 

human potential of the 

agricultural producers, 

provision of advisory services 

and agricultural holding 

management education 

0 1,000,000 280,453 0 0.00% 0.00% 1,000,000 

TOTAL 0 1,000,000 280,453 0 0.00% 0.00% 1,000,000 

  6. Support for the organization and implementation of common agricultural production activities 

6 

Support for the organization 

and implementation of 

common agricultural 

production activities 

0 6,000,000 0 0 0.00% 0.00% 6,000,000 

TOTAL 0 6,000,000 0 0 0.00% 0.00% 6,000,000 

  7. Investments for production and utilization of renewable energies in rural areas 

7 

Investments for production and 

utilization of renewable energies 

in rural areas 

2 1,000,000 213,194 119,394 11.94% 56.00% 880,606 

TOTAL 2 1,000,000 213,194 119,394 11.94% 56.00% 880,606 

  8. Material costs for program implementation 

8 
Material costs for program 

implementation 
0 2,000,000 0 0 0.00% 0.00% 2,000,000 

TOTAL 0 2,000,000 0 0 0.00% 0.00% 2,000,000 

  9. Pending obligations from 2008 
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9 Pending obligations from 2008 3 1,000,000   939,698 93.97%   60,302 

TOTAL 3 1,000,000   939,698 93.97%   60,302 

Total for the Program for Financial 

Support of Rural Development for 2009 
244 422,000,000 322,114,332 60,280,939 14.28% 18.71% 361,719,062 

 

(c) Overview of the Realization of Funds According to the Program for Financial Support of Rural 

Development for 2010, MKD 

Meas

ure 
Name of measure 

Number 

of 

benefici

aries 

Total 

approved 

program 

budget 

Total 

amount 

contracted 

Disbursed 

amount 

% of 

Realized 

program

med 

payments 

% of 

Realize

d 

contrac

ted 

paymen

ts 

Total 

remaining 

  1. Investments for improvement of the competitiveness and modernization of agricultural holdings 

1.1 

Modernization of grape growing, 

fruit growing and vegetable 

production (outdoor) 

110 35,000,000 34,367,185 32,702,326 93.44% 95.16% 2,297,67 

1.2 
Modernization of cereal crop 

production 
301 110,000,000 108,405,924 101,396,079 92.18% 93.53% 8,603,922 

1.3 

Investments for modernization of 

the production of industrial crops 

including the production of 

potatoes 

135 42,000,000 40,847,797 38,418,945 91.47% 94.05% 3,581,056 

1.4 

Investments for growing of 

flowers and decorative trees and 

plants 

2 7,000,000 1,218,012 1,218,011 17.40% 
100.00

% 
5,781,989 

1.5 

Investments for breeding of meat 

cattle (including calves from the 

system cow-calf) 

1 25,000,000 4,385,120 2,473,318 9.89% 56.40% 22,526,682 

1.6 
Investments for growing of 

laying hens 
4 12,000,000 1,086,074 1,086,072 9.05% 

100.00

% 
10,913,928 

1.7 Modernization of apiculture 44 4,000,000 3,893,800 2,837,508 70.94% 72.87% 1,162,493 

TOTAL 597 235,000,000 194,203,911 180,132,258 76.65% 92.75% 54,867,743 

  2. Investments for finalization processing, storage, packing and marketing of agricultural products 

2.1 

Investments for implementation 

of the food safety standards in 

the processing of agricultural 

products 

3 18,000,000 4,261,353 3,593,625 19.96% 84.33% 14,406,375 

2.2 

Investments for introducing or 

modernizing fodder production 

facilities 
1 10,000,000 1,396,550 443,300 4.43% 31.74% 9,556,700 

2.3 

Investments for introducing or 

modernizing the mélange 

production facilities 
  10,000,000 0 0 0.00% 0.00% 10,000,000 
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2.4 
Investments for introduction of 

potato production facilities 
  8,000,000 0 0 0.00% 0.00% 8,000,000 

TOTAL 4 46,000,000 5,657,903 4,036,925 8.78% 71.35%   

  3. Investments in rural infrastructure 

3.1 

Investments in creating the 

prerequisites for livestock 

development 
  

17,000,000 

  0     

7,237,320 

3.2 

Investments in the rehabilitation 

or expansion of the systems for 

irrigation and drainage 

managed by the Water 

Communities 

    0     

3.3 

Investments in the 

reconstruction or covering of 

village streets and sidewalks in 

rural areas 

    0     

3.4 

Compensation of costs for 

nomadic sheep herding and 

traditional sheep herding 

20   9,762,680 57.43%   

TOTAL 20 17,000,000   9,762,680 57.43%     

  4. Financial support of promotional activities for the development of rural tourism 

4.1 

Preparation of brochures, maps, 

books with historic facts about 

the localities and the sights and 

books about traditional 

landmarks and cultural heritage 

2 2,000,000 1,755,096 859,454 42.97% 48.97% 1,140,546 

4.2 

Marking of cultural and natural 

landmarks in rural areas and 

rural lodgings 

2 1,000,000 867,604 333,000 33.30% 38.38% 667,000 

4.3 
Construction of hiking and 

bicycle trails in rural areas 
  4,000,000 3,760,314 0.00 0.00% 0.00% 4,000,000 

TOTAL 4 7,000,000 6,383,014 1,192,454 17.04% 18.68%   

  
5. Investments for improving knowledge and enhancing the human potential of agricultural producers, provision of advisory 

services and agricultural holding management education 

5 

Investments for improving 

knowledge and enhancing the 

human potential of the 

agricultural producers, 

provision of advisory services 

and agricultural holding 

management education 

  1,000,000         1,000,000 

TOTAL 0 1,000,000   0       

  6. Support for the organization and implementation of common agricultural production activities 

6.1 

Compensation of costs for 

forming new agricultural 

cooperatives 

4 2,000,000   511,505 25.58%   1,488,496 

6.2 Compensation of costs for   3,000,000         3,000,000 
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maintaining the agricultural 

cooperatives established prior to 

01.01.2010 in operation 

6.3 

Promotion of Macedonian 

agricultural products in specific 

foreign markets 

  11,000,000         11,000,000 

TOTAL 4 16,000,000   511,505 3.20%     

  7. Investments for production and utilization of renewable energies in rural areas 

7 

Investments for production and 

utilization of renewable 

energies in rural areas 

  4,000,000         4,000,000 

TOTAL 0 4,000,000   0       

  8. Material costs for program implementation 

8.1 

Preparation and printing of 

forms and manuals for the 

beneficiaries and posting user 

information 

6 1,500,000   1,493,657 99.58%   6,343.50 

8.2 
Costs of implementing field 

controls 
  1,000,000         1,000,000 

8.3 

Organization and 

implementation of training for 

potential beneficiaries of the 

funds from this program 

  500,000         500,000 

TOTAL 6 3,000,000   1,493,657 49.79%   1,506,344 

  9. Pending obligations from 2009 

9 Pending obligations from 2009 470 250,000,000   233,438,672 93.38%   16,561,329 

TOTAL 470 250,000,000   233,438,672 93.38%     

Total for the Program for Financial 

Support of Rural Development for 2010 
1,105 579,000,000 206,244,828 430,568,149 74.36% 

94.86

% 

148,431,85

1 

 

(d) Overview of the Realization of Funds According to the Program for Financial Support of Rural 

Development for 2011, MKD 

Meas

ure 
Name of measure 

Total approved program 

budget 

Disbursed 

amount 

% of Realized 

programmed 

payments 

Total 

remaining 

  1. Increasing of the competitiveness of agricultural production 

1.1 
Investments for modernization of 

agricultural holdings 
180,000,000   0.00% 180,000,000 

1.2 
Investments in processing and 

marketing of agricultural products 
13,500,000   0.00% 13,500,000 

1.3 

Investments in the infrastructure for 

development of agriculture, forestry and 

water economy 

12,000,000   0.00% 12,000,000 
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1.4 

Economic joining of agricultural 

holdings so that they can jointly 

perform agricultural activities 

5,100,000 0 0.00% 5,100,000 

TOTAL 210,600,000 0 0.00% 210,600,000 

  2. Measures for promotion of the environment and rural areas 

2.1 
Assistance for preservation of rural 

areas and their traditional features 
1,500,000 0 0.00% 1,500,000 

TOTAL 1,500,000 0 0.00% 1,500,000 

  3. Improving the quality of life in rural areas and stimulating diversification of commercial activities 

3.1 
Improving the quality of life in rural 

areas 
60,000,000     60,000,000 

TOTAL 60,000,000 0 0.00% 60,000,000 

  4. Assistance and technical assistance in agriculture 

4.1 
Assistance for marketing agricultural 

products 
40,000,000   0.00% 40,000,000 

TOTAL 40,000,000 0 0.00% 40,000,000 

  5. Material costs for implementing the Rural Development Financial Support Program 

5.1 

Preparation and printing of forms and 

manuals for the beneficiaries and 

posting user information 

1,200,000 698,644 58.22% 501,357 

5.2 Costs of implementing field controls 800,000 530,000 66.25% 270,000 

5.3 

Organization and implementation of 

training for potential beneficiaries of the 

funds from this program 

500,000   0.00% 500,000 

5.4 

Procurement of fixed assets - vehicles 

for field promotion of the program 

measures 

12,000,000   0.00% 12,000,000 

5.5 

Establishment of a system for 

monitoring and analyzing the status of 

the indigenous livestock breeds 

8,000,000   0.00% 8,000,000 

TOTAL 22,500,000 1,228,644 5.46% 21,271,357 

  6. Pending obligations 

6 Pending obligations from previous years 10,000,000 4,026,842 40.27% 5,973,158 

TOTAL 10,000,000 4,026,842 40.27% 5,973,158 

Total for the Program for Financial Support of 

Rural Development for 2011 
344,600,000.00 5,255,485.50 1.53% 339,344,515 

 

 


