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Annex 1: Additional infor mation on the farm structure and on the
rural areasin Hungary

Number and land area of land-owner private farms and
agricultural enterprises, by size, 2000-2005

ltem Farms Land area Average area
number | share, % hectare | share, % | of afarm, ha
2000
Private farms
below 10 ha 874040 94,5 928387 35,5 1,06
10-50 ha 43630 4,7 898187 34,4 20,59
50-100 ha 4654 0,5 317613 12,1 68,25
100-300 ha 2218 0,2 351598 13,4 158,52
above 300 ha 249 0,0 118533 45 476,04
Total 924791 100,0 2614318 100,0 2,83
Business associations
below 10 ha 787 14,6 3067 0,1 3,90
10-50 ha 1356 25,1 40640 1,1 29,97
50-100 ha 593 11,0 45625 1,2 76,94
100-300 ha 1101 20,4 232724 6,1 211,38
above 300 ha 1555 28,8 3511944 91,4 2258,49
Total 5392 100,0 3834000 100,0 711,05
Total farms
below 10 ha 874824 94,0 893996 13,9 1,02
10-50 ha 44984 4.8 957165 14,8 21,30
50-100 ha 5246 0,6 370579 5,7 70,64
100-300 ha 3320 04 592952 9,2 178,60
above 300 ha 1804 0,2 3633495 56,4 2014,13
Total 930180 100,0 6448000 100,0 6,9
2005
Private farms
below 10 ha 616070 93,45 574154 25,3 0,93
10-50 ha 34149 5,18 699147 30,8 20,47
50-100 ha 5340 0,81 369990 16,3 69,29
100-300 ha 3494 0,53 556913 24,4 159,39
above 300 ha 198 0,03 68281 3,0 345,25
Total 659251 100,00 2268486 100,0 3,44
Business associations
below 10 ha 1193 16,83 4474 0,1 3,75
10-50 ha 1784 25,17 46803 14 26,24
50-100 ha 918 12,96 65042 19 70,83
100-300 ha 1486 20,97 282194 8,2 189,91




above 300 ha 1706 24,07 3042874 88,4 1784,05
Total 7086 100,00 3441386 100,0 485,66
Total farms
below 10 ha 617161 92,62 578981 10,1 0,94
10-50 ha 35982 5,40 745709 13,1 20,72
50-100 ha 6264 0,94 435092 7,6 69,46
100-300 ha 4998 0,75 838780 14,7 167,84
above 300 ha 1932 0,29 3111309 54,5 1610,09
Total 666337 100,00 5709872 100,0 8,57

Source: General Agricultural Census (2000) [0 Data by region, CSO 2000,
Agriculture of Hungary, 2003 (Survey on the economic structure) [1Volume I., CSO
2004, Agriculture of Hungary, 2005 (Survey on the economic structure) C1Volume I.,

CSO 2006.

Distribution of farms by size (ESU)

: Business
Catgg zoer;ies Private farms 2SS0GialioNS All farms
(ESU) number | Adricultur | numbe| Agricultur | | Share, | Agricultur | Share,
a area, ha r a area, ha % a area, ha %

below 2.0 | 625863 399429| 2197 6720 628060 87,9 406149 9,5
2,1-30 24092 129146 210 2358 24302 34 131504 31
3,1-4,0 13855 114928 181 2885 14036 2,0 117813 2,8
4,1-5,0 8574 93689 134 2594 8708 1,2 96283 2,3
5,1-6,0 6406 87730 145 2437 6551 0,9 90167 2,1
6,1-8,0 7576 130704 245 5942 7820 11 136647 3,2
8,1-12,0 7826 193422 386 12040 8212 11 205462 4,8
12,1-16,0 3764 146443 354 15132 4118 0,6 161575 3,8
16,1-40,0 6995 488418| 1087 83184 8082 11 571602 13,4
40,1-100,0 1795 303213| 1195 232864 2990 0,4 536077 12,6
100,1-250,0 125 19105| 841 383804 966 0,1 402909 94
above 250 24 4313 963| 1406048 987 0,1| 1410361 331
Tota 706895| 2110540( 7938| 2156008| 714832 100,0| 4266549| 100,0

Source: Agriculture of Hungary, 2005. Survey on the economic structure, CSO 2006.




Distribution of business associations and individual farms

engaged in agriculture by size category, according to their main

activities, 2005

Agricultural enterprise | Private holding
Denomination Distribution by size unit (ESU) %
2 2-4 48] 840 4| -2 2-4 48] 840 40-
Arable crop production 74 6,9 8,6 28,9 48,2| 693 124 90/ 84| 09
Of which: production of
cereals, oil-seeds, protein 74 6,9 8,9 29,6 47,2 673 12,7 95| 95| 11
plant
Horticulture 34 6,3 87| 464| 353 411| 242 172| 157| 18
Permanent cultures 13,8 8,0 12,1 415 246| 88,7 57 34| 21| 01
Specialized in crop 90 72 95| 331| 412| 770 9.8 68| 58| 06
production, total
Grazing 385 8,6 72| 154 303 80,0 8.1 63| 53| 03
Of which: dairy farming 0,0 0,0 20| 136| 844 323| 275| 213| 171| 19
_ catlerearing, 34,0 75| 170 226| 189| 933 43 12| 12| 00
fattening
grazing of sheep, 586| 130 85| 153 45| 90,0 39 32| 29| 00
goat or other animals
Foddered animal 28 25 52| 323 57.1| 980 11 04| 04| 02
Of which: pig rearing and 4.4 33 66| 262| 594| %5 20 07| 06| 02
fattening
poultry rearing 11 22 46| 363| 558| 97.1 10 07| 08| 04
Specialized in animal 205 55 62| 240| 438| 9,0 19 11| 09| 02
husbandry, total
Mixed crop production 4,7 5,6 5,6 25,6 58,5| 87,2 7,0 35| 22| 01
Mixed animal husbandry 32 4,8 65| 242 613| 974 18 06| 02| 00
Mixed crop production and 6.5 43 30| 181| 680 932 42 16| 09| 01
animal husbandry
Mixed far m-type 5,6 4,8 42| 212 642| 929 42 18| 1,0/ o1
Total 11,0 6,6 83| 209| 442 886 5.4 32| 25| 03




Output of plant farming by main sector s, 2000-2005

Gross output at current prices (in billion HUF)

Share in gross output (%)

Item

2000 2001 2002 2003 2004 2005 2000 2001 2002 2003 2004 2005

Crops 2725 284,3 286,9 278,1 450,1 399,2 440 41,6 42,0 39,7 46,5 47,8
Wheat 102,6 112,8 97,4 94,8 160 123,9 16,6 16,5 14,2 135 16,5 14,8
Corn 1314 128,2 1477 1445 2214 2214 21,2 18,8 21,6 20,6 22,9 26,5
Other 38,5 43,3 41,8 38,8 68,7 53,9 6,2 6,3 6,1 55 7,1 6,4
Industrial plants 60,9 91,8 103,9 96,8 157,7 141,2 9,8 134 15,2 13,8 16,3 16,9
Fodder crops 25 31,6 31,1 29,3 40,2 349 40 4,6 45 4,2 4,2 4,2
Horticultural products 127,8 145,4 150,4 153,7 162,1 142 20,6 21,3 22,0 219 16,7 17,0
Potato 28 29,8 27,3 255 28,5 20 45 44 40 3,6 29 24
Fruits 95,2 94,6 79,7 112,8 117 90,6 154 13,8 11,7 16,1 12,1 10,8
Other plant products 10 57 4,3 4,6 12,3 7,6 1,6 0,8 0,6 0,7 13 0,9
Crop farming 619,5 683,1 683,83 700,8 967,9 835,8 100,0 100,0 100,0 100,0 100,0 100,0

Source: Agricultural Statistical Almanac 2003, 2005, KSH [Hungarian Central Statistical Office] 2004, 2006




Output of animal husbandry by main sector s, 2000-2005

Gross output at current prices (in billion HUF)

Share in gross output (%)

Item
2000 2001 2002 2003 2004 2005 2000 2001 2002 2003 2004 2005
Animals 354,5 4477 436,5 369,6 362,8 3715 65,1 67,7 66,1 62,9 67,0 66,7
Of which: cattle 26,2 25,4 24,6 21,8 26,7 31,7 4.8 3,8 3,7 3,7 49 57
pigs 184,1 249 231,8 181 173 169,6 33,8 37,7 35,1 30,8 31,9 30,5
sheep and
goat 9,7 12 9,5 10,9 13,1 13,6 1,8 1,8 14 19 24 24
poultry 126,1 149,9 160,4 143,2 140 144.4 23,2 22,7 24,3 24,4 25,8 25,9
other
animals 8,5 11,4 10,2 12,7 10 12,2 1,6 1,7 15 2,2 1,8 2,2
Animal products 190,2 2131 2237 217,7 178,9 185,3 34,9 32,2 33,9 371 33,0 33,3
Of which: milk 128,9 142,5 147,2 144,3 117,3 127 23,7 21,6 22,3 24,6 21,7 22,8
eggs 47,6 53,4 51,1 422 41,8 37,3 8,7 81 7.7 7,2 7.7 6,7
other
animal
products 13,7 17,3 25,4 28,1 19,8 21 25 2,6 3,8 4.8 3,7 3,8
Animal
husbandry total 5447 660,9 660,2 587,3 541,7 556,9 100,0 100,0 100,0 100,0 100,0 100,0

Source; Agricultural Satistical Almanac 2003, 2005, KSH [Hungarian Central Satistical Office] 2004, 2006




Central Stratistical Office data series (2004)

Enterpr|§e Numbef of Number of | Number of Number of
density: enterprises Number of : X Number of X
X active active ; active
Number of number of that employ O active . ) active i
. . . enterprises | enterprises : enterprises
active active or an enterprises . ; enterprises )
: : . employing | employing . employing 250
enterprises | enterprises/ unknown employing 1- employing 50-
10-19 20-49 or more
1000 number of 9 employees emplovess | emplovees 249 employees emplovees
inhabitants employees Pioy pioy pioy
Hungary (total) 871 595 86 229 247 608 535 18 028 9897 4947 941
100 personsg’km2 or
5000 inhabitants,
excluding the
agglomeration of
Budapest 213533 46 47 374 158 305 4031 2497 1211 115
Central-Hungary 340199 122 103040 223620 7357 3940 1880 362
Central Transdanubia | 89893 79 20659 65794 1829 989 495 127
Western-Transdanubia | 88178 85 20846 63942 1789 948 524 129
Southern-Transdanubia| 78141 76 19959 55464 1421 826 415 56
Northern-Hungary 78463 60 18671 56902 1524 849 429 88
Northern Great Plains | 100614 65 24293 72455 1977 1191 606 92
Southern Great Plains | 96107 73 21779 70358 2131 1154 598 87
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Central Stratistical Office data series (2004)

Number of active

Number of o
. enterprisesin Number of
active e Number of ; . Number of .
L mining industry, . active Number of active . Number of active
enterprisesin ] active — Lo active L
; processing . enterprisesin | enterprisesin e — enterprisesin
agriculture, : enterprises L . enterprisesin
industry, . hospitality, freight, storage, property and
game o In commerce, - - the : -
management eectricity maintenance catering, and postal servicesand construction economic service
9 ' production, gas-, : service telecommunications| . industries
forestry, and and repairs | : : industry
. : steam-, and water industries
fisheries
supply

Hungary (total) 39143 76 292 183 630 40 060 41 872 82 291 270137
100 persons’km?2 or
5000 inhabitants,
excluding the
agglomeration of
Budapest 26 317 20412 47 407 14 695 12 265 26 380 38116
Central-Hungary 4381 29709 67352 10831 16888 28298 131606
Central Transdanubia | 4420 8415 17676 4612 4475 10901 25114
Western-Transdanubia | 5277 7662 18138 5199 4090 8948 24050
Southern-Transdanubia | 5858 6504 16626 4783 3513 7849 20488
Northern-Hungary 4364 6961 17013 4708 3616 7845 20402
Northern Great Plains | 7242 8332 24823 5265 4835 9774 24105
Southern Great Plains | 7601 8709 22002 4662 4455 8676 24372
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Central Stratistical Office data series (2004)

Average P .
. opulation Average
Total domestic CEpUIlET e € ber of per capita
: settlements capita Total domestic :
income 2000 - - settlements | domestic
2000 domestic | income 2004 (Ft) g
(settlement) (settlement) income 2004 income
2000 (settlement) | 2004 (Ft)
Hungary (total) 3608 933 642 589 10328942 | 349400| 5621998 298 460 10206405 550 830
100 personsg’km?2
or 5000
inhabitants, 949 486 342 758 4006935| 236961| 1533545 405609 3991136 384 238
excluding the
agglomeration of
Budapest
Central-Hungary 1345 772 498 931 2858750 470756| 2077 745520 765 2831973 733 674
Central . 427 068 534 176 1128571 | 378415 660 248 990 620 1123519 587 662
Transdanubia
Western-
) 383 331 717 937 1012738 378 510 589 114 128 230 1002942 587 386
Transdanubia
Southern-
. 293 839 098 741 1014225| 289718 455 187 061 019 997591 456 286
Transdanubia
Northern-Hungary 371 040 452 041 1323700 280 306 580 428 970 962 1299002 446 827
Eg:‘sem Great 404 144 992 571 1502247 | 253821| 651 506 636 258 1574688| 413737
?%’:‘Sem Great 383 736 348 192 1398711| 274350| 607 766 990 606 1376690| 441470
Census (2001)
Number of Number of
Number of | Number of households with families with
- Employment only inactive only inactive
peoplein | people aged
rate wage earners wage earners
employment 15-59 . :
(excluding (excluding
dependants) dependants)
Hungary (total) 3690269 6498139 56.79 1364687 731626
100 persons/km2 or 5000
inhabitants, excludingthe | 5199751 2466180 49.47 565471 328009
agglomeration of
Budapest
Central-Hungary 1162651 1799786 64.60 379262 179995
Centra Transdanubia 445215 724870 61.42 133646 74010
Western-Transdanubia 416522 648243 64.25 114364 63281
Southern-Transdanubia 337778 638723 52.88 132597 77761
Northern-Hungary 391496 817352 47.90 188396 105889
Northern Great Plains 465674 997465 46.69 213924 124962
Southern Great Plains 470933 871700 54.02 203373 106283
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Central Stratistical Office data series (2005)

2005 female

2005 total

Total number

Unemployment rate

2005 male
Number of
female
Number of male citizens
citizensregistered registered
unemployed (total, unemployed
2005) Age 15-59 (total, 2005)
Hungary (total) 213650 3237697 ‘ 196999
100 persons/km2 or 5000 inhabitants,
excluding the agglomeration of Budapest 127373 1283259 107671
Central-Hungary 18393 883074 \ 22251
Central Transdanubia 18208 368585 18301
Western-Transdanubia 16286 326428 15630
Southern-Transdanubia 20235 317073 ‘ 26954
Northern-Hungary 48134 406145 39426
Northern Great Plains 51551 503714 43675
Southern Great Plains 31843 432678 ‘ 30762

of registered (registered unemployed/
unemplyoed /population aged 15-59)
Age 15-59 (2005) Age 15-59 % 2005

3249603 \ 410649 6487300 |6.33

1211637 235044 2494896 |9.42

926478 ‘ 40644 1809552 |2.25

359287 36509 727872 |5.02

320985 31916 647413 |4.93

315780 ‘ 56189 632853 |8.88

400307 87560 806452 |10.86

495740 95226 999454 1 9.53

431026 ‘ 62605 863704 |7.25
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Central Statistical Office data series (2005)

Number of NUITT 957 B Number of L
unemployed L Ratio within
unemployed = = unemployed Ratio within :
: = registered in : = the population
registered in registered in the total :
excess of 180 - registered as
excess of 180 davs female excess of 180 population (%) unemployed (%)
days, male 2005 ay2b05 days, total 2005 ployed (o
Hungary (total) 96989 101906 198895 1.95 48.434308
100
persons’km2 or
5000
inhabitants, 57820 57031 114851 2.89073 48.863617
excluding the
agglomeration
of Budapest
Central- 28465 45.50
Hungary
Central
Transdanubia 27893 49.70
Western-
Transdanubia 48890 51.25
Southern-
Transdanubia 47972 54.72
Northern- 15178 4153
Hungary
Northern Great 16967 4181
Plains
Southern Great 13530 4258
Plains
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Annex 2: Background document for thejustification of investment
measur es

Grounds and reasons for the modernisation efforts to be
realised by using grants from therural development measures

This document consists of three main parts.

The first part contains a series of sectoral analyses, focusing on the main sectors
that are the target areas of investment measures of the Rural Development Programme
of Hungary.

The second part isasummary of the interventions of the Programme.

The third part of the document is the market-based justification of the
interventions in the certain sectors.
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Sectoral studies

Arable crop production

A dominant portion of agricultural products serves, directly or indirectly
(forage), as basic material for the food industry, therefore, in arable crop
production, production of basic materials satisfying special needs is of prime
importance. As a consequence, market-oriented programmes aimed at the
improvement of quality and the forwarding to R& D resultsto rural communities,
farmers, would have a special roleto play.

In the costs of crop production, machine operation costs represent a large
portion. Their reduction would mean a solution for the implementation of
optimal machine systems. Through the development of the infrastructure
background, not only quality production, and so, the competitiveness of the
products can be improved, but the maintenance of an appropriate environment
situation also becomes possible.

In Hungary, arable land represents 4.5 million hectares, its share of the agricultural
area is 78%. Arable crops account for 71% of the gross production value of crop
production and horticulture products, and 43% of the gross production value of all
agricultural products.

The number of plants operating in arable areas (as well) is close to 416,000. The
number of business associations is less than 5,000, but they use 42% of the total arable
area. The numbers of crop producing and mixed profile entities are amost the same,
but the latter carry out their activities on an 8% larger arable area.

77% of the farms have an arable area of less than 1 hectare, they carry out their
business on 2% of the total arable area. Farms with less than 10 hectares of cropland
cultivate barely 10% of total cropland.

In Hungary, the largest group of arable crops are cereals, where the decisive
cultures and, at the same time, the most important products for exports are wheat and
corn. The aggregate area of these two crops is 2.2-2.4 million hectares. Oil crops rank
second, with an aggregate area of 550-680,000 hectares for sunflower and rape.

Subject matter 1: Requirements of processors/consumers in terms of quality and
specia basic materials represent an important factor of cost increase. Not only the lack
of crop security, but also the non homogeneity of produce represents problems, caused
basically by the fragmented structure of land, the extreme variety of the cultivated
species and a small share of sealed seed. Many times, a separation and storage of
harvested crops is not solved, because the items with different parameters are usually
mixed.
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To maintain their marketability, proper handling and tracking of the goods are
required. The quality of the stored cropsis largely dependent on storage circumstances
(e.g. cleanliness, humidity, manoeuvrability, ventilation etc.).

Solution: Support to the development of a quality assortment, its large-scale
application, of investments into special buildings and technology equipment
(such as ventilation), machinery (for cleaning, drying, manoeuvring) required for
an improvement of goods handling from rural development funds, creation of
producer groups in order to ensure homogeneous quality of the crops.

Expected impact: Production of quality goods, reduction of losses in storage,
easier sale, improvement of competitiveness.

Subject matter 2:  For the reduction of the soil load, protection of the soil structure,
modernisation of nutrient provision and the application of energy-saving technologies,
the development of technology is required. This statement is particularly valid for the
about 20-30,000 farms, using an arable area in excess of 10 hectares. Mechanisation
levels of farms with arable areas below 1 hectare are very low, these farms typically
use machinery services. In spite of a continuous development of the technical
background, investments lag far behind the desired levels. Within the costs of arable
crop production in Hungary, machine operation costs represent a significant portion.
When a machinery park is created, in addition to ability to function, reliability and
durability, energy saving is extremely important.

Solution: Support for investments in modern soil cultivation tools, material-
saving spraying machinery, easy-to-regulate machinery for the spreading of
chemical fertilisers, small volume power machines, but with appropriate
performance, from the rural development funds.

Expected impact: Protection of the soil structure, reduction in soil load, provision
of nutrient supply, reduction in environmental load (unfavourable impacts of
pesticides, chemical fertilisers), energy-saving farm operation.

Subject matter 3:  Distances from the target markets, available infrastructure and the
development of transport fees have a profound influence in Hungary on the
competitiveness of agricultural produce. Accessibility of the farms, due to the quality
of service roads, is often inadequate. For the improvement of transportation, it is
essential to cut costs and provide efficient forwarding.

Safe storage of pesticides and other hazardous inputs, collection and neutralisation
of packaging materials in line with the provisions of Good Farming Practice, are not
ensured yet.

Solution: Construction of hard cover service roads in the outlying areas and
support for investments into infrastructure background ensuring proper storage of
agrochemicals, in line with the provisions, from funds for rural development.

Expected impact: Expansion of sales opportunities, improvement in the
indicators of competitiveness and environmental |oad.
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Subject matter 4: For a reduction in yield fluctuations, for more predictable
production, irrigation is as important for arable crops, as any other agrotechnical
operation. A proof for the necessity of creating and modernising water management
facilitiesis that the number farms using irrigation on arable land is 10,860 (within that,
the shares of the crop producing and mixed profile farms are almost identical). The
size of arable land irrigated once a year is below 69,000 hectares, or less than 2% of
total arable area. Even in the case of cultures requiring irrigation most (e.g. potatoes,
sugar beet, etc.), only 15-20% of the areaisirrigated.

Melioration interventions, as well as the regulation of water regime, soil
amelioration, soil protection and spatial planning represent not only preconditions for
the production of high quality basic materials, but aso serve the maintenance of
appropriate environmental situations (by the reduction of soil erosion, preservation and
improvement of the organic matters in soil, etc.). Due to the lack of funds, such
interventions were strongly reduced, in 2005, melioration works were performed on
merely 11,000 hectares.

Due to excess waters and floods, increasingly often in recent years, arable land
farmers have suffered substantial losses. 3-5% of the stock from the autumn planting
was lost, the agricultural area covered by floods or excess waters was close to 350,000
hectares in 2006.

Solution: Support for the development of irrigation systems, the creation or
modernisation of water management facilities, construction of drainage ditches,
to the regulation of water-regime, soil amelioration, soil protection and spatial
planning.

Expected impact: Reduction in yield fluctuations, a more predictable production,
more predictable income, environment-protecting farming practice.

Subject matter 5.  Integrated plant protection, as an alternative way of reducing
environmental loads. To correlate to EU average pesticides are used by business
associations less by 40-60% of the cultivated areas for eared cereals, moreover less by
10-20% on the cultivated land of oil plants and corn.

Professional supply of nutrients will be adjusted to the characteristics of the
production area, in order to avoid an excessive use of nitrogen and phosphorus. The
annual nitrogen accumulation was an average of 100-200 kg/ hectare for the EU-15,
whilein Hungary, it was 10-30 kg/ hectare between 2000 and 2004. In order to comply
with the provisions of the [Nitrate Directivel] the application of a professiona
consulting system for environment-friendly fertilisation is particularly justified.

Solution: Support for the farmers, for their participation in theoretical and
practical training courses on the implementation of sustainable farming. Support
for the application of innovative technologies and dissemination of information
on cross-compliance, from the rural development funds.

Expected impact: Environment-conscious farming, improvement in
competitiveness.
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Fruit and vegetable production

Fruit and vegetables may become one of the important and promising sectors
in Hungarian agriculture, subject to a renewal of the product pattern and tar get-
oriented development projects, aimed at making use of the ecological
opportunities. The point is that in Hungary today, in spite of our endowments,
thereisalack of productsin the quantities and of the quality required to meet the
market needs. A key question in market-oriented production development is
whether or not we will be able to create a concordance between technical and
technological development, structural transformation, education and culture and
professional consulting, with the availability of the fundsrequired for that.

Fruit and vegetables account for 20% of the gross production value of crops and
horticulture products, and 11% of the gross production value of all agricultural
products. Based on export sales (751 million USD in 2005), the sector has a share of
19-20% in total agricultural exports. In Hungary, fruit and vegetable production
represents a living, a basic or supplementary source of income for 150-200,000
families. It plays an important role in the utilisation of ecological endowments and in
local employment of the rural population.

Hungary[s fruit production is 0.7-1 million tons per annum. The area of fruit
plantations amounts to 103,000 hectares, with basically no changes in recent years.
The dominant fruit variety is apples, representing 70% of total fruit production.

Hungary[s vegetable production is 1.7-2 million tons per annum. The harvested
area of arable vegetables was 95,000 hectares on average, in the years 2000-2005, the
cultivated area amounted to 4-5,000 hectares. Even though the potential endowments
of vegetable production are favourable in the Central and East-European area, due to
the lack of organisation of producers, we cannot speak about a homogeneous, good
guality range of products. In Hungary, the per capita consumption of fruit and
vegetables (211 kg/ capital year in the year 2004) is below the European average.

Subject matter 1.  The main problem for fruit production in Hungary is the structure
of plantations. The age mix and the species structures of the productive plantations are
unfavourable: in the case of most fruit species, the share of old plantations reaches 30-
50%; the situation is the worst in respect of apples. The modernisation rate of
plantations is inappropriate, we have only few competitive plantations (the share of
plantation renewals is favourable only in the case of sour cherries).

Solution: Ongoing modernisation of the plantations, improvement of the species
and genus structure, support for the creation of 2-3,000 hectares of new, modern
plantations per year, from rural development funds. In 10 years, this means the
replacement of 30,000 ha of plantations, or one-third of the total fruit production
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area. For the liquidation of uneconomical plantations, a plantation cutting
programme will be created.

Expected impact: Modern, productive plantations, providing quality goods, a
commodity structure adjusted to the market, more foreseeable income, job
creation and a possibility to retain rural population locally.

Subject matter 2:  Production of quality goods shall be promoted by innovation,
technical and technological development. In the sector, primarily on the family farms,
a drop in mechanisation, and the decrease of the usability of machines in the last
decade created a critical situation. Thisis particularly true for machinery used for crop
cultivation, harvesting and refrigerated storage. At the same time, in intensive
pomology, the available capacity of power machinery cannot be fully used, and this
implies acost increase.

Solution: Acquisition and use of the expensive, special machinery based on
collaboration between producers, with joint purchase. In this respect, associations
(producersllorganisations, machine circles) can be useful, and they can gets
support. A prime development direction is the application of intensive, as well as
the integrated and environment-friendly technologies (bioproduction). These
became tools for keeping markets, but Hungary is not prepared for their
introduction yet. For the transfer of the newest information, technologies and
their practical application, fresh-minded, modern consulting and the training of
farmers are also required.

Renewal of the basic and special machinery (such as power machinery, general
machinery for the preparation of soil, machinery for nutrient management,
spraying machinery; machines for pruning, harvesting, transportation and loading
machinery helping the harvest, such as machinery for the harvesting of
vegetables [green peas, string beans, tomato, sweet corn, cucumber, onion, etc.],
shaker machinery [plum, sour cherry, cherry, apricot] etc. can be supported from
rural development funds.

Expected impact: Good quality crop, safe commodity basis for sales, higher
yields, higher sales, higher revenues, more economical use of the machinery, cost
and energy savings, smaller environmental pollution.

Subject matter 3:  One of the conditions for large and secure cropsisirrigation. In a
continental climate, the development of irrigation is an important task. In Hungary, the
total area of land equipped for irrigation is 320,000 hectares, within that, the area of
irrigated fruit plantations is merely 5%. Only 30% of the area for arable vegetables is
irrigated, as opposed to the desired level of 60-80%. Water demand is different by
species. Water demand is high in the case of apples, pears and berries, and lower in the
case of stone fruits. Among vegetables, irrigation covers 80% of the cultivated land of
sweet corn, 40-60% for green peas and string beans, 30-40% in the case of tomatoes
and green peppers.
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Extreme weather events experienced in the last decade (drought or excess of
precipitation) resulted in serious production losses and loss-making in the production
of fruits and vegetables.

Solution: Support for the development of irrigation, the modernisation of
irrigation systems, the application of methods for mini-irrigation (dripping,
dribbling and solutions using spreaders) from rural development funds.

Expected impact: With the use of dripping, dribbling and spreading irrigation, the
volumes of irrigation water can be diminished by 40-60% in a comparison with
rain-like irrigation; more favourable harvest results, better product quality, more
predictable production and, by means of these, better profitability is the result.

Subject matter 4:  An increase in the share of supply on the fresh market makes it
indispensable to develop modern infrastructure for the handling and packaging of
goods, the application of innovative techniques (such as ULO" refrigerated storage).
Storage capacity is very little, and alarge portion of the existing capacities is made up
of obsolete ones, unsuitable for quality and economical refrigerated storage.

Solution: In order to keep the markets, the continuous supply of goods is
indispensable, which can be achieved with the expansion of the storage capacities
and the modernisation of processing (conversion into goods). The integration of
the existing storage capacities has to be given more weight in the future. It is
recommended to provide support, from rura development funds, for the
construction of normal storage facilities, refrigeration buildings, within that,
ULO storage tanks, an expansion of investments into refrigeration techniques,
construction of building for packaging and manipulation, as well as for the
acquisition of machinery for cleaning, selection, classification and packaging
(e.g. net packaging, smaller volume outfit, such as plastic plate, stretched foil,
foil plates, etc.), labelling and printing machines, carts and loading machines, bin
washers, bin emptiers and storage bins.

Expected impact: Maintenance of the quality, aesthetic characteristics of goods
for a longer term, sales at acceptable prices also after storage, increase in
productivity, faster delivery, expansion of the goods supply, improvement in
competitiveness, more favourable market opportunities.

Subject matter 5:  Security of outdoor arable crop production changes from year to
year, therefore, an exact timing, regulated production can be guaranteed only in
covered areas (forcing under foils). In Hungary, in the 1970s, a very successful foil
development programme was implemented. Since that time, the area covered with foil
has dropped to about half of the previous size, in technica terms, it became obsolete
and is no longer suitable for competitive production.

In the case of outdoor vegetables for food processing (such as sweet corn, green
peas, industrial tomatoes), an important task is to develop production technology and
the technical level, in order to achieve higher yields.

! Ultra Low Oxigen.
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A specia programme is required for the utilisation of Hungarian thermal energy in
forcing. There are severa hundreds of thermal wells in the country, not used for the
time being, but suitable for utilisation.

Solution: Increase of the area covered by foil, promotion of the use of thermal
energy with rural development funds.

Expected impact: A better timing of harvest, smaller risks, good quality of the
goods, material and cost efficiency in the use of inputs, savings of the heating
costs, advantage in ripening in comparison with outdoor cultivation, higher
yields, larger sales, improvement in competitiveness, employment, and
maintenance of rural population.
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Grape and wine

The problems of the grape and wine sector originatefirst of all from a scarcity
of capital, an atomised structure and the lack of organisation. It is important to
halt the decrease in grape area, in order to avoid the negative social and
environmental consequences. In order to maintain standing on a globalising wine
market, within the supply, the share of good quality wines with protected origin
will beincreased.

In Hungary, grape area represented 93.5 thousand hectares in 2005, its share of the
total agricultural area was 1.6%. Within the grape area, the share of wine grapes was
90%, the share of table grapes was 1%, and the share of the other species was 9%.
Grape production is 500-800,000 tons per year and wine production fluctuates between
3.3-5.4 million hectolitres. Subject to the output, the production of grapes and wine
represents 9-17% in the gross production value of crop production, and 5-9% of the
gross production value of agricultural products.

Wine consumption in Hungary is 3.2-3.4 million hectolitres per annum; in weaker
vintage years production just covers consumption. Hungarian wine exports represented
570,000 hectolitres (its value was 13.7 billion HUF, or 1.8% of Hungarian food
industry exports) in the year 2005. Wine imports are not significant in a comparison
with domestic consumption, but in 2006, there was a marked increase, mainly in the
imports of red wines. In Hungary, in the wine year 2006/2007, the plantation-cutting
programme financed by the Community was announced for a second time, therefore it
can be expected that a shortage of wine might appear, even in the longer term, and
significant imports might become constant.

Subject matter 1. In 2005, there were about 150,000 farms dealing with grape
production, 99.6% of these were individual farms, using 86% of the total grape area.
45% of the farms cultivated an area below 1 hectare, the share of farms with areas
between 1-2 hectares was 50%, the ones with 2-5 hectares was 3%, and those who
cultivated grape areas exceeding 5 hectares was merely 1%. The number of farms
growing grapes decreased by almost one quarter in the period 2003-2005.

The share of wine production in production plants is low: in 2003, out of the
195,500 grape producing farms only 10,600 prepared wine and 465 plants dealt with
bottling. The number of wine production plants decreased to aimost one-third in the
period 2000-2003. In the sector, organisation is a low levels, for the operating
engrosser-type integrations, rather uncertainty and defencelessness is typical, than
correct, long-term contractual relationships.

Solution: Support for the creation of producers] groups, support for the
technological development of producersCigroups, in grape production and in
winery.
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Expected impact: Improvement of the grape and wine quality, uniform,
marketable supply, more efficient, competitive structures, higher and more
predictable income.

Subject matter 2: The territoria effectiveness of grape production in Hungary lags
far behind the indicators of the important grape producers in Europe and around the
world. Not only yields per hectare are lower, but the fluctuation of production between
different years is also the largest in Hungary. In Hungary, grapes are usualy not
irrigated, in 2005, there were only 114 farms, where additional water provision took
place. In connection with the impacts of climate change, we shall calculate with an
Increase in temperatures and extreme precipitation schemes.

Solution: Support for the creation and modernisation of irrigation systems, for
soil protection and melioration facilities, forecast systems for plant protection
allowing reasonable plant production, from rural development funds.

Expected impact: Increase in the security of harvest, a more efficient, more
environment-friendly production, stable income.

Subject matter 3:  According to the data of a plantation survey in 2001, a very
disadvantageous age structure was established. The share of young plantations was
very low (13%), but the share of plantations of more than 20 years was above 50%.
Together with the ageing of the plantations, an increase in the lack of capital and a
drop in productiveness were also observed. For the transformation of the plantations,
the restructuring measure of the EU provides assistance, and it is expected to remain in
force also after the completion of the wine legislation reform. Plantations with a large
number of vines, providing outstanding quality, shall be created first of al in the Class
| areas of the production cadaster, most suitable for grape production. In order to make
areas higher above sea level, with strong slopes suitable for cultivation, terraces,
buttresses, exploration roads and drainage trenches shall be created. For the cultivation
of plantations with narrow row spacing, special power machinery (caterpillar tractors,
tractors with a three-point hitch) and adapters (modern machinery for plant protection
and nutrient management) shall be used. The predictability of seasonal works (such as
preliminary cutting, cutting back, harvest) requires the mechanisation of certain
production technology elements as well.

Solution: Support for making the land suitable for intended use, to the acquisition
of special, grape cultivation machinery, from rural development funds.

Expected impact: Plantations providing outstanding quality, satisfaction of
specia market needs, sustainable, efficient, environment-protecting grape
cultivation practice.

Subject matter 4: In Hungary, in addition to vine-growing, winemaking is also
atomised. The decisive magority of the 13,000 wineries produce less than 80
hectolitres. There are some top wines of superior quality in the supply which are in
line with the present fashion trend, but they are available only in limited quantities
(representing 5-10% of production). The international markets put Hungarian winesin
the lowest price segment. The vast mgority of the Hungarian wineries are
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technologically backward, but there are some wine regions, where no refrigeration is
available for must at all, and the obsolete tanks of reinforced concrete and bolster
barrels will be aso replaced.

Solution: Support for winery enterprises, producer groups for winery technol ogy
development projects and investments in buildings. e.g. crusher machinery,
pneumatic, closed system presses, refrigeration systems, must cleaning
equipment, new exploration technologies (e.g. equipment for cold maceration),
automated systems for the production of red wines, machinery and equipment for
the preparation of refined must concentrates, development of storage tanks with
refrigeration facilities, with small, medium and large stainless steel tanks, cooling
compressors, automated systems for the transportation of liquors, pumps, inert
gas supply systems (CO,, N,), tools for the handling of barrique barrels (e.g.
washing machinery) and their transportation, tools for providing hygiene at the
plant (large-pressure cleaning systems), filling systems, allowing multifunction
packaging, closing (e.g. cap, bag-in-box), systems for the production of
kraftliners, palletting, creation of uniform packages, creation of air conditioned
storage places for the finished goods, automated records systems (computerised
records of excise duties and for the application of the identifier to the bottle,
capsule), water cleaning in the winery plants, selective waste management,
equipment, machinery for the production of producer champagne (Vinzersekt) in
small and medium quantities, and comprehensive processing of the by-products.

Expected impact: A maor improvement in wine quality, production of new and
more marketable products, compliance with EU provisions (e.g. alcohol content
of the wines), management, processing of by-products (e.g. colouring materials,
preparation of grape seed ail), energy-saving operation.
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Animal husbandry

Development projects in NHRDP offer a solution to the basic problems of
animal husbandry, which are as follows. (1) the technology, buildings and
machinery of the animal breeding sites are obsolete and worn out; (2) the genetic
level of the stock should be developed; (3) manure-handling and breeding
technology do not comply with the environmental and animal welfare provisions,
(4) energy consumption of the plants is large, due to the obsolete breeding
technology.

In addition, backwardness is observed in the application of communications
and information technologies and in terms of automation. The farmers suffer
from infrastructure problems. The competitive position of the producers of
animal-origin products is weak. The need for the application of the newest
scientific results and technologies, for the production of new, better quality
products and the strengthening social control put pressureon the producers.

In Hungary, animal husbandry represents 37% of the gross output of agriculture.
In the production of livestock and animal products, the shares of pig (35%), poultry
(34%) and cattle (25%) are the largest ones.

The number of pigs in the country is about 4 million. Half of the fat stock is the
production of pigs for slaughter (646,000 tons). The cattle stock is 708,000, the stock
of cows is 334,000, cattle for slaughter is 75,000 tons, the production of cow milk is
1,878 million litres per year. The number of sheep is 1.4 million, production of sheep
slaughtered is 19,000 tons. The stock of poultry is 32 million, production of poultry
slaughtered is 551,000 tons.

In Hungary, consumption per capita is not even close to the EU-25 average, in
pork (29 kg per year), beef and veal (4 kg per year) and in milk and dairy products
(178 kg per year). Poultry consumption (37 kg per year), on the other hand, is far
higher. Since the accession, Hungary has become a net importer of pork and dairy
products, but it is still anet exporter of poultry and cattle for slaughter.

A growing social control is experienced by the producers of animal products. The
players in the sector do not only have to comply with the standards prescribed by EU
legislation, but must also follow the requirements of the consumers, who are
environmentally conscious and who are sensitive about the breeding conditions.

There has been a loss of confidence among European consumers, due to food
safety scandals. Renewal of food regulations focuses on the responsibility of the
producers, the approach to the food chain as a whole, transparency and traceability. In
the creation of competitiveness, voluntary quality assurance and the introduction of the
systems required for that play adecisive role.
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Farmers, as the first players in the production chain, have an important
responsibility in the appropriate use of environmental resources. Sustainability is a
basic economic, social, ecological challenge and expectation towards agriculture.

Subject matter 1:  The most important negative environmental impact of the larger
animal breeding sites is the obsolete technology of manure handling (collection,
storage, use). On the basis of the block-level demarcation of LPIS, nitrate-sensitive
areas in Hungary are estimated at 3.9 million hectares, of which 2.64 million hectares
represent agricultural areas. Out of a total volume of 7.8 million m® of liquid manure,
48% (3.6 million m®) originates from nitrate-sensitive areas, in 364 plants. 89% of this
quantity (3.2 million m®) is deposited, on the basis of authorisations, in agricultural
areas. In addition, the treatment and disposal of wastewater is also a problem.

In the case of the pig sector, liquid manure technology was applied in 3,750
buildings, for 1,775,000 accommodation spaces, representing 66% of the 5,880
buildings used for pig farming and 74% of total spaces, according to a survey carried
out by the Research Institute for Agricultural Economics (AKI).

In cattle stables, traditional manure handling is general practice. Liquid manure
technology is used in 3% of the buildings, a little more than one hundred stables, or
4% of thetotal livestock.

Solution: For manure-handling (collection, storage, utilisation), leakproof,
insulated manure storage facilities will be built (covered basins of concrete,
stainless tanks), support is required from rural development funds for the
acquisition of special machinery for the appropriate forwarding of the manure.
The energy dependence of the sites can be lowered by the utilisation of the
manure from the breeding sites, in the quality of biogas, for the production of
electricity and heat. For that purpose again rural development funds are required.

Expected impact: The manure handling and management shall comply with the
EU standards.

Subject matter 2. In Hungary, the technology, infrastructure, buildings and
machines of the animal breeding sites are out-of-date, and worn out. The main
problems with breeding technologies in the animal breeding sectors are as follows:

a) Energy consumption of the intensive animal breeding plants is excessive, due to the
obsolete breeding technology. In the breeding of pigs, on the basis of the status of the
insulation, ventilation and heating systems, only about 20% of the buildings included
in the survey of AKI can be classified as good. The share of buildings with bad
insulation is 1 percentage point higher and in the case of 8% of the buildings, no
insulation exists at al. In respect of 23% of the spaces, the ventilation system is in
poor condition, this share reached 29% in piggeries.

The survey also covered 279 breeding sites and buildings of 242 broiler chicken
farms. Ventilation technology requires urgent reconstruction in the case of 25% of all
spaces. In respect of the technical condition of the heating systems, urgent
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reconstruction or a replacement of the equipment is needed in the case of 29% of the
buildings.

Investigations of the Ministry[S Technical Institute for Agriculture (MMI) have
shown that the reconstruction of the breeding technologies, resulting in better comfort
and more favourable production conditions has a favourable impact on the health
conditions of the animals as well. The impact of the climate in the stall on the increase
in body mass of pigs depends basically on the design of the building, its ventilation,
heating system and flooring.

b) The sires represent one of the guarantees of quality, finished products. In recent
years, there has been a dramatic drop in the use of sires in Hungary; the producers
provide replacement from their own stock, and that, in most cases, leads to a reduction
in natural efficiency. Paralel to that, there is a delay in the practical utilisation of the
results from innovative genetics research and development. The decisive magjority of
producers is unable to create the environmental conditions ensuring that a given
species shall provide an adequate performance, in line with its genotype.

¢) In technology development, a decisive factor is whether or not the given investment
increases the natural and cost efficiency of the farm. An advantage can be obtained
most of all in the field of a modernisation of feeding and watering. According to the
experimental results of MMI, in the pig sector, with the use of dry forage technology
and the introduction of combined self-feeders, the use of forage by porkers improves
significantly, the daily increase in body mass rose from 650 grams to 700-782 grams,
the use of forage dropped from 3.2-4.3 kg/kg to 2.5-3.6 kg/kg. With the combined self-
feeders, savings can be made both in terms of forage and of water.

The status of pig spaces is very heterogeneous. In recent years, usualy only the
most urgent maintenance works, non-postponable reconstructions were made. Only
23% of the technologica equipment can be considered modern. In more than 50% of
the accommodeation, there is no heating. In the accommodation of sows, fatstock and
other pig accommodation, heating equipment is available at barely 10-20%, in the case
of piggeries, it is missing in the same proportion.

Even though technology levels of poultry breeding is the best in Hungary from
among animal breeding sectors, due to the heterogeneous technical status,
modernisation, compliance with EU requirementsis urgent in this sector as well.

In the case of cattle breeding, electricity was not available in 17% of the buildings
in the survey, while gas was missing in 42% of them.

From a technical-technological point of view, the most obsolete facilities are
observed in sheep farming. In amost 25% of the sheep spaces, technical conditions are
very poor and an urgent renewal is needed.

Backwardness in the application of communications and information technologies
Isaso very important at the Hungarian animal breeding sites.
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Solution: Support shall be given for the use of high genetic level sires,
development of the forage and watering systems, transformation of ventilation,
heating, insulation, implementation of automation and renovation of service
roads from rural development funds.

Expected impact: Development of the genetic bases increases efficiency, and it
also contributes to the improvement of the quality of finished products.
Technology development projects promote the optima use of the biological
foundations. Reconstruction of breeding technologies has a favourable impact on
the health conditions of the animals. Development of the forage administration
systems contributes to cost-efficient forage administration. Due to the
modernisation of the ventilation and heating systems, there will be drop in the
energy use and an improvement in the comfort experienced by the animals.
Reconstruction of the service roads contributes to the development of
infrastructure and the market placement of the products.

Subject matter 3: At the animal breeding sites, in order to comply with the EU
requirements in respect of animal welfare/ hygiene, investments shall be made and for
that, funds are needed. The sectors are unable to produce such funds.

In poultry farming, a problem is the limitation imposed on breeding of layers in
pens, applicable to at least 30% of the spaces for layer spaces in pens.” The number of
layers per pen shall be reduced by 20%, that is, for the maintenance of the present
number of layers, 1.5 million new spaces should be created.

In cow breeding in Hungary, in respect of the animal welfare requirements, the
weak points are as follows: the milk cows are kept right through the year in a closed
space, bound, without meadow or runner, partial lack of protection against heat stress,
frequent crowding in the unbound stables, runners, hurdles in inadequate condition
during the autumn and spring periods.

Solution: Transformation or renewal of the pig and milk cow accommaodation,
transformation of the pensfor layers, from rural development funds.

Expected impact: Compliance with the cross-compliance provisions, which is a
precondition for direct aid from 2009.

2 The minimum requirements for the breeding of layers in pens have been applicable in the EU member states
since January 1, 2003. In Hungary, there is a total of 21 plants (representing about 10% of the egg
production capacity) that received a grace period for the transformation of the pens, by December 31,
2009.
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Biomass

In Hungary, the production of motor fuels of an agricultural origin was
realised until recently only at experimental levels, production in market volumes
will start in the coming years. The development of the sector is of particular
importance, because the infrastructure, technological, logistics, professional and
organisational conditions have to be created. In the solution of problems in the
bioenergy sector, a decisive role will be played in the coming years by the rural
development funds, availablein the framework of the NHRDP.

The application of the biomass and of other, alternative energy sources of
agricultural origin is more and more in the centre of attention worldwide, due to the
increasing environmental problems (greenhouse impact, climate change, drop in the
stocks of fossil fuels), particularly in the developed countries. In addition to the
protection of the environment and the substitution of fossil fuels, additional advantages
of biomass utilisation include the maintenance of rural population, more secure energy
supply and, of course, a decrease in dependence on the large energy exporter countries.
The energy-purpose use of biomass of agricultural origin offers a solution for a
mitigation of crisis situations due to overproduction of cereals, because it diversifies
agricultural production and offers a new source of income for the rural population.

Renewable energy sources at present represent less than 5% of total energy
consumption in Hungary. Firewood represents about 75% of renewable energy
sources. Firewood and forestry by-products are mainly used by power stations. The
main and auxiliary products of agriculture represent 57-58 million tons per year in the
renewable biomass stock of Hungary.

The present bioethanol production capacity in Hungary (Szabadegyh(Za and Gy!r)
is about 190,000 tons. The aready built plants for bioethanol production (Bhalma
and MIilszalka) have an annual capacity of about 10,000 tons. Biogas plants using
agricultural basic materials as well are located a Nylrblior and Kaposvir. The
previous one use animal manure, agricultural and slaughtering house by-products and
wastewater sludge, the latter one utilises sugar beet dlices, originating from sugar
production.

Subject matter 1. For the collection and burning of solid biomass (herbaceous
energy plants, by-products of arable crops, etc.), an appropriate technology is not
available as yet. In arable land areas, the by-products of corn are the most important in
guantity: out of the about 12 million tons of by-products, 90% represent stems and
leaves, about 10% is the share of corn-cobs. For the utilisation of corn stems, the most
prevalent method is its ploughback, which takes place on amost 95% of the cultivated
area. In order to avoid the cellulose impact, a large quantity of artificial nitrogen
fertiliser has to be administered to the soil, increasing costs significantly, and polluting
the environment. The harvest of corn stems is a problem, because the widely used
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bailer machinery is designed for ears of corn. In Hungary, there is no appropriate
equipment for the burning, and gasification of the stems, with appropriate efficacy.

Solution: Support for the development of and investments in special collection
and chopping machinery, burning equipment, from rural development funds.

Expected impact: Reduction in the use of fossil energy sources, improvement in
the efficiency of the production of bioenergy, reduction in environmental
pollution, improvement in the profitability of agricultural production.

Subject matter 2:  The by-products of biodiesel production are not suitable as basic
materials for forage, their utilisation possibilities are limited (these shall be either
burnt or used for the production of biogas). If the investor does not take steps to utilise
the by-products, further costs shall be taken into account: provision of disposal,
destruction, implying environmental problems. The by-products of bioethanol
production [the wet (WDGS) or dried (DDGS) cerea waste [1can be well used as
animal forage, therefore, it is advantageous if there is animal breeding in the proximity
of such plants.

Solution: In the framework of a comprehensive development project of
bioethanol plants, support for the acquisition of the machinery, equipment for
biogas production, modernisation of the development plans, manure handling and
delivery at the animal breeding sites, from rural development funds.

Expected impact: Reduction in environmental load and the forage costs of animal
breeding, a more favourable carbon-dioxide and energy balance in the production
of biofuel, due to the utilisation of the by-products in biogas production,
utilisation of residual heat for the heating of greenhouses and foil tents, use of the
resulting bio-manure for the improvement of the cultivated soil.

Subject matter 3: The use of the final products (such as biofuels) and of the by-
products takes place in many cases not at the location of their production, therefore,
their storage and transportation shall be ensured. Deficient infrastructure (lack of
service roads, storage capacities etc.) means a limitation of access to the target markets
and increases transportation costs. The handling and delivery of the basic materials, of
the final and by-products also have an impact on the carbon-dioxide balance of the
production. The creation of an adequate infrastructure background is an indispensable
condition for the success of the sector.

Solution: Construction of hard cover service roads in the outer areas and support
for investments into infrastructure background ensuring proper storage of the
finished and by-products, from funds for rural devel opment.

Expected impact: Expansion of sales possibilities, improvement in the indicators
of competitiveness and decrease of the environmental load.

Subject matter 4: Manure-handling by the breeding sites, utilisation of the liquid
manure represents a serious environmental problem, to be tackled by all animal
breeders, in line with the EU provisions, implying significant additional costs.

Solution: Support for the creation of biogas plants, from rural development funds.
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Expected impact: Reduction in the environmental load, in the environmental

investment costs and energy costs of animal breeders, contribution to the
maintenance of the optimal proportions between animal husbandry and crop
production.
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Food industry (food processing)

Strengthening the competitiveness of processing industries will be a priority
objective, with prime importance from the point of view of timing as well. The
most important and most stable market for domestic agricultural production is
the domestic food industry. And if the Hungarian food industry is unable to
handle the accumulated problems, sometimes exceeding its capabilities, then its
Importance, its use of domestic basic materials could drop. And a decline in the
food industry surely leads to market disturbances, reduction in volumes and
income in agriculture aswell. The parallel and interrelated weakening of the two
sectors threatens the population and landscape retention capacity of the rural
regionsasearly asin the short and medium terms.

The NHRDP measures provide assistance first of all to the primary food
businesses, processing agricultural basic materials directly. The measures can
remedy two problems. External challengesthat can be summarised as a difficulty
in complying with changes in the expectations of the absorbing market. And from
among internal challenges, the ones that are consequences of postponement of
investmentsin cost and ener gy efficiency and in environmental protection.

The gross production value of the Hungarian food industry was 1,829 billion HUF
in 2005, occupying the third place within industry. The share of the food industry is
somewhat declining within the national economy(s GDP as well: this share in 2005
was aready only 2.6% in 2005. The number of employees in the food industry was
140,000 persons, showing a similar share (3.6%) and dynamics to output and
production value (CSO, 2005).

The food industry is classified into 10 sectors and 32 industries. In the food
industries of Hungary and of the EU-25 countries, based on sales revenues, almost
everywhere the same areas have the largest weights. meat, beverages, milk, to which,
in our country, the processing of vegetables and fruits is added. On the basis of the
number of businesses, the milling industry and the production of mixed forage are also
important. The above listed areas, with the exception of beverages (except for the wine
industry), areall primary processors, directly linked to agricultural production.

We examined the economic situation of the different sectors of the food industry
on the basis of six indicators: net sales, export sales and ratios, earnings, availability of
funds, investments and productivity. From among the industries examined, the good
indicators of the vegetable oil industry are outstanding. The medium, but improving
trend in the dairy, milling and forage industries gives hopes. This trend materialises in
the strengthening concentration, increasing export share and the stable and rising
readiness for investments. Parallel to that, however, the dairy and milling industries
would have scope to improve productivity and profits. In the period 1997-2004, our
two main sectors, meat and the processing of vegetables/fruits, showed medium
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performance, with fluctuations and weakening. The performance of the beverages
industry and of tobacco production is not any better either. A transformation of the
structure of the meat industry, with a strengthening consolidation, is still ongoing. The
negative results, low productivity and availability of funds in the meat industry and in
the processing of vegetables and fruits, the drop in export orientation and the pulling
out of foreign capital from the sector gives few reasons for hope (OrbnJNagy
Mlria, 2006).

To sum it up, in the processing sector, the threats uncovered forecast, in the
absence of external assistance, a further deterioration of the positions. We assume that
without targeted development measures, two negative scenarios can be outlined:

Exactly the sectors of primary processing could face mass closings of plants that
could provide a direct and stable market for the local agricultural producers. Even
though these play an important role in the employment structure of the sector, we
believe that the danger of afurther reduction in rural jobsis not negligible.

For the food industry, if the investments to promote competitiveness cannot be
implemented, a solution may be to purchase cheaper imported basic materias, as this
aready happens in the case of some products (even traditional Hungarian goods, such
as onions and root crops, but also sour cherries, apples, red peppers, pigs). But this,
obviously and clearly has an impact on the production of basic materials as well, and
may cause such a decrease in volumes that may aready imply serious consequences in
employment and in the maintenance of the landscape.

The weak performance of the food industry can only partially be attributed to the
shock caused by EU accession; it is rather attributable to a group of problems,
consisting of several and elements and accumulating for decades. Based on Narayanan
and Gulati (2002), challenges that enterprises will face can be classified into two
groups. internal structural problems and external impact, and the government can
provide two types of support to the businesses.

It may strengthen their abilities: with the reduction of transaction costs, training,
launch of special financing, loan programmes, the increase of their competitiveness,
improvement of the vertical coordination abilities.

It may ensure external protection, providing support for cost reduction and
insurance systems, with the application of the tools of competition law, by the
financing of research and devel opment.

After the presentation of the groups of problems, we outline certain solutions, the
measures of NHRDP in connection with the food industry that can be implemented,
primarily with the support of submeasure No. 1231, and partially measures Nos. 124
and 132. Our recommendations were prepared on the basis of professional literature
on the different sub-areas and the use of views from experts of the sector. The most
exact materials could be used for the recommendations aimed at the increase of energy
efficiency, because in this field we could rely on the wide-ranging and detailed data of
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IAC®, operating in the USA. We compared the results of the IAC food industry
surveys with the problems mentioned by Hungarian professionals as priority problems.
As we have found several correspondences at the sectoral level as well, we decided to
disclose our suggestions for savings. Still, we have got to emphasise that the IAC
database can only serve as a direction, and by no means is it suitable to narrow the
scope of the aids, because the backwardness of the Hungarian food industry in terms
of average technology level isfar too important in comparison with the American one.

External impacts:

1. Changesin the consumer and commercial requirementstowards products and
services (downstream buyers)

Problem: Consumers are oriented towards natural, fresh products, prepared with a
small amount of additives, with considerate processing, while trade gives priority to
food items that can be stored for along time and are not sensitive for the conditions of
storage (National Food Safety Programme of Hungary, 2004). Typical for the
Hungarian food industry, and especialy for the small and medium businessin the rural
regions, is that innovation activities are occasional, as opposed to the old member
states of the EU, where 60-65% of the companies have an R&D unit of their own, or at
least a person in charge ([FOSZ, 2006). In our country, the food industry, by spending
5.4 million euro, used less than 0.1% of its value added production in 2004 on research
and development, while in the mgjor EU countries with important food industry
output, this proportion was between 0.3 and 1.5% (Eurostat 2004). The problem is
aggravated by the fact that as a result of the more favourable salaries and working
conditions in Western Europe, skilled R&D and industrial experts of the new member
states might be lured over there.

Solution: Innovation, providing a solution for the changes in quality expectations
is far too expensive for the small and medium businesses, but the funding need
for the application of existing results, and of technology transfer is aso
significant ([FOSZ, 2006). This emphasises that support for product

development and the adaptation of the development results may mean assistance
here.

Impact: Higher profitability and more advantageous market position, due to the
Increase in value added.

2. Changesin market positions (downstream buyers)

Problem: Ineffectiveness of market power as a result of low concentration,
increase of import pressure and the price-cutting policy of the retail chains. On the

® The IAC (Industrial Assessment Centres) programme provides assistance for small and medium-sized
processors, where: net sales are below 100 million USD, there are fewer than 500 employees, no
energetics engineer is employed, and annual operating costs will be between 100,000 and 2 million
dollars. The programme is implemented with the participation of students from 26 universities and
professional engineers of energetics. Regarding the food industry, there are 316 surveys in the database,
with a total of 1,761 recommendations. The recommendations resulted in average savings of 23,000
USD, and atotal of about 63 million USD, with a very short payback period, which was about 1 year.
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basis of the net sales of the top ten businesses in the food industry, the cumulative
concentration curve is largely similar to the one prepared for retail trade. However,
there is a significant difference in the net sales figures of the largest businesses (94
billion HUF, 272 million HUF) and the concentration indicator of the top ten
businesses (22%, 89%), showing well the order of magnitude of differences between
the three phases (Juhisz et a, 2005).

Solution: Training, providing special management skills/ knowledge cannot
modify the market positions, but can provide an answer for handling the
requirements of commerce, to improve the market performance of the businesses.

Impact: A better assessment of the market expectations and of the possibilities of
the businesses, therefore, there shall be fewer market failures and a more stable
situation in the sector.

3. Difficultieswith supplier connections (upstream suppliers)
Problem: Deficiencies from the point of view of predictable cooperation,
appropriate quantity, quality and price in the production of agricultural basic materials.

Solution: Vertical connections can be strengthened by the development of the
technology and human resources at the connection points of the processors with
producers (suppliers) and traders.

Impact: Decrease in defencelessness, observed frequently and on changing sides,
both for the suppliers and the engrossers.

| nternal impacts

4. Structural concerns

Problem: Low level of available capital, a constantly changing ownership pattern,
and behaviour of financial investors resulting in bankruptcies many times. Low
productivity and, in some cases, disproportionate capacity allocation.

Solution and impact: The development programme can have an impact on this
subject matter only to a very limited extent, and indirectly, only through the cost-
cutting effect of the technology development projects.

5. Technological backwardnessin terms of food safety

Problem: In terms of diseases connected with food items, the food industry
represents a risk factor, mainly in respect of animal-origin products (and the
production of forage!). Asfor plants, the avoidance of the most dangerous factors, like
microbiological and chemical contamination can be ensured by soil condition and
production technology, as well as the professiona management of post-harvest
operations. In the case of animal-origin food, however, the risk of microbiological
contaminations might be much higher in the processing phase. In an investigation
organised by KIKI (in 2006), the highest share of objectio ns was recorded in the case
of poultry-origin products, usually due to the presence of bacteria belonging to the
Salmonella and Campylobacter genera. Campylobacteriosis in our country, like in
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other countries as well, ranks 2" among the reported infectious diseases. In the
examination of the whole of the vertical chain in poultry (site, slaughtering, retail
trade), 47% of the poultry stock delivered for slaughtering was infected by
Campylobacter, and that ratio continuously increased in the course of the operations at
the dlaughtering house, reaching 100% after the elimination of the innards. In the
course of examinations regarding salmonella, the chick age poultry was infected in
3.7% of cases, while the 26-day old stock was infected in 63.5%, where in many cases
salmonellainfection of the forage could be also demonstrated.

Solution: Support for technological renewal, to respond the food safety problems.
Priority shall be given to technology/ construction investments required to
comply with the hygienic expectations of the EU. In addition, traceability shall
be also given priority, mainly in terms of development programmes needed for
labelling/packaging, as well as data recording and forwarding.

Impact: Decrease in the food safety risk of the industry, with a parallel increase
initsviability and profitability.

6. Technological backwardnessin terms of energy use

Problem: In 2004, the sector represented 15% of the industrylS energy
consumption and 3% of that for the whole of the country. From the point of view of
energy sources, our country is strongly dependent on gas, with a 61% share, it ranked
fifth in the EU (EU average: 48%). Electricity ranked second (21%) and third was oil
and derivatives (10%) (Eurostat, 2004). In the use of renewable energy by food
processing, the first three EU member states (Greece, Latvia, Portugal), its share is
above 15%, the fourth and fifth (Spain and Ireland) show shares close to 10%. All the
other countries follow with a substantial lag (with shares below 2%). Only 1.4% of the
energy consumption in our food industry was covered from renewable sources. The
energy efficiency of the sector is rather poor, it ranks 19" in a comparison within the
Union, because in 2004, 1 TJ of energy was required for a value added production of
92,000 EUR. The countries at the top (Ireland, United Kingdom, Finland, Germany,
Sweden) were able to achieve more than double of that figure, but even the EU-25
average is much higher, at about 154,000 EUR (Eurostat, 2004). In the United States,
the "energy footprintCprepared for each sector shows that food industry is explicitly
energy-consuming (ranks 5" among the industries). And 31% of its total energy
consumption represents losses outside the sites, while 24% inside the sites. The largest
energy losses were caused by energy transformation (10%), steam production (7%)
and energy distribution (7%). The breakdown of net energy use®, by operations, is as
follows: evaporation/ concentration (25%), drying (22%), cooling, freezing (11%),
heat treatment/ pasteurisation (10%) and cooking (10%) (U.S. Department of Energy,
2004).

* The gross energy consumption of the USA food industry is 1685 T Btu, where 31% represented |osses outside
the production sites, the remaining 69% or 1156 T Btu represent net energy consumption. For further
calculations, we used this figure to represent 100%.
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Solution: In order to increase eco-efficiency”, IAC carries out investigations in
three magjor areas. energy management, waste emission and minimisation of
pollution, and the increase of direct production efficiency. Within energy
management, they established nine problem areas®: the largest number of
proposals was prepared in connection with the lighting of buildings and
production areas (22%) and in connection with the air compressors (18%). These
measures required relatively low cost levels, the payback period is within one
year, but annual average savings are smaler (1-15,000 USD). We will not
mention the above two groups of recommendations in respect of the sectors,
because from the point of view of their frequency and importance, there were no
differences observed between the different sectors. But the development projects
promising the highest average levels of savings proved to be quite sector-
specific, therefore, the following highlights can be generalised only to a limited
extent. The first one is the issue of efficiency increase investments, within that,
the installation of an automated packaging machinery line and the modernisation
replacement of the production equipment. Here, the acquisition costs are much
higher (100-350,000 USD), the payback period is very short, about 1 year. The
other group consists of recommendations promoting heat recovery and its use, in
connection with the heat management systems. With 20-30,000 USD purchase
costs, the payback period is even better, about half a year. In the areas described
above, in addition to technology development, the need for professional training
also emerges, but in this case, instead of the management-level, market-related
skills, rather the employee-level technology skills shall increase.

There is a Hungarian organisation (Environment-Conscious Company
Management Association, hereafter: KIVET), with programmes  to be used by
Hungarian enterprises to measure their situation in terms of eco-efficiency, along
the lines used by the Americans. The programme collected 211 investment or
projects not requiring investment from 48 organisations, that brought total
savings of 11.3 hillion forints. The recommended measures were classified into
three categories. Washed fruit in a bowl = no investment is required, payback is
immediate, 69 measures, average savings of 21.8 million HUF. [Fruits hanging
lowl= payback within 3 years, 90 measures, average savings of 45.1 million
HUF. [Fruits hanging highUl= payback in more than 3 years, 50 measures,
average savings of 113 million HUF annualy (KIVET, 2007). The company

® Required for an increase in eco-efficiency: reduction in the material and energy consumption of the products
and services; reduction of the toxic emissions; increase in the recyclability of the materials used;
maximisation of the sustainable use of natural resources; increase of the durability of the products;
increase in the service requirement levels of the products and services (Verfaillie and Bidwell, 2000)

® System for burning, production of heat, electricity, engine systems, industrial design, operations, building and
location, supplementary activities, alternative use of energy.

" Programme 1: Money thrown in through the window; Programme 2: Eco-mapping - using the plan for the
workshop, site or plant, on-site inspection to establish air, water and soil pollution, waste, risks and the
problems of energy consumption, together with the potential solutions. In addition, this method can be
used as a first step for the introduction of the EMAS or the 1SO 147001 environment-focused
management systems. The result of Eco-mapping is alist of measures in connection with the problems
discovered and the measures recommended, to be ranked, subject to the expected economic and
environmental benefits and feasibility.
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selects by category each year those that implemented the measure, among them, a
food industry example is presented only in the category of [{ruits hanging highL]
that is, the most costly category [ presented among the possible solutions
available for the meat industry. The most successful programme became the one
of Ihoney thrown in through the windowL[,lthe most important elements ther eof

are summarised in the following table.

M easure

Environmental
improvement

Economic benefit

Introduction of selective
waste collection

Waste will not be transported
to deposits, but recycled

Lower transportation cost, the
amount received for recycled
waste

Reduction in the use of office
paper, two-page printing, re-
use of papers, €etc.

L ess paper used, less waste

Cost cut, due to lower
purchases of paper

Development of logistics,
rationalisation of
transportation routes

Lower use of fudls, emission
of lessair polluting materials

Reduction of fuel costs

Utilisation of residua heat

Less resources used from the
environment

Lower heating costs

Technology innovation,
replacement of old, low
efficiency equipment

Cleaner technology means
less polluting materials
emitted, lower energy use,
etc.

Lower energy costs, less
materials needed, less waste
disposal costs etc.

Impact: Decrease in the energy dependence of the industry, with a parale
increase in its viability and profitability.

7. Technological backwardness in the field of investments into environment
protection

Problem: The Hungarian food industry in 2004 spent 3.4 hillion forints on
environmental protection, only 3% of total capital expenditures. The largest was the
share of development projects in wastewater management (51%), followed by air
cleanliness (10%). The amounts spent on waste management rank third, but only with
8%, while in the food industry of the other EU Member States, this area usualy is the
most outstanding one in investments, with a share between 30 and 69% (KSH,
Eurostat, 2005).

Solution: With the increase of eco-efficiency, environmental load can be reduced
(see section 6). In the IAC database, the proposals for a reduction in
environmental load were compiled on the basis of energy efficiency, and not the
criteria of environmental protection. At any rate, these measures in the food
industry illustrate well that this type of investments may have, in addition to
general, socia advantages, direct and immediate positive economic impact as
well. Most of the proposals covered water management (33%), within that,
proposals were approximately equal in number regarding the reduction of water
uses and closed-circuit water use/ development suggestions. Recycling ranked
second (24%) and waste management was third (14%), where we may
particularly mention compression and the burning of waste. If we take into
consideration the criterion of average savings, we can consider post-production
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handling Oincluding any subsequent reduction of product contamination [Jto be
of prime importance (almost 100,000 USD/ year).

Impact: Decrease in the environmental load of the industry, with a paralel
increase in its viability and profitability.

Problemsin the most important sectors of primary processing

For the domestic agricultural producers, in respect of the 5 most important sectors
of primary processing, we took the most important concerns and solutions. Sectors and
problems are presented in the order of their importance.

Poultry and meat industry

5. Technological backwardnessin terms of food safety

Problem: From among the decisive conditions for food safety, the hygienic
provisions of the EU represent the basic condition for operation: meeting the
microbiology criteria regarding food, compliance with certain procedures required to
achieve the goal of the Regulation, fulfilment of the temperature regulation
requirements regarding food, maintenance of the refrigeration chain, sampling and
laboratory tests. Compliance with the hygienic requirements and the assurance of
traceability, however, means an disproportionately higher burden for the small and
micro-enterprises (EESC opinion, 2006).

Solution: Support for plants, able to produce good quality, marketable products,
meeting the food safety requirements, but for compliance with some of the
elements of hygiene regulation, they need investment support for technology/
construction. Traceability mainly requires investments for labelling/packaging, as
well as for data recording and forwarding. Packaging is one of the most
expensive post-production technology phases, the average costs of this type of
food industry investments was above 100 USD in the IAC database.

Impact: Increase of food safety and traceability, in the industrial segment where
the strengthening of the grey economy is the most threatening, as a result of
stricter regulation. With the targeted assistance, therefore, paralel to the
maintenance of employment, the public health risk of the sector can be also
significantly reduced.

6 and 7 Technological backwardness in the field of energy consumption and
environmental investments

Problem: For the creation of a modern production plant for primary and further
processing, the value of environmental investments covering all aspects represents the
same order of magnitude as the purchase costs of the basic technology. Without
external funds, it is simply impossible to make that economical for an enterprise. In an
existing plant, acquisition costs are even higher, because the basic technology itself
has to be developed in order to make it compatible with a modern environment
management system (Pidi F., 2006). As the energy structure of the Hungarian food
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industry is quite similar to that of the United States (54%, 21%, 3%), we believe that
the USDA analytical reports on energy consumption at sectoral level can be used by
ourselves. According to these, the meat industry does not belong to the sectors with the
worst energy intensity in the food industry. Value added is 80,000 USD per 1000 USD
of energy costs, and the share of energy in total costs is 2%. Nevertheless, its result is
also well below the sectors implementing further processing. According to IAC,
among priority sectors, cost savings per business were the second highest in the meat
industry (220,000 USD).

Solution: Most of the potential savings were realised in the heat systems (35%),
within that, heat recovery (20%) and insulation (9%) proved to be the most
effective. Insulation belonged to the category of lower average savings (at about
25,000 USD/ year) and acquisition costs (10,000 USD) and heat recovery to a
higher category (at about 65,000 USD). Second, the most important possibility is
to make savings with electric systems (19%), including the application of co-
generation® (18%). It is true that co-generation systems are far more expensive as
an investment group (between 100,000 and 1 million USD), but among the ones
suggested in the meat industry, even so, there was one where the payback period
was less than a year. From among measures reducing environmental load, the
field of water management provided the largest overall savings (43%), followed
by operational changes (39%). However, even though in the first group a large
number of recommendations were made, with relatively low costs and average
savings (at about 20,000 USD), in the case of operational changes, focussed
mainly on the reduction of waste output, there were few investments only, but
larger ones and consisted of measures implying a reduction in costs (of about

50,000 USD).
On the basis of a survey by KOVET, measures taken by a domestic poultry
Processor Were:
Environmental .
Measure . Economic impact
improvement
ingtallat ¢ ah Investment: 11.9 million HUF
nstallation of a heat : :
converter into the Savings of 6 MWh thermal Opgratl r.lg COSL. I(I)' HOF/ y(jar
refrigeration machine heat per day Savings: 4.4 million HUF/ year
building Payback period: 2 years 8
months
Investment: 4.5 million HUF
. Operating cost:
Installation of a Savings of 56 m° of water 1.5 million HUF/ year
medium-pressure or d Savinas. 21.2 million HUF/
cleaning system per day ings: 21.2 million year
Payback period: 4 years 6
months
Drilling of ownwells(5 | Savingsof 128,269 m® of Investment: 128 million HUF

8 3 examples for co-generation: steam production using residual heat, to operate a steam turbine generator; joint
utilisation of electricity and heat produced by an engine operating with fossil fuel; utilisation of residual
heat in a closed-circuit gas turbine generator system, where electricity and heat are produced at the
same time.
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wells) and installation of | potable water Operating cost:

water cleaning 2.1 million HUF/ year
equipment Savings: 21.2 million HUF/ year
Payback period: 6 years 8
months
M easurable environmental Investment: 1.9 million HUF
. 3 .
Installation of a meter LS:tde? f(?r?s?r?%m) nOf potable Operating cost: 0 HUF year
for wastewater 276,000 nT* of wastewater Savings: 16.2 million HUF/ year
issue Payback period: 1 year 4 months

Investment: 0 HUF

Use of recycled toners | 107 kg less hazardous waste | Operating cost: 0 HUF/ year

for laser printers per year Savings: 442,000 HUF/ year

Payback period: immediate

Impact: Modern technologies, in addition to having a favourable impact on the
condition of the environment and the living standards of the rural population,
may ensure a significant cost cut as well (+20-30%). In addition, due to the
important weight of the sector, a significant reduction can be expected in the
energy dependency and the environmental load of the whole food industry.

Dairy industry

5. Technological backwardnessin terms of food safety

Problem: Theissue of food safety, primarily from the point of view of compliance
with EU hygiene requirements. The concerns are very similar to the issues already
discussed in connection with the meat and poultry industries.

Solution: The solutions are also very similar to the issues discussed in connection
with the meat and poultry industries.

Impact: Similarly to meat industry, the targeted support can reduce the sector(s
public health risk and increase consumer confidence.

6. and 7. Technological backwardness in the field of energy consumption and
environmental investments

Problem: The issues of energy efficiency and environmental load are very similar
to the issues aready discussed in connection with the meat and poultry industries.
According to the data of USDA, the dairy industry does not belong to the sectors with
the worst energy intensity in the food industry. Value added is 73,000 USD per 1000
USD of energy costs, and the share of energy in total costs is 2%, still, its results are
still well below the result of sectors with further processing.

Solution: According to the results of the IAC programme, the largest portion of
the savings that can be made in the dairy industry were ensured by the
development of the burning and heat systems (21-21%). Within the burning
systems, proposals were most frequently connected with the operation,
maintenance and replacement of the boilers. These represent lower average
savings and acquisition costs (at about 10,000 USD), whilst the ones implying a
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replacement of the energy source’ used are less frequent, but more important
savings can be made, at higher costs (at about 400,000 USD). In the case of the
heat system, heat recovery, with higher savings and cost category (at about
35,000 USD) and the lower-savings insulation (at about 5,000 USD) were the
most important ones. In the dairy industry, however, the development needs of
refrigeration technology were also at the centre of attention (savings of 12,000
USD/ year). From among measures reducing environmental load, the field of
water management provided the largest overall savings (32%), followed by
maintenance (29%) and the development of waste management (16%).

Impact: Like in the meat industry, modern technologies, in addition to having a
favourable impact on the condition of the environment and the living standards
of the rural population, may ensure a significant cost cut as well (+20-30%). In
addition, due to the important weight of the sector, a significant reduction can be
expected in the energy dependency and the environmental load of the whole food
industry.

1. Changesin the consumer requirementstowards products and services

Problem: Lag of the domestic plants in terms of levels and shares of advanced
processed products. Of course, we mean here not the non-annex products, but the
product group of milk and cheese. In the absence of unique, innovative products, the
domestic dairy industry (in particular, the small and medium businesses) is compelled
to compete on the market of low-cost mass products, but usually thisis not sufficiently
profitable in order to keep long-term competitiveness.

Solution: Support for innovation (product development) and its transformation.

Impact: Within the scope of small and medium businesses, the ones that are able
to produce valuable products will increase their viability and profitability. Better
satisfaction of consumer needs, with the increase of special segments of the
product range.

1. Changesin the commer cial requirementstowards products and services

Problem: We discuss here the issue of packaging among the changing needs of
trade, but we have got to note that we can talk about backwardness in terms of food
safety and environmental technology as well (Subject matters 5 and 7), because the
cost increase impact is also significant. The lack of developed, innovative packaging
technology, representing investment needs that are too large for small and medium
businesses threatens marketability even in the case of good quality, unique products.
Traceahility, closdly interrelated with packaging, is a basic requirement in the modern
commercial environment, and without attractive looks for the customer, the intrinsic
values cannot be trandlated into prices providing sufficient income.

Solution:  Support to innovative-unique packaging technologies, ensuring
traceability aswell.

° For instance, the installation of ovens applicable for the utilisation of residual energy sources.
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Impact: Increase in the marketability and traceability of the goods, likely to
provide higher profitability, due to the savings made and the higher value added.

Processing of vegetables and fruits

6. Technological backwardnessin termsof energy use

Problem: The issue of energy efficiency, where the concerns are very similar to
the issues aready discussed in connection with the meat and poultry industries.
According to the data of USDA, the processing of vegetables and fruit has the second
worst energy intensity in the food industry. Value added is 44,000 USD per 1000 USD
of energy costs, and the share of energy in total costsis 5%. According to IAC, among
priority sectors, cost savings per business was the highest in the processing of
vegetables and fruits (240,000 USD).

Solution: The largest portion of the achievable savings came from measures
directly increasing efficiency, primarily meaning a development of the
production technologies (43%). These investments resulted in very high average
savings (at about 200,000 USD) with relatively high acquisition costs (at about
100,000 USD). The change of heat systems, especially development of heat
recovery (8%) and insulation (4%) proved to be the most effective. Insulation
belonged to the category of lower average savings (at about 10,000 USD) and
acquisition costs (at about 5,000 USD) and heat recovery to a higher category (at
about 35,000 USD).

Impact: Development projects in energy efficiency can result in costs savings
above 30%. In addition, due to the important weight of the sector, a significant
reduction can be expected in the energy dependency of the food industry.

3. Difficultieswith supplier connections

Problem: In the case of volume products, providing a living for large strata of
horticulture producers, critical is the obsoleteness/ lack of the (post-harvest)
processing phase closest to the producers.

Solution: Among post-harvest operations, most of all the installation of modern
preliminary cooling technologies. Technological development of the supplier
connection, quality assurance and traceability systems, with harmonised
installation and operation at both parties.

Impact: The advantages from high-level production by horticultural producers,
excellent goods, quality will not get lost in the post-harvest phase, but will be
maintained up to the final consumer, and reflected in prices and market
penetration/ maintenance.

1. Changesin consumer demand towar ds products and services

Problem: Our horticulture production can produce several vegetables and fruits
for niche products at high levels, where processing is uneconomical in a large plant,
due to the small volumes and the high labour intensity. There is alack of funds at the
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small plants, where capital is scarce, for the innovation and special technology
development projects required for the niche products, where markets are demand-
driven.

Solution: The plants of this type can be developed for two target markets. If they
intend to become suppliers of other food industry sectors, then the most efficient
tool is to support technological development required for the production of
finished goods meeting the special industrial requirements. On the other hand, if
the target of the business is the consumer market, directly, then innovation and
market penetration (marketing) will be supported.

Impact: Higher profitability and more advantageous market position, due to the
Increase in value added.

Forageindustry

5. Technological backwardnessin terms of food safety

Problem: Within the two segments of the forage industry, problems are mostly
connected with the production of bulk forage, where the company structure is far more
fragmented and, accordingly, many general operation problems of the small and
medium businesses can be seen. Food safety starts with the appropriate technology
conditions. Due to the lack of this and of the traceability systems and due to their
obsoleteness, it may lead to troubles having impacts outside the sector as well. Here it
should be referred to the investigation carried out by KIKI on poultry stock, where in
respect of samonella infection, a paralelism was demonstrated with the
microbiological condition of forage (KIKI, 2006). Forage supply is the most
important input source for animal husbandry. If traceability is not appropriate in forage
production, this possible safety risk may have a multiplicative impact on the whole of
the vertical chain, producing animal products.

Solution: Support to technology development and the creation and maintenance
of traceability systems.

Impact: Reduction in the food safety risks of animal-origin food.
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7. Technological backwardedness in the field of investments in environment
protection

Problem: In this industry as well, environmental load is very significant, in
particular in respect of air pollution (formation of dust).
Solution: Support to technologica developments in dust filtering

Impact: Reduction in environmental load, and so, an improvement of the living
standards of the rural population living in the neighbourhood of the mixing
plants.

4. Structural concerns

Problem: Thisiswhere capacity disproportions are the most significant.

Solution: First of all, support for technology developments with an immediate
impact on increasing efficiency, that can be implemented in the most effective
way by a modernisation of production technologies.

Impact: An improvement of the situation in terms of capacity distribution has a
positive impact on rural employment as well.

Milling industry

6. Technological backwardnessin termsof energy use

Problem: The issue of energy efficiency, where the concerns are very similar to
the issues aready discussed in connection with the meat and poultry industries. In
addition, according to the data of USDA, the milling industry shows the worst energy
intensity in the food industry. Vaue added is 30,000 USD per 1000 USD of energy
costs, and the share of energy in total costs is 5%. According to IAC, among priority
sectors, cost savings per business were the third highest in the milling industry
(205,000 USD).

Solution: According to IAC, the areas bringing about the largest savings are
changes resulting in an immediate efficiency increase (47%) and within that,
primarily the development of production technologies. As in the case of other
sectors, here as well, the acquisition costs of such development projects is
relatively high (138,000 USD/year), but the average annual savings are of the
same order of magnitude. Important savings were made also with the
development of the heat systems (14%) and of engine system (13%). These
provided, with much lower acquisition costs, at an average of 5-10,000 USD,
savings amounting to almost double of that amount.

Impact: Also in the meat and dairy industries, development projects aimed at
energy efficiency ensured cost savings even higher than that, even above 30% of
operating costs, reducing in this way the energy dependence of the sector and
increasing its profits.

4. Structural concerns
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Problem: In the milling industry, for the time being, there are only 2-3 plants to be
considered in all aspects. The other businesses operate with a very outdated
technology level and therefore it cannot satisfy in due quality the needs of the users,
primarily of the industries engaged in further processing. This is a serious concern for
the sectors processing products of the milling industry. But even more importantly,
this fact does not allow a shift in cereals production (the perhaps most important sector
of domestic agriculture) towards the quality segment.

Solution: Support given for a modernisation replacement of production
technologies is a solution not only for energy considerations, but also for
concerns regarding the production of quality products.

Impact: The milling industry, relying on such development projects could
become able to absorb the higher quality domestic cereas, maintaining their
values. This could increase the profitability of cereals production and reduce the
intervention pressure on domestic and EU funds.
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Focus areas of EAFRD investment support

Main directions (priorities) of the EAFRD investment support and their

justification

Prioritised activities, sectors

Reasons

Method of prioritisation

M odernisation of animal
breeding, upgrade of the
livestock accommodation,
breeding technology, the
handling system of the manure
(cleaning, collection,
utilisation) in line with the EU
requirements, especialy in
nitrate-sensitive areas,
investments into preventive
carein animal health.

Unfavourable impact on
environment is exercised by the
obsolete technology of manure
handling in many of the larger
animal breeding farms. The pig
and poultry farms are the most
affected ones.48% of the liquid
manure originates from nitrate-
sensitive areas, on almost 400
pig farms. Increase in cost
efficiency also justifiesa
renewal of the forage

technol ogies in the main sectors
of animal breeding (pig, poultry,
cattle, sheep).

The maximum aid intensity
by Regulation (EC)
1698/2005 is applied in case
of support for animal
keeping premises. In general,
aid intensity in case of
purchase of machinery is
25%. Applicants keeping
livestock are supported with
ahigher aid intesity of 35%
and are amost unbeatable
benefited by scoring of
applications.

Development of the production
of fruit and vegetables

In addition to a modernisation of
the technical and technological
background for arable vegetable
production, it isimportant to
increase the share of irrigated
land, 30% at present (instead of
the desirable 60%). Especialy
effectiveisto create micro-
irrigation systems, reducing the
quantity of irrigation water by
40-60%, and an increased
utilisation of geothermical
energy. In order to ensure the
competitiveness of products
with excellent taste and aroma
on the market, and therefore, it
is essential to improve the
packaging, product handling,
market infrastructure, and the
construction of storage facilities.
Cooperation among the
producers is insufficient,
especidly rare arejoint

devel opment projects, which
could strengthen their market
positions.

- aid intensity in the case of
vegetable plantation
generally is 40%, in the case
of young agricultural
producers, 50%, increased to
not more than 60% for young
farmers active in least
favoured or NATURA 2000
areas.

- apremise for abtaining the
aid isthat the producer shall
be a member of the
Hungarian Interprofessional
Organisation of Vegetables
and Fruits.

If the beneficiary is
producing bio-products, or it
is member of a production
group or it uses renewable-
or bio-energy sources for
production is going to be
prioritized at the scoring. If
there was alack in funding
during the implementation,
developmentsin horticulture
would be prioritized.

Promotion of restructuring,
development of equipment of
alternative energy production,

The use of cereals for the
production of bioethanol shall
reduce the surplus production,

The extent of support to
machinery investmentsis
identical with the conditions
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technical -technol ogical
upgrade of such equipments.

difficult and expensiveto place
and resultsin the creation of a
new, environment-friendly
lihdustrylJensuring new
economic benefits.

described in respect of arable
crop production. We provide
priority to crop production
for use as alternative energy,
through the scoring system.

Deployment of herbaceous
energy plantations

Asone of thetoolsfor
restructuring, it contributesto a
reduction of the overweight of
cereals (70% of arable land).

Aidintensity isidentical
with the one for the
deployment of plantations.

Modernisation of the fruit and
grape plantations

The age and variety mix of the
plantations is inapproriate (the
share of aged fruit plantationsis
30-50%, 50% of the grape
plantations is older than 20
years). Taking into account of
the market outlook and the
given variety mix, annualy, 2-
3,000 ha of orchests and
vineyards shall be planted or
modernised. Doing so, an
improvement in quality, a
market-oriented product
structure, an increase in income
and job creation impact can be
expected. With the exception of
power machinery, itis
reasonable to modernise the
technical and technological
background of the farms,
especidly the family farms
(machinery for plant care, for
post-harvest phases). It is
important to mechanise some
elements of the production
technology (preliminary and
green cuts, harvest).

Special support is provided
for thejoint investments of
the producersCassociations
and for bio-production.

Aid intensity in the case of
fruit plantation generally is
40%, in the case of young
agricultural producers, 50%,
increased to not more than
60% for young farmers
activein LFA or NATURA
2000 aress.

Improvement of an energy-
saving, environment-friendly,
innovative technical-
technological background in
arable crop production (cereals,
oil seed crops), with a
reduction of yield fluctuations

The cost portion of machinery
operation is high, whichis
particularly effecting for the
competitiveness of the small-
scale family farms. Insufficient
available of modern tools for the
cultivation of soil, distribution
of fertilisers, partial absence of
the preconditions for areduction
of high load for sails, the
transportation infrastructureis
weak, dueto the
backwardedness of produce
selection, material handling,
storage losses are important. We
make use of only afragment of
our potential inirritation, thisis
one of the reasons for important

Aidintensity in agenera
caseis 25%, but
- in the case of particularly
supported machinery
(according to a separate list),
itis35%,
- in the case of machinery
and other investments for the
post-harvest phases (drying
of the produces,
manipulation, storage) it can
be up to 40%, but

- in the case of
investments made by young
farmersor in NATURA
2000 or LFA areas, it is 50%
and, where the applicant isa
young farmer and the
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fluctuationsin yields. The
average age of the machinery
and equipment used in
production is 12-15 years. The
machinery mix in terms of
performance does not harmonise
with the structure of land use. In
a European comparison, the
performance per unit and the
density of machinery islow. The
use of corn for non-food and
non-forage purposes has already
started (alternative energy), the
market outlook improved, no
corn surplus shall be expected
even in the medium term.

investment ismadein a
NATURA 2000 or LFA area,
it is 60%!

- in the evaluation of the
applications, additional
scores are given for the
procurement of energy-
saving and environment-
friendly machinery and
appliances, to investments
into sectors with higher
value-added

Applicants keeping livestock
can obtain higher scores
during the scoring phase.

Increase, modernisation of the
professional and IT skills of
agricultural producers (with
improvement of the access),
promotion of acquisitions of IT
equipment, with connection to
networks (GAZDA -net
Programme).

Typicaly, the skill levels of
individual farmers are low
(78.9% of them have no trade
qualifications), especially in
terms of expertisein modern
information technology.

Incentives shall be ensured
for registered producers
(above 2 EUME) to purchase
IT assets. IT tools purchased
in the framework of the
GAZDA-net Programme
receive a support of 40%.

Activities, sectors with no
support

Reasons

Purchase of power
machinery for arable crop
production (cereals).

Machinery investments (making
use of the SAPARD and ARDOP
funds) were oriented towards
rapid-return power machinery
purchases. At the sametime,
power machinery supply in
Hungary is still lower than the
average of the EU. In order to
retain the competitiveness it shall
be possible to apply for machinery
purchase at the aid intensity of
25% for atime period of 2-3
years.

Insufficient funds have been
dlocated to this measure,
which would be committed
in 2-3 years. Animal keeping
applicants and
environmental-firednly
machinery would be
prioritized. These aspects
would be reflected durig the
scoring.
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The strategic span of the Programme

The aim of this summary is to demonstrate that the Hungarian agriculture has a
clear view for the future, describe it, and also the way it can be reached by the
structural changes, part of which will be financed from the rural development fund.

Improving the competitiveness of the Hungarian agriculture aims at establishing a
sector, which, can generate 30% higher added value and slowing down the decrease of
the level of employment, and can contribute to the development of Hungary[s
agriculture and of the rural population(s living standard. Although Hungarian
agriculture is competitive, the need arises for structural changes. These can to acertain
part be financed by the rural development fund.

According to the evaluation of the agricultural sector and the countryside, the
Strategy must give answers to two interrel ated challenges.

1. The basis for generating added value is to develop a product portfolio
different from the current situation at two points;
A. thereisno structural surplusin any significant product,
B. agricultural growth shifts towards the production of higher added
value products
2. The micro-economic competitiveness of agricultural holdings must be
improved (in terms of the size of the holding, knowledge, R+D and the
supply of assets).
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1. A. Establishing the structural balancein agricultural
production

1.A.1. Analysisof the current situation

1.A.1.1. In Hungary, the area of cultivatable land, within this the proportion

of arableland islarge.

Comparison of national land-use with the land-usein the EU ¥

Definition EU-15 EU-10 EU-25 Hungary
Agricultural area

- total (1000 ha) 140987 38209 179196  |5864

- ratio of the total area, % 435 51,7 45,0 63,1
Arableland

- total (1000 ha) 74125 28663 102788  |4513

- ratio of the agricultural area, % 52,6 75,0 57,4 76,9
Employed in agriculture

- number (1000 persons) 6610 3824 10434 205

- ratio, % 4,0 13,0 54 5,2
Land endowment, ha/capita 20,7 10,2 16,7 28,6
Labour force density, capita/100ha 4.8 9,8 6,0 35
Territoria productivity* ((Zha) 1074 349
Work-productivity** (If [} 22902 10125

Y The data as regards the European Union are related to the year 2002, the data as regards Hungary are

related to the years 2004-2005.

* Gross added value per one hectare of agricultural area

** Gross value added per one person employed in agriculture (15= 256 HUF)

Source: 15+10 From Rome to Athens Statistical Analysis, CHSO 2003; www.faostat.fao.org; Employment
in Europe 2003. EUROSTAT, 2004. Hungarian Statistical Y ear-book

1.A.1.2. Within the production of arable crops, the production of surplus
cereals is dominant due to national production traditions and favourable
ecological conditions (see Annex 1.)

1.A.1.3. In Hungary, theyield of cereals production isbelow the average of the
EU-15 countries. (See Annex 2, 3 and 4).
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1.A.1.4. Thefact that theyields lagging behind the aver age of the EU isdueto
the fact that the technological level is significantly below the average of the EU,
and expenditures spent on technological improvement are also lower.

The indicators for performance endowment and machine density are low compared
to other European countries. While in the EU on average 5,2 kW engine power falls on
1 ha, in Hungary this indicator is only 2,1 kW/ha. In Hungary the size of cultivated
land by atractor is48,7 ha, inthe EU it is 19,6 ha.

1.A.1.5. As a conclusion, it can be stated that under the current structure of
cereals production, short-term tension can be experienced on the cereals market
in Hungary.

Description 2004 2005 2006
Harvested crops 8332 9050 8536
Total internal utilisation 4114 4178 4200
Utilisation of fodder 3572 3583 3606
Utilisation of seed 23 36 41
Production of bio ethanol 0 220 260
Other internal utilisation (industry) 519 340 292
Export 1320 1880 2150
Import 24 7 0
Closing inventory 4985 5114 6992
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Thefluctuation of the maize intervention stock
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1.A.2. One method for reducing the surplus of cereals on the long run isto
modify the land use structure

1.A.2.1. Within the framework of the changein land use structure:

a) 70 thousand ha of forest

b) 50 thousand ha of short rotation coppice energy plantations

c) 50 thousand ha of other energy plants (eg. energy cane, energy grass)
d) 25 thousand ha of vegetables and fruits

will replace arable land with the help of the interventions and measures of the rural
development programme.

Changein land use in the period of 2006-2013

Land use 2006 P'a;?g?]mem 2013
Area covered, thousand ha

Plough-land 4509,6 -95Y 4414,6
Garden 96,0 - 96,0
Orchards 102,8 +25 127,8
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Wineyards 94,3 - 94,3
Grassand 1014,5 - 10145
Agricultural area 5817,2 - 5817,2
Forests 1776,7 +70 1846,7
Reed 61,1 - 61,1
Fish pond 34,2 - 34,2
Cultivablearea 7689,2 - 7689,2
Arearemoved from cultivation 1614,2 - 1614,2
Total 9303,4 - 9303,4
Sharein total (%)

Plough-land 48,5 - 475
Garden 10 - 1,0
Orchards 11 - 14
Wineyards 1,0 - 1,0
Grassand 10,9 - 10,9
Agricultural area 62,5 - 62,5
Forest 19,1 - 19,8
Reed 0,7 - 0,7
Fish pond 0,4 - 0,4
Cultivablearea 82,6 - 82,6
Arearemoved from cultivation 174 - 17,4
Total 100,0 - 100,0

Source: Agricultural Statistical Y earbook 2005, CSO
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M easur es promoting the changesin land use structur e within the framework
of the New Hungary Rural Development Programme

Direction of the Measure/ article Target value The impact on the
changeinland (change) for reduction of
use 2013 surplus cereals

coming from the
decreasein
cultivated land
for 2013
(thousand tons)

The afforestation of | Modernisation of agricultural + 50 thousand
short rotation holdings /Article 26. ha
coppice energy
plants will 1320
increase

t/ha 4.8

year 2007 2008 2009 2010 2011 2012 2013 Total

thousandtons | 60 120 180 240 240 240 240 1320

thousand ha 13 25 38 50 50 50 50 50

By the partia First establishment of agroforestry + 70thousand | 1100
afforestation of systems on agricultural land ha
agricultural land, /Article 43
the proportion of
land covered by
trees will
increase.

t/ha 2,857

year 2007 2008 2009 2010 2011 2012 2013 Total

thousandtons | 50 100 150 200 200 200 200 1100

thousand ha 18 35 53 70 70 70 70 70

Renewable crop M odernisation of Plantation + 50 thousand | 1320
production for agricultural ha
energy purposes holdings

[Article 26

t/ha 4.8

year 2007 2008 2009 2010 2011 2012 2013 Total

thousandtons | 60 120 180 240 240 240 240 1320

thousand ha 13 25 38 50 50 50 50 50
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Increasein the size M odernisation of Plantation +25 thousand 880
of the land for agricultural ha
vegetables and holdings
fruits [Article 26
t/ha 6,4
year 2 007 2008 2009 2010 2011 2012 2013 Total
thousand tons 40 80 120 160 160 160 160 880
thousand ha 6 13 19 25 25 25 25 25

Measures promoting the change in the land use structure also have a significant
impact on the competitiveness of agricultural holdings. The increase in the size of
land, and to improve the competitiveness of the fruit and vegetables sector,
Investments in special machinery are needed.

1.A.2.2. A realignment is expected within the land use structure of cereals
production

The cultivable area of corn, which causes the current surplus in production, will
slightly decrease. It will give place to the production of:

a) rapeseed
b) sunflower
Direction of the change | Measure/ article Target value (change) | Theimpact on the
inland use for 2013 reduction of surplus
corn coming from
the decrease in
cultivated land for
2013 (thousand
tons)
The cultivated areaof | Modernisation of + 100 thousand ha 3.300
rapeseed will agricultural
increase holdings /Article 26
t/ha 6
year 2007 2008 2009 2010 2011 2012 2013 Total
thousand tons | 150 300 450 600 600 600 600 3300
thousand ha 25 50 75 100 100 100 100 100
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The cultivated areaof | Modernisation of +100 thousand ha 3.300
sunflower will agricultural
increase holdings/Article 26
t/ha 6
year 2007 2008 2009 2010 2011 2012 2013 Total
thousandtons | 150 300 450 600 600 600 600 3300
thousand ha 25 50 75 100 100 100 100 100

Market background, external market trends, export possibilities

Hungary is the second largest producer of sunflower out of the 25 Member States
of the EU with a share of 30% on the European market. Unlike the crops, the produced
sunflower and rapeseed can be fully used in the domestic processing capacities or can
be exported. The export of oilseeds of Hungary will increase by 620-640 thousand tons
by 2010. This is one of the fields of production Hungary can be competitive in long
term by using special machinery in the production.

The annual consumption of gasoil in Hungary is 2,2-2,3 million tons. Supposing an
unchanged level of internal consumption and the fulfilment of EU requirements on the
5,75% share of biodisel of renewable origin, it can be caculated that the internal
demand on bio-diesal will reach up to 130 thousand tons, ensuring the market for the
total rapeseed production in Hungary.™

1.A.3. Problems caused by the production of surplus cereals cannot be solved
merely by the changes in land use, they call for changes in the utilisation of
cereals produced.

1.A.3.1. The production of bioethanol must beincreased

Government Decision 2233/2004 (1X. 22.) envisages a rate of 0,4-0,6% of bio-
fuel by 2005 and 2% by 2010. This target was modified by Government Decision
2058/2006 (111.27.), increasing the share of biofuelsin total production to 5,75% by
2010.

19 Source: International Agri-marketing prospects, Agricultural Research Institute, 2006.
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Impact reducing
. . corn-surplus by
Intervention Measure/article Target (change) 2013 (thousand
tons)
Adding value to agricultural and
) forestry products
Suagttrl]ty O]; p roduc_ed [Article 28 within the frame of the | + 400.000 ha 13.950
10-€thanol INCTeaSING |1, devel opment programme
(EEOP)
Year 2007 2008 2009 2010 2011 2012 2013 Total

thousand tons | 450 1050 1650 2250 2550 2850 3150 13950

Report of the International Energy Agency (IEA) Orelated to OECD [on [Biofuels
for Transportl] makes reference to many sources gives 3,1-3,4 kg of maize
appropriation to produce one kg of ethanol. http://www.iea.or g/

The processing capacities for bioethanol and bio-diesel is summarized in the
following tables.

Planned capacities(t/year), bio-ethanol Planned capacities (t/year), bio-diesel
Factory Capacity Factory Capacity
Gyl 35000 Pacsa 11000
Glny 125000 M osonmagyar NIl 12000
AlmisfZit0 167000 Gy 50000
Dunaalmi(s 117000 Komlrom 150000
Szabadegyh(Za 150000 Blbolna 18000
Gyngy[s 37000 Gylngy!(Soroszi 20000
V [Sldosnam(ny 167000 Gylngy!(s 40000
HajdSmson 333000 Szerencs 11000
Kaba 100000 M [fISzalka 5000
Martf[J 100000 Polgld 50000
Szeghalom 100000 B@hama 5000
Csabacsld 117000 Bga 30000
Orosh(Za 100000 Tab 11000
Battonya 100000 Total: 413000
Kecskem(d 167000

Bldsam(s 117000

Fadd 100000

Mohlds 225000

Csurg[] 100000

Marcali 167000

Total: 2624000
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Market background

a. Increase of domestic consumption

According to the Government Decisions cited above, a significant internal market
for bio-ethanol is ensured.

Ethanol
Hungary 2006 2008 2010 2015 2020
Petrol consumption, in thousand

tons 1500 1560 1608 1745 1877
Blending proportion % 0.95 3.75 5.75 7 10
Demand for bioethanal, in

thousand tons 17 71 144 190 291
Demand for raw materials, in

thousand tons 54.4 227.2 460.8 608.0 931.2

Source: Energy Center Kht. and Mol Plc. Trend calculation based on data
EU objective

Agricultural Economics Research Institute calculation for energy content
Based on the international export index (OECD)

b. Trends of foreign markets, export possibilities

According to economic forecasts, the potential demand on bio-ethanol is
significant: to reach the target set in the Bioenergy Directive, there is a potential
demand for 22 Million tons of bio-ethanol in the EU by 2010. Based on this, no
decline can be forecasted in the crop production of Hungary, although the structure of
use of crop produced will significantly change. At present, there are dready a
production capacity of 3 Million tons for bio-ethanol in Hungary.™

The bio-ethanol production in the world took up to 45 Billion liter-sin 2005, out of
which 18 Billion was produced in Brazil, 15 Billion in the USA, 3,1 Billion in the EU
and another 10 Billion in other countries.

A detailed production structure and forecast for the world market can be found in
Annex 5.

1 Source: International Agricultural Prospects, Agricultural Research Institute, 2006.
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The use of biofuelsin the EU-25
(In the share of energy content,%)

National indicative

Member State The share of biofuels target 2020

2003 2004 |2005 |2005 2010
Austria 0,06 0,06 0,93 25 575
Belgium 0 0 0 2 575
Ciprus 0 0 0 1
Czech Republic 1,09 1 0,05 3,7 3,27
Denmark 0 0 na 0,1
Estonia 0 0 0 2 5,75
Finland 0,11 0,11 na. 0,1
France 0,67 0,67 0,97 2 7
Germany 1,21 1,72 3,75 2 575
Greece 0 0 na. 0,7 575
Hungary 0 0 0,07 0,6 575
[feland 0 0 0,05 0,06
Italy 0,5 0,5 0,51 1 5
Latvia 0,22 0,07 0,33 2 5,75
Lithuania 0 0,02 0,72 2 575
Luxemburg 0 0,02 0,02 0 575
Mata 0,02 0,1 0,52 0,3
Netherlands 0,03 0,01 0,02 2 575
Poland 0,49 0,3 0,48 0,5 575
Portugal 0 0 0 2 5,75
Slovakia 0,14 0,15 na. 2 5,75
Slovenia 0 0,06 0,35 0,65 5
Spain 0,35 0,38 0,44 2
Sweden 1,32 2,28 2,23 3 5,75
United Kingdom 0,026 0,04 0,18 0,19 35
EU-25 0,5 0,7 1,0 14 5,45 10

Source: European Commission
The main reasons to increase the bio-ethanol and bio-diesel production are:

1. In case of bio-diesal inland production shall satisfies only inland demands
beside above mentioned blending proportions.

2. In Hungary consider to bio-diesel capacities materialize by the help of foreign
fund possibilities of housings of foreign market are guaranteed.
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3. In case of bio-ethanol prospective inland production in coming years exceeds
the inland demand on the score of blending proportion. Forasmuch several
memberstates of EU are cannot fulfill the expected blending proportion from
inland production, therefore steady market position is guaranteed to inland
producers.

4. In case of inland bio-ethanol capacities swedish and finnish producers (by
means of their investments) [Jwho shall consume produced bio-ethanol in their
home country Care directly interested.

1.A.3.2. Animal husbandry shall be improved

Increase in live-stock results in increasing fodder utilization, whose cumulated
impact lowers the grain-surplus produced.

1.A.3.2.1. Pork

Expected development of pork stock until 2013

Swine stock 2006 2007 2008 2009 2010 2011 2012 2013
(thousand
animals) 3842 3850 3950 4079 4214 4439 4539 4846

Source: calculations of the Research Institute for Agricultural Economics, Department for Research in
Agricultural Politics

Year 2007 2008 2009 2010 2011 2012 2013 Total

thousand tons 5 30 55 80 105 125 175 575*

* The caculations ae based on the survey of Danske Slagterier  [2006].
http://www.danskeslagterier.dk/

The main reasons to increase the pork stock production are:

1. Inthe year of 2000 pork stock was approximately 5 million in Hungary.

2. Livestock has decreased by more than one million animalsin last three years.
3. Since Hungary joined EU import dramatically increased (both livestock and
pork).

Slaughterhouses and processing plants increases their supplies based on import.
Hungary became to net importer.

Decrease of import and increase of inland basic commodity demand is expected
In comming years.

7. Consumption in Hungary only 28,8 kg/year/person in case of pork, which rate
is lessthan EU-average (42 kg) by more than 10 kg.

Increase of consumption is expected.

Export positions of Hungary are on the up grade by join of Romania, or rather
uneasily entry of Polish pork into Russian market.

o0 M
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On the whole the above mentioned facts justify the increasing of pork stock in
comming years.
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Pork production between 1970 and 2004 (1000
tons)

Currently there is no sufficient supply of slaughter pork on the pig market, because
the stock of individual farmers decreased by 1 million animals following accession, at
the same time this lacking quantity cannot be supplied by agricultural holdings with
legal entity. That iswhy the processing industry increased the import of live-swine and
pork in the previous 3 years significantly. The presently high quantity of live-pig- and
pig-import could be substituted by increasing domestic swine stock. Pig stock could be
increased between 2007-2013 by 2 million animals, although this largely demands the
completion of necessary investments in technology (technology of foddering, heating,
modernization of ventilation, updating of space capacities).

Intervention Measure/article Target Impact reducing corn-surplus due to
(change) increase in fodder utilization by
by 2013 2013 (thousand tons)

Increase of pig Modernisation of agricultural +1 million | 575

stock holdingg/Article 26 animals

Meeting standards on
Community legidation/Article
31
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1.A.3.2.2. Poultry-meat

Expected development of poultry-meat stock until 2013

Output of 2006 | 2007 2008 2009 2010 2011 2012 2013
meat-
broiler
(thousand | 442 | 40 455 460 465 470 475 480
tonnes)

Source: calculations of the Research Institute for Agricultural Economics, Department for Research in
Agricultural Politics
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* The calculations are based on the survey of ITAVI (Institut Technique de I’AViculture) [2005].
http://www.itavi.asso.fr/

The main reasons to increase the poultry-meat production are:

1. Within the increase of poultry-meat production increase of production of other
races (turkey, duck, goosey) is expected in comming years.

2. Maize-demand of these racesis higher than maize-consumption of meat broiler.

3. Market position of these racesisfavorable in view of the whole memberstates
(competition is not so sharp asin case of broiler).

On the whole increase of production by the rate of 8% is expected.

Output of meat-broiler production is expected to slightly increase between 2007-
2013. Production is expected to cover the domestic demand, but in order to prevent

from further decrease in production and import-dependency the sector demands
additional investments.
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Poultry meat production between 1970 and
2004 (1000 tons)
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Intervention Measure/article Target Impact reducing corn-surplus due
(change) by | toincreasein fodder utilization
2013 by 2013 (thousand tons)
Increasein A Modernisation of agricultural | +38 thousand | 140
meat-broiler holdingg/Article 26 tons

stock M eeting standards on

Community legislation/Article
31

1.A.3.2.2. Cattle

Expected development of cattle stock until 2013

Cattle stock 2006 2007 2008 2009 2010 2011 2012 2013

(thousand
animals) 702 705 715 730 745 760 780 800

Source: calculations of the Research Institute for Agricultural Economics, Department for Research in
Agricultural Politics

Y ear 2 007 2008 2009 2010 2011 2012 2013 Total
Additiona

thousand

tons of cerea

needed 5 5 10 20 30 45 60 175

The calculation is based on the research of the Agricultural Research Institute.
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Beef and white meat production between 1970
and 2004 (1000 tons)

250,0
200’0 /A\/\/A\’\

150,0 \/\

10 \/_\/\
50,0

0,0 rcrrrrrrrrrrrrrrrrrrrrrorrord

QO & o & H PP P
RN N NN SR N N JEN M )

Based on the data of the ARDA, the basic information for the milk quota period is
the following:

Quota: 1,947,280 tons + 42,780 (100%)
Quota distributed: 1,855,244 tons (93%)
Quota achieved: 1,600,194 tons (80%)

Therefore the available milk quota provides opportunities for the further expansion
of milk production and for increasing the cattle stock.
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Milk production between 1970 and 2004
million ltrs)
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The main reasons to increase the cattle-stock production are:

4.
5.
6. Within animal-husbandry sector the most profitable is meat-cattle breeding.

1. Cattle stock has continually decreased in last ten years.
2.
3. Domestic consumption is the lowest in the EU-25, less than 4 kg/year/person,

Import isincreasing since Hungary join EU.

while the same statistic in EU-15 is 19 kg/year/person.

Because of the EU became to net importer in case of beef in last years, thereis
an obvious market possibility to produce quality beef in Hungary.

Rate of meat-cows continually increase since Hungary join EU.

On the whole increase of production is predicted in case of meat-cattle sector, in
which case possibilities of EUmarket make real this trend.
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Rate of change:

Denomination
2004 compared to
1980
Pork* production * 59,2

Beef and white meat ‘production® | 27,0

Horse- and sheep meat'production” | 44,4

Poultry meat® production? 131,1
Egg production* 75,9
Milk production’ 74,8

'In weight of boned meat

“With livestock export

*In chopped weight without animal
fat

“Data concerning only hen egg
production until 1996, from
1997 items include other poultry
egg production

*Milk with butter

Production of animal foodstuffs (kg/person), 2003

Of which:
[ —~
3|3 g > = 8
= x = X =
Country g ;8;3 = & & g -L% s iy
Austria 105 27 | 63 14 0 427 198
10
Belgium 168 26 1 39 3 337 306
32 29
Danmark 394 27 7 38 0 867 270
France 109 28 | 39 35 14 412 270
Netherland 149 29 | 87 32 36 668 720
10
Ireland 246 142 | 54 33 8 1328 144
Hungary 115 6 60 47 2 207 270
Germany 80 15 51 12 3 343 180
ltaly 74 20 | 28 20 9 192 216
Portugal 69 9 32 24 19 201 180

Source; International statistics annual,
KSH
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Intervention | Measure/article Target (change) by Impact reducing corn-surplus

2013 due to increase in fodder
utilization by 2013 (thousand
tons)

Increase in Modernisation of agricultural | +100 thousand 175
cattle stock | holdings/Article 26 animals

Mesting standards on

Community

legislation/Article 31

Measures that promote the change in the structure of use of crop produced largely
contribute to creating more added value in the production chain (animal husbandy and
bio-ethanol production).

Market background

a. Increase of domestic consumption

The level of domestic consumption of most foodstuffs is dlightly increasing
(meat 70kg/person O of this: pork and broiler 30-30 kg/person, flour 90 kg/person,
milk 150 kg/person, vegetable-fruit 210 kg/person). The enhancement of the
consumption level of fruits and vegetables is of national importance due to common
health and is accordingly the development of the sector (which is substantiated on both
the producer and consumer side) is displayed in the nationa strategy. The domestic
conditions of the fruit- and vegetable production and the expansion trend make the
domestic enhancement of this product line a realistic objective. The composition and
structure, and the level of foodstuff consumption is stable and high enough in Hungary
to realise a dight increase in consumption and to insure that the domestic market shall
remain a stabile but moderately increasing absorbing market for Hungarian
products.

In the surveys of the Hungarian Statistical Office it is shown that milk consumption
Is growing due to the increasing incomes. Mainly high added value products (cheese,
yoghurt, milk desserts) are affected by thisincrease.
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Beef and white meat consumption per person
between 1970 and 2004 (kg)

12

10

N

0

O S LS . ST RN~ S~ AR o~ S~ B MR of
S N NS I N N N R N RN N O S

Milk consumption per person between 1970 and 2004 (litre)
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Poultry consumption per person between 1970 and 2004 (kg)

Pork consumption per person between 1970 and

50 - 2004 (kg)
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b. Trends of foreign markets, export possibilities

Hungarian exports concerning foodstuffs amounted to 3.3 billion euros and our
import to 2.4 billion euros in 2005, therefore our sectoral foreign trade balance sank
below 1 million euros (0.9 million euros) for the first time. The exports of Hungarian
foodstuff industry may reach 3.9 billion euros by 2008, and 4.5 billion euros by
2013 due to the widening basis of export commodities and the favourably
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changing export structure. To ensure the right quality in the right quantity of export
products, the technology used in the production shall be still improved. The increase of
import has exceeded the increase of export since 2001, which tendency is going to
persist in the future [Jin a modest pace. Presuming an increase of annually 2 percent
our import may reach 2.7 billion euros by 2008 and 2.85 billion euros by 2013.
Therefore our foodstuff foreign trade balance is expected to be some 1.2 billion euros
by 2008, and some 1.5 hillion euros by 2013.

Theincrease of milk production may be based on the export possibilities:

The export of raw milk to Italy is growing rapidly: In 2004, Hungary
exported 23,837 tons, in 2005 82,562 tons and in 2006 this figure was
157,793 tons.

Raw milk exportsto Italy

Tonna
14 000

12 000 A
10 000 A
8 000 A
6 000 A
4 000 A

S 1111111

Source: CLAL

* Tonna> Tons

* Nyersteg] > Raw milk

* FIIZ( tg) > Skimm  ed milk
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Theworld market of dairy products: The prices of dairy products and milk grew
at the end of 2006, which was the result of an output reduction of the EU and
Australia. It is expected that all dairy products will exceed the 2006 price level in
2016. The growing influence of redistributorsCinetworks and multinational dairy
companies, the longer expiry periods of products, the better refrigeration and storage
equipment, the growing incomes and a larger demand by developing countries for
dairy products (e.g. China or Brazil, where the increase of milk consumption is part of
the government agenda) may all be considered positive changes. In the medium term
the price of butter and cheese may increase. Milk production is growing worldwide;
output is being extended in low production cost countries outside the OECD (China,
India, Argentina, New Zealand and Ukraine). It is expected that the milk and dairy
product trade balance of the EU and the US will decrease by 10% and 30%
respectively. On the other hand, the same figure regarding Ukraine and Argentina will
grow by 14% and 60%. Argentina can become a mgor player in the milk-powder and
cheese market by 2016. Russian dairy imports (mainly cheese and butter) may grow by
more than 50% in the medium term. [OECD-FAO, 2007]

1.A.4. Development of logistical capacities, promotion of launching products on the
market, agri-marketing

The competitiveness of Hungarian agriculture and food economy in the export
can be also improved by agri-marketing. International examples illustrate that
countries with considerable boost in exports possess strong food economic marketing
organization. The relationship between agricultural marketing and exports successes is
widely shared. External market organizations with well-constructed general functions
and the agricultural diplomacy and marketing, as well as well-financed and appropriate
operation together produce a synergic impact on the successful expansion of food
exports. In case the competence of external market players with various roles is made
clear, their activities are harmonized, and resources are alocated on agricultural
marketing (teaming with producers), the opening of newer market segments can be
expected to open for Hungarian agricultural and food products.

The development of logistic capacities can provide better market access for
agricultural products as well as can contribute to competitiveness through decreasing
the cost of transportation, animation and product handling. Logistic capacities shall
ensure the access to far-distance export markets (India, China) as these countries have
an increasingly important role in the agricultural trade and have significant demand on
agricultural products.

Hungary is a landlocked country, which causes additional transportation costs
for agricultural commodities, resulting a drawback in competitiveness and market
positions. To tackle this disadvantage, and to ensure the appropriate quantity in good

73



qguality in the long run on the export markets, - besides further technological
improvement in the production [Ja developed transport logistics system is required
exploiting the possibilities of water and rallway transportation. With integrated
logistics concept and investments mostly based on the financial resources of the

Structural Funds, agricultural products can have a better market access in the coming
period.

Summary of point 1.A.

As the result of the interventions and measures described below, the structural
balance can be also ensured at the current level of crop production in Hungary. But on
the other hand, in order to sustain the balance and ensure the competitive edge of the
sectors using the crop stocks in Hungary (animal husbandry, bio-ethanol industry), an
improving cost-structure in the production of crops shall be reached. This question can
be examined at micro-level (at farm-level). This needs the improvement of the
competitiveness of crop production through the use of improved (cost effective and
environmental-friendly) technology.
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1.B. Thedomestic agricultural production will shift towards the production of
commoditieswith an increased added value.

1.B.1. Analysis of the current situation

1.B.1.1. The quantity of export of agricultural productsislow when compared to the potentials

Area intensity of agricultural exports

The area intensity of Hungarian agricultural exports, i.e. the international
comparison of the value of agricultural exports from one hectare of agricultural land,
also suggests that in this sector the added value in Hungary isrelatively low. The value
of agricultural exports from one hectare of agricultural land was 704 USD in case of
Hungary in 2005. The relatively small-area Benelux countries and Denmark export a
large proportion of animal products and processed food and thus they show much
higher area intensity than any other country: the Netherlands 24,535 USD/ha, Belgium
17,317 USD/ha, and Denmark 4,945 USD/ha. At the same time, however, from this
aspect Hungary is lagging well behind Germany (2,313), Italy and France (1,582 and
1,578 respectively), but aso behind Austria and Slovenia. Regarding this index, the
international position of Hungary became even worse between 1999 and 2005.

1.B.1.2. Relatively low proportion of processed products in Hungarian food
exports

In 2005 the EU average of the proportion of processed products was 78 %, in
terms of raw materials it reached 22% compared to the total of food exports. In
Hungary this level fell even lower with processed products with 69% in 2005. At the
same time, this value in Poland, achieving considerable exports successes recently,
reached 80%, but DenmarkIs share also exceeds the EU average.

Rate of processing EU25 Hungary Netherlands | Denmark Poland
Processed (%) 78 69 78 79 80
Raw materials (%) 22 31 22 21 20

1.B.1.3. The Hungarian highly-processed exports products are facing intense
competition

The comparison of the international market situations concerning 37 of the most
significant exported Hungarian foodstuffs with 36 competitive countries proves that
many products at risk in terms of competition belong to the product group with high
added value: food supplements, bakery products, chocolate, cheese, wine, sweets,
preserves, vegetable and fruit juices, alcohol free beverages, sausages, and coffee. This
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also justifies that in an ever more concentrated commercial environment the conditions
for entering and remaining in the market require the most substantial financial and
human investment in case of sectors producing secondary food commodities.

1.B.1.4. In international comparison, R&D activity in Hungarian food
industry is not sufficient

Hungarian food industry [0 especially the small- and medium-sized food
businesses in rura territories [Jis characterized by occasional innovation activity as
opposed to old EU member states where 60-65% of companies possess an own R&D
department or at least a responsible person. In Hungary less than 1.0% from the 5.4
million Euro value added by production by the food industry is spent on research and
development, while this proportion is between 0.3% and 1.5% in EU states with more
significant food industry performance. This problem is further exacerbated by the fact
that the higher payments and better working conditions in Western European countries
threaten to result in the brain-drain of qualified R&D experts and industrial
professional from new member states.

1.B.1.5. Summary of the current situation

In 2004 in Hungary an average of 366 Euros of added value was produced in
one hectare. This value in the EU-25 average reaches 818 Euros. The difference is
over twofold. If, based on this index, the member states are put into alist, Hungary is
to be found in the last third, and from among the new member states Slovenia and
Poland are in a better position than Hungary.

Hungarian crop farmers produce 303 Euros of added value in one hectare of
agricultural land as opposed to the 540 Euro value of the EU-25. The difference is
striking even in case of crop farming sectors in the least unfavourable situation.

1.B.2. The solution istheincrease of added value of agricultural products

1.B.2.1. Theimpacts of the decrease of surplusin crop production

1.B.2.1.1. Theincrease of animal stock
Animal husbandry has a significantly stronger added-value creating role.
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Value of . Net added
Counries | fixedasts | VOO IR ARSI R etk | VAuealueof

Euro/ha fixed assets
Hungary 1769 4125 366 854 0,21
EU-25 average 6731 7968 818 968 0,12

Currently the ratio of crop production and animal husbandry expressed in gross
production value is 55/36. The objective of Hungary is to diminish the imbal ancement
of the two branches.

The gross production volume broken down by the main activities (sectors).

Gross production volume at .
N current prices The share of gross production

Activity/Sector (Billion Ft) volume (%)

2003 2004 2005 2003 2004 2005
Crop production 700,8 967,9 835,8 49,5 58,4 55,0
Animal husbandry 587,3 541,7 556,9 41,5 32,7 36,6
Non-agricultural activity 51,9 50,5 39,9 37 3,0 2,6
Agricultural services 76,7 96,4 87,8 54 58 58
Total agricultural production | 1416,8 1656,6 1520,3 |100,0 100,0 100,0

Source: Agricultural Satistical Yearbook 2005, CSO, 2006

Note: When comparing only the total production volumen of the two main sector, it
can be concluded that crop production has a share of 60%, while animal husbandry has
ashare of 40% of the total. (2005).

1.B.2.1.2. The increase of the area used for horticulture, the improvement of
the horticultural sector

1.B.2.2. Increasethelevel of processing agricultural products

1.B.2.3: Investments aiming at quality production
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Summary of measures aiming at increasing the added value of agricultural
products

Objective Measure Justification
Increase the added value of | Adding valueto agricultural and | Creating more added valueisthe
agricultural products forestry products key element in increasing
Increasing the level of competitiveness, market
processing orientation and innovation.
Investments aiming at
guality production
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2. Supportive business-environment at micro-level

2.1: Analysis of the current situation

2.2.1: The increase of the size (land) of holdings have been experienced in
Hungary and thistendency islikely to be continued.

Thenumber of private farms and economic or ganisations and the land cultivated by
them broken down by the size of land, 2000-2005

_ Holdings Land cultivated _
The size of ; The average size
holding Numbe in p(;:centage Hectare % of aholding, ha
2000
Private farms
Under 10 ha 874040 94,5 928387 35,5 1,06
10-50 ha 43630 4,7 898187 344 20,59
50-100 ha 4654 0,5 317613 12,1 68,25
100-300 ha 2218 0,2 351598 134 158,52
Above 300 ha 249 0,0 118533 45 476,04
Total 924791 100,0 2614318 100,0 2,83
Economic organisations
Under 10 ha 787 14,6 3067 0,1 3,90
10-50 ha 1356 25,1 40640 1,1 29,97
50-100 ha 593 11,0 45625 1,2 76,94
100-300 ha 1101 20,4 232724 6,1 211,38
Above 300 ha 1555 28,8 3511944 91,6 2258,48
Total 5392 100,0 3834000 100,0 711,05
Total number of holdings
Under 10 ha 874824 94,0 893996 139 1,02
10-50 ha 44986 48 957165 14,8 21,30
50-100 ha 5246 0,6 370579 5,7 70,64
100-300 ha 3320 04 592952 9,2 178,60
Above 300 ha 1804 0,2 3633495 56,4 2014,13
Total 930180 100,0 6448000 100,0 6,9
2003
Private farms
Under 10 ha 662856 93,6 669752 284 1,01
10-50 ha 37132 5,2 763578 324 20,56
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50-100 ha 5130 0,7 354326 15,0 69,07
100-300 ha 3062 04 509682 21,6 166,45
Above 300 ha 153 0,0 60351 2,6 394,455
Total 708333 100,0 2357689 100,0 3,33
Economic organisations

Under 10 ha 1190 17,3 4514 0,1 3,79
10-50 ha 1764 25,6 46526 13 26,38
50-100 ha 836 12,1 60414 1,7 72,27
100-300 ha 1567 22,7 307975 89 196,54
Above 300 ha 1534 22,3 3052663 879 1990,00
Total 6891 100,0 3472092 100,0 503,86

Total number of holdings
Under 10 ha 664046 92,8 673922 11,6 1,01
10-50 ha 38896 54 810340 13,9 20,83
50-100 ha 5966 0,8 414497 7,1 69,48
100-300 ha 4629 0,6 817918 14,0 176,69
Above 300 ha 1687 0,2 3113103 534 1845,35
Total 715224 100,0 5829781 100,0 8,15

2005
Private farms
Under 10 ha 616070 93,45 574154 25,3 0,93
10-50 ha 34149 5,18 699147 30,8 20,47
50-100 ha 5340 0,81 369990 16,3 69,29
100-300 ha 3494 0,53 556913 24,6 159,39
Above 300 ha 198 0,03 68281 30 345,25
Total 659251 100,00 2268486 100,0 3,44
Economic organisations

Under 10 ha 1193 16,83 4474 0,1 3,75
10-50 ha 1784 25,17 46803 14 26,24
50-100 ha 918 12,96 65042 19 70,83
100-300 ha 1486 20,97 282194 8,2 189,91
Above 300 ha 1706 24,07 3042874 884 1784,05
Total 7086 100,00 3441386 100,0 485,66

Total number of holdings
Under 10 ha 617161 92,62 578981 10,1 0,94
10-50 ha 35982 5,40 745709 13,1 20,72
50-100 ha 6264 0,94 435092 7.6 69,46
100-300 ha 4998 0,75 838780 14,7 167,84
Above 300 ha 1932 0,29 3111309 54,5 1610,09
Total 666337 100,00 5709872 100,0 8,57

Source: General Agricultural Datacollection, 2000 OTerritorial Data, CSO, 2000.;

The agriculture of Hungary, CSO 2004.,
The agriculture of Hungary, CSO 2006.
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2.2.1.1: It can be concluded that in the private sector, the concentration of
land and theincrease of holdingsisfostered by market-mechanisms.

2.2.1.2: Special programme will be launched that is tailored for semi-
subsistence farms (2-4 ESU) and young farmers.

The number of holdings, broken down by the size of the holding

The size of Private farms Economic organisations Tota
holdings agricultural Agricultural Agriultural
(ESV) Number | land,ha | Number land, ha number land, ha
Under 2,0 625863 399429 2197 6720| 628060 406149
2,1-3,0 24092 129146 210 2358 | 24302 131504
3,140 13855 114928 181 2885| 14036 117813
4,1-5,0 8574 93689 134 2594 8708 96283
51-6,0 6406 87730 145 2437 6551 90167
6,1-8,0 7576 130704 245 5942 7820 136647
8,1-12,0 7826 193422 386 12040 8212 205462
12,1-16,0 3764 146443 354 15132 4118 161575
16,1-40,0 6995 488418 1087 83184 8082 571602
40,1-100,0 1795 303213 1195 232864 2990 536077
100,1-250,0 125 19105 841 383804 966 402909
Above 250 24 4313 963 1406048 987 1410361
Totad 706895 2110540 7938 2156008 | 714832 4266549

Source: The agriculture of Hungary, 2005. CSOm 2006,

A magyar mezidazdaslg fbb [Jazatai (a kert[Szeti

[dazatok Kiviiel vel)

strukturllis szempontbll alapvetlén kiplusidk. A termellS meghatrozl,] nagyobb

r(Sz(il ([gazattll flgglen 55

-90 %-[{) nhy sz(z nagygazdaslg T[] tja ell1Ezek az

[Zemek nyugat -eur(pai |[ptikkel mirve (az ott jellemzllgazdikodisi miretekhez
hasonl fva) is kifejezetten nagynak, a miretgazdasigossig szempontj B hatKonynak
tekinthet[l[Zemek. A haza mezlgazdasigi [futermel(st (vagyis a feldolgozina K,
kereskednek [rtlkesfett mezlgazdasldi termikeket figyelembe vive, [S nem a
fogyasztinak kizvetlenll eladott termiket) mig az [Ssztermel [Snill is meghat(roz(bb
arlnyban (nlANy [dazatban szinte teljesen) ezek az [Zemek vigzik.

A misik oldalon tallThatj uk (aelmili utizedekben fontos, de jelenleg drasztikusan
cslkkenIszIm(S szerepl)l nlAny tlZezer gazdikod(i akiknek a termel(Se, illetve
kibocslilsa jellemzien az adott [gazat teljes termellSinek csak kisebb risz[i adja
R[@dSul ezen gazdikodk kiz [ sokan (de nem mindenki) k[Zvetlen [rtkesilSre
termel, [dy klasszikus nutermel [Si teviKenyslget nem vigez. Ezen gazdasigok j (1T
prognosztizllni szinte lehetetlen, hiszen dintlSeiket sokszor nem a gazdasigi
racionalitiSok motivljK, hanem sokkal in kBb kulturlis [S egy(D tlrsadal mi ingerek.
(PUdMI a sert(s ek az elmllt Wekben viszonylag magasak voltak migis 1 millival
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kevesebb sert(s tartanak hiznl] mint 5 NMvel ezellit, mert mid a vidki nipessg is
egyre kev(sbl[veszi maglra az [lattart[S terheit [S mellKhat(sait.)

2.2.2.: Improving the technology used in agriculture

A gradually decreasing tendency can be experienced when examining the amount
of support allocated for agricultural investments in last years. The peak was in the
years 2000-2003, using national resources for the modernisation of agricultural
holdings. In the Sapard and the ARDOP, the amount for these purposes was till
relatively significant. The New Hungary Rural Development Programme will be the
closing phase in this process.

Hungarian agricultural producers and holdings get a lower level of direct payment
as their counterparts in the EU-15 countries. This lower level of income only makes a
lower level of accumulation of capital, therefore lower level of technological
developments possible. In order to compensate this, support shall be given to
Hungarian farmers also in away [Jin the form of further technological investments -,
which approach is not launched in the EU-15 countries between 2007-2013. Support
for technological is aimed at mitigating the imbalancement of payments. This type of
support shall be in force until the difference in the level of direct payments exist.

The two trends described in the two paragraphs above makes it necessary to open
up a relatively strong technological modernisation measure at the beginning of the
period, continued by a [Soft landingtendency till the end of the programming period.

2.2.3: Increasing thelevel of skillsand knowledge

Summary of measures aiming at increasing the competitiveness at micro-

(holding) level
Objective Measure Justification
Sustaining a Modernisation of agricultural | Economies of scaeis one of the key
competitive farm holdings factorsin competitiveness
structure
Tailor-made solutions Setting up of young farmers | Providing development opportunity
for semi-subsistence through investment support for those
farming and young Supporting semi-subsistence | agricultural holdings, which
farmers agricultural holdings otherwise would not have the
undergoing restructuring possibility to stay on market
Improving the Modernisation of agricultural | Need for closing the technological
technology used in holdings gap compared to EU average,
agriculture therefore increasing
competititiveness
Fulfilling environmental
requirements
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Gradually decreasingrolein
agricultural policy, closing phase
Low level of investmentsin recent
years, therefore significant intention
for development

Good absorption capacity

Increasing the level of
skills and knowledge

Vocational training and
information actions
Use of farm advisory
services

Improving competitiveness by
investments in human capital and by
the provision of advisory services
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ANNEXES

Annex 1.
Major crops, areaunder cultivation 2000-2005
2000 2001 2002 2003 2004 2005* Change (%)
Name ha % ha % ha % ha % ha % ha % | 2000=100%
Total cereals 2818000 63.7 | 3080000 68.4 | 2953596 66.5 | 2885811 65.0 | 2994000 67.7| 2929104 66.2 103.9
Out of which:
wheat 1047505 23.3|1208708| 26.8|1110152| 25.0/1113755| 25.1|1176435| 26.6|1129732| 255 107.8
rye 44445 10| 50578 11| 48389 11| 45790 10| 46764 11| 46587 11 104.8
rice 3088 0.1 2567 0.1 2099 0.0 2541 0.1 2855 0.1 2665 0.1 86.3
triticale 87360 19| 117589 2.6| 130989 29| 138544 3.1| 158941 3.6| 158123 3.6 181.0
meslin 250 0.0 244 0.0 398 0.0 15 0.0 31 0.0 25 0.0 10.0
autumn
barley 153072 3.4| 202238 45| 201953 45| 175507 4.0| 187642 4.2| 173008 3.9 113.0
spring
barley 177600 3.9| 168045 3.7| 168507 3.8| 165279 3.7| 148781 34| 147785 33 83.2
oat 63278 14| 61985 14| 63132 14| 67768 15| 70617 16| 66964 15 105.8
maize 1244857 27.7|1285349 28.5|1205817 27.1|1144735 25.8 1207809 27.3|1204215 27.2 96.7
Green peas 29117 0.6| 29970 0.7 22202 0.5| 22308 0.5| 19500 04| 21141 0.5 72.6
Sugar beet 60318 13| 66876 15| 55307 12| 51353 12| 61824 14| 62179 1.4 103.1
Tobacco 5849 0.1 5311 0.1 5411 0.1 5298 0.1 6029 0.1 6716 0.2 114.8
Sunflower 320269 7.1 320638 7.1| 418020 94| 511191 11.5| 481415 10.9| 518623 11.7 161.9
Hemp grown fibre 69 0.0 342 0.0 0 0.0 0 0.0 629 0.0 585 0.0 847.8
Potato 46277 10| 36653 0.8| 33763 0.8| 31138 0.7| 31162 0.7| 25902 0.6 56.0
Silage maize 98699 2.2| 103294 2.3| 119459 2.7| 131765 3.0/ 101635 23| 93195 2.1 94.4
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Pickles crops 1878 0.0 1745 0.0 1049 0.0 885 0.0 1347 0.0 1115 0.0 59.4
Lucerne 165351 3.7| 157683 35| 155481 35| 157150 3.5| 154460 35| 156519 35 94.7
Clover 9746 0.2 9970 0.2 7370 0.2 5983 0.1 7179 0.2 8335 0.2 85.5
Total vegetables 89016 20| 90569 20| 114719 26| 116342 26| 99028 22| 86959 2.0 97.7
Other crops 134566 1.7| 161881 24| 193544 4.4| 177946 4.0 132.2
Out of which:
rapeseed 121838 2.7 110936 25| 126606 29| 70629 1.6| 103779 23| 122723 2.8 100.7
soya bean 22317 05| 20266 04| 25045 0.6 30340 0.7| 27390 0.6/ 33800 0.8 151.5
Tota area under
cultivation 4301516 95.6 | 4399160 97.7 4183173 94.2 | 4182074 94.3 | 4288796 97.0 | 4245670 95.9 98.7
Uncultivated area 198284 44| 105292 2.3| 258222 5.8| 255027 5.7| 134108 3.0/ 181033 4.1 91.3
Total arableland* |4499800| 100.0|4516100| 100.0|4515500| 100.0|4515500| 100.0|4422904| 100.0|4426703| 100.0 98.4

Source: Statistical Y earbook of Agriculture HCSO; Area under cultivation for major crops, 31 May 2005
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Annex 2.

Comparison of member states based on 2004 data of test oper ations

(Materia-type
Vaue of fixed Value of fixed Net added costs+ .
Member states assets assets e Oa/(;l]t;ed value E‘ﬁ;ﬂiﬁ‘éﬂ(“e valuelvalueof | depreciation)/ ﬁ;ﬁ?@gg‘;ﬁe
Euro/ha Euro/livestock fixed assets Production
value
Belgium 8673 3232 1708 637 0.20 0.69 0.23
Cyprus 12 445 9802 969 763 0.08 0.84 0.50
Czech Republic 1930 3442 359 640 0.19 0.80 0.42
Denmark 13659 8181 922 552 0.07 0.79 0.41
Germany 8 257 7 801 837 791 0.10 0.79 0.46
Greece 10 405 16 089 1920 2969 0.18 0.51 0.33
Spain 4587 8 826 981 1887 0.21 0.46 0.22
Estonia 893 2643 190 564 0.21 0.82 0.52
France 2584 3143 668 812 0.26 0.79 0.53
Hungary 1769 4125 366 854 0.21 0.82 0.49
Ireland 12 420 10 445 540 455 0.04 0.83 0.69
Italy 17 038 20 098 1831 2160 0.11 0.56 0.20
Lithuania 819 2 339 255 730 0.31 0.69 0.44
Luxemburg 9872 7977 757 612 0.08 0.90 0.68
Latvia 589 1925 168 548 0.28 0.89 0.72
Holland 42 013 13 144 2 846 890 0.07 0.70 0.11
Austria 10516 10 757 1132 1158 0.11 0.83 0.62
Poland 3653 4521 436 539 0.12 0.74 0.29
Portugal 3397 6 444 479 909 0.14 0.75 0.50
Finland 4941 8 547 637 1103 0.13 1.18 1.39
Sweden 4327 7477 305 528 0.07 1.01 1.03
Slovakia 2258 6211 256 703 0.11 0.79 0.38
Slovenia 15772 14779 387 363 0.02 1.00 1.13
United Kingdom 5783 6 828 470 555 0.08 0.84 0.59
EU-25 average 6731 7 968 818 968 0.12 0.71 0.38

Source: FADN public database (http://ec.europa.eu/agriculture/rica/dwh/index_en.cfm)

86




Annex 3.

Production and average yield of major cro

products (2000-2005)

Change (%)
Name 2000 2001 2002 2003 2004 2005 2000-2005
Production of major crop products (ton)
Ceredls (total) 9677730 13514730 10410270 8768768 16779333 16212463 167.5
Out of which: wheat 3624973 5153951 3909482 2941248 6006825 5088219 140.4
rye 86346 120580 95155 66832 125095 107308 124.3
rice 10600 7696 9759 11170 9595 9441 89.1
triticale 234984 391938 354645 277829 622296 567738 241.6
meslin 764 279 995 1165 135 29 3.8
autumn barley 529643 821146 596404 437076 820776 681048 128.6
spring barley 340352 464791 449468 373109 592589 509399 149.7
oat 96752 148116 136409 101028 217376 157354 162.6
maize 4980148 7841747 6112937 4532147 8332448 9050004 181.7
Green peas 47268 63828 48868 30069 64424 50235 106.3
Sugar beet 1968619 2894391 2271806 1806419 3527105 3515865 178.6
Tobacco 10473 8595 11221 11432 11413 11385 108.7
Sunflower 482415 627950 776875 992013 1186180 1107907 229.7
Hemp grown fibre 395 . 3779 1958 3643 3814 965.6
Potato 848639 902908 720820 577284 783686 656721 774
Silage maize 2352390 2931054 2641826 2268045
Pickles crops 39673 44205 13041 9525 3124315 2843762 1189
Lucerne (hay) 679224 836857 700793 548159 941617 805718 118.6
Clover (hay) 20932 27345 19976 13153 21194 17061 81.5
Rape seed 177909 203549 203970 107789 290551 282713 158.9
Linseed 880 778 463 701 1783 2818 320.2
Soya bean 30683 41442 56231 50127 64804 77963 254.1
Averageyield (ton/ha)
Whest 3.6 4.3 35 2.6 51 4.5 125.0
Rye 2.1 24 2 15 2.8 2.6 123.8
Rice 3.3 3.3 4.7 4.3 34 35 106.1
Triticale 2.2 3.3 2.7 2 4 3.6 163.6
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Autumn barley 35 4.1 3 25 45 4 114.3
Spring barley 1.7 2.8 2.7 2.3 4 35 205.9
Oat 1.3 25 2.2 15 3.1 2.5 192.3
Maize 4.3 6.2 5.1 4 7 7.6 176.7
Green peas 15 24 2.2 1.3 3 2.5 166.7
Sugar beet 34.8 43.8 41.1 35.1 56.7 57 163.8
Tobacco 1.6 2 2.1 1.9 1.7 106.3
Sunflower 1.6 2 1.9 1.9 25 2.2 137.5
Hemp grown fibre - 8.1 4.1 5.9 74 8.2 101.2
Potato 16.3 21.3 18.3 15.7 22.8 23 141.1
Silage maize 22.8 284 22.1 17.2

Pickles crops - 25.3 124 10.8 288 306 134.2
Lucerne (hay) - 5.4 4.5 35 6.1 5.2 96.3
Clover (hay) - 3.2 2.7 2.2 3.2 3.3 103.1
Rape seed 15 1.9 1.6 15 2.8 2.3 153.3
Linseed . 1 1.2 0.9 15 14 140.0
Soya bean 1.6 2 2.2 1.7 2.4 2.3 143.8

Source: HCSO
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Annex 4.

Comparison of Hungarian and EU land use”

Definition EU-15 EU-10 EU-25 Hungary
Agricultural area

- total (1000 ha) 140 987 38209 179196 5864

- proportion from total area, % 435 51.7 45.0 63.1
Arableland

- total (1000 ha) 74125 28 663 102 788 4513

- proportion from agricultura area, % 52.6 75.0 57.4 76.9
Employeesin agriculture

- number (1000 persons) 6 610 3824 10434 205

- proportion, % 4.0 13.0 54 52
Land supply, ha/person 20.7 10.2 16.7 28.6
Employee density, person/100ha 4.8 9.8 6.0 35
Area productivity* ((Zha) 1074 349
Labour productivity** (IZperson) 22902 10125

Y'EU data refer to 2002; Hungarian data are from 2004-2005
* Gross added value per one hectare of agricultural area
** Gross added value per one person employed in agriculture (10= HUF 256)

Source: 15+10 From Rome to Athens Statistical Analysis, HCSO 2003; www.faostat.fao.org; Employment in Europe 2003. EUROSTAT, 2004. Hungarian Statistical
Y earbook
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Annex 5.

World production of bio-ethanol:
plus 39 Million m3 (185%) in 10 years
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Annex 3: The Ex-ante Evaluation

| ntroduction

Background of the ex ante evaluation

The current document is presenting the final report of the ex ante evaluation of
the New Hungary Rural Development Programme 2007-2013. The object of the ex
ante evaluation has been the latest version of the rural development programme to be
submitted officially to the EU Commission. The report details the background,
processes and limiting conditions of the ex ante evaluation activities jointly performed
by PricewaterhouseCoopers Kliyvvizsglll[S Gazd aslgi Tanldsad[1Kft. and its
subcontractors. CEDEC KIz[p -eurlpai Fejlesztld [S Gazdasigi TanldsadllKft.,
Agrid-Eurlpa Kft. and Fitzpatrick Associates Economic Consultants Ltd.

The ex ante evaluation expert team has been granted with this commission in a
public procurement procedure announced by the Ministry of Agriculture and Rural
Development. The work was commenced back in May 2006. The first interim report
of the ex ante evaluation of the Mew Hungary[dRura Development Plan was
compiled by 27 November 2006. This document focused on the evaluation of the
analysis of the current situation and the correctness of the SWOT analysis. The
evauation put down findings and recommendations in relation to the structure,
contents and quantifiability of the situation analysis. However, during the ex ante
evaluation process the evauators also followed and gave an opinion on the New
Hungary Rural Development Strategic Plan. This document forms the basis of the
programme and the two documents have to be in compliance with each other. The next
milestone of the evaluation process was the evaluation of the Programme prepared by
18 January 2007. That stage also marked the onset of the very intensive joint activities
by the programmers and evaluators, which lasted until the submission of the
programme and the ex ante evaluation to Brussels on February 19. The programmers
and evaluators reframed the SWOT analysis. They did harmonize the SWOT and the
strategy, which was then shown in the programme in the form of a set of charts. They
worked intensively on the finalization of the indicator system, in particular on the
guantification of the objectives. After the official submission, the evaluators took part
in the Brussels negotiations of the Programme, and in the light of the opinions worded
by the Commission and in order to follow changes in the NHRDP the ex ante
evaluation report was updated. The evaluation can be regarded as closed when the EU
Commission accepts the Programme. The preparation of the ex ante evaluation is
mandatory according to Article 85 of Council Regulation (EC) No. 1698/2005, and it
is part of the elaboration of the rural development programme. Its am is to optimize
the use of the sources attached to the Programme and the general improvement of the
quality of the programming. The evaluation identifies and evaluates according to the
Regulation guideline:
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Medium and long-term needs;
Aimsto be realized;
Expected resullts;

Aimsin numbers (aim values), especially in the aspect of the effect compared to
the starting situation;

Community added value;
Extent of the consideration of the Community priorities;
L essons drawn from the previous programming; and

Quality of the processes for the implementation, monitoring, evaluation and
financial management.

The evaluators took into consideration the relevant sources of law, methodological
guidelines (among them primarily the working document [Rural Development 2007 -
2013, Common Monitoring and Evaluation Framework Guidelines for Ex-Ante
Evaluation), Community Strategic Guidelines recommendations, the guidelines of
Hungarian policies, strategies of the applicable studies, previous evaluations, partner
opinions and other programmes. However, the work was significantly based on the
regular and ad hoc meetings with the planners, experts of MARD, AKI, VITI, on the
remarks of external experts and the opinions formulated on the level of enforcement
(ARDA).

The ex ante evaluation process has been based on the interactivity between the
planners and the evaluators. The final evaluation report was formulated as a result of
continuous contact, regular conciliations and exchange of opinions. During these
conciliations and meetings, recognized Hungarian and Irish agricultural and rural
development experts, representatives of the Hungarian Universities and research
institutes have contributed to the discussions.

During the conciliations, the ex ante evaluators supported the planners in a few
practical planning questions. Among others the clarification of the structure of the
measure descriptions and the requirements concerning their content, the elaboration of
the rules on the redlization of the Programme, but primarily in the finalization of the
indicator system of the Strategic Plan and the Programme. The aims of the output and
the expected results and effects were specified and re-calculated in a workshop lasting
for two days.

The stated and discussed expert opinions were taken into consideration by the
MARD and have mostly been build into the draft programme.

The ex ante evaluation addressed also the requirements of the environmental
assessment provided for by Directive 2001/42/EC of the European Parliament and of
the Council. The Env-in-Cent Kft. was responsible for the Strategic environmental
assessment, made in cooperation with the experts of natural protection NGOs.
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The methodological approach

Assessment of medium- and long-ter m needs

The assessment of medium- and long-term needs of the Hungarian agricultural
sector and forestry, the rural environment, as well as the rural society and economy in
general was based on the situation analysis and SWOT analysis of the draft
Programme. The ex ante evaluators reviewed the text, compared it to earlier longer
versions (i.e. draft texts from spring-autumn 2006, prepared by AKI, VIl and
Ministry officials), and to other analyses on the sectors concerned (i.e. background
papers brought forward and reviewed by the sector expert members of the evaluation
team). The am of the comparison was to establish eventual information gaps or
contradictions, and to suggest the inclusion of descriptive or analytical parts to make
the analysis more comprehensive. A grid with the proposed structure for the situation
analysis was set up, and was used for judging the appropriateness of the draft text in
terms of coverage and its logical flow. The main headings of this grid were translated
into hain topicsCand included in the ex ante evaluation report.

In addition, the SWOT-analysis was compared to the content of the situation
analysis, with a specific focus on assessing its validity in light of the quantified
baseline indicators. A specific two-day workshop was dedicated to the situation
analysis and the SWOT anaysis. On the workshop, the evaluation team and the
officials responsible for the programming jointly reviewed the structure and content of
the situation analysis and the SWOT analysis, with determining areas missing or
incomplete. Most notably, the ex ante evaluators proposed the improvement of the
situation analysis with an outlook on the devel opment of the main agricultural sectors.

The ex ante evaluators also interacted in the preparation of the final version of the
Programme on a series of workshops, where they - together with the planners - went
through the text using the grid on the proposed structure of the analysis, and proposed
and discussed further amendments.

Goalsto be achieved, evaluation of the strateqy chosen

The ex ante evaluators put |ess emphasis on assessing the overall strategic decisions
made, including the allocation of funds between Axes, but focused on the strategies
employed under the specific Axes. In light of the limited experience with, and a lack
of evaluation results on, agricultural and rural development policy planning and
programming, the evaluators did not see much opportunity to include an assessment of
core Hungarian agricultural and rural development policy issues into the evaluation
process, and let the question of allocation of funds between Axes subject to
negotiations between Hungary and the European Commission.
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As regards of the specific strategies described under the Axes, the ex ante
evaluators assessed their internal coherence by reconstructing and reviewing the
overall intervention logic of the Programme, and that of the specific measures. A
series of workshops in January 2007 deat with highlighting unclear elements and
discussing the underlying rationale, specific objectives, as well as ways and means to
achieving these with the planners. Specific focus was put on integrating the lessons
derived from the medium-term outlook of the agricultural sectors under Axis |, and on
increasing the effectiveness and efficiency of rural development schemes under Axis
[11 by creating synergies between measures, and ensuring that rural services and
village renewal activities will be implemented in an economically sustainable way.
Proposals to strengthen the responsibilities and competences of local actors under Axis
IV were aso made.

Further, the description of all measures were reviewed by the evaluators, and
checked against the requirements issued by the Commission (including the structure [J
ie. sub-headings - and overall content of the draft text). A significant number of
detailed suggestions were made to complement these.

Theresults expected and quantified targets

Regarding the required indicators, the ex ante evaluators followed a bottom-up
approach that was advocated in the Rural Development 2007-2013: Handbook on
Common Monitoring and Evaluation Framework, draft guidance document, Chapter 7.

The forecasts for baseline (context, general and horizontal) indicators were
reviewed by, or [Jin several cases [Imade by the ex ante evaluators. The forecasts were
based on a redlistic scenario on the future changes in, or affecting, the Hungarian
agriculture (employment, share of production, land use, demographic and
environmental trends etc.), which was confirmed by expert member of the evaluation
team. Input data was derived from data of the Central Statistics Office (KSH).

Quantified targets were set up for individual measures, based on information from
the (though limited) monitoring data and interim evaluation results of the previous
programming period (both SAPARD and EAGGF) and the actual measure definitions
(where appropriate). The indicators, baselines and targets were discussed,
complemented and revised with the planning experts in a three-day exercise, on a
rotation basis. The experts were [ where necessary [1asked to provide underlying
statistics (including e.g. occupancy data of village tourism establishments) and to
undertake basic calculations jointly with the evauators, by ensuring also that the
calculation methods were in line with the intervention logic of the specific measure,
and results of earlier similar interventions.

Specific objective-related baseline indicators (and impact indicators) were then
obtained by summing up measure-specific data and testing them against the (scarcely)
existing knowledge on macro-economic impacts (gathered from international
experiences and from the modelling exercise of the NHDP).
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Assessment of the coher ence with relevant quidelines and other
programming documents

To judge the coherence of the Programme with relevant guidelines and other
programming documents, a qualitative assessment was undertaken. The evaluators
drew up specific assessment grids, using the measure structure of the Rural
Development Programme, and the contents structure of the policy documents used for
the comparison.

Taken into consideration were the relevant Community policies (most notably the
CAP), the Fisheries Operational Programme, the Operational Programmes for the
period 2007-2013, co-financed from the Structural Funds and Cohesion Fund, and the
Community Strategic Guidelines for Rural Devel opment.

Within the grids, all relevant areas were highlighted where demarcation lines were
to be drawn, or where potential synergies were to be created and strengthened. The
findings were then used to issue detailed recommendations to the planning team, on a
measure by measure basis.

Assessment of the quality of the procedures

The ex ante evaluation work undertaken in order to assess the quality of
implementation processes was to a large extent document-based. The evaluators
reviewed findings and recommendations from the interim evaluation of the ARDOP,
and compared these against the planned implementation structure and schemes.
Additional interviews with responsible persons from the Ministry and ARDA were
then undertaken to complement existing information. As the regularity of
administration and management of measures and support schemes was regarded as
satisfactory (albeit there might be room for improvement as regards of time needs), the
main emphasis of the assessment was put on the monitoring and evaluation
arrangements and capacities.
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Assessment of the medium- and long-ter m needs

SWOT-analysis and the evaluation of the suitability of the
situation

According to the Regulation the Program has to contain the [Situation analysis
considering the strengths and weaknesses[ bf the sectors, on areas covered by it. The
joint aim of the situation and SWOT-anayses is the foundations of the strategic
decisions made in the Program. The requirements relating to the plannersCoutput as
well as the description of the areas examined by the ex ante evaluators are given in the
sections below. The report is presenting the detailed evaluation of the earlier versions
of the SWOT at the level of the axes and the final programme-level SWOT table. The
SWOT table is the result of several expert meetings between planners and evaluators.
The final SWOT table and strategic goals have been incorporated into the programme.
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General remarks

The situation analysis chapter of the National Agricultural and Rural Development
Programme contains the general description of the position of the environmental state
and the rural economy and life quality of the agricultural main sectors. It mostly
adjusts to the thematic structure outlined in the SGRD. Earlier versions, tended to
follow a traditional, sector-oriented structure (mainly in connection with axis I). That
is why the evaluators have suggested, that it would be more advantageous to shift this
approach to an even more strategic structure, concentrating to the shortfalls or
advantages within the thematic of the SGRD, then their anaysis. Following the
recommendations of the evaluators the situation analysis has been subject to severa
revisions.

Inthe axes |. and |1., are extensively supported by status description data, however,
these data typically characterise only the most fundamental phenomena and trends, and
are not always suitable for the characterization of strengths, weaknesses, development
potential or for the establishment of the real development requirements. However,
little quantification is shown in the field of rural development.

In earlier versions of the Programme the majority of the presented data were not up-
to-date any longer, their refreshment and supplementation became necessary.

The situation analysis generally contains no or hardly any international comparison.
In the lack of thisit is not obvious, whether in the field of the main subjects, a shortfall
IS encountered, what its extension is, and during its analysis the evaluators are unable
to obtain a matter of fact idea, if the recovered reasons and motive forces mean
strength or rather weakness. The evaluators suggested to add a statistical table to the
SWOT analysis, presenting international comparisons, in order to correct this
weakness.

Earlier versions of the description of the situation [1due to the above reasons [Jin
our opinion contained few conclusions related to the development potential and the
motive forces of the development. The determinations of the key fields of the
development were restrictedly supported or not supported by the description of the
situation (mainly in the field of agriculture).

The description of the situation was generally characterized by the absence of
references to background studies, reports and further data accessible by the planners
(e.g. the state of the motorization of crop production), even on quantifiable and
investigated, analysed fields. Sectoral analyses have been added to the last version of
the programme. Their main findings have been incorporated into the situation analysis.

97



The strengths, weaknesses, opportunities and threats, implicitly recovered in the
text, could be qualified as suitable and important, but were not in full agreement with
the items in the SWOT-table. This required revision.

The description of the situation contains the description of the earlier, EU supported
agricultural-, and rural development programs, including the LEADER-Program
described in a separate subchapter, in a much shorter form than required. Differing
from and supplementing the introduction according to the present state, the effects,
experiences and conclusions of the former programmes contribute to the establishment
of the development strategy. In this respect no significant progress has been made in
the current version of the Programme. Therefore the evaluators suggest that upcoming
evaluations (such as the planned ongoing evaluation) should pay attention to thisissue.

In some arguments of the situation analysis (typically in the field of priority 3. and
4.) there is a consensus according also to our opinion. Although the statements are
proved by some observations, there was no investigation supporting the processes, or
the description of the situation contains no reference to such analysis. The evaluators
agree with these statements, with the addition, that the possible research results of such
situations should be mentioned. The determination of the weight of these fields
obtained in the development strategy is considerably difficult, because of the lack of
justifiable observations.

In some cases phenomena are described on the basis of national data, independently
from the sector, which are partly unsuitable for breaking down to agricultural-rura
development elements (e.g. the rate of dependents and supporters, the supply of
pension, health insurance), partly it does not take other influencing factors (in the
countryside there are more aged women than aged men) into consideration.

In the description of the situation the demand for the opportunity of mobility among
the priorities appear in small extent. In case of the increase of the rural employment
the planners mention the decrease of the agricultural employment, as the basic
situation of a problem to be handled.

Previoudly, the situation analysis did not contain the description of the background
of the Common Agricultural Policy, as well as the rural developmental effects of the
predictable or expectable reforms. This part of the Programme has been extended.

The situation analysis includes regional references relating to the statistical regions.
These regions exhibit considerably heterogeneity from developmental aspects, the
description according to the current status was in lesser extent or not suitable for the
territory based approach of the developmental issues, neither in its content nor in its
regional breaking down. In the new version of the Programme additional information
on this has been provided.

In the material some sections are put inn inappropriate place (e.g. energy purpose
agricultural production under the axis Il., meanwhile the description emphasises the
diversification of the agricultural products, which isthe part of the axis|1).
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Theimprovement of the competitiveness of the agricultural and
forestry sector (axisl.)

Defining, structure, main strategic fields

The rural development supports, to be provided under axis |. of the Nationa
Agricultural-rural  Development Programme, are aming at improving the
competitiveness of the agricultural and forestry sector. In agreement with this, the
situation anaysis of the National Agricultural-rura Development Programme, in
connection with axis I. starts from the descriptive characterization of the main sectors
[J agriculture, forestry, fishery, game management - and food processing: it mainly
describes the economy structural, output and employment indexes and their trends.

However, it strives only in lesser extent to indicate, characterize the strategic fields
(main subjects) outlined by the Community Rural Development Strategic Directives
and to analyse individually the motive forces, necessary for the identification, then the
prioritisation of the development requirements to be aimed. In the absence of thisit is
much more complicated to summarise clearly and transparently the position of the
Hungarian agricultural-rural development, the strengths and weaknesses establishing
the strategy, as well as the developmental potential (in general, harmony with the
SWOT-analysis can be seen in a lesser extent). Therefore, during the updating of the
situation analysis, it is worth considering the more determined visualization in the text
of the strategic fields visualized in the SGRD, then the characterization of the relevant
strengths, weaknesses and development potential and their motive forces, under the
individual strategic fields.

Although the situation analysis [ at least in parts describing the position of
agriculture and food industry - considers the structure of the ERDF Regulation, the
analysis of these big fields is not entire (e.g. it does not sufficiently concern the
position of agricultural innovation).

Either the axes of the ERDF Regulation, or the priorities involved in the SGRD are
based on the fundamentals of the multifunctional model of agriculture, these are:

agriculture as production sector
the environmental responsibility of agriculture
agriculture, as activity possessing social function and elements

This structure is supplemented by the fourth priority, and axis, in the frame of
which a special implementation system is provided, so as loca interests could be
enforced on a broader bases.
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Particular problems, development requirements of this field are described below
from the point of view of the preliminary evaluator.

In the field of development of agriculture as producing sector, the aim is to
strengthen the market activity and the suitability for this. Naturally, it has requirements
in competitiveness influencing the production, but the suitable human background is
also important. Due to the changing market regulation, the agricultural production is
more and more exposed to the international competition. This situation requires
different behavioural patterns compared to the former marketing safety providing
agricultural production, which was more or less isolated from the international
competition. Under the current and the predictable production conditions the
behaviour of the farmers should change in the field of flexibility, adaptability and
ability to take decisions in accordance with the actual market competition. Currently in
Hungary the smaller part of farmers are able to carry out this, which on the one hand,
has long-term pointing back socia reasons (e.g. expectation of central directions, but
their continuous questioning in the same time), on the other hand the recent changesin
Hungarian agriculture (privatisation, conveyance of agricultural capital goods, stable
corn intervention, as safety market for arable land mass products) provide its
background. The adaptability of the agricultural sector is greatly influenced, and
simultaneously represents a significant development potential, by the development of
the farmersl]adaptation ability, in the field of educations and suitable advisory
systems, as well as the establishment of continuous and reliable market analysis and
information structures. The adaptability simultaneously creates suitability for the
market activity of the farmers and the sector in long term.

The description of the dituation mentions, consistent with reason, the
competitiveness, as the area to be developed in connection with the axis |. of the
ERDF Regulation. However, its exact meaning is not defined, the improvement of
competitiveness is indicated only in general. As this is a rather complex field, a
possible, investigation based, interpretation of the competitiveness is introduced
below, which in its present form misses the difficult counting, but is suitable for
practical application, and which may serve as the basis for the structured development
of the strategy for reinforcement of the competitiveness. The present definition of
competitiveness is static, i.e. relates to one product (product group, farming unit,
sector, etc.). This pattern is dynamized and supplemented with the time dimension by
the farmer[s adaptation ability mentioned before.

A product, farmer, processor, sector is considered to be competitive on the basis of
the criterialisted below, as preliminary qualifiers:

the product itself is good; i.e. made at high professional level, with leading
technology, in good quality, the consumer accepts it and feels confidencein it;

the selling price of the product [in the given quality category- is identical or
lower than in case of principal market players,
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effective organisations are standing behind the sector (product), the supporting
organisation is outstanding (distribution organisations and networks, financing
banks, marketing and logistic system) Lli.e. the distribution of the product to the
consumer is safe.

May only one of the conditions unfulfilled, the high standard of the other two is
useless. On the basis of these, the problems of the competitiveness, as well as the
possibilities of itsimprovement can be identified.

The ex ante evaluators prepared their report on the situation and the SWOT-analysis
based on an own thematic structure, which rely in great extent on strategic fields
defined in the SGRD and in ERDF Regulation (not mentioning some horizontal
subjects according to some specific Hungarian and national or Community definitions:
e.g. the position of the agricultural sector and its leverage points in the most
disadvantageous small regions, or the issues of the equal opportunities of genders
relating to the labour market). The structure fixed as the starting point of the analysisis
the following:

The structural suitability of the production, restructuring
Access to market

Product quality

Product processing

Integration

Employment (carrying capacity), state of human resources
The environmental protection performance of the agricultural
Production infrastructure, technical subsistence

Regionality

Detailed evaluatory comments are provided in the following sub-section assorted to
the given themes.

Detailed comments
Structural suitability, restructuring

The scope of restructuring involves according to the ERDF Regulation

Modernizing of agricultural plants,
The increase of economic value of forests,
The increase of value of agricultural and forestry products,
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The improvement of cooperation within the food industry,

The improvement of infrastructure connected to the development of agriculture
and forestry and

Action aiming at the restoration of damages caused by natural disasters.

Although there are big structural mistakes in the present Hungarian agricultural
production, the NARDP cannot cover the widespread handling of those, since the
Regulation No. 1698/2005/EC intends to promote the restructuring aiming at the
improvement of competitiveness not on sectoral, but on enterprise level. Despite of
this, utilizing the national possibilities, concerning the specific Hungarian structural
problems, necessary priorities might be determined.

The planners deal with the disbalance of crop production and animal breeding, and
with its restoration. It is a fact, that larger stocks of fodder consuming species
facilitates the market bestowal of cereals, while the lack of such animals increase the
cereal market problems, and Hungary is definitely located in the cereal producing area
of Europe. The significantly high yields of 2004 and 2005 contribute to the present
cereal market situation that along with a decreasing animal stock has resulted in a
serious [dereal excessl] According to our opinion, it is not possible to talk about the
balance of the 2 main sectors in this form. The two main sectors can be in balance not
by comparison to each other, we can speak about the balance of sectorial production
and the possibilities of the market. From this aspect, in case of some commodities an
imbalance can be found, that is closely related to the ternary criterion-system of
competitiveness mentioned in the introductory part (e.g. it was in 2005, for the first
time, that Hungary became a net importer in pigs for slaughter). Thus, not the balance
should be restored between the two main sectors, but the production should be fitted to
market possibilities within a main sector, or the market behaviour should be turned so
as production capacities could be economically used. In turn, support system should
partly aim at the development of part-elements of competitiveness and serve the
enlargement of market possibilities that can be followed by the increase of production.

In parallel, it must be noted that the presently decreased or further decreasing
animal strength has been caused not by the earlier lack of rural development measures,
but by the change of sector independent regulations and circumstances. Animal
breeding according to the professional public feeling was a main sector of acceptably
high living manpower, and the increase in taxes connected to manpower (tax, social
insurance) entailed the decrease in the number of those employed. Due to capital
insufficiency [ that is partly the result of the fact, that Hungarian banks were not
interested in the development of agricultural production after the political change
(there was no considerable agricultural property in the portfolios) farmers could not
carry out technologica developments compensating the decreasing number of
employees.
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The further reason for the decrease of the number of animals is the decrease in the
demand, that is the result of the decrease of income after the period of political change,
and as a consequence the decrease of the consumption of food stuffs, and the decrease
of the earlier Eastern markets. Nowadays, in Hungary, the decrease of the
consumption of animal products has started to stop, moreover, started to increase in
case of some products, but only a part of this demand can be supplied by Hungarian
producers, due to the price competitiveness of imported goods, and to the extreme
price sensitivity of the Hungarian consumers. Based on our determination of
competitiveness, in this respect, the delivery of goods to consumers, the reinforcement
of this primarily on the marketing side are those facts that can have strategic
developmental potential. The proper price [ concerning the purchase price or the
process generating policy of retail networks [Jis a short term means, and cannot be
precisely determined strategically.

Naturally, farmers striving for competitiveness have to keep their prices under or
near the prices of those dominating the market, in this respect strategic possibility can
be found in the lihfluencingCof consumers.

With respect to the development of foreign markets, there is a chance for
development by the exploration of markets, by their realistic evaluation and by
establishing products meeting the demands of those markets.

Referring to the structure of production the main issues are the size of farms and the
characteristics of the agricultural crop/products produced by them. Concerning this, it
is a main problem especially for the crop production, that in case of al plant sizes the
produced crops are the same; and they are those crops, that are entitled to area based
support based on the national supplement or SAPS, that can be merchandized in
intervention, or due to the present state of motorization most of the farmers have
machine-lines eligible to the production of these crops. These are those arable land
cereals, the profitability of which is determined mainly by the size economy. This is
not reinforced only by technical tasks of soil and crop cultivation or by the emerging
market demand for unified, pure breeding on the side of crops in the recent years, but
it is also served by the technical/technological development of machinery background
(larger and more expensive harvesters, larger and more expensive soil preparation
equipments, etc.) With larger and more expensive machines profitable farming can be
achieved only on larger fields; in parallel with technical development the lower size
limit for an area that can be economically cultivated is increasing. This weakens the
competitiveness of smaller size farms in case of such crops, and there is a chance that
considering the structure of crop production plant size can grow one-sided
(exaggerated economy concentration), that can considerably weaken the carrying
capacity of the sector. Weakening the carrying capacity cannot be a goal, therefore,
besides spontaneous economic (concentration) processes the support system must
provide chance, have to encourage the economy level product structure change, with
what various plant sizes can be maintained, establishing various product structure
meeting the market demands and suitable for the sizes of farms. This way the structure
of the Hungarian rural agricultural production [that is integrated part of the European
culture [0 can be maintained. The aim is not the conservation of a badly operating,
production structure loaded with problems, but by maintaining the plant structure to
maintain the carrying capacity of the agricultural in the same time with establishing a
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structure corresponding to the sizes of farms, and the establishment of product
structure that if needed can be dynamically changed utilizing the actual local features.
Strategically, the developmental potential for these plants are the entire organization of
market bestowal of plants produced by them, organization of training and advisory
network and merchandizing organizations related to the production of these plants, and
the establishment of entrepreneurial, risk taking ability and initiation ability.

The structure of production and the size of the farm is equally important in animal
breeding. In this sector basic issues are keeping/feeding technologies and the use of the
breed. As it is known, breeds with high genetic performance, under production
circumstances significantly lower then their needs, will not only respond with a
corresponding decrease in production, but will a decrease exceeding it, and their
fodder consumption will increase, as well as their health problems. Developmental
potential in this respect is the establishment of breeding technologies corresponding to
the size of the farm, and that can be economically utilized, and the use of breeds
corresponding these conditions.

In the strategic framing of product structure outstanding role should be given to the
evaluation of market possihilities, as the product structure Cldue to profitably demands
[J responds to the size of the farm. Concerning the market possibilities product-
processing-market distances from one another is an important issue in geographic
sense, as the price of the products is significantly influenced by the needs and costs of
transportation. Development possibilities in this respect are the framing of farming
structure properly near to processors/markets and the exploration and mobilization of
market possibilities near to the present location of production/processing.

Relating to restructuring, separation of land ownership and land use is an important
phenomenon, though regulation No0.1689/2005/EC does not contain any measures
concerning this. The ex ante evaluators can make preliminary determination of the
concentration of asset structure. Concentration results in the disappearance of smaller
plants and in the same time propagation of larger ones. Accordingly, the structure of
the crop production main sector is further ssimplifying, and steps serving product
diversification does not go together with the increase of living manpower tie, i.e. the
increase in the carrying capacity of the sector. Possibility for development are the
encouragement of the production of proper products corresponding to the present asset
structure, establishment of the ability of farmers to identify their market possibilities
according to their farm size, and their cooperation with other producers.

Out statements concerning the production structure are valid for processing,
naturally, properly adapting.

Market entry

Entering the market is a further important factor of competitiveness, determines the
disposability of the produced goods.
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In relation to getting to the market the evaluators agree with the negative effects of
the price breaking down policy of retail chains. Thisis considerable, as more than 50%
of the food stuff turnover is realized via these trading chains. The lack of supplying
these retail chains is regularly specified as one of the main problems of getting to the
market. This is true for a certain scope of producers (product or size), but the
evaluators question this exclusive approach. In this case the main problem is the not
proper behaviour of the producer originating from the lack of estimating the market
demands, and the loss of market possibilities due to the improper serving of consumer
demands (e.g. the elimination of traditional village merchandizing possibilities; the re-
routing of these consumers to retail chains, by serving their further strengthening, and
in the same time further decrease the scope of Hungarian producers not getting into
such chains or those losing ground in them, therefore decreasing their market
possibilities). naturally the problem in itself is not the growing of such chains, but the
negative effects of their good acquisition policy, and the adverse changes of the habits
of consumers on producers. Therefore, there developmenta possibilities can be found
in the establishment of adjusting to merchandizing channels others than the chains.
This is effected by measures other than the rural development (e.g. hygienic
regulations related to food stores), that can require complex handling and only partly
treats the problem from the side of the producers.

In getting to the market, i.e. in delivering the products to the consumers, further
problems are the infrastructural background, and its imperfections, and the lack of
market influencing merchandizability of products.

Product quality

The quality of agricultural, forestry and processed products is of outstanding
importance from the aspect of competitiveness of producing farmers and processors.
Quality is an aspect of outstanding importance in case of al products and has influence
on the merchandizability of goods.

In generd, it can be stated, that the quality of Hungarian agricultural products do
not fall behind that of the international competitors, moreover, it exceeds, they are of
better quality. In the Hungarian agricultural production and food industry those
problems that appear in Western-European countries are unknown. The reasons for the
good quality of our products are climate and production.

A main problem in merchandizing the good quality products is the lack of
considering the Hungarian aspect not applicable to the standardized approach of the
European Union, especialy from regulating point of view. A sample can be the EU
quality regulations concerning vegetable and fruit products. Based on these, products [
with the standard size and other characteristics - do not meet the Hungarian traditional
consumer demands, that besides the physical appearance of the product at least to the
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same extent require features manifesting in flavour (which cannot be expressed in
numbers). Trade, of course, buy in all fields according to the operative regulations, and
corresponding to other practical interests (e.g. shelf-life, visual appearance).
Vegetables and fruits with special flavour have a content value, that makes longer
storing and transportation inapplicable. In parallel with the increase of the turnover of
the retaill chains, the decrease of the turnover of other merchandizing channels
Hungarian products that are satisfactory to the traditional Hungarian consumer
demands, decrease the chances of merchandizability of goods with distinguished
quality. This is the main problem related to quality. In case of quality there is
developmental potential in marketing of products.

Another problem concerning the quality is the lack of quality harmonization of
products produced by different farmers. This does not make possible the supply of
consumers (should it be end consumer or processing plant) with homogen
commodities. This is a very important issue relating to processing, as by providing
homogenic commaodity processing can be standardized , and the homogenic product
can be effectively produced, having income consequences. Development possibilities
in this relation are the development of cooperation of farmers and the conciliation of
interests in different phase of the product path.

Processing of goods

The aim of situation analysis of strategic aspect is the establishment of strategic
decisions. As such, it should reflect the situation and prospects of the given sector, at
present that of Hungarian food processing; in what market situation is it in, and in
what direction it is developing to. This has crucial effect on how to allocate optimally
the available resources.

Determining tendency of the planning period is the gradually increasing influence
of commercia chains. It means only suppliers can survive, who have proper
production size, performance and trademark. As an increasing portion of food stuff
turnover get to the consumer through this channel, the role of some dozens (according
to our opinion 60-70) enterprises will further grow. All the other enterprises will sell
their goods on local markets, in independent small shops, on markets and in catering,
while their ratio on the market will further marginalize.

Concerning the determination of the ratio of support of processing with the aim of
rural development, it is important to embrace the real possibilities of small plant
processing. It is an important fact, that while for 2003-2004 (covered by data) the
expansion of commercia chains involved only larger cities, however, nowadays, and
especially in the coming years there will be hard discount in amost all settlements
having ten thousand inhabitants. Their effect will be significant on local retailers that
will aso influence the possibilities of their suppliers.

Another not exposed theme in the programme is the availability of the commaodities.
In the past, but especialy in the coming years significant drive back in some
processing activities or their geographic rearrangement can be expected due to the
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uneconomic commodity production. Such field is the production of canned food, due
to the expensive and small amount of domestic goods and due to the lack of
competitiveness. This can reach poultry processing too.

Foreign trade is another topic that can have decisive effect on planning. A durable
tendency can be observed on this side. The presence of foreign goods will strengthen
on the Hungarian market. This is in relation with the spreading of German discount
stores, the unconsciousness of the consumers, and the competition limits in the
domestic industry mentioned above. The consequence is the narrowing of the living
space of the domestic industry that will influence small and middle sized companies
the most painfully.

I ntegration

Producerslcooperation in the Hungarian agricultural is not easily evaluated; in the
professional public sense the opinion is: that the forced establishment of cooperation
killed the intention for cooperation from the Hungarian farmers. There are numbers in
case of producing groups (PGs) and cooperation (Cs), but part of the PGs are not real,
they are jointly developing privately formed companies due to the need redlized by
farmers, and Cs are units of mutual vegetable-fruit market establishments, therefore, in
our opinion in thisform, are not categories of rura development.

Well operating, PGs fully serving the interests of the farmers, as preliminary
evaluators, think, they play important role in establishing the income safety of farmers.

One of the main problems of the Hungarian food industry is the lack of vertical
integration according to product path. A part of this is the narrow scope of producing
ownership among processors (a regularly mentioned example of this is that Parmalat
get into the possession of producers). A great problem emerges with this: the great
geographic distance between the owner producer and its processing plant. Another
important factor isthe lack of cooperation between the producer and the processor, and
the inevitable exposure of the producers. In settling the situation, in encouraging the
cooperation between processors and producers, there is a developmental potential for
the producers. The processors in such a coordinated situation can optimise their
purchase prices to a lesser extent; however, for small scale processors establishing the
vertical integration with producers can lead to establish the optimal market
possibilities.

Integration on the producersiside emerges from the merchants of input material and
products, even today. Their role isimportant in cereal trade, and though they are profit
oriented, they seek not the farmers direct financia profit, they have significant role in
passing information towards farmers among changing market conditions, and in the
development of farming culture. Besides, engrossers [1dealing with arable land mass
products in domestic scale - play an optimising role, considering the regional

107



alocation of cereal storing capacity, new developments, and occasionally
relinquishing the building of storage tanks due to merchandizing difficulties. Naturally
high level of commitment is necessary from the side of those taking part in the
development, because in case of cereals the present intervention system gives
significant financial advantages for those storing the cereal, therefore, state
intervention is needed in the form of support programmes, through the identification of
target areas and target groups. In the producersliintegration on the one hand there is
developmental potential in market development, and on the other hand in optimising
sectoral aress.

In relation of forestry the evaluators agree with the large number of private forest
holders and the very low level of integration among them is also accepted.

Employment (carrying capacity), human resour ces

From rural developmental point of view agricultural production is a significant
factor in employment.

The decrease of the employment in agriculture is a fact, and is considered to be
among the reasons for the decrease in the output of certain sectors (mainly animal
products, horticultural products). Concerning the agricultural employment main
problem is decrease of demand for living manpower due to the changes in product
structure and concentration, and the lack of social acknowledgement of agricultural
activity. A further problem from rural development point of view isthat the production
of goods (food stuff) is evaluated with the same index-numbers in each farm size
(exclusively on financial bases, including al other [food safety, income/cost relation,
biodiversity, land usage, cultural landscape etc. - including [arge scalellceredl
production, and farm size that produce mainly for self consumption, perhaps selling
the excess on market, albeit these farms of different size play different role from the
aspect of rural development, therefore cannot be evaluated on t he same manner. From
the improving of carrying capacity point of view, there are great development
possibilities in the changing of this sense, although it must be noted, that the present
Hungarian society public sense focuses on t he short-term financia profit, and this
makes the changing of this approach difficult.

The evaluators agree with the qualification data of farmers as they are based on
statistical analysis. As ex ante evaluators, our opinion is that through training the
adapting capacity of farmers should be improved, and there is great developmental
possibility in this. Besides, always the latest knowledge referring to the actual
production of a product should be provided to them. Isolation of research-development
and production practise is considered to be a great problem. This makes it difficult for
the producers to accommodate to market circumstances, and sometimes research
considered to be practical deals with themes the usability of which can be questioned.
Thereis great development potential in farmers joining to research-devel opment.

108



There are problems in Hungarian. with the advisory system set up to pass
information Several systems are operating next to each other working with the same
target group, sometimes changing according to the political will, keeping the farmers
in uncertainty. Advisory service for encouraging farmers in the field of
accommodating ability is of outstanding importance.

Concerning human resources serious problem is, that among farmers the sense
ruling still today is, that due to Hungary(s excellent natural facilities, competition
conditions are very good in agricultural, and it is not taken into consideration that
besides natural facilities, lot of other factors are influencing competitiveness.

Environmental protection

In case of the performance of agricultural environmental protection significant
problem is the alocation of manure in animal breeding. Concerning this, Hungary has
temporary exemption from applying EC regulations, but in this context it is less
reassuring, as our environment is being polluted. In case of environmental protection
there is great development potential in the development of manure alocation. In case
of environmental protection, there is serious development potential in the field of
manure allocation.

Concerning environmental protection, the phenomenon that immigrant from other
settlements do not intend to tolerate the smell accompanying animal keeping is an
important problem, and settlement governments serving the needs of the inhabitants
not really related to the settlement put regulations into operations that make traditional
ways of animal keeping impossible. System to protect against the smell effects of
animal keeping at settlements, in their development the ex ante evaluators think, there
are big possibilities, as from rural development point of view animal breeding around
houses in Hungarian having long term traditions, are desirable, having more
advantages than disadvantages.

Production infrastructure, technical furnishing

Concerning the technical furnishing, farm site and the performance of power
machines mean a great problem. According to certain studies, [Small plantsCiare over
machinarized. According to the experience of support systems of previous periods
farm size and machine park size was not concerned when applications were eval uated.

Referring the sense of supporting, great problem is that farmers base their
investment s exclusively on investment supports, as they are conditioned to this, due to
the former Opreceding the EU accession [Isupport systems. It iswell reflected that the
value of agricultural investments realized in recent years equals to the value of
agricultural investments realized by the help of support. This partly shows the capital
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necessity of, and denotes the fact, that farmers do not consider area based supports
arriving from the EU a developing source assisting their farming.

Obsoletion of the technical state, appears especialy in animal breeding sectors
having smaller cost bearing capacities, and in farming size, that can play important
role from environmental and employment point of view. The improvement of these is
important not only from performance point of view but considering all the elements of
amultifunctional agricultural model.

The development of production infrastructure has potential too, most of them being
community investment, the support of which makes the development easier, as an
external source is connected to the development of the infrastructural means that
always means strong motivation among Hungarian farmers.

Concerning production infrastructure, the utilization of renewable energy sourcesis
low.

Regionality

The evaluators do not comment statistical regions. Data are available to these area
units, but within Hungarian regions area inhomogenity is so significant, that no
homogenic region can be mentioned from the rural development point of view, the
provided data in this respect are inestimable, therefore area approach strategy cannot
be based on them. It is considered to be important however, to handle separately the
really homogenic regions, which are homogenic from geographic point of view, and
on the other hand other features make them usable. From structural side, concerning
cereal production, such an area is the Southern part of the area beyond the river Tisza.
Here natural facilities for agricultural production are extremely good, but the state of
railways, the big distance of ports the production of cereals are less profitable as in
areas of less favourable location, or with better transportation (e.g.. the Small
Hungarian Plain). Therefore, from strategic point of view, on t he Southern part of the
Great Hungarian Plain, farmers should be encouraged to product structure change, and
not building of further cerea storing tanks should be assisted, that help to store the
stock that is difficult to sell.

In relation to regiona concerns an outstanding problem is the joining of Romaniato
the European Union, and the effect of opening the border to the merchandizability of
agricultural commodities. According to market analyses Romania has considerable
agricultural commodity releasing potential, the objections to its utilization at present
are the lack of capital, the frittered plant size, the unqualified producing layer, the lack
of co-operation and the insufficiencies of agricultural technologies. Geographic and
climatic facilities are excellent, and Romania is traditionally admitting towards foreign
investors. This is shown by e.g. that the biggest American pork processor isto build a
considerable slaughter capacity, the enterprise sets up 200 pig farms in the area of
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Partium and Transylvania, and intends to cover the feed background from own
production or let it be produced. The effect of this processor is binal, on one hand it
could be a supplier target for the Hungarian producers, but based on market analyses
and forecasts a more significant effect is that due to the free flow of goods, the
products will get to Hungary, and due to the size effectiveness of the producing system
most probably it will provide the Hungarian consumers with its slaughterhouse
products till the border of Tisza. As the domestic consumers are fairly prise sensitive,
they will prefer the cheaper goods, and this in turn will weaken the Hungarian
producers._tompetitiveness.

Situation of the Hungarian food industry

The production and domestic market of the Hungarian food industry is narrowing
continuously. According to the data of the [FOSZ , while the food market grew by 4.4
percent in 2006, domestic sales of the food industry continued to fall by 1.6 percent.
The situation was the same in the two years preceding 2006. This means that the
growth is clearly covered by foreign products. Trandlated into rates, the domestic share
of Hungarian products which was still at alevel of over 90 percent two or three years
ago, fell below 80 percent in 2006. The value of gross production of the sector is
equivalent to its output in 2000.

Foreign sales of the food industry had been increasing since 2001 until last year, but
this trend ended in 2006, with a decrease of 2.4 percent. 92 percent of exports remain
in Europe. On the other hand, the 24 member states of the EU represented 65 percent
last year. Three-quarters of these sales went to the market of the old 15 and one third
to that of the new 19 countries. This latter is a relationship with an increasingly
negative balance.

The food industry remains advantageous regarding the value-added ratio of
production. This is proven by the fact that, while in terms of production data we are
16th within the rank of the EU-25, according to this indicator we are 6th or 7th. Most
countries showing an increasingly large volume of import to Hungary have a worse
ranking than us.

Unfortunately, fewer and fewer producers have the chance to break out from the
spiral of worsening competitiveness. Fewer and fewer companies are able to
implement investments and innovations year after year. Although it is not the ability to
innovate that is the problem.

Part of the picture is that the worsening competitiveness on the side of raw materials
in some major sectors, such as the meat trade, the poultry trade, fruit and vegetable
processing, is aclear obstacle to development.
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Given that three-quarters of domestic food turnover reaches consumers through
commercia chains, compliance with the demand of these chains is a determinant
element of the competitiveness of the food industry. Those who are not able to supply
in appropriate quantities, at low prices, flexibly and with high refunds have little
chance of survival. Due to this main driving force, the number of food processors in
Hungary is continuously decreasing. Thisin itself is not an unfavourable trend, but it
contributes to the upsetting of the structure of the food supply resting on traditional
products.

In order to ensure that the production of traditional products can be sustained,
supporting those small and medium-sized processing plants still in existence is
essential. Namely, they will be the guarantors of satisfying the constantly increasing
demand for organic and traditional products. Thanks to their high production culture,
producers_background and innovation ability, it is simply their lack of capital scarcity
which is an obstacle to them fulfilling their very important mission.

In order to comply with these challenges, the Hungarian food industry must make
progress concerning relationships with their suppliers. This traceability is
indispensable in the field of common development and joint utilisation of the results of
R&D. That isto say, the level of the latter leaves alot to be desired.

The Hungarian food industry is having difficulty in stopping the declining trend of
its competitiveness without the efficient help of the European Union. And this causes
continuous uncertainty in the largest and major market for agriculture, which buys 60
percent of its products.

The suitability and harmony of the SWOT analysis with the
situation analysis

By the processing of the SWOT table shown in the Programme, or by the
supplementation of the modifying proposals of the SWOT workshop held on the 8th.
June 2006 (drab background shows the new items) the evaluators phrase their
comments relating to the SWOT itemsin the table below.
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Table 2: Report on the SWOT-items connecting to axis|.

Strengths

S | Outstanding good Theitem is not sufficiently supported; evaluators agree with the item, but it
ecological, habitat deserves supplementation in the Situation Analysis, because although it
endowments raises the competitiveness of the agricultural production, the lack of the

distribution possibilities may restrict the utilization of the favourable
environmental characteristics. The good habitat endowments contribute to
restructuring.

S | The abundance of the The abundance of the water supply is nut supported; we agree with the
surface an underground item, it promotes the development of the irrigability, hereby it contributes
water supply to the restructuring.

S | Habitats, suitable for Theitemis not sufficiently supported. We disagree with the separate listing
production of unique of thisitem, and suggest to merge it with the first item.
quality region-specific
products.

S | Up-to-date biological We agree with the item. The item is not sufficiently supported. In
background, high connection with the item, the events of the last years (e.g. integration of
performance biological research institutes, difficulties of the state support system of the
resources maintenance of the biological resources) exerting effect on the maintenance

of the biological resources, require further analysis.

S | High standard theoretical- | We agree with the item. The item is not sufficiently supported. The
, research knowledge specification of the item is required, concerning the theoretical-, research
basis, developed knowledge basis, and the theoretical knowledge and practical application.
vocational training The specification of the item is required, concerning the quality of the
network knowledge of the pupils released by the vocational training network. The

present of the vocational training network is an achievement in itself, but its
suitable operation is more important, because a vocational training network
providing alesser usable knowledge is unsuccessful.

S | Thebigfood processing The item is too generalised, it requires specification. The item is not
businesses operate supported, moreover, the opposite isincluded in the material.
effectively

S | Thebigger part of the The item in this form is not relevant, we disagree with the inclusion of the
processing industry item.
operatesintegrated int he
international market

S | Thelabour inthe food Theitem in this form is not sufficiently detailed (e.g. plant size issues). The
industry isskilled and still | item is not sufficiently supported. The cheap labour is evanescent
cheap competitive advantage, we disagree itsinclusion.

S | Therenewed technical The item is not sufficiently supported. We agree with the inclusion of the
suppliesinthe arable crop | item.
production

S | Theconcentration of the | The description of the item is not sufficiently detailed. The item is mostly
land use has started supported. We agree with the inclusion of the item, and suggest the

specification of the item, and concerning the land use concentration we
suggest the description of the real strength.

S | The absorptive capacity We disagree with the inclusion of the item. The item relates to a narrow
of the agricultural population, both as the target group and the subject of the development
enterprisesinthefield of | support.
development supportsis
strong
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Some SME-s achieved
good results with certain
special local products
(good endeavours of the
SME-s appeared in the
field of the accession to
the market, although, the
volumeis still not
determinative)

We agree with the inclusion of theitem. The item is not supported.

Low environmental |oad

We propose the transfer of the item to the axis Il. The item is partly
supported (there are data relating to the fertilizing, there are no pesticide
and reference period).

Positive effects realized
from the earlier rura
development programs

We agree with the inclusion of the item. The support of the item is missing.

The presence of farming
according to the long-
term forest plan based on
the yield regulation

We agree with the inclusion of theitem. The item is supported.

Weaknesses

Extreme precipitation
conditions, and the
resulting unfavourable
water balance situation

The item is not supported. The item requires specification. After
specification we agree with itsinclusion.

The low profitability of
the sector, lack of capital

We agree with the inclusion of the item. The profitability is supported, the
lack of capital, although well known, and is mentioned in t he materid, it is
not supported by data.

The concordance among
the size, form, producing
capacity of thefarmsis
not suitable, in some
activities the technical
standard islow

The item in this form requires specification. We agree with its inclusion.
According to our opinion, the form of the farmsisirrelevant concerning the
item. The item isrestrictedly supported.

Considerable part of the
buildings, structures,
animal farms disagree
with the EU regulations.

We agree with the inclusion of the item. The support of the item is missing.

The producing
infrastructureis
incompl ete, outdated

We agree with the inclusion of the item. The support of the item is
incomplete.

The age composition of
the farmers and the people
employed in the
agriculturein generd, is
unfavourable

We agree with the inclusion of theitem. The item is supported.

The knowledge of the
farmersin the fields of
enterprise, market and
marketing is incomplete

We agree with the inclusion of the item. The item is partly supported, The
analysis, relating to the quality of professional knowledge, and the lack of
the mentioned special knowledge, is not involved int he material.

The vocational training is
not sufficiently practice
oriented, the operation of
the advisory systemis not
sufficient

We agree with the inclusion of the item, expanded to the whole agricultural
education (mid- and high level). The item is not supported. We suggest the
division of the item, the education (obviously the school based) and the
advisory system are separated from each other. The support of the
statements concerning the advisory activity is missing from the material.
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The services, trading,
logistic systems (storage,
transportation),
supporting the entire
product paths are
underdevel oped

We agree with the inclusion of the item. The support of the item is missing
from the material, the storage developments implemented in the last years
were not considered in the item and in t he situation analysis. Especially
important element of the item is the issue of transportation.

The market organization
of the private farmersis
of low level

We agree with the inclusion of the item, the item is partly supported, the
reasons of the low level of the organization, and the effects of the
supporting systems of the last years, are not included in the material. The
material does not contain data on t the degree of integration of the forest
farming.

The structural
weaknesses, outdated
technical standard, weak
marketing activity of the
small and mid sized food
processing businesses

We agree with the inclusion of the item, but suggest its separation, because
its elements require different activities.

The considerable
separation of the food
processing and the raw
material production, and
the quality follow-up is
not sufficient

The item contains statement opposing with the material or appears on a
level differing from that. (The situation analysis treats on the one hand the
differences of the degree of concentration of food industry-raw material
production, on the other hand the optimal area distribution of the
processing capacities). The first part of the item requires specification. We
agree with the inclusion of the item. The item is not supported.

Thereis no accepted
national agricultural

strategy.

The item indicates a very important issue, we agree with itsinclusion in the
SWOT-analysis. Its support is missing. We suggest transforming its
wording and its placement among the Risks.

No effectively operating
production groups were
established in the forestry
(private forest farmers:
the absence of
instruments, capital and
knowledge)

We agree with the inclusion of theitem. The item is mostly supported.

The weak innovation

We consider the item to be important, we agree with its inclusion. Its

activity and capacity of support is missing.

the SME-s (food

industrial and

agricultural)

Wesk or lacking We suggest the incorporation of the item into the item [(The market
integration and organization of the private farmersis of low level [

cooperation

Sectoral difficultieswith | Theitemis of specia importance from the point of view of the formulation
area consequences of the strategy. Its support is missing. We propose to consider its transfer to

Risks after reinterpretation.

Opportunities

Increasing national and
international demand on
good quality national raw
materials, traditional,
special, trademark bearing
food industrial products

The item is not supported, it is relative, we suggest the introduction of the
real demand, in each mentioned category. We agree with the inclusion of
theitem.

Safer, more uniform
agricultural production

The item does not fit to the category [PossibilitiesCof the SWOT -analysis,
because do not refer to external, positive effect. We disagree with the
inclusion of the item, it is too general and unsuitable for establishing of

strategy.

115




The improvement,
updating of the conditions
of food safety, quality,
environment protection

The item does not fit to the category [PossibilitiesCof the SWOT -analysis,
because do not refer to external, positive effect. The content of the item in
itself is a burden to the enterprises, it is rentabile only, if the consumer
acknowledges these advantages in the price of the products. We agree with

and hygiene the inclusion of the item after reinterpretation. The item is not supported.

The prospects of the The item does not fit to the category [PossibilitiesCof the SWOT -analysis,
access to the market, the because do not refer to external, positive effect. The item is not supported.
increase of the safety of We disagree with the inclusion of the item, however, if the planners keep it,
the farming we suggest its separation. Concerning the access to the market, we suggest

emphasizing the possibilities involved in the new solutions, while
concerning the safety of the farming, the possibilities involved in the
market of the current and alternative products. The support of these is
especialy important.

The improvement of the
knowledge and age
structure of the farmers

The item does not fit to the category [Possibilitie sCof the SWOT -analysis,
because do not refer to external, positive effect. The item refers to useful
matter from the aspect of the sector. We agree with the inclusion of the
item after reinterpretation. The item is not supported. The item in its
present form (age structure and the improvement of the knowledge, as
possible leverage point) is not supported.

The increasing headway
of the producers(]
organization

The item does not fit to the category [PossibilitiesCof the SWOT -analysis,
because do not refer to external, positive effect. The item is an access to the
market promoting condition. In this form it is not supported. We do not
suggest the inclusion of the item, however we suggest its integration with
the last item.

The utilisation of the
national raw materials,
meeting the consumers(]
demands, preparing and
sale of high quality
products can be enhanced
by marketing

We agree with the inclusion of theitem. The item is not supported.

Formulation of
coordinated, well
operable product paths
(production, processing,
marketing), harmonizing
the interests

The wording of the item is passive, the product paths shall not be
formulated by themselves, they can be formulated, however in this case the
item does not fit to the category [Possihilitiestlof the SWOT-analysis,
because do not refer to external, positive effect. We consider the item to be
important and suggest the transformation of its wording and its proper
supporting.

Alternative energy
production

The item does not fit to the category [PossibilitiesCof the SWOT -analysis,
because do not refer to external, positive effect. After reinterpretation we
suggest itsinclusion. The item is not supported.

The increase of the added
value of agricultural an
forestry products

The item does not fit to the category [Possibilitiestof the SWOT -analysis,
because do not refer to external, positive effect. After transforming its
wording we propose its inclusion.

The demand for forest by-
products is increasing.

We agree with the inclusion of the item. Its support is missing.

The revitalisation of the

The item does not fit to the category [PossibilitiesCof the SWOT -analysis,

processing of forest by- because do not refer to external, positive effect. We disagree with its
products inclusion and suggest its incorporation into the previous SWOT -item.
Threats
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The increase of the
competitive disadvantage
of the agricultural sector

The item does not fit to the category [Risksdof the SWOT -analysis,
because do not refer to external, negative effect. The item is important from
the sectorl§ point of view, after reinterpretation and transforming its
wording we agree with its inclusion. The item dos not appear factualy,
athough, some elements of the competitiveness, as descriptions are
included in the material. The reasons of the strengths and weaknesses of the
competitiveness are not recovered.

The decline of the remedy

The item does not fit to the category [Risksdof the SWOT -analysis,
because do not refer to external, negative effect. The item is not supported.
The item is too general, in its present form we disagree with its inclusion,
we suggest its reinterpretation.

The producersCimarket
loss, the repression of the
production, tensionsin
employment and
subsistence

The item does not fit to the category [Risksdof the SWOT -analysis,
because do not refer to external, negative effect. The item mentions
important questions, therefore we suggest to keep it, however its
reinterpretation is necessary, in order to establish SWOT-based sufficient
strategy. If theitem relates to agricultural producers, its support is missing.

Theincrease of regional
differences

We disagree with the inclusion of the item in this form, its specification is
required. Theitem is not supported.

The unimplemented
developments maintain
the environment
damaging production
procedures

We agree with the inclusion of theitem. The item is not supported.

The price reducing efforts
and import purchasing of
the multinational firms
and retail networks

We disagree with the inclusion of the item and suggest its incorporation to
the market loss category during the transforming of its wording. Theitemis
supported, without data. If it is relating only to the food processors, we
suggest the expansion of the item in connection with the market loss of the
processors, and suggest itsinclusion.

The price-sensitive
consumer demand prefers
purchasing the cheap,
often low quality and
content imported goods

We agree with the inclusion of theitem. The item is not supported.

The decline of natural and
landscape values, the
decrease of biodiversity

We agree with the inclusion of the item, it is not supported.

The possible reform of
Common Agricultural
Policy

We agree with the inclusion of the item, it is not supported.

Further decline the

We disagree with the inclusion of the item and suggest its integration with

already weak remedy [the decline of the remedy[item.

capacity

During the improvement | We agree with the inclusion of the item, it is not supported.
of the competitiveness,

the sustainability and the
requirements of the
environment protection
are not considered
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The deter mination of the key development areas

The subsection can be find in one unit with the SWOT of the axes | and II, but
among the key development areas it contains statements concerning the axis |l very

restrictedly. Our comments are shown in the table below:

Table 3. Report on the key devel opment areas connecting to Axis|.

Keydevelopmentaess  Commems

(1) In the agricultural economy, next to the general
capital insufficiency, the shortage of development
sources and the unjustified development and surplus of
some producing capacity are simultaneously present.

We partially agree with the statement, the capital
insufficiency is not areal statement for al farming
category. The lack of the capacity concordance is
not supported by data in the materia. The
direction of the development is not determined.

(2.) Due to the ownership and organisational changes,
the establishment of the (economical, technological)
concordance between the size (form) of farming and the
producing capacities, proceeds very dowly, the
alocation of the development sources is not sufficiently
reasoned and is uneven.

We agree with the statement, athough its
establishment is not thorough in the material. We
agree with the statement relating to the allocation
of the development sources, it is not supported in
the material and it is not a key development area.

(2.) The diversified O considering its size and form O
farming system of the agriculture is characterized by a
very simple production- and activity structure.

We agree with the statement, the key development
areaisnot determined.

(3.) The agriculture is characterised by excessive [1in
many cases even not conforming to the production
potentials [Iproduction orientation, and the effectiveness
of the utilization of the potentials of the increasing of the
cost efficiency, utilizing the environmental potential,
conserving the rural life style, improving the life quality
is much more modest.

We agree with the statement, it is a key
development area, it is not sufficiently supported
in the material.

(4.) There exist no well operable regulating system,
development (handling) strategy for the separate
handling of the agriculture exposable to the market
competition (competitive agriculture) and the socia
purpose agriculture.

We agree with the statement.

(5.) The changes of too structured plant structure are
very restricted, the establishment of the mid-sized,
economically viable, market competition exposable
farmsis slow.

We partialy agree with the statement, the
structured plant structure, provided that the
product structure is suitable, can be healthy.

(6.) Despite the slow asset concentration, the estate
structure is still extremely frittered away, therefore the
earliest implementation, encouragement of land reform
is invariably timely. In the land use, following our EU
accession, due to the relatively high proportion of the
tenure of land, the uncertainty of the land use, the very
significant increase of the rent comparing to the
profitability cause trouble invariably.

We partiadly agree with the statement, the
separation of the estate and the land use, in our
opinion, does not obstruct the establishment of the
profitable farm size. The issue of the rentsis out of
the scope of the of development sector policy, it is
amarket category.

(7.) The population involved in agricultural activity
decreased significantly in the last years, the age structure
of the family manpower of the private farms worsens
dramatically.

We agree with the statement.
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(8.) The qudification level of the private farmers,
especialy compared to the atered farming conditions, is
unsuitable. Their knowledge on the complex farming
(plant economy, plant operation, finance and marketing),
and concerning the EU (support possibilities,
requirements, preparation of application) is especially
insufficient. The absence of the practical knowledge,
practical training manifests more and more obviously,
and the service, advisory system is not sufficiently
developed either.

We agree with the statement, athough its

establishment is not thorough in the material.

(9.) The agriculture is characterised by the uneconomical
and conflicting interests generating separation of the
product paths (production Oprocessing Cmarketing). The
organisation level of the integrations is differentiated in
each sector, the absence of the cooperation is more
typical. The headway of the producerslorganisations is
rather slow.

We agree with the statement.

(10.) The primary food-processing is characterised by
the predominance of the small and medium sized
businesses, where the lack of capital enhances the
drawback in competition, and powerfully restrict the
quality, food safety and environment protection
developments, conform with the EU regulations.

The statement (the predominance character) is
inaccurate, and does not define development
direction concerning the processing SME-s.

(11.) The standard of the forestry is invariable restrained
by the high number of unskilled forest farmers, having
frittered away areas. The organisation of forest farming
affiliations is unsatisfactory either. However, the bigger
share of the aforestations is realised on private forest
areas, which can serve as an encouraging starting point
for the forestry development of next planning period.

The statement contradicts to the corresponding
chapter of the Situation Analysis, and with the
relevant SWOT-item (the presence of long-term
forest farming schedules). We agree with the
statement concerning the level of organization of
the forest farmers, athough it is not supported by
data
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Environment and rural development (Axisll.)

Defining the programmes, main points

Due to its multifunctional nature[Wwhich is nowadays more and more recognizedl]
agriculture, including forestry, plays a decisive role in the protection of natural
resources and, on the other hand, can also be a determining factor as a burden on
environment.

The European Agricultural Fund for Rural Development (EAFRD) has the
following subsections with regard to thisfield:

Sustainable utilization of agricultural areas
Sustainable utilization of forestry areas
Setting the areas

Among the EAFRD Decree, Axis 2. subsections, the first two contain promotable
measures, the part [Setting the areaslIcontains additional specifications as for the
definition of promotable areas.

AXis 2 requires an approach different from Axis 1, since the subject-matter here
rather concentrates on reaching a certain state, and it is not so much project-oriented.
Therefore, while analysing the situationCin addition to SWOT-analysislit is not the
driving forces of Axis 1 we are after, instead, we need to clarify the presence of those
elements that refer to the sustainability of the natural environment, as an opportunity to
develop the rural environment.

In light of this, the main points have been defined as follows:
Natural and environmental capacities and status

The role of agriculture in preserving the natural environment and rural
environments

The preservation of rural environments
Animal welfare
Environmental sustainabilityCatool and a burden
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The presence of main pointsin the analysis

Natural and environmental capacities and status

The natural environment of Hungary is something of a fact, we agree on its
description.

The measures of the 2 axes highly concentrate on the issues of the multifunctional
agricultura model as an agricultural sector with reasonable environmental
responsibility.

On the basis of this, assessing it ex ante we find it fundamental to put emphasis on
biodiversity.

A high degree of biodiversity needs to be sustained in order to maximize the
survival potentials of a certain community. As for biodiversity, a monitoring system
operates in Hungary which can be enabled to evaluate the effects of agricultural
activities[biodiversity.

The role of agriculture in preserving the natural environment and the
preservation of rural environments

Agriculture moves more and more towards intensive agriculture, using greater
amounts of chemicals to cover itself against production risks. This process leads to
decreasing biodiversity.

Indeed, within the framework of the national rura development plan, a large
number of farmers have gained financial support (partly under the umbrella of the
agricultural development programmes), severa of whom are so-called large-scale
farmers. On the other hand, among the agrarian and environmental activities, the
majority of the applicants was formed by the simplest models that require minimal
administration.

These first steps are quite relevant in agrarian and environmental management;
however, this is still not the sign of environmental awareness, but plays a role in
mobilizing significant additional funds.

The delays in the programmesilaunched as late as 2004[bf agrarian and
environmental management lead to the problems that rise in connection with the
environmental role of agriculture. Payments of the Nature 2000 programme have not
started yet in Hungary, which extremely keeps agricultural production from playing a
potentially decisive role in the protection of the natural environment and in the
preservation of rural environments.
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Animal welfare

As for the implementation of some animal welfare measures, Hungary as a new
member-state of the European Union was given a temporary exemption. This time
period has not expired, and the country has to face remarkable challenges with regard
to these measures. According to the EAFRD Decree, only additional solutions that
have point beyond the given regulations can be supported within the frame of Axis 2.
Provisionally, there is no widespread demand to implement it. The statement needs
revising during the interim assessment of the national agrarian and rural development
programme.

AXxis 1 supports the conformity to animal welfare specifications.

Environmental sustainabilityla tool and a burden

Environmental sustainability is a significant part of both developments and any
activities of a maintaining sort see measures of EAFRD Decree, Axis 2. Sustainability,
environmenta aspects often put a burden on economically justified developments; or
the different interpretation of certain specifications can easily lead to negative
consequences (the ultimate costs of implementing the HACCP regulation might as
well spoil small shops in the countryside). The establishment of regulations falls
outside rural development(sS duty, but it is our ex ante evaluation that all these
regulations make their influence felt in reaching the goals of rural development.

The suitability of SWOT-analysis, its conformity with the
analysis of the situation.

Having processed the SWOT Table presented in the programme, and, secondly, due
to the proposed amendments (new items are emphasized in beige background in the
Table) issued during the SWOT Workshop held on 8 June 2006, the following
reflections have been made in connection with the SWOT-items. (See Table)

Table 4 Report on SWOT items connecting to Axis .

Strengths
S | Onforest areas a multi- We agree that the item in included in axis |, here we disagree.
purpose, long term farming
isdone according to a

forest plan
S | fecilities of game The item is a general statement, has no special content, rephrasing is
management are good suggested. We disagree that the item is included (During the SWOT
workshop day the item was excluded from the SWOT analysis).
S | Low environmental load The phrasing of the item is too general. The item is considered to be
important, therefore correction is suggested. The item is mostly supported.
S | Richbiodiversity The item is extremely important, but is not supported sufficiently. We

agree that the item isincluded.
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Rich natura values

We agree with the inclusion of theitem, it is partly supported.

The presence of extensive
farming methods

We agree that the item is included, its establishing is exemplifying, it
meets the practical of the Situation analysis requirements from this aspect.

farmers have recognized
the needs for
environmental
protection/maintaining set
against agriculture , and
the possibilities included.

We agree that the item is included, its establishment is missing.

The several years long past
of public welfare forest
management

We disagree with the inclusion of the item in its present form,
emphasizing one from among the methods of forest use without
mentioning the others does not mean special strength category from the
direct natural environmental aspect. It is good for changing the sense, and
has other advantages, but rephrasing of the item is necessary. Its support is
insufficient in the material.

In relation to native animal
species we have proper
practice, and with systems
and in most cases with
basis aiming at the
maintenance of genetic
basis.

We agree that the item isincluded, it is considered important. Its support is
insufficient in the material.

Continuous, well balanced
aforestation programme.

We agree with the inclusion of the item, its support based with data are
partly proper.

Weaknesses

Environmental -friendly
technologies are not well
spread, the protection and
mai ntenance of resources
are not proper

We consider the item to be very important, its support is not sufficient. We
agree that the item isincluded.

Areas having natural
values, and their proper
handling is not solved

The item is considered to be very important, we agree that it is included.
The item contradicts to the material, its support is inadequate. It is
proposed to harmonize the item with the Situation analysis, and its
correction.

The lack of knowledgein
environment management

We agree that the item isincluded, its establishment is missing.

Measures relating to
environment management
are under financed

We agree with the inclusion of the item, its support and the exploration of
conclusionsis missing.

Ratios of proceduresreally
mesasurably improving
environmental protection
and conservation are not
sufficient (environmental
aspects are not shown up
in agricultural production

We agree that the item is included, its establishment is missing. The item
is considered to be especially important.

Theratio of locally
produced
bioenergy/biomass
utilization is very small

We disagree with the inclusion of the item in its present form, athough it
means an important issue.

Thelocal sale of goods
produced in small farms
for local marketsis
difficult

The item is not directly relevant in the subject of environmental protection.
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Opportunities

The spreading of
alternative energy supply,
agricultural environmental
management

Theitem isinadequate to the SWOT-analysis [Possibilities tategory, as it
is not referring to an exterior, positive effect. We propose the division of
the item. The first part of the item - according to the ERDF Regulation Uis
nearer to restructuring. Biomass production with energetic aim on lea-
lands, or on areas fallowed can be an alternative activity, though areas
with definitely bad facilities are not proper for biomass production with
energetic aim. We propose the correction of the item. Not one part of the
itemis supported.

The increase of the added
value of forest
management and the wider
production of forest by-
products

The item isinadequate to the SWOT-analysis [Possibilities[ tategory, as it
is not referring to an exterior, positive effect. The item is not with
environmental but with market approach, and in this aspect serves mainly
competitiveness according to axes |.. We disagree with the inclusion of the
item. The item is not supported.

The improvement of the
environmental condition,
by developing the
conditions of extensive
agricultural production and
of nature-close forest
farming

Theitem isinadequate to the SWOT-analysis [Possibilities tategory, as it
is not referring to an exterior, positive effect. The item is extremely
important, we agree that it is included. The rephrasing of the item is
proposed to a [Possibilitiesitype SWOT item. The item is not properly
supported.

With water retention, and
governing the increase of
local usable water supplies

Theitem isinadequate to the SWOT-analysis [Possibilities[ tate gory, as it
is not referring to an exterior, positive effect. The item is partly a market
category, its natural/environmental content is not proper. Its rephrasing is
suggested, after this, we agree with its inclusion. It its present form it is
refused. The item is not supported. (not included)

Theincrease of farming by
utilizing the game
protection target
programme

Theitem isinadequate to the SWOT-analysis [Possibilities[ tategory, as it
is not referring to an exterior, positive effect. According to the ERDF
Regulation there is no game protection target programme, there is no
support in the material. (not included)

Further rationalization of
land use

The item isinadequate to the SWOT-analysis [Possibilities[ tategory, as it
is not referring to an exterior, positive effect. The item is not properly
supported. The item is too general, it is not proposed for inclusion in its
present form. (not included)

The spreading of
traditional farming
methods and those
requiring high amount of
manpower.

The item is inadequate to the SWOT-analysis [Possibilities tategory, as it
is not referring to an exterior, positive effect. The rephrasing of theitemis
suggested, the requirement of living manpower is not natural
environmental category in this form, however, traditional farming methods
are. The establishing of the item is exemplifying, it meets the practical
criteria of the Situation analysis from this aspect.

Saving soil fertility,

Theitem isinadequate to the SWOT-analysis [Possibilities[ tategory, as it

therefore decreasing the is not referring to an exterior, positive effect. We agree with the inclusion

possibilities of soil of the item, but with a modification that directly refers from among the

degradation possible soil fertility saving methods to advantageous solution from
natural environmental aspects, (to the present wording fertilizing can also
be understood). The item is supported.

Threats

Soil degradation can cause
irreversible damagesin
natural heritages.

We agree with the inclusion of theitem, it is supported.

farming conditions and
market chances of private
forest owners are
worsening.

The item is inadequate to the SWOT-analysis [Dangers_tategory, asit is
not referring to an exterior, negative effect. The item is not aiming a direct
environmental danger, it approaches the issue through a market category,
rephrasing is proposed. After modification, we agree with placing the
environmental effects into the focus.

124




T | Extreme water balance We agree with the inclusion of theitem, it is supported.
situations (flood, internal
water, drought) decrease
the safetiness of
agricultura production

T | Biological decline of We agree that the item is included, its establishment is missing.
natural and landscape
values, the decrease of
biodiversity

The deter mination of the developmental key areas

Among the developmental key areas of the agricultural sector the material referring
to the development of environment and countryside mentions 1 item according to the
table below. The expansion and the further specification of the theme is considered to
be important.

Table 5. Report on SWOT items connecting to AxislI.

(12.) Activity diversification connecting to agriculture or | We agree with the statement.
only loosely connecting activity, association of
activities, the establishment of environmental conscious
farming among those living in the countryside is
essential [0 and encouraged by al means [0 need the
change of approach.

Driving for ces towards a sustainable rur al development

As evaluators, we consider as driving forces those elements whose existence makes
the relevant activities appropriate or induces them to make exploitation of the potential
resources as effective as possible.

The actual realisation of driving forces must also involve the consideration of
employment and environmental issues on the level of individual projects.

On the basis of the situation description of the rural development programme, the
following elements can be identified as driving forces. However, these are not
indicated in the programme as driving forces:
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Driving force  Agriculture

A large part of the territory of the country, i.e. 89% is appropriate for
agricultural/forestry activity

Rura area

Number of enterprises employing less than 10 personsis considerable

A relatively high percentage of individual farms has income from outside
agriculture

Beautiful landscape, natural conditions, cultural heritage

The environment of homestead areas is beautiful, they play a large role in the
conservation of the soil/landscape

Homestead areas can also be the scene of modern agriculture

There are a lot of buildings in the countryside which should be given new
functions

In harmony with the needs of the local community

There are alot of non-governmental organisationsin rural areas

Handicrafts are still present in rural areas

Ways of farming which conserve the landscape exist

There are local food products

A part of Hungarian specialties are linked to rural areas

Existing, maintained cultural traditions

In the current world market environment, good natural conditions are a resource.
This is however not the main determinant of the success of the agricultural sector of a
farm. In our evaluators opinion the driving force is the market. Production of such
products which have future market potential is worth supporting .

It is specific to Hungary that agriculture is a significant employing factor.
Therefore, we as evaluators, identify agriculture as a driving force in the improvement
of the rura living conditions, as an employing factor and potential employment
opportunity. Based on these facts, agricultural developments can be unambiguously
assessed from the point of view of employment.

The aspect of environmental protection is also counted as a driving force. In this
respect, agricultural developments can be taken into account as a means.

In terms of the improvement of rural living conditions, we consider that existing
economic and usual traditions and the need for their conservation are an important
driving force. We identify non-governmental organisations and interest in local
developments as driving forces, although interrelation and interdependence of the
individual projectsisnot agenera rule.

For the purpose of diversification of rural farms and improvement of income
possibilities, we assess existing natural circumstances as driving forces. Exploiting
them provides an opportunity for the cultivation of activities which supplement each
other.
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Ranking of disparities and priorities influencing the rural
quality of life and economic opportunities

Looking at the areas managed by the ERDF in a complex way, we, as evaluators,
deem the difficulties relating to the employment opportunities in the rural areas as a
major problem. The shortage of employment opportunities, more exactly that of
income possibilities is the source or origin of a number of other problems (migration,
health conditions and public safety).

Within it, the decline of the employment role of the agriculture is of primary
importance. We feel that the professional qualification of people employed in
agriculture is a problem of great significance. Currently no agricultural qualifications
are needed in Hungary to perform this activity. Primarily, we see this lack of capacities
of making individual farmers able to adapt and perceive the changes of the given
market environment and properly respond to those changes as an even greater
problem . In the case of business entities, this problem is of lower importance because
they have well-prepared managers in higher numbers. This is complemented by the
weakness in market-orientation of the advisory system in that the advisory activity
mostly does not contribute to adjusting to market opportunities.

A large problem is the simplification of the production structure. Consequently, the
decline of the sustaining capacity and the motivation for reduction of handwork
remains as low as possible. This process is facilitated in crop production by the
holding concentration. The simplification of production structure is also disquieting in
an environmental respect; it reduces bio-diversity and means monocultural
exploitation of the soil as well. The lower number of produced species even has
disadvantages from the point of view of the market, because it exposes the crop
production sector to certain market effects to a greater extent. Farmers in Hungary
only make limited use of mass-production possibilities; above al individua farmers
are unable to connect their activities to such production (e.g. in the case of wheat,
production of goods in large quantities). One reason for this is that farmers have an
aversion to producers groups, for partly historical and partly individual reasons.

An equal problem to the decrease of the employer(s role in agriculture is the issue
of rural enterprises. Here qualifications do not belong to the most important issues to
be discussed, since most enterprises outside agriculture can only be set up in
possession of an appropriate qualification. In respect of such enterprises, the greatest
problem is the lack of knowledge (mainly about marketing, however, not the sale of
existing products but the assessment of market demands and designing products
adjusted to them), which results in a lack of market as well as limited availability of
local purchasing power.

An extraordinarily significant problem is that at the same time that the employer(s
role in agriculture has decreased, the employer(s role of activities outside agriculture
has not risen. This has aso contributed to the growth of rural unemployment.

In our evaluators opinion, the lack of funds is subordinated to the range of problems
of rural income opportunities. Of course, supporting investments facilitating the
adjustment to market changes isimportant, but, in our evaluators opinion, these should
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serve the restructuring as mentioned above in such a way that does not involve a
decline in existing employment indices. A related problem is that no definition based
on a consensus is available either for competitiveness or restructuring within the
agricultural sector.

In respect of vocational training, a significant problem is the weakness in market-
orientation of the education structure and the restricted character, or in many cases,
absence, of continuous monitoring.

The Roma people create a considerable socia problem in certain areas of regarding
their living conditions and the environment in which they live. As evaluators we
consider it to be a magjor concern that the problems relating to the Roma have not so
far been attempted to be solved through programmes, actions and projects which take
into account the way of thinking of this ethnical group. Therefore, weaker results have
been achieved than expected, meaning that no progress has been made in the solution,
on the one hand, and it was thought that the Roma were refusing the solutions, on the
other.

In respect of rura living conditions, a considerable problem is partly the shortage in
services and partly the difficulties of access to those services which do not exist in
certain towns and villages. A specia problem in relation to the shortage of servicesis
that no definition based on consensus is available in Hungary for rural services, for
their necessity and minimum level or, if available, such definitions are regulated by
laws working independently, which do not analyse the rural development effects, due
to the lack of a complex rural policy. The absence of analysis of the effects of rural
development is a generally observed trend in Hungary.
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Quality of lifeand the diversification of rural economy (Axislll.)

Defining and main topics
The sub sections according to the ERDF Regulation in Axis |1 are as listed below:

Diversification of rural economy
Improvement of life quality
Training learning skills

The quality of lifeis partly an economical question, but questions being outside of
the economy - on long turn inevitably - play role with at least as much emphasis, that
are indirectly have positive effect on t he development of economy (traditions, the
strength of local communities, local identity, etc.). All these are included in the
passing, mediating and maintaining of relevant knowledge.

The main topics based on those mentioned above are determined as follows:

I nhabitants

Local communities
Training and profession
Services and infrastructure
Job opportunities

The main topics in some instances cannot be expressed by numbers, or there are no
official statistical data for them. In such cases it is suggested to cite analysis donein a
wider scope [that is also appearing in some parts of the material [lis there had been
such research and study evaluation made.

The handling of the main topicsin the Situation analysis

| nhabitants

We agree with the statement referring the rural inhabitants. As a supplement it is
stated [Jand it is obviously known by the planners- that inhabitant retaining ability
besides rural development depends on other factors (e.g. willingness of banks to
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finance village building) to what the programme has no means, and yet significantly
influence the achievement of the programme.

L ocal communities, inheritance

The strengthening of the local communities is an added value to the measures of
rural development that as multiplicator effect can influence the development of
economy, and the life quality independent of financial prosperity. The Situation
analysis mentions the problems of local communities, including problems derived
from emigration, and the disadvantageous processes originating from Roma
immigration. The development of local communities aims at these social problems,
and partly in community levels and partly through complex programmes strengthen
the unity of the local society. We agree with the statements.

As ex ante evauators, under local inheritance we mean not only the built
inheritance and folk traditions, but all elements of rural life and al part units of their
scale of vaues, including independency, willingness to take independent
responsibility, and the need for and possibility of independent decision. In connection
with the measures of axis Il1. the disappearance of these is the most important factor,
establishing all effective development sustainability. Without these there will be no
long term sustainable rural existence. Without the ability of independent responsibility
rural inhabitants will not survive the effects of rural service-distraction accomplished
in the name of administrational and other rationalizations. Moreover, the successful
realization of the programme will be essentially influenced by the changes of
regulation systems during the 2007-2013 period besides the ERDF measures of the
rural development. The improvement of local communities, their strengthening helps
to redeem the reduction of decrease in services, and therefore helps the rural survival.

Concerning the problems of local inheritance and local communities the material
phrases those, and lists the main requirements, we agree with them.

In relation to local communities no target group is determined, as the reinforcement
of loca communities in al regions, settlements, communities of Hungary are
extremely important concerning the multiplicator effect of the topic.

Training and profession

Qualification level of the rural inhabitants, the problems of those and their reasons
are identified, as well as the main areas to be developed; and we agree with them. In
the field of profession/ability encouragement of becoming an entrepreneur, letting the
entrepreneuria thinking be known, and therefore establishing the ability to economic
diversification is of outstanding importance. Without this, production centred thinking
will not turn into market centred thinking, i.e. the bases for successful economic
diversification will not be established from human resources point of view. At present
most of the rural entrepreneurs are not seeking the ways of sale but resign to the fact
that there is no possibility to change product, because there is no sound consumer
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demand. The healthy market attitude is missing from those rural entrepreneurs who are
at present not working on area monopoly, that is the might need possible
diversification. The qualification and ability of those working in the agriculture make
on-farm or off-farm diversification possible only in a narrow area. We agree with
statements referring to profession

Services and infrastructure

The development of rural basic services and infrastructure can only partly be aimed
at by the measures of ERDF. Concerning services due to non rural developmental
regulations in Hungary the disadvantage of rural areas is significant, the Government(s
present short term regionalization with economic approach overbalances the supply of
rural areas - already being in disadvantageous situation Clwith services, it is enough to
think of post offices schools, and we are to facet he reforms of health and government
system. These are changes that in their effects are more significant in the negative
direction (decrease the inhabitant retaining ability) then in the generally positive one,
which might be achieved by the rural developmental measures of ERDF. It can be
supplemented with the fact, that certain bank do not finance private house purchase,
and therefore the service competition gets narrower in rural areas that is economically
disadvantageous to the rural inhabitants.

In connection with the spreading of economic services the problem emerges
differently, as it is regulated by economic lawfulness, where necessary economic
services appear quickly competing with one another. On such areas regional problem
Isthe lack of starting the development of the economy due to the absence of economic
services. These services are regularly following ones, that is, the demand should
appear for such services, and these in themselves do not create market in the
countryside. The reason for thisis the higher density of enterprisesin larger cities that
means a connection system that can be operated more effectively from the side of the
service providers. A further problem is, concerning service providers, that they offer
similar service price level, as in cities with greater economic potential. Naturaly, it
cannot be expected that they should gain less money for their job, but it is a fact, that
higher prices prevent the forming of economic servicesin awider scope.

If not the greatest, the provision of the participants of the rural economy with up-to-
date information is still a problem. This problem does not apply to the given economic
circumstances, but to market forecasts, to long term thinking from the aspect of
evaluating the necessity of activity or product diversification that might emerge.

Concerning infrastructure, it is of outstanding importance that rural settlements are
difficult to be reached physically and through information channels; - this is a great
problem. this includes the poor quality of road network, involution in the name of
rationalizing of public transportation, difficulties of rural families in the field of car
keeping, and the lack of coverage of certain areas by mobile-phone networks, and the
lack of a possible up-to-date internet connection.

In infrastructural relation further problem is the lack of spreading of the use of
renewable energy resources.
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Job opportunities

On countryside there are two major problems concerning the working possihilities,
One of them is the small number of workplaces, the other is the relatively high number
of the unemployed people unwilling to work.

From the aspect of creating workplaces, the rural areas are not attractive, the bigger
employers settle in the regional centres. This has company-seat selecting reasons, and
the minimizing of the leaving barriers, the maintenance of the later marketability.
These are economical regulating mechanisms, there is nothing to do with them with
rural development measures. Concerning the workplaces the next problem is the
existence of suitable skilled manpower, which is a considerable problem on
countryside. Concerning this, the manpower adaptive capacity promoting character of
the training in the countryside is an effective help in improvement of the employment
conditions.

The low socia appreciation of the self-employment, and the absence of the self
employing ability among the rural population, is a considerable problem connecting to
the increasing of the working possibilities in Hungary. The major part of the rura
population of the age of employee, shows higher willingness to be employed at a
workplace, work out the necessary time there, and after refraining from such economic
activity, which would contribute to the improvement of his living conditions. This
trend is stronger and stronger among the youth. This makes the rural population of the
age of employee defenceless, which restrict the later capacity for changing of working
activity and in the present economic situation it shall not be able to take a new job
after discharge, so contributes to the increasing of the rural unemployment. The
improvement of the capacity of the rural population to take the responsibility, is a
major contribution to the increase of the working possibilities and through this to the
improvement of the employment. In the development of this, as ex ante evaluators, we
see great possibility.

On the countryside the social network which [Omay be, that due to its economic
interest -adopt the matter of unemployed, and taking the local social responsibility, and
realizing the social deviances originating from the unemployment, organizes the
village employment network, is absent. The reinforcement of the local communities
provides help in coping with this problem as well, we see considerable development
potential in this.

We, as ex ante evaluators, consider the problems of the quality of life of the
disadvantaged target groups, especialy in case of the Romas, to be similar. In relation
of the target groups mentioned, the greatest problem is that given solutions not taking
into consideration or only to a smaller extent, the different cultural features of these
social groups, and at implementing the solutions intended to be custom-tailored, they
evaluate with identical measures as the mainstream programmes.
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2.5.3. Thesuitability of SWOT -analysis and its har mony with
the Situation analysis

With the processing of the SWOT-table provided in the programme and with its
supplementation with the modifying proposals of the SWOT-workshop day held on t
he 8th June 2006 (shown in drab background) the evaluators phrase the following
comments in connection with SWOT-items.

Table 6. Comments on SVOT-items in connection with Axis 3.

Strengths

S | Rich cultural heritage, natural resources, variable | Expanded

regional conditions.

S | Healthy, peaceful placeto live We agree that the item is included, but we
propose transforming its wording so asto help it
better convey the meaning of strength. The item
is not supported with argumentation.

S | Inrural settlements, We agree that the item is included, it is partly

the density of basic infrastructure is convenient with | supported with argumentation.
the exception of homestead areas, small village- and
peripheral regions.
S | The rural areasCleconomic and cultural heritage, their | We agree that the item isincluded.
natural and habitat properties serve as suitable ground
for the development of economic activities
in the non-agricultural sphere, as well as in other
supplementary fields (world-heritage sites,
architectural heritage, archaeological values, folklore,
traditions).
S | Wdll-skilled craftsmen communities, professionally | We agree that the item is included, it is not
established panels of experts to judge folkloric arts and | supported with argumentation.
crafts.
Weaknesses
W | Thecultura values of The item is not included in this form; parts of it
rural areas are amost never exploited properly, the | have been reorganized into other items.
sustained utilization of natura resources also remains
at alow level.
W | Small village regions give an overall deteriorating | Not included.
picture of themselves.
W | Characteristically, public utility services are not always
easily available for al inhabitants.

W | The means of subsistence, that are not based on | Expanded.

agriculture, are slowly spreading.

W | Reduced economic services and auxiliary infrastructure | Transformed wording.

(sales, logistics, communication networks).

W | Low and ever decreasing economic activities in rural | We agree that the item is included, it is well

areas, agreat number of [hvoluntary entrepreneurs.[] supported.

W | Long established productive sectors with low | We agree that the item is included, it is partly

profitability supported with argumentation.
are of great importance in rural areas; the means of

subsistence, that are not based on agriculture, are

slowly spreading.
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In rural aress, the capital attractiveness and the degree
of knowledge intensive employment should be
improved.

We agree that the item is included; while it is
well-supported with argumentation, it lacks
sufficient data.

The enterprise potential and the innovative capacities
of the rura population is low; in the absence of the
necessary abilities and own strength,

they are less likely to make use of development
programmes.

We agree that the item is included; the account
of the prevailing conditions is not well-
supported.

Lack of certain practices, e.g. partnership, well-
functioning networks.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

Poor promotion of traditional arts and crafts, lack of
public recognition, vague practice of sales.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

The utilisation of renewable energy in the private and
public sectors has not gained ground so far.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

Disparities as for the quality and regional heterogeneity
of village tourism; alack of integration.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

Insufficient legislation in the field of direct marketing
small-scal e producersCproducts through tourism.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

Infrastructure and service industries available for
enterprises require improving.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

Opportunities

Natural and cultural values are to be appreciated; the
importance of healthy environment should be
underlined.

The item is not included in this form; parts of it
have been reorganized into other items.

A growing social demand on the utilization of
renewable energy sources.

Transformed wording.

A growing and sound demand on foodstuffs that have
been produced in more environment-friendly ways.

It has been reorganized into other items.

Cultural heritage comes to the fore worldwide.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

A growing demand on

products and services that are safe, healthy, and bear
the marks of certain regions, with respect to the
considerations of the labour market and ensuring the
protection of values.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

By means of the development of information and
communication technologies, the capital attractiveness
of peripheral areasis going to be increased, isolation is
reduced.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

In line with European trends, the options of energy
sources available in rural areas (e.g. biomass) are to be
re-evaluated; a high value is to be set on healthy
environment and natural values.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

A gradual presence of
tourismis multiplier effects in the fields of agricultura
products and services utilized in village tourism.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.
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The reduction of infrastructural  drawbacks
emphasizing environment-friendly solutions as part of
the EUIS cohesion policy.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

Threats

The migration of active, well-trained labour force is
going to continue, similarly to the ageing and the
decrease of rural populationsin small village regions.

Transformed wording.

As a consequence of functional changes in rural areas
(such as agglomeration or resort villages), existing
values and unique characteristics are going to

disappear.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

As a consequence of

the falling natural increase in population and the
migration of the active, well-trained labour force,
depopulation and deteriorating age-structure of the
population is going to occur.

We agree that the item is included, it is well-
supported.

The importance of agriculture in employment keeps
falling; yet this phenomenon will not be followed by
the development of non-agricultural economic
activities.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

As a result of the intensifying migration into urban
areas, a strong regional concentration can be expected.

We agree that the item is included, it is well-
supported.

Commercializing and a general value crisisin trade and
in public opinion is going to show an upward tendency.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

As a consequence of

alack of financial sources, in the fields of culture and
traditionalism, it will be difficult to be respectful of
traditions.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.

The security of property and public safety is going to
change for the worse.

We agree that the item is included, the account
of the prevailing conditions is not well-
supported.
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Defining key development ar eas

As for the key development areas regarding the realignment of the most backward
regions (as a subject matter), our comments will be the following. See Table.

Table 7. Comments on the key devel opment areas in connection with Axis 3.

Low entrepreneurial skills; micro companies are prevalent; lack of integration;

the low range of service industry is a proof of the economic dynamism that is
lagging behind that of urbanized areas especially in the south, the eastern parts
of the country, and in small village areas, of course. In rural areas, the falling
economic strength of agriculture is not satisfactorily compensated by
aternative and/or supplementary non-agricultural economic activities.

We agree that the statement is
correct, the subject matter is
well-supported with
argumentation, but there is a
relative lack of data and
references on the basis of
analysis.

(2.) In the structure of the economy, the less profitable sectors and activities are
in majority, so the earnings of the enterprises and the employed lag behind
townspeopl els earnings, and behind the national level as well. The larger scales
of manual workers and those with lower educational level, as well as the
falling degree of the working population are another factor that reinforces the
income conditions.

We agree that the statement is
correct, while it lacks
sufficient data, it is well-
supported with argumentation.

(3.) The unemployment rate is more than twice the national average, especialy
in small settlements, which is due to the critical labour market situation. For
people with higher qualification it is hard to find a suitable job; on the other
hand, the employment of low skilled social groups, e.g. the Roma population,
is also very problematic. All this leads to migration in the case of the former,
and to unemployment, deviation, and disappearing from the labour market in
the case of the latter group. The migration of those with higher qualification
resultsin the lack of strong knowledge base in the countryside.

We agree that the statement is
correct, while it is not well-
supported with trends, it is
well-supported with
argumentation.

(4.) The service industry that helps restructure the economy and strengthen
local enterprises are concentrated into towns, which makes it rather difficult for
the rural population of peripheral areas to obtain them. Logistics, information
networks, the number and capacity of organizations and networks are all
unsatisfactory to reach efficient sales and marketing. With regard to basic
services, small villages and homestead areas are till very problematic.

We agree that the statement is
correct, it is partly supported
inthe analysis.

(5.) Basis infrastructure has improved a lot in rural areas, however, in small
villages and peripheral and homestead areas public supplies still need
improving (sewerage system, periphery roads, electric network, drinking water
etc.). The basic infrastructure, that is necessary to achieve the development of
the entrepreneurial sector, isinsufficient; the utilization of info-communication
facilities is weak (with regards to both equipment and skills). The field of
renewable energy resources

isamost completely unexploited.

We agree that the statement is
correct, it is partly supported
with data.

(6.) Developing village tourism is one of the key areas of economic
diversification. In order to intensify this phenomenon, an abundant supply of
agro tourism, supported by the cooperation of regions, is required; a service
and marketing network also needs to be established that help direct marketing
of local enterprises. In addition to this, training in the field of tourism and
catering is not satisfactory.

Overal, we agree that the
statement is correct; within the
domain of opportunities the
guestion of demand needs
further analysis.
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(7.) Rura areas have their own special, characteristic and remarkably various | We agree that the statement is
cultural heritage, which is a cultural and economic resource at the same time. | correct, it is partly supported.
Therefore, it is rather important to protect these values, and to ensure its
sustainable management. As a matter of fact, this is of great importance with
regard to regional development, tourism, economic diversification, culture and
local communities.

Alongside the protection of values, it is just as relevant to increase value,
especialy in settlements with no architectural values, or no remarkable image.
(8) There is no considerable synergic relationship between local | We agree that the statement is
developments. correct, we propose it for
further analysis, it is partly
supported.

137



L eader (AxislV.)

Defining the programmes, main points

As Axis 4 (Leader) does not have subsections, and the approach is standardized, no
main points are differentiated.

Leader is still taken as a novel idea in Hungary apart from the fact that before the
country(s accession to the EU, there used to be a Leader programme, moreover, for the
time being there is another Leader programme which has been launched by the
Ministry of Agriculture and Rural Development, under the umbrella of the
Agricultural and Rural Development OperationalProgramme (ARDOP). At the
moment, little is known about the practical application of the approach and the
problems involved, but some of the difficulties can be drawn from the progress of
ARDORPIS Leader programme.

The implementation is significantly delayed, which is actually an obstructive factor
in the widespread understanding of Leader[s importance and its policies. Skills have
to be improved; local planning and operational mechanisms all have to be cleared.

The obtainable sums of money per application are relatively small with regards to
the complexity of the system. Leader supports smaller projects, and the obtainable sum
of money is less than half of the accounted costs, if the application is submitted by a
company. This raises no problem itself, because the smaller the amount of support, the
more likely the project is further ensured at a higher rate. The problem arises when it
comes to the complexity of the application system and decision mechanisms. The
application form is too much complicated; in addition, it makes no differences
between the legal entities of the potential applicants, nor between the types of financial
commitments involved. Due to the standardization, there are some headings in the
form that simply make no sense in the case of projects which otherwise are in line with
the policies of Leader, a phenomena that ends in losing some scores in the fina
assessment.

In contradiction to the original Leader policies based on local decisions, new
assessments are implemented in the application procedures which use a scoring
method that is less able to judge the applications in local circumstances. On the other
hand, according to the new method, the final decision is made by a centra
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administrative authority independent from any region, in spite of the previous practice,
when decisions would be made by the Local Action Group.

The principal responsibility of the final decision lies with the head of the managing
authority, a decision that cannot be chalenged afterwards. This approach is totally
opposed to the policies of Leader.

The suitability of the SWOT-analysis, its coherence with the
analysis of the situation

Having processed the SWOT Table presented in the programme, and, secondly, due
to the proposed amendments (emphasized in beige background in the Table) issued
during the SWOT Workshop held on 8 June 2006, the following reflections have
been made in connection with the SWOT-items. (See Table)

Table 8. Comments on the SWOT-items in connection with Axis 4.

Strengths

S | Significant local experience and willingness to | Transformed wording.
initiate and implement integrated development
programmes at small area levels. Economic
activity ison the rise in some aress.

S | Significant local experience and willingness to | We agree that the statement is correct, its
initiate and implement integrated regional | argumentation is not presented.

development programmes at small area levels.
The activity of local communities is on the rise
in some areas.

Weaknesses

W | Low entrepreneurial skills, innovative capacities | Removed.
and economic activity of the rural population.

w | Weak synergy among local developments, poor | Transformed wording.
integration.
A lack of initiatives and trust. We agree that the statement is correct, but there is no
adequate argumentation.

Weak synergic relationship among local | We agree that the statement is correct, but there is no
developments. adequate argumentation.

Public utility services are not aways easily | We agree that the statement is correct, the
available; there is a lack of non-profit solutions; | argumentation is partly presented and incomplete.

as for the existing services, there are significant
regional differences between the quality of
Services.

W | Poor security of property in small villages and | We agree that the statement is correct, but there is no
homestead areas. adequate argumentation.

Opportunities

=

g =
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O | An increasing demand on intensifying the | Transformed wording.
relationships between regions and rural-urban
aress.

O | The majority of rural population show a | Transformed wording.
willingness to develop partnership and
implement projects that are based on local
resources and solutions.

O | By means of the development of information | Removed.
and communication technologies, the capital
attractiveness of peripheral areas is going to be
increased, accessibility isimproved.

O | A growing regional and rural-urban integration; | We agree that the statement is correct, but there is no
more developments are implemented that are | argumentation.

based on local resources and solutions.

Threats

T | Segregation  becomes  stronger,  further | Removed.
ghettoization of certain areas, deteriorating
security of property.

T | Agriculture keeps losing ground, which is not | Removed.
compensated by new economic activities or else.

T | The accessibility of rural areas keeps faling | Removed.
(roads, public transport).
T | Security of property and public safety keep | We agree that the statement is correct, but there is no
deteriorating. argumentation.

Deter mining key development ar eas
No key development areas have been determined in connection with Leader.
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SWOT table

Following the completion of the version of the Programme of 18 January 2007 the
planners and the ex ante evaluators have organized a two-days strategic workshop,
aimed at strengthening the coherence of the situation analysis and the strategy. In the
course of the SWOT workshop the strengths and weaknesses at Programme level have
been identified in a summary SWOT table.Opportunities and threats have been defined
based on a set of international and domestic trends collected previously. Offensive
strategies have been selected by matching strengths with opportunities and defensive
strategies by matching weaknesses and threats.

An offensive strategy is per definitionem a set of interventions based on existing
strengths further supported by foreseeable trends with a positive impact (or
opportunities). An offensive strategy is relatively easy to measure and the availability
of the opportunitiesis straightforward to test. A defensive strategy, on the other hand,
targets weaknesses further engraved by foreseeable negative impacts of trends. A
defensive strategy, aiming at countering the worsening of a situation, or avoiding a
potential crisis, is much harder to measure (non-occurrence of a crisis may be a
consequence of either an effective intervention or an erroneous forecast). The
intervention logic is presented graphically in the next Chapter, where vertical bars with
square connectors present individual intervention chains (the vertical bars have square
connectors at least on their both ends [lthey are placed at the individual SWOT items
that specific chain refers to).
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Below the final SWOT table is presented:

Strategic goals:

Agriculture and food processing
restructuring production,
quality production,

operation of product-lines,
improving competitiveness

Environmental conditions

Improvement of water management systems,
sustainable use of agricultural land,
conservation of biodiversity,

restoring the effects of climate change

Rural economy
Improvement the quality of rural life,
accessibility to sustainable living standards

Strengths:

Outstanding ecological and habitat features

Habitats, suitable for production of unique
quality region-specific products.

The concentration of land use has started

The operating efficiency of large food
processing enterprises with state-of-the-art
technology is favourable

Hungarian agriculture produces high quality
and safe food products

Traditional and special quality products

The presence of farming according to the
long-term forest plan based on theyield
regulation

Rising aim of founding co-operatives

Rich in environmental and natural
endowments

Up-to-date biological background, high
performance biological resources

High level biodiversity and low level
environmental load

Healthy living conditions
Co-operativity of loca communities

W eaknesses

Fragmented land structure: the concordance among the size, form,
productive capacity of the farmsis not suitable, and in some
activities the technical standard islow

The balance between the two main sectors, mainly crop farming and
animal husbandry have shifted

The low profitability of the sector, lack of capital
Investments failed from lack of capital, obsolete production assets

Agriculture as afull-time activity only provides livelihood for alimited
number of farmers

The coherence between the size and production capacity of holdings
are not appropriate, certain activities obtain alow technical and
technological level

Obsolete technologies used for animal husbandry

Livestock emplacement and animal welfare compliance is not adequate
- environmental load

The age composition of the farmers and the people employed in
agriculturein general, is unfavourable

The knowledge of the farmersin the fields of enterprise, market and
marketing is incomplete

The vocational training is not sufficiently practice-oriented, the
operation of the advisory system is not satisfactory

The market organization of individual farmersis significantly under
EU average

The structural weaknesses, outdated technical standard,
undercapitalization, weak marketing activity of the small and
medium-sized food processing businesses

The considerable separation of food processing and the material
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production, and the quality follow-up is not sufficient

The services, trading, logistic systems (storage, transportation),
supporting the entire product paths are underdevel oped; Alternative
utilisation of poor quality agricultural areas

Areas having nature values, and their proper handling is not solved

Imperfect rural infrastructure (civil, entrepreneurial, production, e.g.
transport, traffic, working-site)

Services supporting product chain, trading and logistic systems are
underdevel oped

Tumbled rural communities
Lack of employment opportunitiesin rural areas

Dynamic differentiaization of village development, the critical state of
villages in areas lagging behind, increasing depopulation
Lack of space used by communities

Trends

The proportion and balance of the two main
sectors (plant production and animal
husbandry) has unfavourable consequences

The genetic resources are endangered and not
developing

The change in nutritional behaviours, increase
in quality expectations, moderate increase
isoveral demand

Due to the structura problems of education
the demand for market and labour force
qualifications do not meet the market
expectations

Growth of internal and international demand

Opportunities

Increasing portion of competitive holdings
Threats

Promoting the shift to land use methods
appropriate for the natural endowments;

Utilisation of forestry and timber industry can
be increased

Increasing demand for traditional and special
quality products

Extension of Eco-production

The improvement of the environmental
condition, by developing the conditions of
extensive agricultural production and of

Threats

Theincrease of regiona differences
Disproportionate increase in the costs of agricultural production

The use of inappropriate adulterants endanger the supply-demand
balance and the quality of the products

Realized product surplus derived from agricultural production

Thelack of up-to-date knowledge endangers the utilization of highly
capable production sites

Soil degradation can cause irreversible damage in natural heritages.
Extreme water balance situations (flood, internal water, drought)
Global warming

The decreasein size and quality of outstanding agricultural areas
The abandonment of lands endangers the maintenance of the
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for eco-products

Emerging and further aggravation of EU
environment protection, animal welfare,
quality assurance norms and requirements

Transmigration from rural areas

Increase of the demand for aternative free-
time activities

M oderate strengthening of degradation
processes connected to agriculture

The market selection resulting from
professionalism isincreasing

Change of the CAP

The decrease of partitioned, uncultivated
privately owned forests

nature-friendly forest farming
Saving soil fertility, therefore decreasing the
possibilities of soil degradation

Increasing demand for renewable energy
resources

Broadening the activities of therural
population provides safer subsistence;

Locally binding rura workforce
diversification of activities

Increasing interest for gastronomy, eco- and
recreational tourism

agricultural status, especialy at less favoured areas.

The out-of -date knowledge and the low level of adaptivity may be a
long-term limiting factor for the rural population

The small village areas are socially tending to lag behind
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Strategies Offensive strategy (measur es) Defensive strategy (measur es)

Development of competitiveness 112. Setting up young farmers 111. Training, information and diffusion of knowledge
122. Improving the economic value of the 113. Early retirement of farmers and farm workers
Supporting groups of production forest 114. Use of farm advisory services

123. Adding value to agricultural and forestry |121. Modernization of agricultural holdings
products 141. Semi-subsistence farming

125. Infrastructure related to the development . . . .
and adaptation of agriculture and forestry leérlj.gments to farmersin areas with handicaps, other than mountain

142. Setti ”9 Up producer grou!os 214 (A). Agri-environmental payments
226. Restoring forestry potential and

Competence centres, Dissemination,

Renewable energy plants

Natura 2000 sustenance plan, KAT, AKG, preventive actions 214 (B). Preservation of genetic resources
313, Encouragement of tourism activities 216. Ass stance proyl ded to n.on-productlve investments
Observance of norms 341, Skill acquisition, animation and 221. F! rst affore.statlon of agricultural lands
implementation 222. First establishment of agro forestry systems
Encouraging entrepreneurial drive 223. First afforestation of non-agricultural land
225. Forest-environment payments
Non-agriculture driven enterprises (e.g. rural 227. Non productive investments
tourism) 311. Diversification into non-agricultural activities
312. Support for business creation and devel opment
Equl opportunities 322. Basic services for the economy and rural population

323. Village renewal and development

331. Training and information

411. Implementation of the local development strategies
421. International and trans-national cooperation

431. Running costs, acquisition of skills and animation
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Goalsto be achieved, evaluation of the strategy chosen

Internal coherence of the programme'

As regards of the specific strategies described under the Axes, the ex ante
evaluators assessed their internal coherence by reconstructing and reviewing the
overall intervention logic of the Programme, and that of the specific measures. A
series of workshops in January 2007 dealt with highlighting unclear elements and
discussing the underlying rationale, specific objectives, as well as ways and means to
achieving these with the planners. Specific focus was put on integrating the lessons
derived from the medium-term outlook of the agricultural sectors under Axis |, and on
increasing the effectiveness and efficiency of rural development schemes under Axis
[11 by creating synergies between measures, and ensuring that rural services and
village renewal activities will be implemented in an economically sustainable way.
Proposals to strengthen the responsibilities and competences of local actors under Axis
IV were also made.

Further, the description of all measures were reviewed by the evaluators, and
checked against the requirements issued by the Commission (including the structure [J
ie. sub-headings - and overall content of the draft text). A significant number of
detailed suggestions were made to complement these.

The following exhibits show the procedure how the specific measures have been
identified. Concerning the measures two groups (offensive and defensive strategies)
have been identified. In both cases the connection is shown by vertical lines, which
demonstrates the linkages to the components of the SWOT analysis with a bullet.
Besides the SWOT anaysis there is also a table with the trends showing the
correlation between the targeted opportunities or threats by the specified measure.

2 Previous measures 1.1.5, 1.2.4, 1.3.1, 1.3.2, 1.3.2, 2.1.5, 2.2.4 of the February version of the Programme are
no longer present in the final NHRDP.
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