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Introduction

The New Hungary Rural Development Strategic Plardimafter Strategic Plan or Strategy)
aims at establishing the frameworks of the sucaesshplementation of the Rural
Development Programme. It provides for #tetegic framework of the Hungarian rural
development programme covering the period between0B7 and 2013 The Strategic Plan
aims at creating the development framework necgd$sathe development of agriculture, the
preservation of environmental values of rural ar¢as strengthening of rural economy and
the cohesion of rural society in line with the Loslbobjectives and the principles set out in the
conclusions of the Gothenburg European Council.

The objective of the document

Based on the experience of the recent agricultarad rural development programmes
financed from national sources or co-financed byopean fundsthe objective of the
Strategy is to set up the directions and objectivesf rural developmentand to identify the
tools and methods for attaining the objectivesime with the New Hungary Development
Plan.

The framework of the Strategy

The framework determined by the European Union:

- Council Regulation (EC) No 1290/2005;

- Council Regulation (EC) No 1698/2005 on supportrtiral development by the
European Agricultural Fund for Rural DevelopmenABRD);

- Council Decision on (EC) no 144/2006 on Commustitategic guidelines for Rural
Development (Programming period 2007-2013)

- The principles of sustainability as set out ia tonclusions of the Gothenburg
European Council and in the Lisbon Strategy.

The framework determined by the national developpelicy documents:

- National Development Policy Concept which determines the objectives of the
Hungarian development policy and the measureshfar achievement;

- National Regional Development Concept which determines the objectives,
principles and the system of priorities of the oegil development policy of Hungary;

- National Action Programme (2005-2008)which defines the steps to be taken for the
achievement of the objectives of the Lisbon Stngteg

- National Environment Protection Programme;

- National Forest Programme.



The Strategy’s vision for the future

The Strategy serves as the chief framework documoerihe development of rural territories
in Hungary between 2007 and 2013. In this periaalltifunctional agriculture will be further
strenghtened by a set of tools and methods aimingceeasing the competitiveness of the
actors of agriculture. With the integration of resmes and harmonisation of conceptsrural
areas will be given the chance to restructure lecahomy and to increase the quality of life
of the rural society. There will be even more engihgut on the aspects of sustainable
development and on environment-conscious agri@lltproduction in line with the
exceptions of society and the agricultural farmuagidating the aspects of environment is
getting to become a kind of service for the widsristy.

The most important task Hungarian rural develognfees is to handle the special situation
of Hungary in terms of low activity rate of the alipopulation, the social tension deriving
from the low rate of employment: low rate of incarftaneans at the same time to resolve the
discrepancy between prosperous agricultural capabibnd the underdeveloped rural areas.

As to strengthening rural economy, the Strategyipies solution in three aspects.

On one hand it supports the competitive agricultti@dings based on good agricultural
capabilities, which provide services to farmerghsd surrounding region, and help them in
integration. They also play an important role iaghg and activating local society.

On the other hand it supports small farms in géngoang farmers and the strenghtening of
family farms, which on one hand are able to emeatheir income-generating capability,
and to reach comparative advantages of economiesad® by using the sources of rural
development. On the other hand the diversificatbmactivities and the entering onto niche
markets mean the maintenance of farming activitytiese farmers in the long run.

Third, the micro-enterprises of rural areas shduddstrengthened in an integrated way, based
on the specificities and the breakout points inafea, using the area-based approach.

In the above mentioned ways of development it issfiide to reach the goals of having
employees creating new workplaces in every rurddge, which are able to catalize local
economy, and to facilitate the clamp of local epteneurs utilizing the opportunities in the
area.

At the same time the cumulative economic activiay only assure sustainable development
in rural areas and villages with keeping the redewt scale of environmental load. So the
realized expansions always have to be coupled téhprotection of natural, environmental
values.

Nevertheless, successful rural economy is a nagedsut not completely sufficient
requirement for the creation of successful and alle villages. Innovation-oriented
modernization is also necessary in the undermeadi@neas — with respecting traditions:

» Developing the accession to services — using fet@dhnologies

» Village renewal — heritage protection

» Development of local capacities, creation of inriomarural development networks



The claim of rural areas to improving their suppiyh infrastructure (transport, inner areas) ,

and to the financing of their health-care and basdigcational services go beyond the frames
and possibilities of agricultural rural developmest the realization of these developments
are only possible through a complex rural polioyoiring several ministries.

Besides the above mentioned goals the Strategy ddsignates to strengthen local
communities, to build up local partnerships and,compliance with the principle of
subsidiarity, to enhance local democracy in taenfs of LEADER-like partnerships.



|. Basic analysis of the economic, social and engimmental
situation

General description

Hungary’ territory amounts to 93,030 kniad a population of 10,096 thousand on 1 January
2005 showing a constant decrease.

The conditions of agricultural production (soil conditions, climate and geographical
conditions)are favourable even in international comparison. 83% of Hungangrritory
(9.3 million hectares) are suitable for variousi@agtural and forest management activities,
depending on the productivity of the soil, thusbéedand is a resource of utmost importance
and a key factor in production in Hungary.

As compared to the other sectors of national emynothe share of agriculture is
decreasing. In 2005 the contribution of agriculture to th@gs domestic product (GDP) was
3,7 %, together with food industry approximately 5. The share of agriculture and food
industry in exports amounted to 7,2 %. Aswestmentsthe agricultural sector contributed
to the total of investments in the national econdmyt,4% in 2005and as to gross output
the share of agriculture and food industry accodats8,8 % of the total; botHigures
indicate a slight increasecompared with the figures of the last yéars

In 2004 and 200&gricultural activities were pursued on 63% of thecountry’s 9.3 million
hectare’s territory, with 48.5% used as arable land, 11.4% as grabsiad 3.1% as ,
vineyards and orchyards. 19.1% of the total areeoiered by forest — the EU-25 average
ratio of forest cover is 35,7% - and 1,02% is cedeby reeds and fish-ponds. The average
ratio of agricultural land in the countries of tB&) is significantly lower than in Hungary
(EU-25: 37,3%). No major change had occurred fr@®02to 2005 in the method of land use
and in the structure form of cultivation. 54,8 mart of total agricultural land is used by
economic organisations, while 45,2 percent is usgdrivate farms (2005 data). As the
overwhelmingmajority of land is used as arable land this determines the structure of
agricultural production and the diversification pibdities.

Table for land use
(percentage of the country’s territory)
Arable land 48,5 %
Grassland 11,4%
Vineyards and orchards 3,1%
Forests 19,1%
Fish-pond 0,36%
Reeds 0,66%

! See Map 1. in the Annexes.
2 See Annex 2. for more details.
3 See Annex 3. for more details.



The activity rate in Hungary was 56,8 percent in 2005, which is isicgntly lower than the
EU-25 average 63,3%. Thmmemployment ratein Hungary is 7,2 percent) rural areas it
is 9,2 percent.

As to theregional differencesin the global economic figures of the countrynay be stated
that the Central Hungarian region’s contributionthhe national GDP is the highest. South
Great Plain and South Transdanubia have the bigi@se in the contribution of agriculture
to the gross added value, these latter two reg@ave the highest number of agricultural
employees, while South and North Great Plain hheentost significant share in agricultural
investments and in the number of registered econongianisation in the field of agriculture.

1.1. Competitiveness in the agricultural, food proessing and forestry
sectors

Main characteristics of the Hungarian agricultural, food industry and forestry
sectors: potentialities and problems

Market analysis

The gross added value of the agricultural sectom 2005 was HUF 815,9 billion (EUR 3,2
billion) (3,7 percent of the total national valuehile the value added by the food industry in
the same year was HUF 490,4 billion (EUR 1,92 &il)i ( 2,4 percent). Both figures
indicate a slight increasecompared to the figures of the year 2600.

The consumption of the main agricultural productsHungary has increased in the last 5
years. The consumption of meat, milk and vegetablesv an increase compared to year
2001. As for the export of agricultural commoditiesan be observed that all the significant
sub-sectors — including meat, vegetables and cereaf agriculture have been experiencing
anincrease in the total value of exported productsince 2002. The most significant rate of
increase was experienced in the field of cereats mpat. Among the new member states
Hungary is one of the few permanaet food exporters.

The increasing trend of consumption of meat in Hungaryprovides Hungarian animal

husbandry farms with the opportunity to widen themarket share; nevertheless the
competition of the cheap import products causgsifstant difficulties. New investments can
strengthening of their marketing abilities and aaprove their competitiveness on internal
and external markets as well.

Quality — among others — one of the key elementshef competitiveness of products.
Generally, it can be stated thidite quality of the Hungarian agricultural products is
satisfactory and does not lag behind other European countkiEseover, the quality of
products often exceeds the that of the Europeantemquart’s products. The good quality of

4 See Annex 4. for more details.



products may be due to the favourable climate ¢mmdi and the traditionally high level of
experience in production.

Hungarian producers are facing however two chgélenconcerning quality production: on
the one hand the marketing of quality productmissing, on the other hand, at the same
time the discrepancies between the levels of quafiproducts — mostly as a consequence of
a fragmented production structure and the laclooperation among producers — hinder the
meeting of a demand for large quantities.

Hungary is characterised by a fragmented farm struture. Small and large farms co-exist
in Hungary. The number of private farms and entsegrthat can practically be regarded as
commodity producers is estimated at 210-220 thalisem2005 the average size of arable
land owned by private farms (the category includesonly the commodity producers) was
3.5 hectares, as 73% of non-commercial farms @i#tiplots smaller than one hectare. As a
result of the scattered farm structure, it is difft to achieve the competitive farm size,
especially in private farms, and the applicationnaddern agricultural technology and the
utilisation of the production capacities are alsndbred. The arrangement of difficulties
originating from this farm structure, finding a stbn to general land consolidation, and
establishment of proportionate farm structure &bnal level will be an indispensable task of
the coming period, although in many aspects it dm@g®nd the scope of this Strategy.

The net income of farms shows a controversial pictureniHungary: joint farms achieve a
continuous increase in net income, while the incaherivate farms per hectare shows a
decreasing tendency. The reason is, that privattegeneurs suffered the most from the
decline of income experienced in animal husband®yivate farms could not realise
significant improvements in their production valper hectare, while joint farms could
increase the value of their production by 15%.

Human conditions: employment, age structure and les of skills

The share of agricultural production in employmeas 5 %, inclusive of food industry this
figure amounted 8,6 percent (334 thousand emplyre2005, gradually decreasing in the
last years®

Productivity of labour in agriculture is lower in Hungary than the EU average: the gros
added value per one agricultural employee is I&yddand Euros/employee, which is 57% of
the EU-15 average.

In Hungary 76% of farmers are men and 24% are worhba average male farmer is 53
years old, while the female farmer is 60 years,olhich showghe bad age structure of
agricultural farmers.

The skills of farmers in business administration, marketing and the dlatpn of
applicationsare deficient Private farmers are mostly in lack of knowleddsowt the
European Union (market and production regulatioppsrt system, requirements concerning

5 See Annex 5. for more details.
® See Annex 6. for more details.



product quality, animal keeping and environmenttgetion) and professional farm
management.

The institutional background of vocational trainimg well-developed; nevertheless, the
vocational qualification level of private farmers s low. In 2003 only 4.8% (in 2005 4.9%)

of the managers of private farms had primary schoéP6 (in 2005 7.4%) secondary school
or higher agricultural qualification. 2% of men aadly 0.2% of women have higher-level
agricultural qualifications.

Innovation, use of ICT in the agriculture

A significant backlog can be observed regarding innation and computer literacy among
farmers. Only 32% of farmers have computers and 28% the Internet. Based on the
comparison of the branches of the national econq@$A, 2004) on the use of
communication and information technologies, it cb@ concluded that 86,3% of the
agricultural entrepreneurships is using PC (théonat average is 88,6%), and only 58,7%
has access to the Internet (the national averag® 296).

Integration and cooperation

Despite the positive fact that in the recent yepreducers’ organisations have been
strengthening, the largest problems of the Hungaagriculture and food sector are the
inadequate level of cooperation among farmersand the disharmonious relationship
between producers, processors and merchants. frstdgcoups have only a 12% share in
the sectoral output of horticulture. The negotgtposition of non-integrated producers, who
provide the decisive majority of the output of thector, is weak. Only 18% of animal
products are produced in the framework of producarsperation.

Food processing

In food processing small and medium-sized enterprisésve the dominant role 89.6% of
them employ less than 20 persons. Although comglétdfilling the requirements on food
safety, a determinant ratio of them — with speaedard to small and medium size
undertakings - suffers a competitive disadvantaggng from the shortage of capital, and
there are not enough sources either for the quédiod safety and environmental investments
in order to meet the EU standards. Profitabilitytted enterprises and the level of innovation
are inadequate and the marketing activity alsoiregumprovement. Within the food industry
— mostly typical for small and medium-sized entesgs in the primary sector — the
technology used is obsolete, the product strudsiautdated and the quality of products is
unbalanced. Especially small and medium-size ense (SMES) have a significant backlog
in the application of innovation and R&D achievertsen

The level of technology in agricultural needs to bencreased

The majority of farms in Hungary — also in the di@f crop production — is unalbie ensure
the technological backgroundnecessary for a competitive production becausheofack of
capital. Machineries of the post-harvest phasesspecially in need of modernisation. The
average age of machines and equipment is over d@ ¢ is indispensable to renew them in
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order to fulfil environmental requirements and dsoenergy saving purposes. The average
value of assets in Hungary is EUR 2572,8/ha , wiieeEU average is EUR 8064,3 in this
field.

In case of animal husbandtere is a significant backlog in the environmentabspects of
manure storage. Although Hungary has a derogation concerning théfilling of
environmental requirements of manure storage imahhusbandry, these investments have
to be taken place as soon as possible.

In agriculture and forestry, certaglements of the infrastructure— roads, service facilities,
water management systemsare incomplete or obsolete Although Hungary is rich in
surface waters, the size of irrigated area is smalicompared to the 11% ratio in the EU-15,
in Hungary the size of irrigated area is only 2%haf utilised agricultural area.

52% of the country's territory is subject to thekrof floods and is in excess of surface waters.
At the same time, crop production is threateneddimught. The vast majority gbublic
watering facilities amounting to around 37,000 km at national lei®lin need of
reconstruction.

Water management covers an integrated approach order to supply proper quality water
in a balanced quantity necessary for agricultpratuction. Agricultural water management
has special needs in Hungary. Water managementunesasnsure the favourable condition
water and the protection of the soil. Besides sitftacture-type investments, environment-
friendly measures are and shall be used to ensgheduality production and production

safety. Water management is carried out in a way enables not only the supply of water
necessary for agricultural production, but also ieeting of the requirements of ecology,
namely the water supply of water habitats enclosgd arable land without destroying

protected areas. Water management has especidly eole in horticulture, plantations and

sowing seed production.

Structural problems in the Hungarian agriculture

In the recent yeardisparity has occurred in the Hungarian agriculture between crop
production and animal husbandry. The current level of cereal production Hasgl to
overproduction, which has triggered an imbalance on the marketvelheless,the
agricultural structure of Hungary will be based on cereal production also in the long
run. Hungary faces a twofold challenge : promoting dneersification of production by
ensuring outlets for cereal production, while th@dernisation of technologyused in crop
production is also inevitable. The&ck of capital — that is typical for most of the actors of the
sector — hinders farmers to be competitive on thekat.

1. Animal husbandry
The development of animal husbandry has key rolgiving added value along the product
chain of crop production. Due to tHack of capital investments in the technological

modernisation of animal farms decreased, whiclsesa decrease in the number of animals
and the deterioration of the competitiveness ahfar
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Hungarian animal husbandry has a significant potenal in producing added value and

in employment by shifting towards quality-orientaton and sustainability’. The average
size of animal husbandry farms shows controvepdadlre: in the case of pig farms the size
increased by the year of 2005, while in the caseatile farm size decreased. As for meat
production, in the last five years a balanced tanganay be observed with approximately
1.4 million tons of meat production annudily.

The integration of production, processing and salagsufficient. Mainly the private animal
keeping farms are lagging behind in terms of meetive environmental, animalwelfare and
guality assurance standards of the EU. The avergg@f animal keeping buildings and built-
in technologies is between 30 and 35 years. Plaltivation was better in adapting to the
changes in environmental conditions, so in the s®wf the past years the development
efforts aimed at agriculture were enforced withadge efficiency in plant cultivation. A major
gap started to show in technical standards anduptmoh efficiency between the crop
production and animal husbandry sectors.

The decrease of animal stock continued in 2005.nihmber of cattle was lower by 6%, the
number of pigs was lower by 13%, and the numbegoaoidtries was lower by 5% compared to
the average of years 2000-2004. Only the numbeaheép increased by 10%, but the latest
data indicate decrease in this sector as well.HEmestock decreased in the last few years and
accounts for almost 50% of the poultry stock, wkile number of geese and ducks increased.
The bird-flue cases of the year 2006 broke thiseiase, but the water-fowl sectors are still
considerable. The turkey stock is significant (4nlllion) and increases slightly. The
production of animals for slaughter decreased ¥ tbmpared to that of the year 2003. The
production of cattle for slaughter decreased by 2#% production of pig for slaughter
decreased by 5% and the production of chickenl&ghter decreased by 9% in 2005. Honey
production fell by 10% in this period.

Themain trends of animal husbandry of the recent yearsbroken down by speciesre the
following. By the first of December 2002 the neaestock decreased by 2% to correlate to
last year. The stock of cows stagnated, pig stocieased by 260 thousand heads. At the
same time the stock sheep decreased by 33 thobsmuts. Within the poultry sector the
stock of hen decreased by 6% as compared to tdlok ef December 2001. The stock of
turkeys decreased by 17%, the stock of geeseatmmdy 8%, the stock of ducks increased
however by 21%. The production of slaughter-atsniacreased by 5,3% as compared to
the figure of 2001. Furthermore the productionhaf products of animal- origin — except for a
decrease (3%) in wool production — was increadti@ney production increased by 34% in
the year of 2002.

In 2003 the net number of livestock decreased%y Phe stock of cows also decreased at a
similar rate (12 thousand animals). Pig stock desed by 3,4% by the first of December
2003. Number of sow population decreased by 14BWihe first of December 2003 sheep
stock increased by 17,5% as compared to last Yéi#nin the sheep stock the population of
ewes increased by 12%. The stock of hens increlaged% in of 2003, nevertheless the
number of laying hens decreased by 563 thousamaadsi The stock of turkeys increased by
31%, the stock of geese livestock increased by 399é.stock of ducks decreased by 21%.
The production of slaughter-animals increased by, 4% compared to last year. Within
slaughter-animal production that of cattle incesbby 19%, the production of pigs increased

" See Annex 7. for more details.
8 See Annex 8. for more details.
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by 14,6%, and the production of sheep increasedl®%. The production of poultry
decreased however by 9%. Milk- production decredse®% in relation to last year. The
production of wool increased by 25%, the productbeggs increased by 1%.

The decrease of cattle stock continued in 2004%y Phe number of sheep increased by 8%,
and the number of ewes increased by nearly 14%hénpoultry sector, the size of the
gallinaceous bird stock decreased by 12,5%, thebeuwf turkeys decreased by 16% and the
number of geese decreased by 24%. Pig stock dedrdgysl17%. The number of breeding
sows decreased by 10%. The number of animals émgbter dropped by 4,5% since 2003.
Wool production increased only within animal protfucCow-milk production decreased by
4,4%, egg production decreased by 1% and honealuption by 9,5%.

The size of the cattle stock decreased by 2% irb200e number of cattle for slaughter
increased however by 17% in 2005. within the cavelst The number of cattle for slaughter
decreased significantly, by 24%. The pig stock eéased by 5%. The number of breeding
sows decreased by 6%. There was a slight fallemtimber of sheep in 2005. (0,6%). In the
poultry sector, the number of turkeys and duckseased considerably (+23%, and +21%).
The production of animals decreased by 8% in 200 most significant decline was

experienced in the production of cattle for slaegti23,5%). Within animal products, eggs
production decreased by 8%, cow-milk productiomyiséeed and wool production increased
by 3,3%.

2. Promoting the production of bio-fuels

Based on the agricultural potential of the countpproximately 7-8 million tons dfiomass
may be used for energy purposesThe current level of biomass production in Hugiar
very low compared to the production potential. Bhés a steady demand for renewable
energy resources providing the possibility of exgopansion.

At present, Hungary can not meet the Community ireqments on the usage of renewable
energy. The national processing capacity of thewable energy sources is minimal. This is
accompanied by the low level of energy efficienByesently in Hungary, the ratio of bio-

fuels within the total amount of fuels used is%,4vhich is one tenth of the relevant ratio in
the EU. Only 8-10% of all biomass produced is use@dnergy purposes.

By the end of the programming period the Hungagawernment plans to increase the ratio
of the use of renewable energy to 5%, within wtitioh ratio of bio-energy may exceed 4%.
The agricultural government has set the objectiygraducing approximately 800,000 tons of
bioethanol, which means the processing of 2.4 oniltions of cereals annually by the end of
the period between 2007 and 2013.

3. Alternative land use

Forestry

The size of area subject torest management is 1.98 million hectare@005), and the area
covered with tree stock amounts 1.85 million hextad1% of forests is in private ownership,

58% in state ownership and 1% in community own@rsfihe entire area of private
ownership forests amounts to 787,000 hectares athwprivate and associated farming is
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performed on an area of 555,000 hectares (71.5%@.vast majority of afforestation (90%)
takes place on privately owned areas, so the odfwivate forests is continuously increasing.
The number of private forest owners reached n&&i;000 persons on the cultivated part of
the forest area, which shows the fragmentationropgrty. The average area of operating
private forest holdings is 2.2 hectares.

In terms of the basic function, 64.2% of the coystiforests serve economic purposes
while 34.4% is utilized for protection purposes aftdi% for public recreation and
miscellaneous other use¥he average size of afforested area in the recentegrs
amounted to 7.000 hectares annually, covering mosgtlagricultural land, therefore
reinforcing land use.

Afforestation facilitates the development and thieead of nearly-naturébrest management
methods and theuse of biomass as a renewable source of ener@ompetitiveness of the
forestry sector will improve and the role of foresainagement in rural development will
increase.

The primary objectives of forestry are to incretdme size of afforested areas, to facilitate the
restructuring of agriculture, to promote the al&ive use of lands, to increase the role of
afforested areas and forests in environmental ghiotg in economy and in social-public
welfare, and to improve rural employment condititm®ugh the development of the forestry
sector.

Horticulture

Horticulture , which is in the process of integratiadapts to the new market trends and
consumer demandsn a more and more flexible way. Private farmgehan increasing role
in the production of region-specific, traditionabgducts of high quality. This has a favourable
effect on self-employment and the increasing nunabeemployment in the farms, and also
encourages the processing of these products.

In the recent years, the average contribution @f HMorticultural branches to the gross
agricultural output has been 15%, to the totalgyfcaltural exports it has been almost 25%.
With the improving of the quality of life and ttspread of health-conscious consumption ,
the demand for these products is forecasted toe@ser in the European Union and in
Hungary, as well. There are still exploitable cajpeg in the non-food-producing horticultural
activities and in the investmentsin the utilisatadrgeothermal energy resources.

Concerning the most important horticultural produdhe most significant trends in the
recent years have been the following.

The most significant types in vegetable productimetween 2002 and 2005 were the
following: sweet corn, tomatoes, watermelon, wtatbbage, onions, carrots, green peas,
cucumbers, sweet pepper, and parsley roots. Thedstad arable land area of vegetabld$
thousand hectares in 2002, and increased to 11i&dhd hectares in 2003. It decreased to
103 thousand hectares in 2004 and to 87 thousantdrhe in 2005.

Sweet corn had the most significant ratio in velgletaproduction in 2002 and 2003.
Watermelon production was more significant tharth@ previous year and the share of it
increased until 2005. The production of sweet peppereased between 2002 and 2005
either. The production of green beans, green ggasn peppers and onions dropped in 2002.
There was a considerable fall in the productiorsiodp beans, parsley roots, green peas,
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onions and carrots in 2003. The yields of otheretagles in the year 2003 considerably
exceed the average production of years 1996-200t@l Vegetable production amounted to
1.5 million tons in 2005, 486 thousand tons lesstin 2004. The most significant drop of
production was experienced in the field of vegetalibr processing.

In Hungary 699 tons of fruit were produced on 9gugand hectares in 2002, which means a
significant drop compared to the average produatibthe years in 1996-2000. 724 tons of
fruits were produced in 2003. Seven fruit specigsples, pears, cherries, sour cherries,
plums, apricots, peaches) made up 95% of the fiat&lproduction. 1 038 thousand tons of
fruits were produced on 103 thousand hectares ®4,28nd 732 thousand tons of fruits were
produced on the same area in 2005.

Apple was the decisive fruit in the Hungarian frprbduction with a share of about 70 per
cent between 2002 and 2005. The production of m=saghd apricots increased until 2004 and
decreased in 2005. The production of sour cherpiears and stone-fruits increased in 2003
but the production of plums decreased in 2003. giteeluction of sour cherries and plums
significantly increased in 2004. The average wetd cherries, plums, sour cherries and
stone-fruits significantly dropped in 2005. Theneyard area remained about the same
between 2002 and 2005, and the average yield obpegrancreased until 2004 and
considerably decreased in 2005 due to the unfabbeinveather conditions.

4. Logistics

As Hungary is aland-locked country, logistics and its capacities play an increasingly
important role in influencing thenarket access of agricultural products Storage and
logistic capacities — mostly as a result of the AW — have been built up, but the
connections between them and the logistic senacesmissing. As result it is difficult for
Hungarian agricultural products to access to théoreign — markets, whicltauses a
significant backlog in competitiveness.

The situation of cereal production, including salesvorsened by the deficiencies in logistic
network and warehousing (storage). The underdewstop of the logistic systems connected
to the food industry — with special regard to ltigs systems owned by producers, also
serving commercial purposes - hinders the enhantenoé competitiveness. It is
indispensable to improve the connection between itlgividual and scattered logistic
capacities, which is possible, among others, thndugther investments in the development
of the road network in the outskirts.

Summarized the mainstrenghts of agriculture, food industry and forestry arda@®ws: the
traditions and good natural and climatic conditidos agricultural production, therefore
significant production potencial in agriculturemAng theweaknessesthe imbalanced
structure of agriculture, the overproduction of pgpand the lack of capital have to be
mentioned first. The low level of skills and inntiea, the obsolate technology used, the lack
of market-orientation, the bad age- structure ohtxs, the fragmented farm structure typical
for certain groups of producers and the low levelomanisation of producers and poor
cooperation along the product chains are also artftmgveaknesses and problems that needs
to be tackled.

Needs

The needsfollowing from the above description and the fatssist of the restructuring of
production by a shift towards an increased markeintation, the need for technological
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modernisationto increase competitivenessand creating added value, steps to focus on
capacity building and efforts to balance the agecsiire of farmers. Initiating the cooperation
among the participants of product chains and emgdg innovation is also of particular
importancé

Competitiveness of agriculture and food processingnd the maintenance of markets should
be promoted by investments. It is fundamental thatsupports should give preference to
innovation, high quality production, the application of energy and cost-saving methtis
protection of the environment. The improvement ofmpetitiveness cannot be achieved
withouttechnical-technological renewahlso in the field of crop production.

As the market tensions on the crop markets coudase in Hungary — partly because of the
planned abolishion of the intervention system -e tthange in production and market
structure is needed to preserve the income-produsassibilities of producers. One of the
market-compliant methods to achieve this is toeaee thecrop production for energy
purposes Since the production structure should be adjukidgtie market needs, in addition
to the production of commodity cereals for humanstonption and for livestock feeding, the
establishment of the conditions for these of cereals for energy purposess also
indispensable.

In order to comply with the EU regulations on ir@duction of renewable energyand to
promote the restructuring, it is necessary to dgvehe capacities of the production and
utilisation of renewable energy sources.

In the field ofanimal husbandry, the increase of competitivenessd product quality can
be achieved through the promotion of investmenthénfield of environment protection and
animal welfare, modernisation of production andtle¢ introduction of new production
methods.

In branches producing basic foodstuffs, theresalastantial need for investments in the field
of environment protectioripod safety, quality improvement brand development and sales.

In order to exploit the market opportunities, ta®peration between producers, processors
and traders should be harmonised and strengthened. Produberddsbe encouraged to
appear jointly in the market and to establisfoducer organisations A fundamental
precondition of competitiveness is the integratadnproduction, procession and sales. The
developments serving the interests of producersnuamties should be given special
attention.

Development ohorticulture has special importance because it represents atgbteay of
diversification and also fromemployment aspects. In order to improve the market-
orientation of the sector, the technology of piithn, product manipulation and procession
should be developed, the marketing activity shdaddimproved and training and advisory
programmes should be launched.

It is important to improve the readiness of therneenic actors of the sector to apply the
achievements ofinnovation. The background for this is ensured by researcd an
development, the establishment of the system afndsitnucture of innovation services, the

® See annex 9. for more details.
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development of the IT network and the applicatiof information and communication
technologies.

It is also of high importance to promote and mdsviheuse of advisory, information and
farm management servicesby agricultural producers and forest holders. €ted
professional trainings are needed, mainly regardimgnal welfare, use of alternative energy
sources, agri-environmental issues, up-to-date faramagement and forestry skills and
economic-legal knowledge for the sake of the imprognt of the qualification level of
farmers, and the farm management skills of younigalyural entrepreneurs.

For the sake of the improvement of the efficientyabming, it is necessary to improve the
quality of arable land, to preserve and use themmsources in a rational way. For all this,
there is a need for complex water management imgudfrastructural developments.

In the field of logistics, the integration of theigling storage capacities has to be given more
weight in the coming programming period. Besidasaccompanying logistic serviceshall

be developed. The connection points of agri-logsstio the general logistic centres and
capacities shall be ensured.
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1.2. State of environment and the countryside

1.2.1. Biodiversity, high natural values

In Hungary, biodiversity is rich in natural or semi-natural habitats, but poor ntemnsive
large-scale arable crop production areas. The epediwild fauna and flora of Hungary and
the native animal stock represents outstanding tgemalue, the game stock and the rare
agricultural plant species of Hungary attest higheagic diversity.

Hungary is characterised Imatural values of significant size and exten More than 9% of
the country’s territory (857 thousand hectaresynsler nature protection. 836,7 thousand
hectares of this area are of national importancé,od which 109,7 thousand hectares are
highly protected areas. Territories under naturaigetion can be categorised as follows.

- National Parkd85 thousand ha

- Landscape Protection Ar824 thousand ha

- Nature Conservation Are&Z/ thousand ha

- Natural Heritagd. pcs

On other level of protection, but with national ionfance there are the territories of the
Nature 2000, the natural areas, the Environment3#ysitive Areas and the ecological
corridors.

The approximately 40% of the nationally protectedteage that is under agricultural

cultivation is characterized by less fertile salsd conditions generally less amenable to
farming. In such areas, extensive forms of agnicalicoupled with respect to environmental
assets could be a solution for local farmers.

Environmentally Sensitive Areas

The support of theEnvironmentally Sensitive Areasis implemented among the agri-
environmental measures. It was announced as thal zarget programmes of the agri-
environmental schemes for the purpose of natureegtion within the frameworks of Natural
Rural Development Plan. 15 Environmentally Sensithreas have been supported on 120
hectares. This programme will be harmonised with Katura2000 programme in the next
few years.

Natura 2000 areas

In Hungary, 467 special protection areas and 5%iapdird protection areas have been
designated. The overlap of the two types of arsasbout 41%. According to preliminary
estimations, agricultural areas marked out as 42000 areas cover 483.4 thousand hectares
of grassland and 522.6 thousand hectares of diatille 773,4 thousand hectares of forest, of
which 207 hectares are in private hands. Na&ura 2000 network partly overlaps with the
natural areas protected by domestic law: this ¥ 89 the designated Natura 2000 areas. In

12 See Map 2. in the Annexes.



line with the objective of the preservation of matuheritage, the realisation of the Natura
programme will be based on the Natura managemans@laborated within the framework
of the protection of natural heritage.

Less Favoured Areas (LFA)

Agricultural production on Less Favoures Areas kbuates to sustaining the agricultural
employment, to the increase of the income-generatbility of rural areas, to the
improvement of the quality of life in rural regiorend to the sustainment of local
communities. Support for LFA contributes to thdisdition of abandoned lands and ensures
an income supplement for farmers pursuing agricailltactivities in less favoured areas. It
promotes the restructuring of production and thtersive keeping of (often endangered)
animal species that adjust to the disadvantagemngittons. The compensation contributes to
the preservation of farms in the affected areastarigde improvement of their viability.

Hungary implements the “Support of Less Favoureda&t programme with respect to the
criteria laid down in Articles 19 and 20 of CounBiégulation 1257/1999/EC. Areas falling
under Article 19 are uniform as regards naturatpobion conditions, and complying with alll

the three conditions determined in the Article. Tioéal area of such areas is 395,402
hectares, which is 6.3% of the total cultivatechaard 4.25% of the total area of Hungary.

Less favoured areas according to Article 20 arasasdfected by specific disadvantages, in
which farming should be continued according to seadd subject to certain conditions, in

order to conserve or improve the environment, na@nthe countryside and preserve the
tourist potential of the area. The requirementsosietin Article 20 are met by a total area of

488,156 hectares, which is 7.77% of the total ealéad area and 5.24% of the total area of the
country. The total surface of LFAs is 883,558 hexdahat is 9.5% of Hungary’s total area,

and 14% of the total cultivated area.

Agro-environmental schemes

A common problem on the whole territory of Hungasythe deterioration of near natural
habitats caused by extensive agriculture and augtadiminishing of the characteristic
traditional and value protecting farming methodsl apecies. On, a significant part of
Hungary, it is necessary to transform land use tandetermine national priorities such as
searching for new ways of land use, and regioniatipies (transformation of the use of areas
endangered by excess surface waters, restoratioravfnatural economic systems). Arable
land is still endangered by the processes thatridedge the quality of soil (erosion,
acidification, salinification and compaction), thegative nutrient balance and the lack of
environment-conscious nutrient management, whiobdrs sustainability.

Agro-environmental programmes are typical in theities reach in natural values. Within
the framework of the programme between 2007-20b8yet is a clear focus on the
preservation and maintainance of high natural wbreagricultural areas as well.

The area cultivated by the 24,100 enterprises amders awarded agri-environmental support
totalled1.4 million hectares in the years 2004-2005 . The acesvered by the Program now

1 See Map 3. in the Annexes.
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make up more than 25% of all agricultural land ¢tivee cultivation — a high rate even in EU
comparison.

Target Programmes Supported area (ha
Arable crops 109896138
Grassland manaaem 306415.2
Plantations 4610862
Wetland: 35333.4:
TOTAL: 1 486 8166

The main objectives of the programme lays in theseovation and improvement of the state
of the environment, the reduction of environmentairden of agricultural origin, the
provision of environment protection services, therggthening of the agricultural practice
based on the sustainable use of natural resourméshe establishment of a production
structure in line with habitat features, the enmim@ntally conscious farming and sustainable
landscape use.

Under the programme, support is granted to farmaers other land users who make agri-
environmental commitments on a voluntary basis Payments for the fulfiiment of
provisions set out in the Programme are to be gdaabnually per hectare or livestock unit to
compensate farmers’ additional costs and incomegfore related to the fulfilment of the
provisions.

The programme consists of horizontal and zonal eleemts. Certain agri-environmental
provisions can be applied for the existing wayafd use on the whole eligible area of the
country, that is, the payment is of horizontal elcéer. As for the use and the type of land,
there can be four target programmes distinguished.

= Arable cropping: environment-friendly arable crapdgluction, ecological arable crop
production, arable farming with the objective ofvieonment protection, arable
farming with the objective of water protection, @ farming with the objective of
soil protection;

» Grassland management: general grassland managemeéngrassland management
with the objective of environment protection;

» Plantation: integrated and ecological fruit produtiand vine growing;

= Wetland: extensive fishponds, reed managementagement of loams and tufts, .

Within the agri-environmental programme, farmergydag out agricultural activities on the
designated areas can undertake special provisior&ldition to the horizontal provisions.
Provisions that can be undertaken on these aremsnamedzonal provisions Zonal
provisions can only be undertaken by farmers inatea designated at the level of physical
blocks. Zonal target programmes can be aimedaatire protection, soil protection or
water protection.
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Organic farming

The support of therganic farming is implemented among the agri-environmental messur
103.000 hectares land area was organically manegadcontrolled way by 1117 farms in
2002 that accounts for 1,75% of the total agricaltland area. In 2005, 128.575 hectares
land area was organically managed by 1935 farntsait@ounts for 2,2% of the agricultural
land area. 76 thousand hectare organically mankgedarea was supported in 2005 within
the frameworks of the National Rural DevelopmeiainPI

The support of the processing of organic productiamplementation of the system “from the
land to the table” — is particularly important, base the products produced in Hungary are
sold as raw products in a substantial rate, stitenthan 70% on foreign markets.

Organic farming alsaontributes to the attainment of the objectives ofAxis I., as it
provides an opportunity for the diversification pfoduction structure. Additionally, it
represents a shift to quality production and fastemovation and market-orientation of
farmers.

As a conclusion, it can be stated based on theriexpes of the current programmes aiming
at the protection and maintainance of natural \gluthat certainenvironmental
programmes with a low level of requirements and praisions could not fulfilled the
expectations as serving the appropriate tools forhe maintainance of natural values.
Therefore a shift towards higher and stricter cbhon$ of agri-environmental programmes
shall be carried out from 2007 onwards.

1.2.2. Water management

The uneven distribution and extreme quantity afifedi and the diversity of relief conditions
result in water surplus in some territories andl#te of water in others. Hungary is rich in
surface waters resources, 96% of which arrive foartside the country. The fact that the
country is located in a basin implies thiiods and excess of surface watemre frequent,
endangering significant agricultural areas. Onatieer handdroughts damage the same size
of area as floods and excess surface waters.

Water quantity

The unbalanced distribution of precipitation, tbleortage and the extreme quantity of
precipitation cause excess water on certain anedsvater shortage elsewhere Most of the
surface water of Hungary comes from other countwdsch strenghten the structural and
long-term feature of the problem, raising the expesof the country to the water

management practices of neighbouring countries. tlign other hand, the water storing
capacities and the underdeveloped irrigating systdoanot make it possible to reduce the
effects of exposion.

Floods
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The flow rate of the country’s rivers is to a lampdent dependent on the water management
of countries upstream. Inside the national bouwedarflood plains along the rivers and
smaller streams total 35,000 knBetween 1994 and 2004, floods occurred in eaclr ye
except 1997, 2003, and 2004, triggering the appateptevel of alert. The two major rivers,
the Danube and the Tisza, overflow their banksye2e8 and, every 1.5-2 years, respectively.
Nearly half (43.6%) of the length of principal l@g(4220 km) does not meet the regulations.
Former flood plains accommodate one third of albée land in the country, as well as 32%
of railroads, 15% of roads, and over 700 settlemevith 2.5 million inhabitants. Excess
surface waters often accompany flooding, parti¢ylar the Tisza Valley. Changes in land
use (e.g. clear-cutting) in gathering grounds dredrteglect of catchment areas, particularly
upstream of the country, flood levels have been egpecially along the Tisza and its
tributaries, to the point where it no longer makesse economically to defend against floods
by raising the levees even higher. Instead ofngishe levees it is proposed to spread and
support land-use adjusted to the natural endowments

Excess surface waters

Roughly one fourth of Hungary’s territory consistklowlands with no natural outlet for
water. 10-15% of the 5 million ha of farmlands ttige cultivation is subject to recurrent —
often annual — excess surface water damage. Thagevef many years running is 13,000 ha
of land under inland waters for a period of 2-4 thenannually. By the 1990s a 46,700 km
long canal network was constructed in the flat vefted of 43,700 kfn of which a total
length of 8,500 km is managed by the Water Managémethority, 3,100 km is operated by
the agriculture offices and 20,300 km is supervisgdhe water supply partnerships. Local
governments oversee 2,100 km long canals, whileitab®,700 km long service canals (held
by farms and private individuals) add up to thealt@xcess water drainage system of the
country. This system is complemented by 235 resexwath a total capacity of 259 million
m3 are in place to channel off and store excedamwaters. The highest risk areas in the
country are the low-lying sections of the Tiszalgaland the valley of the Danube.

Droughts

Recent years have seen a distinct rise in the lpbgsiof a moderate drought to occur in
every season and within this trend, the likelihob@xtraordinary spring and winter droughts
has also increased. Extraordinary droughts areetexXpected, particularly - in patches of
variable intensity - in the Great Plain and, toeaskr degree and involving only moderate
droughts, in Transdanubia. Arid conditions may isegévery other year, while the average
recurrence cycle of very severe droughts in theat3Péain has been between 10 and 20 years.
Considering the typical precipitation levels duritige vegetative period, rainfall alone is
insufficient to supply the water needs of crops.

Water quality

The quality of waters is endangered by a coupleffeicts, including the diffuseitrate load
and the emission of ammoniaoriginating — although not solely — from agricué.

As for the nitrate load of waters, the nitrate ewomtof the surface and groundwater has
reduced significantly in the last 10 years: 77,52000-2002) (1992-1994=100%). As for the
nutrient balance of waters, the average excessgeitie in the country is 5,1 kg/ha (average of
years 2002-2004).

22



Point-source pollution of water may occur most frextly in the area of animal keeping
sites Emission of nitrogenous compounds may chieflygbeerated by the cattle, pig and
poultry breeding sectors or the inappropriate u$eanificial fertilisers. Meeting the
requirements of the Community is a significant peaio for the animal husbandry sector
which postpones the date of fulfilling them, alsakimg the ensuring of high water quality
postponed.

The environmentally critical, nitrate-sensitive agein Hungary are 4,337,500 hectares,
including 2,788,800 hectares in agricultural useni-the point of view of protecting water
supplies, the greatest problems are presentededigiid manure and waste-water discharges
of large, industrialized livestock farms raisingi cattle, and poultry.

Implementation of the Nitrate Directive

In Hungary, the nitrate-sensitive areas include913&ttlements specified in a Government
Decree. This constitutes also the frameworks ofifisbagricultural practices” through which
farmers are able to meet the criteria articulatedthe Nitrate Directive. The measures
introduced by the Government Decree were desigasddon nationwide surveys of nitrate
pollution and associated data conducted in 2008.sLinveys and tests examined surface and
underground water supplies and their gatheringrgisuthe eutrophic state of waters, and the
extent to which agricultural activities impactedrate concentrations. The analysis of this
nitrate concentration of waters led to tdesignation of nitrate-sensitive areasand the
compilation of amAction Program for the period 2002-2012The action program is divided
into four-year phases by enabling revision every fgears based on data reported regularly
by farmers and on the findings of periodic sitgetgions.

The nitrate-sensitive areas were designated wiipe@ to underground water supplies,
tracing the administrative limits of individual Hements, on the basis of sensitivity
categories. Thenitrate pollution of underground water supplies from agriculture is

primarily associated with large, industrializedcétdarms, notably those using liquid manure
methods. According to a survey conducted in 1998318iungary produced some 11 million

m3 of liquid manure annually, requiring approximat&@,000 ha of farmland to be spread

on. Nitrate-sensitive areas generate 3.4 millich afi farmyard manure annually. Harmful
nitrate discharge in Hungary comes partly fromadequate manure storageat livestock
farms and partly from the disposal of untreatedaggwfrom settlements, neighborhoods, and
buildings without drain canals. Concerted actiothwthe involvement of measures within
Axis |. could handle the problems connected to the martorage.

Implementation of the Water Framework Directive

The fulfillment of the provisions/requirements laidwn in the Water Framework Directive
could largely help in the mitigation of the watempply problems and could contribute to
ensuring a balanced quantity of water. TMater Framework Directive (WFD) entered into
force in 2000 in Hungary. The WFD was adapted imational legislation in 2003. The
assessment and the description of water basingeth@s the shortlisting of protected areas
and waters were carried out in 2004. In 2006, tbaitaring system was set up and the public
consultation started. By the year 2007, the mogbmant water management problems shall
be defined. By 2009, the water management plarcdydimg an action plan, (river basin
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management plan) shall be finalised. The impleniemtaof the action plans will start in
2012.

1.2.3. Climate change

In 2006 a comprehensive study has been preparddngary about the effects of the global
climate change, which conducted that in the lagtyttyears global warming has been
accelerating, thdrequency of extreme weather conditions has growrand the annual
precipitation has decreased.

The effects of climate change in Hungary are largefluenced by and dependant on the
current climate conditions and the geographicadtion of the country. Estimations and latest
data show that in line with the global warming, thumntity of precipitation — especially in the
summertime — significantly diminishes. This coukkult in the increase of frequency of
droughty periods by some 60%. Another impact ofmate change will be the increased
number of extreme whether phenomenon, mostly theeme quantity of water and the
growing distance between the highest and lowespéeature degrees. As the result of the
special soil conditions of Hungary, the frequeaoyl extension of excess surface water and
droughts inrease.

Agricultural and forestry by-products can be usedhe production of renewable energy
resources. The use of materials of mainly agricaltarigin (biomass) as fuel also forms part
of thebattle against climate change

These developments are in harmony with the strat&gmmunity objective of using biomass
for energy purposes, namely the Biomass Action,RlenEU Strategy for Biofuels, Directive
(EC) 77/2001 on promotion of electricity producednii renewable sources of energy in the
domestic markét and Directive (EC) 30/2003 on promotion of the wudebiofuels in
transport. In line with this latter Directive, Member Stai@® requested to increase the ratio
of bio-fuel in the total fuels used in public traostation upto 5,75 percent. Currentlg,
Hungary, only approximately 0,4-0,6 % of the fuelsused is bio-fuel A concerted action of
measures will be implemented in Hungary to reaeholbjectives as stated in the Government
Decree 2058/2006. (111.27.).

Appropriate environmental actions on the approgriavel (afforestation, agri-environmental
management, grasslands) contribute to the fulfitimef obligations set inthe Kyoto
Protocol on mitigating the effects of climate change. Idesrto reduce the emission of O
SO, and NQ — beside the spread of renewable energy sourcHd®e -afforestation of
agricultural areas is also important. In the Kyptotocol Hungary has committed itself to
diminish the harmful emission of glasshouse gase$ percent till 2008-2012, taking the
years 1985-87 as a basis. Currently the CO2 emissiby 24% smaller than committed in
the Kyoto Protocol. This is 25-28 Mt GWP/year.

120J L 283, 27.10.2001
130J L 123, 17.5.2003
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As the result of the growing role of the use of-hiels, the harmful emission decreases and
this tendency is sustainable in the future. Thig,vaasignificant contribution to the mitigation
of climate change can be reached.

The role of forestry

Forests occupy a considerable part of the countdy @e in good natural health. Habitat
features of forest areas (1.845 million hectares) excellent, consequently, 86% of forest
areas are covered by frondiferous tree specieshendhtio of indigenous tree species is high,
57%. Nearly 21.4% of the country’s territory islised by forestry, from this the ratio of

forest cover is 19.1%. 18.9% of the country’s ftsemre under natural protection, which is
significantly higher than the EU average. 47% ofpabtected areas in Hungary are forests.
They include 49 reserves with 9,731 hectares ofl swea, on which no logging or any

forestry interventions are allowed. Due to the pepis of private forest management (lack of
capital and assets, fragmented holding structumne) @nvironmental condition of private

forests is stagnating, while in a smaller area, rhthe management conditions are not
clarified (232 thousand hectares), deteriorationtmaobserved.

Forests have a significant role in thght against climate change and its consequenci@s
water management, in thmrotection against erosion and deflation. Forests ake a vital
contribution to improving air quality , particularly by filtering dust andbsorbing carbon
Forests located near harmful emissions from pametifor linear sources can be very useful
iIn minimizing the pollution reaching settlementgsiie vicinity. For this reason, it is desirable
to increase forest acreage and particularly fdyveks along roads and industrial objects.

Theplantation of fast-growing specie<ould provide the basis for the use of biomasg,itha

necessary for the production of green energy. Tibendiss of fast-growing energy crops
substitutes the biomass of traditional forestshi@ production phase, making a significant
contribution to the protection of traditional foresand indirectly to the mitigation of the

impacts of climate change.

1.2.4. Soil conditions and land use

In Hungary theenvironmental load of agricultural origin (contamination of soil and water)
is low, which is due to the low usage of pesticides atificaal fertilizers.

The average quantity of artificial fertilizers ajgpl in the soil was 133 kg/ha in 2005, which
is much lower than the EU average. The area treattd plan protection chemicals was
3449500 hectares in 2005. The active ingredierdrtficial fertilisers sold for agricultural
area was 67 kg/ha in 2005.

Consequently, the main problem in the field of agnwironment is not the damage caused by
the excessive use of artificial fertilisers, bue theterioration of soil quality caused by
inappropriate nutrient-manageme8bil compaction which mainly results from inadequate
agro-technology and the depletion of the organi¢tenacontent, affects approximately 1.4
million hectares. Among a certain number of farm#tts lack of environment-conscious
farming can be noticed.
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In Hungarywind and water erosiort* is a serious agro-environmental problem. Amondj soi
degradation processes the most significant oneaterwerosion, which endangers around a
quater (25,3%, 2.297.000 ha total) of all agridt areas. The area endangered by wind
erosion is also significant, approximately 1,4 moill hectares. As a result of water and wind
erosion, annually approximately 80-100 million® reoils are damaged on the average,
entailing the decay of 1.5 million tons of orgamaterial lost for agriculture.

Salinification limits the fertility and productivity of soils 0846 thousand hectares. On an
additional 245 thousand hectares, salinificatiocuog in the deeper layers of soil. The risk of
salinification is increased by the appearance oésx surface waters.

There ishigh acidity on 13% and moderate to low acidity on 42% of thiéssof Hungary.
50% of soils belong to the category of acid saitsjsing a decrease in the productivity. The
acceleration of acidification is mainly caused bgppropriate use of artificial fertilizers, by
acid subsidence in the atmosphere and the not atigualynamic soil management (liming).

Territories, which are endangered by diffusgate load and the emission of ammonia
originating from agriculture, takes up approximat8l9 million hectares, from which 2.64
million hectares are agricultural areas.

Forests have a significant role in water managemerihe protection against erosion and
deflation that occur as a result of climate changes andenntitigation of the effects of
against erosion and deflation.

As a summary, it can be stated that therenghts of the environmental situation in rural
Hungary consist of several elements: the rich verdity, the significant size of territories
falling under natural protection, the extent andpamiance of forests and the low
environmental load of agricultural origin.

Among theweaknesse®f the state of environment, the increasing watet wind erosion,
the soil compaction and salinification, the chaljes posed by the climate change and global
warming, the structural water quantity imbalance #me nitrate load in the area of animal
keeping sites shall be mentioned.

Needs

The current state of environment in rural areaedsto be further strenghtened by the
increasedprotection of territories withhigh natural values, by concerted actions for the
mitigation wind and water erosion and by the dissation of environment-friendly farming
practices to sustain the favourable environmental conditions the low level of
environmental load.

It is necessary to encourage thélisation of natural- and environmental friendly
agricultural methods.

By exploiting the favourable endowments, by spneg@invironment-conscious landscape
management land usethat adjusts both in the economic and environnhegpects to the
agri-ecological endowments contributes to the sastee of environmental values, to the

4 See Map 4. in the Annexes.
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improvement of the environmental conditions andh® preservation of the biological and
landscape diversity. Hence, the increased promatibrsuch methods remains to be an
important task. In areas and regions less suitfdsleompetitive production, land use that
serves nature protection (e.g. afforestation, uskgebio-energetic purposes, grassing,
creation of water habitats) are alternative poksds.

For the environmentally sound soil use in areas intensely exposed to water and wind
erosion, the proper soil cultivation, the managemeh organic matters and also the
appropriate crop structure should also be giveenttin. The effective protection against
deflation can be facilitated by forest managemeich, at the same time, abate the erosive
effect of water as well. With the improvement ofdst management a favourable water
management situation can be established. The egiladation caused by harmful processes
can be reduced by soil protective/sound agroteehmethodsAfforestation in harmony
with environmental considerationsand the quality of forests are also important cibjes.
Besides abating erosion and deflation, profeeest managementalso has a role in the
maintenance of the diversity of the natural envinent and in the protection of soils. The
establishment of agri-forestry systems is consdieaenew potential development area in
terms of diversification. Spreading of the envir@miconscious farming methods and of
those adapted to the habitat features - agri-enwiemtal protection, Natura 2000 - may be
promoted by continuing the existing rural developmsupport and the soonest scheduled
introduction of new support titles.

To protect the nitrate sensitive areasto reduce ammonia emission and to protect waters,
the use of artificial fertilizers and plant protiect chemicals shall be reduced. In order to
protect waters and to diminish the existing nitya#ution, the rules of good farming practice
have to be observed in the affected agriculturehsr

Particular emphasis shall be put imegrated water managementin order to ensure the
appropriate quality and quantity of waters. In orideachieve the good condition of waters by
2015 as it is prescribed in thé/ater Framework Directive (Directive 60/2000/EC),
restrictions determined in the integrated water agament plans have to be applied in the
catchment areas. Changing of land use, creatioagaoftic habitats and afforestation can
reduce the risk of floods and excess surface wé&iee of the most successful methods to
prevent excess surface water is to use properudignial techniques and to create appropriate
crop structure

Introducing environmental friendly nutrient management, increasing the organic matter
content of soil, and utilising green manure camisicantly reverse the increasing acidity of
soils. In order to avoid the worsening of the caotrstate of salinification, the application of
strict regulations for land use and water manageérnsemecessary. In order to avoid soll
compaction, appropriate agricultural techniquesukhde applied. Amelioration methods
have to be used to prevent the compaction of desmédayers and this must be done in
conjunction with water planning as required.
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1.3. The quality of life on the countryside; the stal and economic
situation of the rural society

Main characteristics and needs of the rural economgnd society in Hungary
Definition and demarcation of rural areas in Hungary

During the past fifteen years, tligsparity between the regions and settlements of ¢h
country and the backlog of the rural areas has beegrowing despite the endeavours of the
regional and rural development policies. The dabni of rural areas in the Strategy
originates from the characteristics of the settleimstructure of Hungary based on the
experiences of the previous programmes.

Generally, settlements with a population density not exceedind20 persons/kmz2 or
having less than 10.000 permanent residents aregghle for support. The definition takes
into account the differences within the settlensnicture of the Great Plain by elevating the
upper limit of the population of the eligible settients to 15.000 residents for the two Great
Plain regions. At the same time, the outskirt oh maral settlements, have more than 200
persons or 2 % of total population (as the ratithefpermanent population of the settlement)
living in the outskirt areas are also considereduaal, so eligible for support. However, it
excludes the settlements that belong to the agghtina of Budapest.

Typology of micro-regions in Hungary

Themicro-regions in Hungary can be categorised alonghe core economic activityand/or
the key features of the economy, society and sliesaof the micro-region. This wayour
main categories of micro-regiongan be identified:

- peri-urban (type) micro-regions;

- agricultural micro-regions;

- micro-regions with touristic potential,

- industrial areas.

Out of the 168 micro-regions of the country, 16&nmmiregions have territories (settlements)
eligible for the support of the Rural Developmenh#&. These micro-regions — based on their
specialities and the local partnerships — haveeatify the way of development in the future

and an integrated planning and implementation cessary for the realisation of objectives.

Thelack of clear and integrated delivery mechanism forural development resourcesn

the current period has resulted in developmentlowit connections and synergies, in the
creation of excess capacities, and in some casdadh of projects and the imperfections of
implementation?®

In Hungary, there are 28 least developed microeregyi suffering most from the lack of
capacities. The development potential of these aniegions is weak, they can characterised
by the growing number of unemployed persons and@easing gap between them and other
micro-regions.

!> See Map 5. in the Annexes.

16 See Map 6. in the Annexes.



The structure of rural economy

In rural regions the@verage domestic income per capites 71.45 % of the national average
and the tendency shows a growing gap betweenauadhurban territories.

Rural areas are dominated byprivate enterprises, 66% of all enterprises bedotagthis
category compared to 52%, which is the nationakaye (data year 2004). The ratio of
micro-enterprisesin rural areas is 74% compared to 70% at natitaval. The ratio of both
primary and secondary sector enterprises is higheural areas (11%, 22%, 2004) than the
national average (4%, 18%, 2004). It means thatdpeesentation of the tertiary sector in
rural enterprises is significantly lower (67%, 2D@dan the that of the country (78%, 2004).
The increasing number of rural accommodation plaged the broadening of touristic
programmes indicate the process of economic resting.

Theinnovation ability of rural enterprises is weak Thelack of capital, professional and
entrepreneurial skills hinders the launching of new enterprises. Sincen@wic (financial,
business development, logistic and informationyises concentrate mostly in bigger cities,
the access to these services in peripheral or edgapopulated rural settlements is limited.
Generally, rural regions can be characterised hyitees having weaker income-producing
capacity, lower economic activity, and the domirewc lesser trained persons engaged in
mainly physical labour.

The average wage of agricultural employees and the awege income of agricultural
enterprises is below the national economy average accordance with global trends
resulting a relatively high ratio (38.1%)of private farmers pursuing additional income-
earning activities either in the agriculture orather sectors and causing an increase in the
number of part-time farmers.

Employment opportunities in rural areas

The decrease of the role of agriculture in emplaynias had the most unfavourable effect on
rural areas. By 2005 theatio of agriculture in employment reduced to 5%. In rural
regions therate of unemployed within the active aged populatin(15-59) is significantly
higher (9.2%, 2005) than the national average (6.3%, P88 compared to 8.04% in 2000
it shows a faster rate of growth than at natioeetl. In rural regions the ratio of employees is
49.9%, compared to the national ratio of 56.8%rulal regions nearly one half of registered
unemployed persons (48.76%) are permanently unemgloDue to the scarce local
employment possibilities only 39% of the employeesillages can find a job locally, and
61% are daily commuters. Statistical data inditla#t the ratio of unemployment is higher in
case of women in rural areas.

Natural and cultural heritage and traditions

Rural areas are rich in natural and cultural values and traditions. Natural aeras and
natural values are partly under national protectiomnder the protection of the Community
194 national values are treated by National Pankisl273 locally protected values are treated
by local governments According to the national mmeat registry, 56% (5815) of various
category monuments can be found in rural regionkilew83% (2377) of jeopardised

" Eurostat, (2003)
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monuments are also located in rural regions. THeural heritage, as a local resource, is
bearing the regional uniqueness and therefore mam@ortant role in the determining of the
directions for development. The local initiationgilbupon the local specialities contribute
not only to theprotection of values but also to the increase of attractivenesstandstic
potential.

The level of education and skills of inhabitants ofural territories is generally low

Thelevel of qualification of peopleliving in rural regions isnuch lower than the national
average In villages the ratio of inhabitants having cogtptl only the elementary school (as
the highest level of education) or not even thdtg@d 19 %, respectively) is higher than the
national average (19 and 15 %, respectively). #8% of the population of villages has no
qualification at all. No difference is shown in thecondary school qualification index (51 %),
but villages have more skilled workers who do natila general certification of education G.
The ratio of persons with higher education degmeesllages (5 %) is one half of the national
(12 %) and a third of the town average (15 %), Wisbows that due to the lack of proper
jobs, the qualified manpower leaves the villages.

The access to basic services is limited

Significant ratio of the rural population, espelgiaghose living in small settlements have no
or not adequate access to basic services. Ruras ae lacking recreational and cultural
services, which is one of the reasons of outwagtation of young people.

The situation of women in rural areas

Women living in rural areasare facing a number of special problemswhich can be
grouped into three main issues:
- The lack of jobs affects more negatively the worttean men,;
- The difficulties of commuting to neighbouringie& because of lack of infrastructure
and services;
- Lack of basic services in rural settlements.

As a result of the above-mentioned factors, ruraimen are faced with an extremely low
employment rate (51 percent in year 2001.).

The situation of ,Roma” population in rural areas

The situation of Roma people is criticalin certain rural areas. Most of them only have
occasional and uncertain employment and a very léesel of education. The ratio of the
Roma population in rural regions was 3.2% as opposehe national average of 2% (2001,
Census). More than half of the Roma populationsliverural settlements, most of them in a
segregated way.

Employment opportunities for Romas are very much Inited: on average 21,4 percent of
Roma population was employed (the employment @tenen is 28%, for women 15,1 %) in
2003. The level of education of Roma people is aisch below the national average: only
18% of them has the maturity exam (compared to 38@ohational average).

8 See Map 7.. in the Annexes.
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Outskirt farmsteds are facing special problems in aral Hungary

.ranya” is a special settlement type exiting chaastically in the Great Plain could be
translated as scattered homesteads. The total giggpulives such places sums up to about
200 thousand people.Thattuation of ,tanya” needs a special approachbecause of the
specialities and the differentiated economic andiad situation of ,tanya”. The most
important threat for tanya is the constant outwargration of people. To tackle this problem,
a complex set of measures has to be introducedhwdaver the development of agriculture
and infrastructure, the natural protection, ecomomhiversification and supporting basic
services.

The LEADER approach

The objective of the LEADER approach is to strenghten ad revitalise local
communities It is important for micro-regions to implemennavations of common interest
based on local specialities and endogenous resyumbech contributes to strengthening local
communities.

As a result of a several-year preparatimore and more local communities and initiatives
have been formed in rural areas which indicates the increasing activity of local
communities. This is proved by the high numberaxfal action groups taking part in the
LEADER+ in the period 2004-2006. It means 70 LAGspliementing their strategies,
covering a population of 1,5 million peopfe Based on the experiences of the LEADER+ , it
can be concluded thatdre is a need for improving capacity and skillsconcerning the
planning, project generating, animation and impletaiton of local development strategies.

The number and role of Public-Private-Partnerships® in rural areas are low and weak
which limit the possibility of exploiting the syrges of cooperation in the field of rural
development. Although many development strategase tbeen prepared at micro-regional
level, the harmonisation of them has not been edraut, and no capacity-building to the
implementation of those strategies has been atfache

The current structure of Local Action Groups nesttengthening in a way to increase the
average size and the population covered by eaanagtoup. The aim ofonsolidating the
LEADER programme includes theempowerment of the LAGsand the initiatives of the
programme to facilitate them to (re)formulate actigroups covering more territory and
people.

The frameworks of the LEADER programme in the rmaxigramming period needs redesign.
There shall benore emphasis put on the governance of LAGavhich includes trainings
and capacity building of the members of LAGs on side, but also the reshaping of the LAG
structure and the inner procedures on the other.

Theinvolvement of local players— entrepreneurs, civil organisations, local mypatties —
in the elaboration of micro-regional rural develapmstrategiess very limited. Thelack of

¥ Source: ARDA, 2005; See Map 8. . in the Annexes.
20 pyblic-Private-Partnerships in this context mearirgrship of rural actors: entrepreneurs, civijamisations
and local municipalities.
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information channels and trained personnelhinders the flow of information at micro-
regional level, which is an obstacle the succeksgadlisation of development plans and
projects.

The lack of rural development strategies, the lack of apacity for the elaboration and
preparation of strategies and projectsin all of the micro regions of the country and the
desintegration of the selected and implemented pregts has resulted in inconsistencies of
developments, the realisation of unnecessary dgpswiplus (mostly in the field of tourism)
in many micro-regions.
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As a summary, it can be stated that amotige strenghtsof rural areas and communities, the
rich cultural and natural heritage and also theeggpces of the diversification — with main
focus on rural tourism — that has already stamethé rural economy can be mentioned. The
main strenghts of rural communities are the increasingly impotrtpartnerships and local
initiatives.

On the other handhe weaknesse®f rural society and economy include the low legtl
skills and education, the low density and incomadpcing ability of rural enterprises, the
lack of jobs and the limited access of inhabitdatbasic services. Rural territories face even
more with challenges, like the special problemsuwtl women and disadvantaged social
groups (Roma population) and also the special tstuaof people living in outskirt areas.
Local communities are stieak in capacity building and in the implementation mieigrated
development strategies.

Needs

Therefore, the most importaneedsof rural territories are the development of ruratno-
enterprises and encouragement of diversificatioarder to create jobs, the improvement of
skills and education and providing a wider accedsassic services of high level. The needs of
the outskirt territories, the rural women and trenfa population shall be handled by the use
of special programmé&s

The low level of employment, the insufficient ecamo and entrepreneurial activity, as well
as the income situation can be improveddapnomic restructuring, which results in an
increasing number of and more competitive entegpridigher level of employment and
better income conditions. This requires fosterimg eéntrepreneurship, the improvement of the
situation of micro enterprises, developments aimigy economic diversification and
expansion of activities as a way out of agricultpraduction

The employment situation of rural areas can be avgu by thetouristic usage of their
favourable landscape, environmental and culturarafies and values. A condition of this is
to create authentic, high-quality touristic sergicand regional touristic products that
represent the rural lifestyle and rural cultur@amauthentic way.

For the improvement of the human capital it is e8akto improve the quality and the
accessibility of the human infrastructure in rural areas This requires the unified and
target-oriented utilisation of the national and @aumity co-financed programmes and
supports. Educational and skill improving programsmend the promotion of advisory
services can contribute to the improvement of thmdn potential and the capability of the
rural areas. Development of human conditions thnahg promotion of the acquisition of the
missing skills in the framework of out-of-schooludtdeducation is especially important in the
segregating and falling behind regions.

Preservation and programmed development oh#taral and cultural heritage, especially

of the traditions and the built heritage providesib both for the improvement of the quality
of life and the diversification of the economy. Anclition for the utilisation of these inherent
resources is to improve the appearance of theeswdtits and the quality of the built

21 See Annex 10. for more details.
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environment, to form and develop community placesig room for local self-organisation,
and for a part of the basic services providedHerdconomy and local residents. On the other
hand, it is also necessary to continue to explate@mmunicate the values and, this way, to
strengthen the identity of local communities.

Local partnershipsieedsimprovement and support in the field of increasamgmation and
human capacity, strategy formulation and realisatibhere is a need for strenghtening the
flow of information at micro-regional level with éhhelp of trained personnel and setting up
of infrastructure (Local Rural Development OfficAhere isneed for capacities for the
preparation and elaboration of local rural developnent strategies in micro-regions
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ll. Overall strategy, translation of Community prio rities and
setting of national priorities

The global objective of the Strategy is to contt@to the sustainable development of rural
areas, based on national characteristics, witheénctintext of European Rural Development
Policy.

The strategic objectives of the current programnpegiod, partly as continuation of the
former objectives, were evolved in accordance witticle 9 of Council Regulation (EC) No
1698/2005, in complete harmony with the Communityateégic Guidelines for Rural
Development prepared by the Council of the Europgdwaion, more concretely, with the rural
development priorities identified in Chapter 3 dudt

In accordance with the above-mentioned Guidelittes,rural development priorities of the
EU are the following:

Improving the competitiveness of the agriculturad dorestry sectors;
Improving the environment and countryside;

Improving the quality of life in rural areas andcearaging diversification;
Building local capacity for employment and diveiation.

The current nationahgricultural and rural development strategy of Hungary is part of a
longer-term planning process and policy formulation The basic cornerstones and
priorities of the Hungarian agricultural and rural developmemre laid down at the
beginning of this decade The general strategy of tf®APARD Plan was based on three
priorities, with emphasis on the improvement of pefitiveness in agriculture and processing
industry on one side, and on improving the capegitf inhabitants in rural areas. Between
2004 and 2006, thegriculture and Rural Development Operational Programme and the
National Rural Development Plan carried on the SAPRD targets and priorities. These
programmes complemented the development polichefformer periods financed only by
national resources. The main areas of interventiothese two programmes included the
creation of a competitive farm structure; the dameabf conditions for the high-quality food
production and of food safety; the promotion ofiagtural and rural employment; the
creation of modern land-use system; providing msiftnal advisory activities and helping
information flow; supporting qualitative stock bdeeg; and supporting afforestation and
renewal of forestsThe system of targets, the structure and the resudtof the above-
mentioned programmes lays the foundation for the deslopment priorities of this
Strategy.

The Strategy will contribute to the competitivenedsagriculture, food production and
forestry, respecting the principles of sustainatde&elopment and the protection of natural
values and biodiversity. The Strategy strives lfier énhancement of quality of life throughout
rural Hungary by strenghtening entrepreneurship prayiding access to services. Local
initiatives will have a key role in the revitaligat of local communities and the
implementation of the Strategy.
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In the Strategy therare 15 main actionsdefined.

Main actions are:

The key development areas of the Strategy;

Reflecting the strategic choice, to what spegitdntion will be paid;
Formulating a part of the tools aimed at achig\uime strategic goals;
Consisting of measures in an integrated way phogxsynergies.

In line with the objectives of the EU Strategic Galine “Improving the competitiveness of
the agricultural and forestry sectors”, the genetaéctive of Axis I. of the Strategy will be
realised through the following main actions:

Promoting information dissemination
Age-restructuring

Farm and production restructuring

Support for investment and quality measures
Support for infrastructure

okrwnNE

The EU Strategic Guideline “Improving the enviromhand countryside” is in harmony with
the general objective of Axis Il. of the Strategwhich will be served by the following main
actions:

Support for agri-environment, Natura 2000 and foest environment
Preserving LFA territories and the traditional agricultural landscape
Investment support for environmental standards ad water management
Support for afforestation and fast growing spe@s

10 Ensuring the balanced quantity of high qualitywater

11. Strenghtening the protection of soils

12. Ensuring the animal welfare payments

©ooNOo

“Improving the quality of life in rural areas anda®uraging diversification” is the Strategic
Guideline of the EU, which is totally in line withe general objective of Axis Ill., which will
be attained by the following main actions:

13. Support for diversification, micro-businessesrad tourism

14. Improving access to basic services and presemgi natural and cultural
heritage (village renewal)

15. Support for local capacity building

Farmers and agricultural holdings complying witle trequirements of the environment-
friendly and conscious farming methods will be pgtised in the implementation of the
measures of Axis I. and Ill.

The general objective of Axis IV. of the Strategywhich has the same objectives as the EU
Strategic Guideline “Building local capacity for ployment and diverzificationwill be
realised by thepplication of LEADER approach connected toall of the four axes. The
objectives of Axis Ill. will be present still withhe greatest emphasis in the LEADER
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programme, but efforts have to be made to orienBsAowards the objectives of Axis I. and
.

The indicative allocation of resources
Based on the analysis of demands presented inrgtectiapter as well as on the review of

interventions responding to them, the necessarycesufor the given axes are defined as
follows:

Axis No. 1 47%
Axis No. 2 32%
Axis No. 3 17%
Technical Assistance 4%

Theresources of Axis IV. — 5.5 % — will be deducted from the amount alled&or Axis I-
11, following the ratios25-10-65 percent, accordingly. Out of the resourceaslocated for
Axis 1., approximately more than 10 percentage poits of the resources serve the
objectives of Axis Il.

The above figures clearly express key findings rdlgsis of the current situation and the
need stemming from it.

1. Hungarian agriculture has the potential of becominga competitive sector if
structural problems can be overcome and innovatwel marketing-oriented
philosophy can be introduced and disseminated.

2. Environmental load caused by agriculturis low in European comparison. Resources
shall be used for the long-term preservation o ttondition and for the raising of
awareness among producers towards the importanteegprinciple of sustainable
farming.

3. The challenges that rural society is facing lbartackled bycreating and retaining
workplaces and fostering entrepreneurshipin rural areas. The quality of life shall
be increased by providing a better access to bsmigcices on one side and by
renewing settlements and protecting cultural hgeita

Horizontal aspects

In line with the Community Strategic GuidelinesgtNew Hungary Rural Development
Strategic Plan paysspecial attention to the prevalence of horizontal glicies:
sustainability, equal opportunities and territorial and social cohesion These policies
should be taken into account during the elaboratiotme strategy as well as in the course of
programming, implementation, evaluation and momgpr The programme shall ensure the
respect of horizontal priorities in harmony witretNew Hungary Development Plan as well
as in line with the community directives, nationegulations and the previous practice.

Coherence with the Lisbon and Gothenburg objectives
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The Strategic Plan will contribute to the objecsia# the Lisbon Strategy and the Gothenburg
European Council, as the maihjectives of this Strategy have been defined in eardance
with the Lisbon and Gothenburg objectives.

The Lisbon Strategy, which targeted the increase of competitivenesscaedting jobs in a
longer termjs reflected in this Strategy by the efforts of enincing competitiveness and
innovation through investments in technology and hman capital. Innovation and
investments in the field of agriculture and theedsification of the economy of rural areas
will integratedly contribute to the increase of t@mpetitiveness of rural areas. Therefore,
the reduction of structural tensions and terrilodiéferences that are typical for rural areas
will be mitigated.

The Strategy also handles the challenge of comtirsuemployment emission of agriculture
caused by technological development throwggtierprise promotion and job creation
strengthening the service sector in rural areaspaindiding trainings and education which
factors will together contribute to a better rugatrepreneurial environment.

The connection with the National Reform Programme(or the National Action Plan) is
based ortwo main pillars. Firstly, the emphasis of this Strategy — in adaoce with the
Reform Programme — is laid on the increase of caitifpaess and economic development.
Secondly, there is an integrated approach to hatileunemployment: it reflects in the
Strategy in the development of rural micro-entegsiand a wide scope of diversification, but
also in the support for the training and advis@wiges.

The implementation ofhe Gothenburg objectives in this Strategy is promied by the
strategic efforts ofaising environmental awareness, ensuring agricultxal and forestry
environment protection, preserving biodiversity and rural landscape the natural and
cultural heritage.

In the case of investments and technological masigtion, compliance with sustainability
criteria will be ensured. Additionally, modernisati of technology in agriculture ensures
lower environmental load and the disseminationsgf of cultivation methods and procedures
more favourable for the environment.

The Strategy serves the realisation of the priesignd goals set up in Gothenburg through
the application and initiation o&nvironment-friendly farming methods. From 2007
onwards, there will be a shift towards feservation of high natural valuesand a more
significant contribution tocombating climate change The increased use of renewable
energy will also have a favourable impact on enegfficiency, environmental load and
fighting global warming.

The obligations that Hungary has taken with thenaigpf theKyoto Protocol are already
fulfilled and this position will last till 2010. Fhgary has committed itself to reduce the
emission of gases by 6 percent compared to thesgemigsates experienced in the mid of '80s.
It can be concluded based on the current emissiotiencies that the obligations can be met
without introducing any special measures. The useswwewable energy resources can be
increased in line with the Kyoto objectives andhatite requirements of the EU. Renewable
energies cover only 3,5 percent of the use of gnerddiungary, that is aimed to double by
2010.
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lll. Strategy per axis

3.1. Improving the competitiveness of the agriculttal and forestry by
supporting restructuring, development and innovatimn

General description

Based on the conclusions drawn from the examinatidhe current situation, it can be stated
that the most importamteed for the strenghtening the competitivenessf and encouraging
the restructuring of the agricultural sector whiestaining the favourable environmental
conditions and the low level of environmental load.

The main actions and measures under the general agtive of the first axis will
contribute to the improvement of the competitivenes of agriculture, to the achievement

of sustainable development and to the restructuringof the agricultural sector. They
initiate farmers to comply with the market tendescand consumer’s demand. Innovation in
the fields of agriculture greatly — directly andliirectly — contributes to the improvement of
the competitiveness of rural areas. Change in tle¢hods of land use and production
structure can give a boost to restructuring in ptdereate a long-run-sustainable structure of
agriculture.

Priority will be given to measures that promote reucturing, innovation, production of
quality products, trainings and education The fact that in agriculture and food processing,
efficiency and quality are emphasised serves thglementation of the community and
national priorities, as well as the realisation tbé Lisbon and Gothenburg objectives.
Measures promoting skills acquisition contributetb@ application and dissemination of
innovative methods, facilitating this way the impement of efficiency and the production of
quality goods.

The adequate and efficient implementation of thennaations related to investments and
technological modernisation are promoted directigl andirectly by main actions concerning
human capacity building.

Connected to the general objective of Axis I., therare six Community Priorities serving
as reference points in the Strategy:

Knowledge transfer;
Investment in human capital
Quiality in the food chain.
Modernisation;

Innovation;

Investment in physical capital

ouhwNE

The overarching national priority, in line with the Community Strategic Guidelines and
the general objective are the following:

- Improving outlets for arable production by modernisng the livestock and
processing sector and diversification into energyrops and horticulture.

There are five main actions serving the implemémadf the CSGs.
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3.1.1. Promoting information dissemination

This main action is aimed at improving the human conditons of agricultural production
through providing the basis for improving competitivenessin the form of knowledge
transfers, spreading of information. The adjustmernhe rapidly changing market conditions
and environment will be facilitated by the contingodevelopment and acquisition of
knowledge. The measures promote the disseminatiomrmvative practices, including
farming practices in an environmentally friendlyyw®evelopment of advisory services will
also contribute to the competitive, environmentaitynscious and sustainable agricultural
production.

Trainings

The improvement of level of knowledgeand the transfer of up-dated information to rural
communities and farmers make a wide-ranging trginservices necessary. The use of
information and communication technologies shathednto the limelight in agriculture and

rural policy, in order to promote knowledge andommfiation distribution and and also to
create the electronic — web-based — network of agtars.

Advisory

Setting up of avell-functioning advisory systemcould largely help farmers to have access
to up-dated information and to get tailor-madepusoh-oriented advises, necessary for the
run of farms. The availability of advisory servigef particular importance for farmers to be
able to use the latest farming practices and ptamiuenethods. Within the framework of the

advisory system an agro-business news agency willsét up to prepare farmers for

competition, to provide them with information aral dtrenghten their market position. The
content of advisory services shall include the kieolge on the elaboration of agricultural

strategic and business plans.

This main action serves the implementation of two @mmunity Strategic Guidelines:
“Knowledge transfer” and “Investment in human capital”.

Measures:
= Vocational training, information activities and owation;
= Establishment of special advisory services for fplaanagement;
= Use of advisory services;
Targets:
Some 15-20 percent of registered farmers will claidvisory services during the 7 years.
Around half of the registered farmers will join i@rs training programmes in the period till

2013, one third of them will take part in IT traigi courses and half of them in trainings
related to cross-compliance.
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3.1.2. Age-restructuring

This main action is aimed at improving the human conditbns of agricultural production
through providing the basis for improving competitivenessin the form of facilitating
changes in the age-structure. Facilitating theérggtip of young farmers and the retirement of
elderly farmers will promote the establishment mialequate age structure.

The opportunity of support for farm-transfer in amance with the support for young farmers
can improve the current age-structure of agricaltwhich is of overriding importance from

the point of view of ensuring the continuity andblrnedge-based renovation of agricultural
production.

This main action serves the implementation of the @nmunity Strategic Guideline
“Investment in human capital”.

Measures:

= Setting up of young farmers and
= Support for farm-transfer (early retirement)

Targets:

Through the implementation of the measures, theiibmencourage young farmers to start
up agricultural activities and therefore to inceetise share of farmers below 40 years of age
in the total agricultural production.

3.1.3. Farm and production restructuring

Within the framework of this national priority, thmbalance between crop production and
animal husbandry shall be handledThis includes steps to adjust the structure angeusé
cereal production to the market demands and toreehide role of agriculture and forestry in
the production of energy resources. As part ofrés¢ructuring, the aim is to change the land
use by the end of the next programming period. iRektring also means the shift towards
sub-sectors of agriculture or other activities sy in increasing local value added at higher
level.

Adjusted to the specific objective a@hodernisation and development of the physical
resources and the promotion of innovationas a result of the modernisation of farms, the
production structure will improve and a better assgply adjusted to the new farm structure
will be created. This facilitates the improvemerittbe economic performance and the
retention of jobs. During the reconstruction of mai husbandry sites, investments that
facilitate environment protection and energy sawdrggiven emphasis.

The investment projects raising the value added gumlity of agricultural and forestry
products, the diversification of production, thepmmvement of environmental conditions as
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well as the development of agricultural infrastuuet contribute to creating a competitive
sectoral structure.

Investments in all cases are in line with the emvinental requirements of the EU posed to
development projects therefore contribute to thalisation of the objectives of Axis Il.
concerning the protection of biodiversity, watemns goils.

The development of business environment and thengtion of innovation is inevitable to
create a competitive agricultural and food industgtor.

This main action serves the implementation of the @nmunity Strategic Guidelines
“Modernisation” and “Innovation”.

In order to handle the structural problems of thengtrian agriculture, diversified approach
is needed. To mitigate the market tensions caugeithdoverproduction of cereals there
can befive ways of facilitating restructuring:

The production of bio-energy could provide a solution for the overproductiontao sides.

On the production side, the plantation of fast gngwspecies decrease the land used for
cereal production, while on the market side, the af cereals for bio-ethanol production
decreases the surplus that was produced.

Investments in animal husbandryalso diminish the production surplus of cerealagig as
input for animal breeding. This significantly ineses the creation of added value along the
production chain.

Forestry — more precisely afforestation— decreases the area used for crop production,
therefore results in a potential decrease of tted somount of cereals. This way it contributes
to the change of the production structure.

Horticulture — based on the favourable conditions for agricaltproduction — can be an
alternative solution for the diversification of agitural activities and for the income
generating of producers.

Development of infrastructure, especiallyvestment in logistics could largely help to
improve market access of agricultural products@rmmodities.

The above-mentioned ways of development of physisburces shall be accompanied by
the introduction of innovative technologies and @learange of services for information,
knowledge and competency dissemination.

3.1.3.1. Promoting the use and production of renewable energy resources

The production and utilisation of renewable sources ofenergy may significantly
contribute to the restructuring of agriculture e market as well as on the production side.
On the market side, this main action represengsradtive markets for producers, while on the
production side, the production of renewable enargkes the creation of higher added
value.

Pillars of the main action:

1) Increasing the (added) value of agricultural fomdstry products
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By encouraging the production of renewable enetigg,level of processing of agricultural
products can be increased. By using cereals asmaterials for energy production, more
added value along the product chain can be realisetkasing the income possibilities of
producers.

2) Modernisation of agricultural plants

The capacities for the processing of agricultuaad material for energy purposes shall be set
up. This will be realised significantly by the maodisation of currently existing production
capacities.

3) Promoting innovation, market orientation anddéosg entrepreneurship in agriculture

The production of renewable energy requires theofiseew technologies and the adaptation
of innovative production methods and tools. Diviezation of agricultural (cereal) production
and the processing industry strengthens the mariettation of farmers and the players of
processing industry.

Measures:

= Modernisation of agricultural plants

* Increasing the economic value of forests

» Increasing the value of agricultural and forestryducts
» First afforestation of agricultural land

Targets:

As the result of the measures, the use of greemggnand the production of bioethanol, bio-
diesel and bio-gas will significantly increase irurtgary by 2015. Millions of tons of
biomass, usable for heating purposes, and hundretsousand tons of oil crops and raw
material for bioethanol should be ensured, annudlhe area of energy crop production will
largely increase by the end of the programmingagkri

3.1.3.2. Utilisng the potential and strengthening the viability of the animal
husbandry sector;

Hungary places special emphasis onrtfuglernisation of animal husbandryand improving
the willingness of producers to keep livestock. rAal husbandry is a key issue in the
following programming period, since in Hungarianriaglture a significant increase of
importance of the sector is necessary in orderettuce structural tensions of production
structure. The aim is the establishment of an aptinproportion of animal husbandry and
cultivation of plants. Giving emphasis to meetihg EU standards is a key point in this main
action.

This action alscserves the implementation of the objectives of Axidl., fulfilling the
environmental requirements that are posed to thmarhusbandry sector. Technological
modernisation can conduce to mitigating the Nitrateission accompanying the animal
breeding.
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Pillars of the main action:

1) Increasing the (added) value of agricultural fordstry products

The imbalanced structure of crop production angnahihusbandry shall be shifted towards
the growing weight of the latter. The surplus @ tmop production can be used by the animal
husbandry sector. This way, the process of restringf in the agriculture can be accelerated
and also significant increase in the creation aleaidvalue along the product chain can be
realised.

2) Modernisation of agricultural plants

The backlog, that is typical for animal husbandagnis, sites and other production capacities
in the field of technological development can beigaied through the modernisation of

animal husbandry farms. Significant emphasis sballput on encouraging investments
necessary for fulfilling the requirements concegnianimal health, animal welfare and

environmental standards. Therefarejestments could also contribute to the attainmenof

the objectives of Axis Il

3) Promoting innovation, market orientation and téasg entrepreneurship in
agriculture

The use of up-to-date technologies in animal hudtyarcould largely contribute to the
enhancement of the competitiveness of the sectbt@the production of healthy and good
quality meat products. The market-oriented apprahettl be encouraged in the production of
quality meat products.

Measures:

= Modernisation of agricultural plants

= Compliance with EU regulations

= Animal welfare payments
Targets:
Through the implementation of the measures relate@dnimal husbandry, the share of
livestock keeping in the gross output of agricidtwvill increase. The number of livestock
farms, requiring modernisation in order to meet #t@ndards for animal husbandry will
decrease by a half till 2013.
3.1.3.3. Creating more added value in horticulture
Developing of the horticulture sectorcould increase added value and competitiveness in
agriculture and could widen the income-earning goidcreating capability of agriculture.

There is potential for development in non-food fooitture as well.

Pillars of the main action:
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1) Increasing the (added) value of agricultural fomdstry products

Diversification within the agricultural sector cé#e encouraged by promoting producers to
carry out agricultural activities with higher adeealue creating possibility. Horticulture — the

fruit and vegetables sector — has significant po&nn the field of increasing added value of
agricultural products and also in creating employirand generating income for producers.
Therefore, horticulture can play a significant rote restructuring, as it can be a real

alternative for producers in diversifying or chaptheir core agricultural activity.

2) Modernisation of agricultural plants

In the field of horticulture, the level of techngloused is lagging behind even compared to
other sectors of crop production. The modernisatibtechnology used and increasing the

capacities and the level of technology especiallthe post-harvest phase could be essential
for the production of marketable products.

3) Promoting innovation, market orientation and téasg entrepreneurship in
agriculture

Market orientation of producers can be promotedelgouraging them to take part in
producers’ groups. This way, economies of scalenproduction side can be reached, while
on the market side — through unified appearenchemarket with the help of labelling and
common marketing actions — competitive edge canmeldehed and market niches can be
exploited. Promoting innovation not only in the leology used, but also in marketing
methods is of primary importance for the playerbaticulture.

Measures:

= Modernisation of agricultural plants

» Increasing the values of agricultural and forepngducts

= Support for setting up of producers’ groups
Targets:
As the result of the implementation of the mainiact the number of individual farms
engaged in horticultural production will increasesulting also an enhancement of the share
of horticulture in the distribution of gross outmitagriculture.
3.1.3.4. Forestry
Improving the competitiveness of the forestry sectuld largely conduce to the overarching
goal of the Strategy, which lays in the promotidmeastructuring in the agricultural sector. A
developed and sustainable forestry sector couldigeoa possibility for restructuring in two
aspcts. On one side, the forestry sector can matteaage in the land use structure by the
afforestation of agricultural land, while on thénet side, the use of biomass of forests can
provide additional possibilities for diversificatio

Pillars of the main action:

1) Increasing the (added) value of agricultural fordstry products
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In the processing of forestry products, a significpotencial can be realised in terms of
creating added value. The level of processing eamdreased by the integrated development
of human and phisical infrastructure, the encourasge of cooperations and the use of
modern technology.

2) Modernisation of agricultural plants

Agricultural plants in the field of forestry hasmnificant backlog in the level of technology
they use. In order to increase competitiveneskédrsector, the modernisation of plant and the
dissemination of use of modern technologies isres8e Technological development could
result in a better income generating role of fayeswhich could have an accelerating role in
the restructuring process.

3) Promoting innovation, market orientation anddasg entrepreneurship in agriculture

The use of innovative technology, the innovativeysvaf cooperation of forest owners, the
innovative methods of processing could contribota better adaptation of market demands,
therefore to a better position on the market oé$tny products.

Measures:

» Increasing the values of agricultural and foreptigducts
» Increasing the economic value of forests
» First afforestation of agricultural land

Targets:

The primary targets of this main action include itherease of the territory covered by forests,
the enhancement of the technologies and methodbsinerestry-management.

3.1.4. Support for investment and quality measures

The marketing opportunities, as well as the reteiop between and the concentration of
production angrocessing may be strengthenednd improved throughaising the quality

of agricultural production and of the products, the creation of the basis for quality
production, and throughiood safety, environmental and marketing developments. The
application of the technologies and know-how basedthe results of R&D activities
facilitates the acquisition of new markets and ingtg the existing ones. It serves the
improvement of competitiveness by motivating thenpbance with the requirements and
regulations based on community legislation, thdig@pation of producers iriood quality
assurance systemsand of the promotion of products certified ingbesystems. Along the
most important product chains, such salesiandvation systemsbased on producer groups
will evolve, which efficiently serve the supply loigh quality products to the markets.
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This national priority serves the implementation ofthe Community Strategic Guideline:
“Innovation and quality in the food chain”.

Pillars of the main action:

1) Increasing the (added) value of agricultural and feestry products

Competitive advantage for the producers and processan only be ensured by attaching
more added value to the products in the procegsinage. The Hungarian food industry is
facing a fierce competition, which requires themeguring of the food industry, the increase
of the level of technology, the production of nemqucts based on the consumers’ demand
and the establishment and strenghtening of theratiens of the actors of the food chain.
Local products have considerable and good markingal, which can be exploited by the
means of innovation. Competitiveness can be enlatizeugh integrated product labelling
and market-oriented approach as well. Only givirgreradded value to agricultural products
in the processing phase can provide a competitige ¢o the producers and processors on the
market.

Measures:

» Increasing the value of agricultural and forestryducts

= Cooperation for the development of new productec@sses and technologies in the
agriculture, food-industry and foresty sector

= Support for producer groups in the field of infotroa and promotional activities
pertaining to products belonging to food-qualitgteyms

Targets:

This main action contributes to increasing addddevhy processing agricultural products.
As the result of the above-mentioned measuregqribfé@ability of food sector and the added
value of the products will increase.

2) Promoting innovation, market orientation and fosering entrepreneurship
in agriculture

The use ohovel solutions and innovative technologies, fadititing the development and
application of innovation — also in the field of cop production — are key elements of
agricultural competitiveness. The co-operations edaon partnership and farmers’
organisations, being within the value chain, masuliein much more competitive structure.
Reorganisation of agricultural product tracks ic@dance with the needs of the market and
producers’ demand is also of high importance. Ptmnaactions are aimed at enhancing the
level of consciousness of consumers and encourdlggnmarketing of foodstuff being in line
with consumers’ demand and innovative productiothogs.

The Innovation and Technology-transfer Centre shellestablished for the promotion of
enterprises by knowledge-sharing and cooperation.

This main action provides the fram@simprove the technology used in agriculture and
food industry in a broad sense. It may contribute to the increabethe general
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competitiveness of agriculture and food industryooe hand, and may reduce environmental
load, on the other.

Measures:

= Cooperation for the development of new productec@sses of technologies in the
agriculture, the food-industry sector and forestry

= Support of agricultural producers participatingaod quality schemes

= Support for setting up of producers’ groups

= Support for semi-subsistance farms

Targets:

Measures of this objective will serve for the stening of producers’ groups and food
industry enterprises during the next programmingople resulting a significant increase in
the net revenue of them.

The measures of this main action will contributegenerating value added through the
application of innovative approaches and by theenuidation of plants.
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3.1.5. Support for infrastructure

Ensuring a balanced water supply of agriculturabar increased attention should be paid to
the establishment and maintenance of facilities of watananagement Emphasis shall be
laid on the development of irrigation and amelimmat Elimination of water damage and
drought must also be also given importance in #ienal priority.

Investments in human capital, innovation and ugdte technology can not be effective and
can not result in a real change in the productibmctire without ensuring the basic
infrastructural facilities for agricultural holdisgand farmers. Infrastructural development is a
prerequisite for investments aimed at giving a bawos added value creation and the
dissemination of market-orientation. Infrastructudavelopments, which are part of water
management systems, play a significant role intergaa balanced production structure in
huge parts of arable land of the country. This wag,objectives of Axis IL, concerning the
balancing of water imbalancements in water quaaiiy quality could also be realised.

Indirectly, the development of infrastructure cocted to agricultural production can be the
basis for thenfrastructural development of outskirt farmsteds.

This main action serves the realisation of the Comudomity Strategic Guideline
.Investment in physical capital”

Measure:

= Improvement and development of infrastructure eelato the development and
modernisation of agriculture and forestry

Targets:

The area under water managements systems will la&ged. The main action will also
contribute to moderate the infrastructural bacldbggricultural holdings.

Financial weighting within Axis 1.

As for the financial allocation of resources amondhe main actions within axis I., the
following main statements can be made:

Priority will be given to the main action ,Farm apdoduction restructuring”, allocated the
highest percent of all the resources for Axis Ithis main action. It is justified by the need of
mitigating the imbalancements of the productiontire. The ,Support for investment and
quality measures” has the second largest finasbiate in the total reasources. The ,Support
for infrastructure” main action has a medium finaheveight, while ,Promoting information
dissemination” and ,,Age-restructuring” has the deslfinancial envelope.
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In the development of human potencial, the indveabreakdown of resources are as follows:
ICT will take up half of the resources for humarvelepment, around one-third of these

resources will be spent on trainings, while thé (esme 15-20 percent) of the resources on
the advisory system.

In the field of physical investment, around tworthof the resources will be spent on quality
improvement, while one-third of the resources fdrastructural development.

Summarized strategy structure along Axis I.
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3.2. Improving the environment and the countrysideoy supporting
land management

The general objective of Axis Il. is to improve theenvironment and the countryside by
supporting land management.

General description

As concluded from the examination of the currettadion in the field of environment, it can
be stated that there issignificant need for safeguarding the favourable aaditions of
environment, and for the increased protection of ntral values.

The basic principle cdustainable farmingis a land use system that is adjusted to the datura
endowments, the landscape, the habitats, the ésaturd limitations of the environment. This
way, the protection of biodiversity and natural values of high priority can be further
strengthened. The intensity of protection shouldié&ermined in accordance with the natural
values of the area, the characteristics of thedeape and with the maintenance of the
traditional rural landscape. It contributes to gneservation of the natural resources, such as
biodiversity, and to the preservation and the sprepof environment-friendly production
methods and renewable energy resources in harmdahythe environment. All these also
have arole in the enhancement of the attractiveness of ral areas, in their long-term,
healthy development and in the strengthening oféigeonal cohesion.

In order to achieve thgood condition of waters the implementation of th&Vater
Framework Directive will be ensured.

Connected to the general objective, there are thre€ommunity Priorities defined in the
Strategy:

1. Biodiversity, high natural value, traditional landscapes;

2. Water;

3. Climate change.

The overarching national priorities in line with the Community Strategic Guidelines and
the general objective are the following:

- Conservation of Natura 2000 agricultural and foresty areas and other high
nature value areas;

- LFA

- Water management in quantity and quality;

- The increase and sustainable management of forestsources;

- Biomass for energy production;

- Protection of soils.

There are seven main actions serving the implertientaf the CSGs.
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3.2.1.Support for agri-environment, Natura 2000 andorest environment

The main objectives of this main action are toudel thepreservation and maintenance of
the favourable environmental situation of the indiating species and designated habitats
through the maintenance of low-intervention farmmethods; ensuring the natural condition
serving as a basis for the designation of the aardghe conditions of farming that create and
maintain such conditions; compliance with the amllile land-use regulations. The
dissemination of environmentally friendly farmingethods involves the compulsory and
voluntary provisions of Natura 2000 network.

The objective of the sustainable use of agricultdemmd and the dissemination of
environmentally friendly farming methods encouraggzoduction structure that is adjusted
to the habitat features and environmental aspehtte wreserving high natural values. The
main action contributes to threduction of the environmental load of agricultural origin,

to the improvement of the general environment domid and to the promotion of
environmentally friendly farming practices, whiaitegratedly results in a better, sustainable
and long-term protection of high nature valuesthie 2007-2013 period, shift towards the
protection of high natural valueswill be carried out. Territories of grassland ezgarded as
the most valueable natural endowments, forestsalm®@ very valueable, while territories
under production show a bit of backlog concerniatural values.

In the framework of the agri-environmental progragsmthat serve thsustainable use of
agricultural land, special emphasis will be given to special farmmgthods that are
connected to water management programmesor to those that serve the protection of
water-basinor linked to the climate change The support obrganic farming — including
organic husbandry — will be implemented among tpe-@nvironmental measures. With the
current farming methods, the essential objectivehés conservation and protection of high
natural values and habitats and the encouragenfetiteoenvironment-friendly extensive
animal breeding.

The dissemination of environmentally friendly fangimethods involves the introduction of
organic farming, th&ompliance with voluntary commitmentsundertaken in the framef
agri-environmental managementand compensations available for abiding by theiprons

on the protection zones of drinking water resesjaind non-productive investments related
to those. The promotion of methods of environméntéliendly farming may play an
important role in sustaining and developing habitdt or potentially rich in plant species and
in related animal species. This contributes alsahtopreservation and development of
rural environment and society.

The measures included in this main action can gevarmers carrying out agricultural
activity on the designated areas with a calculabt®me in the rapidly changing market
environment.

This main action serves the realisation of the Comityg Strategic Guideline ,Safeguarding
biodiversity and preservation of high nature value”

The basic pillars of this main action are:
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1) Agri-environment

The agri-environmental programmes contribute todiseeclopment of rural areas and provide
environmental services for the whole of the sociéihiey encourage farmers to apply
production methods that are compatible with thetasngble use of the environment, the
landscape and the natural resources and the catiserof genetic sources on agricultural
lands. The main objectives of the main action aeeprotection of high natural values, the
conservation and improvement of the current stdtéhe environment, the reduction of
environmental load of agricultural origin, the pig@n environment protection services, the
strengthening of the agricultural practice basedt@nsustainable use of natural resources,
promotion of environment-saving livestock keepirgying on grazing grounds and the
establishment of a production structure in linehwhiabitat features, environmentally aware
farming and sustainable landscape use.

Agri-environmental schemes consist of even motietstonditions and rules than the Natura
programme.Within the agri-environmental programomdy conditions and obligations over
the GAEC can be compensated.

Measures:

= Agri-environment payments

Targets:

The share of area under agro-environmental progesnas well as the size of sensitive
natural area preserved will increase. The most fapb objectives of the programming
period of 2007-13 is to keep on the process obdhicing and spreading the environmentally
friendly production methods by increasing the rafisesources towards the programmes that
are more favourable for the protection of the emwment, and to increase the number of
farmers managing agri-environmental production aelt &s the proportion of the areas, which
are in a natural sense more valuable.

2) Natura 2000

The main action aims at sustaining the favorableirah condition of Natura 2000 areas,
ensuring protection for the natural value justifyithe designation, and promoting and
supporting activities sustaining the natural candg serving as the basis of the designation.

The annual compensation provided for the privatméas concerned on a compulsory basis
ensures the long-term sustenance of the Natura 28@@rk over the long term, it provides a
farming prospect for those involved and also haslestantial educative effect.

The farming potentialities of those engaged in $breanagement on Natura 2000 territories
are restricted to ensure the achievement of N&208#® objectives. Compensation payments
on Natural 2000 areas are available as an offsevmipliance with mandatory specifications
in the provisions of law on the use of land.

The introduction of the support of the Natura 20@dwork, the designation of the habitat
areas as well as the payment of grants expressh#tdowards the policy of safeguarding
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high natural values. Afforestation projects as wadl the preservation of existing forests
significantly contribute to the conservation of diiersity notably in Natura 2000 areas.

The Natura programme will start from September 20@itth the Natura grassland
programme. The legal basis for grassland areadwididapted by then.

Measures:

= Natura 2000 payments and payments linked to thdemmgntation of Directive
2000/60/EC
= Natura 2000 payments

Targets:

The main objective is the increase the number ohdéas supported on Natura 2000 areas.
The reversal of biodiversity reduction and the @éase of the population of the indicated
species, the preservation and improvement of thieated habitats are also important goals
of the national priority.

3) Forest environment

Forest management could start duétest environment protection programme Most part
of the schemes is based on manual-work intensiaglitional forest managing methods,
which will result in the improvement of self-emphognt. It is necessary to uniformly
reinforce the environmentally conscious managemasthods in the private forest owners,
therefore, the integration and close links of filvest environment protection programmes
must be strengthened

The forest environment measure aims at creating emsliring the ecological bases of
sustainable forest management. Contribution to pheservation and enhancement of
biological diversity, to the conservation of watensd soil. The objective is to apply forest
management best adapted to the local habitat ¢onsljitin order to make multiple forest

functions considered simultaneously, environmemisceus forest management practises
should be spread.

The forest environment measure contributes to tiinient of the commitment made in
Goteborg to reversing the decrease of biologica¢rdity until 2010, the fulfilment of the
objectives of the Framework Directive on water ngamaent and the objectives of reducing
the impacts of climate change specified in the l§y@totocol.
Measures:

» Forest environment payments

Targets:

Approximately 10% of all forest could take parfdmest environment programmes.
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3.2.2. Preserving LFA territories and the traditional agricultural landscape

Less Favoured Areas (LFAs) are areas affected bycpkr handicaps, in which farming
must be continued as required and under certaiditboms, in order to conserve and improve
the environment, to sustain the area and to rétaimourism potential of the territory.

This main action contributes to tipeeservation of grasslands, utilisation of abandore
lands, and maintaining traditional agricultural landscape and ensures an income
supplement for farmers pursing agricultural adtgtin less favoured areas. The national
priority includes the establishment of a product&tnucture adjusted to habitat features,
environmentally aware farming and sustainable leaps use; extension and improvement of
rural employment and income earning possibilitiesl &reating a new, alternative rural
economic environment that is in harmony with theiemmental protection requirements. In
Hungary there is no mountain areas falling in tt@pe — therefore, being a part — of LFA.

Income support for farming in less favoured areastritutes to sustaining agricultural
employment, improves income-producing ability oégh areas, aids in elevating the quality
of rural life and preserving rural communities, geelconserving cultivated areas by the
evolution of land use created by the operationfanditation of sustainable farming systems
as well as it prevents the spread of fallow areas.

The compensatory support for less favoured areagan ensure the conservation of the
demarcated grasslands, the farming methods comhéztihe objective of the protection of
water basin as well as the preservation of appaigptand use contributing to the protection
of water and soil. It contributes to the utilisatiof abandoned lands and ensures an income
supplement for farmers pursing agricultural adtegtin LFAS. Indirectly it promotes the
restructuring of production and the extensive kegpf animal species that adjust to the
disadvantageous endowments and have importance fnanketing aspects and also of
special species.

Forestry management in non-agricultural land cduda solution for the environmentally
friendly use of LFA territories. Through the affetation on LFA, the unfavourable
conditions of soils can be made bett&fforestation of agricultural areas less capable of
competitive production, preservation of the envnemtal state of forests and the support of
traditional forest management play a significamé o agriculture.

The definition and designation of less favoureaarghall be revised and adjusted to the
golden crown system, expressing the quality ossailHungary.

This main action serves the realisation of the Camity Strategic Guideline ,Safeguarding
biodiversity and preservation of high nature value”

Measures:
» Payments to agricultural producers of less favoareds, other than mountain areas

Targets:

55



The support for Less Favoured Areas can resultanricrease of the income-level of land
owners and could contribute to the preservatiamefrural environment.
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3.2.3. Investment support for environmental standaidls and water management

Ensuring a balanced water supply of agriculturabar increased attention should be paid to
theestablishment and maintenance of facilities of watenanagement

This main action serves the realisation of the Comuomity Strategic Guideline
.Investment in physical capital” and “Water management”.

Investments in human capital, innovation and ugdte technology can not be effective and
can not result in a real change in the productibmctire without ensuring the basic
infrastructural facilities for agricultural holdisgand farmers. Infrastructural development is a
prerequisite for investments aimed at giving a baws added value creation and the
dissemination of market-orientation. Infrastructudavelopments, which are part of water
management systems, play a significant role intergaa balanced production structure in
huge parts of arable land of the country. This vihg, objectives of Axis Il., concerning the
balancing of water imbalancements in water quaatigy quality, could also be realised.
Hungary places special emphasis onrtteglernisation of animal husbandryand improving
the willingness of producers to keep livestock. rAal husbandry is a key issue in the
following programming period, since in Hungarianrieglture a significant increase of
importance of the sector is necessary in orderettuce structural tensions of production
structure. The aim is the establishment of an aptinproportion of animal husbandry and
cultivation of plants. Giving emphasis to meetihg EU standards is a key point in this main
action.

The imbalanced structure of crop production angnahihusbandry shall be shifted towards
the growing weight of the latter. The surplus @ tmop production can be used by the animal
husbandry sector. This way, the process of restringf in the agriculture can be accelerated
and also significant increase in the creation afeaidvalue along the product chain can be
realised.

The backlog, that is typical for animal husbandignfs, sites and other production capacities
in the field of technological development can beigaied through the modernisation of
animal husbandry farms. Significant emphasis shellput on encouraging investments
necessary for fulfilling the requirements concegnianimal health, animal welfare and
environmental standards. Therefore, investmeotsdd also contribute to the attainment of
the objectives of Axis II.

The use of up-to-date technologies in animal hudtyamcould largely contribute to the
enhancement of the competitiveness of the sectoe. Market-oriented approach shall be
encouraged in the production of quality meat prasiuc

Measures:

= Compliance with EU regulations
= Modernisation of agricultural plants.
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» |Infrastucture related to the development and adaptaon of agriculture and
forestry
= Animal welfare payments

Targets:

Infrastructural developments could indirectly cdmite to the increase of competitiveness of
agricultural plants. Investments in water-managenfi@cilities conduce to the safeguarding
of good quality water in a timely and territorilplanced quantity and also to the protection of
environment. As the result of the technological afuysical investments the harmful
emission of animal sites will decrease.

3.2.4. Support for afforestation and fast growing gecies

As a result of thenulti-functional and sustainable use of forestshe water balance of the
given areas will improve, there will bess erosion damageesulting from the extreme
weather conditions, and the environmental load imatgng from air pollution and noise
pollution will decrease. As a result of the longateafforestation programmes, the ratio of
frondiferous forests will further decrease as vl the environmental damage originating
from global warming, whildiodiversity will increase.

Afforestation projects as well as the preservatibexisting forests satisfy a complex social
demand by enlarging the ecological, economic asthktunctions of forests, thus facilitating
rural development and improving the quality of litd rural population. The forest-
environment protection objectives can be implenatepart of this national priority as well.

The multifunctional and sustainable use of foreats] the strengthening of their social and
public welfare function can be continued under timisasure. In addition to the economic
benefits, the significance and necessity of affatemn can be characterised by favourable
impacts on the soil, water, air and biodiversitysummary: on the state of the environment.

Objectives of forestry also include the establishimef high biodiversity natural forests,
through a substantial increase in the ratio ofveatree species, particularly on protected
areas. The measure also aims at compliance witheteeant expectations of the EU (green
energy, renewable sources of energy), and diveasidin of energy supply.

The supply of biomass must be expanded also wihdbls of targeted energy production in
order to fulfil the future expectations of the Elil.is necessary to provide afforestation
support because of the capital inadequacy of fanmeand high planting costs. The

establishment of arboreglantations for energy production can help several thousand

producers in ensuring rural income-earning oppdiiesr The main action also aims at
compliance with the relevant expectations of the (gteen energy, renewable sources of
energy), and diversification of energy supply. Withthe framework of the main action

support can be granted for the plantation of stxag cycle arboreal energy plantations.
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This main action serves the realisation of the Comitg Strategic Guidelines ,Safeguarding
biodiversity and preservation of high nature vaJu&t/ater management” and “Mitigating
and adapting climate change”.

Measures:

= First afforestation of agricultural land

» First establishment of agroforestry systems on agecultural land
= First afforestation of non-agricultural land

» Forest-environment payments

» Restoring forestry potential and introducing prevertion actions

Targets:

By the end of the next programming period, the prynafforestation will increase

significantly and the total area of arboreal pltintes will take up 49.000 ha. The plantation
of fast-growing species results in the decreasagpicultural land and provides the raw-
material supply of the production of green energy.

3.2.5. Ensuring the balanced quantity of high quaty water

The imbalancements of water quantity (extreme weteditions) that have in recent years
arisen in the Hungarian agriculture needs the agiatin of farming methods and investments
which contribute to the mitigation of the imbalascAs the result of the use of chemicals and
the inappropriate use of agricultural technologg arethods, the quality of waters also needs
improvement.

This national priority serves the realisation ofe ttCommunity Strategic Guidelines
L~Safeguarding biodiversity and preservation of higtiure value”, “Water management” and
“Mitigating and adapting climate change”.

In a significant part of Hungary it is necessaryrémsform land use and to determine national
priorities such as searching for new ways of lasel and regional priorities (transformation of
the use of areas endangered by floods and exclessl iwaters, restoration of near-natural
economic systems).

The appropriate nutrient management:and the usdhehicals in line with the regulations

posed by the EU legislation could significantly trdsute to the safeguarding the quality of
waters.

As a result of the multi-functional and sustainabse of forests and the afforestation with
mostly indigenous frondiferous tree types typicaltte given habitat, the water balance of the
given areas will improve, there will be less erasidamage resulting from the extreme
weather conditions.

Measures:

= Support for non-productive investments
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» First afforestation of non-agricultural land
= Agri-environment payments
Targets:

The objectives of this main action are to mitigéte imbalancements of water supply and to
contribute to the increase of water quality.

3.2.6. Strenghtening the protection of soils

Deterioration of near-natural habitats formed argimained by extensive agriculture and
gradual diminishing of the characteristic tradiaband value protecting farming methods and
species are common characteristics of the whola afeHungary. Arable land is still
endangered by the processes that deteriorate thiéyqand productivity of soil (erosion,
acidification, salinification and compaction), thegative nutrient balance, the unreasonably
low rate of environment-saving livestock keepintyirey on grazing ground and the lack of
environment-conscious nutrient management, whiobdr sustainability.

The main action should address the problems camgélde inadequate nutient management,
the obsolote technology used in agriculture and g¢ktreme wheather conditions. The
following processes of degradation associated agfticulture are significant and need to be
tackled:

. erosion by wind and water;

m compaction;

. acidification of soil;

Ll risk of excess surface water;

. generation of sodic spots,

= structural damage; topsoil crusting and cracking.

Forests change land use structure in a favouralle lut also contribute to soil protection,
increase biodiversity and mitigate glasshouse effec

Amelioration projects in agricultural plants cowlonduce to the mitigation of harmful effects
of agricultural production and wheather on soilsotiyh building and reconstruction of
amelioration and soil protection facilities for thpeotection of agricultural areas against
erosion, deflation, leaching and improving the watusehold.

This main action serves the realisation of the Comity Strategic Guidelines ,Safeguarding
biodiversity and preservation of high nature vaJudt/ater management” and “Mitigating
and adapting climate change”.
Measures:

= Agri-environment payments

» Infrastucture related to the development and atiaptaf agriculture and forestry
= First afforestation of non-agricultural land
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Targets:

The chief objective of this main action is to safegl and to improve the good environmental
state of soils.

3.2.7. Ensuring the animal welfare payments

Ensuring theanimal welfare provisions plays an important rolein increasing the income-
producing capability and the competitiveness ofahienal husbandry sector, and indirectly to
balance the animal husbandry and crop producti@msidering that the support sources of
animal husbandry sector is extremely limited, iessential that rural development supports
shouldcontribute to the quality improvement of the sectorconcerning animal welfare, and
should also contribute to the reduction of profiiabproblems.

There will be two main directions within this objee:
= Maintenance of high level technologies in animasbbandry, with respect to animal
welfare.
= Establishment of high-level technologies in animmasbandry, with respect to animal
welfare.

Animal welfare payments cover the overcommitmehg animal breades take. Covering of

additional expenses concerning high level keepeariologies from the aspect of animal
welfare aspect as well as establishment of higél lkeeping conditions.

Compliance with strict animal welfare provisions atwes additional expenditures, which are
mitigated by the payment of compensations. The avgment of animal welfare — due to
increased consumer awareness - indirectly congshwd the preservation of the sector’s
income-producing ability as well as to the reduttaf point-like ammonia emissions and
fulfilment of the requirements stated in the Nigr&8lirective.
Measures:

= Animal welfare payments
Targets:

The number of farms receiving animal welfare prmris will reach the number of some
3.000.
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Financial weighting within axis 1.

As for the financial allocation of resources amonghe main actions within axis Il., the
following main statements can be made:

The biggest share in the financial frames of Axishas the ,Support for agri-environment,
Natura 2000 and forest environment” main actione Bupport for afforestation and fast
growing species will have a significant part of thesources. Investments for water
management and the main action aimed at ,Ensuhiagbtilanced quantity of high quality
water” are at the same level concerning the alemtatsources.

The main action on LFA and animal welfare haveltiweest share of resources, deriving from
the good environmental conditions experienced oA tdtritories and on the demand for the
investments to reach animal welfare standards.

Summarized Strategy structure along Axis Il
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2 |n case of the National priorities and the Maitiats each priority or main action serves the saibn of
more than one Community priority. For example: Watganagement contributes to the balance of water
quantity on one side, but also to mitigating thienate change on the other. This national prioritg h#so
contribution to safeguarding biodiversity.
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3.3. Improving the quality of life in rural areas and encouraging
diversification of economic activity

The general objective of Axis Ill. is to improve thke quality of life in rural areas and
encouraging diversification of economic activity.

General description

The examination of the current situation of ruraidritories clearly showed theeed for
increasing the income-producing possibilities tlglouenterprise promotion and job
creation. On the other sidemproving the quality of life is necessary to mitigate outward
migration from rural areas.

The development of the rural economy appears witimereased weight within the frame of
Axis 3 as the most significant area to be developakimum added value could be reached
by the parallel and integrated development of theseareas. The policy concept of Axis 3
put more emphasis on tligversification of rural economy compared to thenprovement

of quality of life in rural areas. The key areas of the Axis wislimgbtain the expansion of
the rural economy among other things are the di@ason of non-agricultural activities, the
development of human resources and infrastructunei@o-enterprises, the strengthening of
related developments and synergy, and the develapwofepartnership networkdn the
course of the implementation of axis 3 the LEADER mthodology based on partnership
will strongly prevail. The objective is to strengthen cooperations basetthe association of
rural entrepreneurs with integrated economy dewety plans in the background, and to
establish so-called “rural development clustersie Tist of settlements eligible for support in
the framework of measures of Axis 3 will be incldd@ the Annex of the New Hungary
Rural Development Program.

Connected to the general objective, there are two dnmunity Priorities serving as
reference points in the Strategy:

1. Creation of employment opportunities and conditbns for growth;
2. Improving governance.

The overarching national priorities in line withretiCommunity Strategic Guidelines and the
general objective are the following:

- enhancing economic development and quality ef if rural areas and safeguarding
the natural and cultural heritage;

- enhancing micro-regional governance;
- consolidating and reinforcing the LEADER groups.

There arghree main actionsserving the implementation of the national priest
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3.3.1. Support for diversification, micro-businesse and tourism;

The employment tensions in the countryside can duskiged and the income generating
opportunities can be increased only through stregng the rural economic potential, which
contributes to the improvement of employment dvgating work places in rural areas
apart the agriculture. In order to reach this objective, theomotion of non-agricultural
activities of agricultural householdsand the encouragement of rural micro-enterprise®f
special importance.

Rural enterprise development is a key area foatioeleration of economic growthin rural
areas and fancreasing employment The promotion of diversification may contributethe
restructuring of rural farms.

In the frame of this main action, special attentwill be devoted to thalevelopment of
rural tourism, which is based on the natural and cultural hgeitaf rural areas. Special
emphasis will be placed on undertakings engag@daducing and processing region-specific
products.

Fostering entrepreneurship can only be effectiverwaccompanied by thaevelopment of
business environmentcapacity building and trainings.

This main action serves the realisation of the Comity Strategic GuidelineGreation of
employment opportunities”

The basic pillars of this main action are:
1) Diversification

In rural regions the number of jobs outside agtigel is low, and this is aggravated by a
decreasing rate of employment in agriculture. Ialrareas the valuable handicraft traditions
are still alive, which play an important role bdth employment, and in maintaining the
region's unique image.

The main action aims primarily at improving the anee position of the rural population
living primarily from agriculture, at decreasing gration from rural regions, at raising the
standard of living conditions in rural areas, aating and keeping jobs outside the primary
sector, as well as at developing the quality oalgmoducts/services, increasing their value
added. The objectives also include the promotiomahufacturing and service activities of
households having income from agriculture to predacditional income, promotion of
locally produced products in reaching the market.

2) Micro-business

Compared to the national average, the number efgmses is typically low in rural areas and
there is only a slight increase in the density kegprises in the last ten years. The structure
of the rural economy can be characterized by theifssant proportion of micro-enterprises.
These enterprises constitute a decisive part ofutted economy in respect of both social and
employment aspects. Their expansion, and the ingonewnt of their competitiveness are
important elements of the rural economy. Creatibmew jobs through support for the
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establishment and development of rural micro-emisgp, therefore increasing the gross
added-value of the supported enterprises are dicpkr importance for enhancing rural
(local) economy and the income-generating roleuddlrterritories.

3) Promoting tourism

The employment position of rural regions can berowpd by the utilization of their
advantageous landscape, natural attractions antiraulheritage features for tourism
activities. The multiplying effect of tourism couildcrease the volume of direct product sales
by small-scale producers, stimulates the turnovelocal markets and creates new links
between the town and the village population.

The development of tourism services and marketogributes to the transformation of the
economic structure of rural regions. The incomenftourism strengthens local economy, and
thus it contributes to the improvement of the gyatif life and the elimination of regional
economic disadvantages.

Measures:

= Diverzification into non-agricultural activities

» Promotion of turism activities

= Supporting the establishment and development of mio-enterprises
Targets:
The main action will contribute to increase the emand profitability of micro-enterprises

in rural areas, resulting a slight increase in gmige density. The number of farms and
agricultural households carrying out diversifiedmamic activities will also increase.
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3.3.2. Improving access to basic services and pregag natural and cultural
heritage (village renewal)

The improvement of quality of life in the countryside is possible through thestainable,
complex utilisation of the cultural heritage and naural values. The preservation of the
cultural and natural values of rural areas and rdmutes to the functioning of the local
communities, to the revival of the local civil setyi and cultural life, to the strengthening of
the local identity and to the development of c@tiand recreational activities.

Improving access to basic services

The development of basic serviceprovided for the rural population is closely attad to
the improvement of quality of life in the countryside for which the most important
instrument is constituted by the establishmentimegrated, multi-functional small
settlement service centresAs the facility for rural communities to accessvices does not
reach the desired level, therefore it is necedsatgvelop integrated rural services.

The scope of basic services rendered to the rumalilption comprises cultural, social and
official services and the provision of access tadpicts on the market.

Besides setting up service centres in rural sedtigs) basic services — especially those
tailored for women and disadvantaged groups — <hlah be improved by investments.
Childcare servicessupport rural women from two aspects: on one sidecreases the work
possibilities for them by creating — quite ofterrtgame or seasonal — workplaces, while on
the other hand it gives the opportunity for womethwhildren to enter or return to the labour
market. The same situation is as for the servi€eanng elderly people.

Social land programme addresses the needs for disadvantaged social gyimuproviding
them job possibility, to start up economic activiity self-sufficiency at the beginning, and for
local markets later.

The development of integrated small-settlement serviceentreswould make available all
essential communication and official services all asgother services improving the quality
of life in small settlements. The service centrdsserve as the background infrastructure for
advisory services.

Safeguarding natural and cultural heritage

Village renewal and thereservation of rural heritage are of outstanding importance and
they are also closely related to efforts of reigtaf traditions. The renewal of villages is a
tool for strenghtening rural communities, as wed#l ®r the creation of an attractive
environment that improves quality of life in rueakas.

Within the framework of safeguarding the rural tege, natural heritage and values shall be
increasingly focused. The protection of high ndtwaues necessitate thedaboration of
plans — especially for the Natura territories— about the designation, the way of protection,
and the methods could be used.

In order to decrease outward migration from rueatitories, thequality of life in outskirt
farmsteds shall also be enhanced by protecting the builtitdgg, and by providing
alternative — renewable — energy resources.
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Village renewal

The rural residential environment, the overall ptglsimage of settlements is showing a
deteriorating picture, the condition of the buiéiritage and public grounds of settlements is
gradually deteriorating, and the rich intellectualjtural, built and natural values of rural
regions are degrading. In order to increase thractttg force of rural regions the image of
settlements must be improved, making the cultumdlrzatural heritage connected to rural life
suitable for being demonstrated to the public.uirak regions the number of local production,
selling and buying-up sites with an infrastructsratable for selling the products locally is
low, so the vast majority of the products are golthrge towns through intermediary traders
and returned to rural regions afterwards, whichdases prices significantly and reduces the
economic profits of the producers.

The measure aims at improving the image and enwiemn of villages, at conserving and
renewing the built, natural and cultural heritaged docal identity and improving the
infrastructure conditions of product sale.

This main action hagparticular relevance for outskirt farmsteds, which are even more
experiencing the bad conditions of public buildirgsl the weak access to basic services. The
development of the outskirt farmsteds is theretdrieigh importance in rural areas.

This national priority serves the realisation o& @ommunity Strategic Guideline ,Creation
of employment opportunities” and ,,Creation of cdradis for growth”.

Measures:

= Basic services for the rural economy and population
= Conservation and modernisation of the rural hegitag

Targets:

At least in one third of the eligible villages thewill be a service centre set up with the
involvement of local entrepreneurs. The number efvises available on average in the
eligible villages will grow. In rural areas, thetimof monuments endangered will decrease,
and the number of villages with renewed rural lagetwill increase.

3.3.3. Support for local capacity building

This main action supports the phrasing of regioleadel rural development concepts
structured from base level, to be built into a lockevelopment strategy and the
implementation thereof, thereby strengthening a&gynand a territorial coherence between
the measures of all the Axes. The main action ptemthe development of local human
capacities necessary for creating and implemeritngl rural-development strategies. The
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main action provides assistance to the preparazhimplementation of local development
strategies.

The objective of local capacity building is to figeite the sustainable and innovative
utilisation of endogenous resources and the impnave of the quality of life in rural areas
based on local solutions via the implementationirdégrated local rural development
strategies and based on a wide-scale partnership.way, the local governance can also be
strenghtened.

The general objective is to facilitate the sustbi@and innovative utilisation of endogenous
resources and the improvement of the quality efilifrural areas based on local solutions via
the implementation of integrated local rural depehent strategies and the operation of
comprehensive partnership.

The goal of this main action is for the rural deyghent strategy to be prepared for the area
development small regions with the participationtloé local authority, business and civil
organisations. Besides the preparation and eldaborat the local rural development strategy,
a suitably trained executive personnel needs tmmved, and the local-level development
plans need to be communicated.

Basic preconditions of the effective implementatadriocal rural development strategies are
in familiarity with the human, cultural, environntahand economic resources of the rural
areas (action areas), maintaining relationship whth local governments, entrepreneurs and
civil organisations, regular dissemination of updede information, trainings for those
involved in the development activities and for tieav participants. Constant expansion of the
development capacities in accordance with the Ineatls can be ensured by research studies
exploring the local endowments, values and camasgcitimprovement of the human and
physical capacity and assets of network buildinghange of experience and elaboration of
joint projects with Hungarian and foreign partners.

Strengthening of the rural economy and the locaimanities can only be effective through
the improvement of the human potential on the basithe LEADER approach, which is

aimed at developing and strengthening of the l@sal micro-regional communities and
networks resulting in the reinforcement of localrtparship. Innovative human services
adjusted to the local conditions and developingli@olutions can play a distinguished role in
this process.

The approach, which involves the members of comtiasimotivates activity but respects
cultural characteristics make the LEADER progransugable for the improvement of the
situation and integration of disadvantaged or sjesticial groups.

The main action enables the support of the thexaleglaboration of small-region level rural
developments structured from base level, creatiggergy between the development
requirements of Axes Ill and IV. In the frameworktlbe measure, Local Rural Development
Offices (LRDO) are set up in the micro-regionsstivay, the harmonisation of the potential
participants in rural development may be realisetijich concentrates the development
resources. The LRDOs coordinate the establishnfeheso-called Local rural Development
Communities (LRDC) — one per small region, orgashise a LEADER basisThe LRDO-s
and the LEADER Action Groups will have a key role n delivering the resources of Axis
[ll. measures, based on the local partnership androthe adjustment to the elaborated
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local development strategy.This structure is also aimed abnsolidating the current
LEADER programme.

This main action serves the realisation of the Comiyg Strategic Guideline ,,Creation of
conditions for growth”.

Measures:

= LEADER
= Skills-acquisition, animation and implementatiorthwa view to preparing and
implementing a local development strategy

Targets:

The target of this national priority is tmnsolidate the current structure of the LEADER
programme in Hungary by increasing the territoryl gropulation covered by the LAGs.
Additionally the empowerment of LAGs Igyving more weight to local governances a key
objective.

As for the financial allocation of resources amonghe main actions within axis lll., the
following main statements can be made:

The majority of resources (appr. 60%) is intendedeé spent on enterprise development,
fostering growth and employment in rural areas. hWitthe frameworks of enterprise

development, the support for micro-enterprises halle a key role as the most significant
tool for the diversification of rural economy.

Improving access to basic services and preserViagnhatural and cultural heritage (village
renewal) will have still a significant share of eesces (appr.30%), which is reasonable if
taking into account the investment need of thesgectibes on one side and the current
financial situation of local municipalities (thetpacial beneficiaries) on the other.

Around 10% of the total budget for Axis Ill.-1V. Wie spent on local capacity building and
establishing local partnerships with the involvet@Rural Development Offices.

69



Summarized Strategy structure along Axis IlI-IV.
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IV. The indicative resource allocation of the New ngary Rural
Development Programme

For the implementation of the New Hungary Rural &epment Strategic Plan, Hungary
shall submitone single rural development program named the New Hungary Rural
Development Programme. This Programme shallapplied on the whole territory of
Hungary. The Programme will be administered and managedratal level.

Part of the measures will be geographically limitedtaken into account the different natural
characteristics (Less Favoured Areas, Natura 2@0ftdries), or the different level of
development and density of populaton of rural af@ass Ill. Measures).

In line with the inherent objectives of the Prograe) theindicate allocation of resources is
based on the main characteristics of the Hungaria@agriculture — the need for increasing
the competitiveness of agricultural production tigio technological modernisation, human
capacity building and creating more added valude-state of environment in rural areas

— the low environmental load connected to agricaltand the need for the increased
protection of territories with high nature valueand on the development potencial
focusing on enhancing the competitiveness of rarderprises in order to create jobs and
improve the access to servicesf—rural territories. Other national and regional policies
will also contribute to the improvement of ruralneband to the diversification of its ecnomy.

The experiences of the former and present developmentrggrammes also largely
influenced the allocation of resourcesin order to use the whole budget available for
Hungary in the period 2007-2013 and to best utilislr the development of agriculture,
rural areas and for sustaining the favourable sté®vironment of rural territories.

Thetable of the indicative financial resourcesf the programme are as follows:

Funds from the European
Name of Rural Development Agricultural Fund for Rural
Programme Development *
New Hungary Rural Development 100%
Programme
Axis 1 47%
AXis 2 32%
Axis 3 17%
Technical Assistance 4%
Total 100%

"Together with the amounts available pursuant tockrtl2 (2) of Regulation (EC) 1290/2005.

Theresources of Axis IV. — 5.5 % — will be deducted from the amount alled&or Axis I-
11, following the ratios25-10-65 percent, accordingly. Out of the resourceallocated for
Axis |., approximately more than 10 percentage poits of the resources serve the
objectives of Axis Il. The detailed financial tables will be the parts of theRural
Development Programme
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V. Internal and external consistency of the New Hugary Rural
Development Strategic Plan, complementarity with dter
Community funding instruments

5.1. Internal consistency of the national strategiplan

The internal consistency of the strategy is enfbriog the fact that axes and measures have
been planned and elaborated in orieexploit the synergiesamong them. All of the axes,
main actions and measures contribute to the aamentof the global objective chosen. In
order to enhance the effectiveness of the impleatenmneasures, overlappings and
controversies in between the Axis, main actionsrapdsures have been eliminated.

Axis|.

Measures of the first axis have several connectiorise second and third axes. Firstly, the
advisory and training system addresses all potdrgizeficiaries of the measures of each axis.
Secondly, all the investments in the modernisatbragriculture within Axis |. meet the
requirements set up in the framework of Axis llgncerning environmental protection,
sustainability and land use. Thirdly, the dischargie labour brought about by the
technological modernisation can be tackled by theasures aimed at diversification and
promotion of enterprises, supported in Axes llleThain action “Renewable energy” in the
first axis is partly connected to the main actidntlee second axis “Forestry” along the
production chain. The main action “Animal husbaridnythe first axis is strongly connected
to the main action “Animal welfare provisions” ime second axis, as beneficiaries of
investments in animal husbandry are eligible fonpensation payments.

AxislI.

Within Axis IlI., the Natura 2000 programme, whiclilviee launched gradually from 2007,
will be based on the Natura plans to be elabormtdélde framework of Axis Ill. The support
of the new, extensive methods of sustainable amtt@mment-conscious land use and the
support of the preservation of biodiversity in thiamework of the second Axis provide
multiple possibilities for the diversification dfi¢ rural economy, the expansion of activities,
the establishment of various services and the iwgment of employment and the quality of
life, as the main objectives of Axis Ill. The earhing and water management programmes
implemented in the second Axis are connected tovditer management measure of Axis I.

AxislII-1V.

The modernisation of settlements is enforced byntieasure on infrastructural development
in Axis I. and the measure on village renewal insAl¥. The investments in rural tourism, in
the frame of Axis Ill., build upon the preservatioh nature elements and natural values
supported by the second Axis. The “advisory ses/icipported in the first Axis will form
part of the services available for the rural popatain the integrated service centres of
settlements that are supported in the frame of AkisThe LEADER approach creates a
liaison between the individual actors of the ruedonomy by promoting the local
communities and their initiatives in elaboratingdamplementing development strategies
connected to the objectives of Axis I-llI.
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5.2. External coherence of the Strategic Plan

The New Hungary Rural Development Strategic Plalty ftakes into consideration the

objectives of the Common Agricultural Policy regarding market regulation and rural
development and the changes in the ratios of dpueats and the system of objectives.
Partly, by means of the agricultural developmetitg, strategy exerts and handles in its
complexity the development of rural areas, sushdehaevelopment, the retention of rural
population and the improvement of their qualityfifef.

In year 2006, significant changes were introducethé sugar sector of the EU. The Strategy
and the Programme provides the frame of divergifyihe agricultural production. The
predictable decrease in the production of sugarldcdead to alternative enterprise
development, the diversification of production ahe strenghtening of rural development
approach. Territory-based, micro-regional progranmetaboration shall be supported in the
framework of the Rural Development Strategy. Reforim the sugar-sector could foster
restructuring, one of the core elements of thet&gra

The European Commission has proposed the abolighofighe intervention system in the
maize sector. This would seriously endanger thditplolity and market position of the

Hungarian arable cropping sector. It has been aiartask for the Hungarian agricultural
policy until now to find new market outlets for tlsirpluses. If the planned Comission
proposal entered into force, this task would becawen more important. There are for
possible ways to handle this situation: fosterimg animal husbandry sector, diversifying into
other sectors (e.g.: horticulture), handling th&lboecks in the logistics system and finding
new outlets in the bioenergy sector. The strategyarily aims to serve these objectives.

The principles introduced by the CAP reform in 2088d the basic principles introduced by
the sectoral reforms following the CAP reform, sfethat support from pillar | of the CAP
is not primarily linked to the production of certaagricultural products but it ensures the
security of income for each producer, in a formsopport partly or completely decoupled
from production.

The CAP reform specifies the decoupling of suppaatnly for the production of cereals, oil
seeds, protein crops and fibre plants, milk, sugad partly for tobacco, as well as animal
husbandry according to each defined option. Thelition for support is cross-compliance,
which, in the case of new member states, meansutiddr the application of SAPS good
agricultural and environmental conditions must beptk The New Hungary Rural
Development Strategic Plan helps to achieve then rabjectives of the CAP in a way that
whilst the reform loosens the constraint to prodceeals through the supply-reducing effect
of the decoupled support, the New Hungary Ruraldlgyment Strategic Plan on the one
hand also reduces supply (agro-environment, affaties), but on the other hand it absorbs
the excess production of cereals through animabdngry and the production of bio-ethanol
and a wider use of biomass.
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In the course of the preparation of the StratedanPgreat attention was placed on the
harmonisation with the principles of the Lisbon Stiategy. Hungary set up the general and
specific objectives of the Strategy in line withetbonclusions and suggestions of the mid-
term supervision and evaluation of the Lisbon &tyat

The principles of the Lisbon Strategy prevail ire ttwhole programme, but mainly in the

objectives and measures of Axes I. and Ill. That8gy’'s objectives are closely linked to the
goals of the Lisbon Strategy, as they aim at enhgnmompetitiveness and innovation in the
field of agriculture and rural economy. The chibjextive of Axis 3 is to develop the rural

economy in order to strengthten the income-producapability of rural enterprises and also
to create jobs to balance the emission of agricalltsector. In a longer term it contributes to
the economic cohesion of rural territoriesand ensuring the foundations of a long-term
economic growth.

Migration from rural region will be reduced by meess contributing to the revitalisation of
cultural and social life, strengthening of locatidity, and cultural and leisure time activities
making the region’s tourism attractive force strenghus alsdacilitating cohesion in the
rural society.

The Leader axis is intended to set the foundatibarointegrated development at micro-
regional level. The capacity-building implementedthe LEADER-programme, which is
connected to the goals of enforcing training andcaton within Axis I. contributes largely
to the objectives of creatirige knowledge-based societhaid down in the Lisbon Strategy.

The emphasis that is — in the framework of therwesiring of agricultural production — given
to the establishment of production facilities ohewable energy contributes to th)
committments for increasing the share of renewablenergy COM (2004) 366.

In order to consciously compensate for the impdctlionate change, the objectives and
measures of Axis Il. of the Strategy — particulaihpse related to forestry management —
correspond to th&U Forestry Strategy and Action PlanCOM(2005)84, which is highly
important in terms of ensuring sustainability aneiation of jobs.

The objectives of the New Hungary Rural Developm8ihtategic Plan are in direct —
especially the objectives and measures of Axis—llor indirect relationship with the
Community Environment Action Programme (Decision No 1600/2002/EC).

The protection of the environment and providing sustaimbility is a basic and horizontal
principle in the Strategy. The measures of Axis Il. provadgport specifically to meet the
principles of the protection of the environment asubtainability. Axis Il. involving the
extension of environment-friendly farming methodsndling of less favoured areas,
measures aimed at meeting forestry and animal welfaquirements, contributes in a
fundamental manner to the protection of the envivent and taking more into consideration
sustainable development.

The requirements for cross-compliance set outenGAP reform are directly applied through
the land-based support in Axis 2, whilst the caodifor the support for development defined
in Axis 1 includes the full satisfaction of requirents for hygiene, animal health, protection
of the environment anibod safety
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The establishment of a competitive agriculturalduction, the enforcement of food safety
and agricultural methods fostering the productidnomanic foods consistently fit to the
European Action Plan for Organic Food and FarmingCOM (2004) 415.

5.3. Connection with other national programmes angbolicy concepts

The New Hungary Rural Development Strategic Plargsnically connected to the concepts
related to and relevant for the development ofidigonal economy.

The long term (2005-2020) development policy doausie named theNational
Development Policy Concept (NDPC) and the NationdRegional Development Concept
(NRDC) determine the areas and objectives of use of tHestuctural funds and the
Cohesion Fund in the period between 2007 and 20t8. agricultural rural development
connects to mainly those objectives of the NDPC,clwhaim to improve economic
competitiveness, natural resources, the preservabio environmental values and their
sustainability.

Taking the Community guidelines into account, tdew Hungary Development Plan
which, in line with the Lisbon conclusions, aimsgabwth, the increase of employment and
the improvement of the human and environmental itiond of the quality of life, is built
upon the concepts above. In addition, it respdptinciple of sustainability as stated in the
conclusions of th&othenburg European Council.

5.4. Connection of NHRDSP with other operative progammes in
Hungary

The connection points between the New Hungary RDeatelopment Programme and the
Operational Programmes to be launched in 2007 iaadded from the Structural Funds and
the Cohesion Fund as well as tdemarcation principles followed accordingly are as
follows.

In case ofinfrastructural investments in agriculture andvater management the Strategy
only supports investments in agricultural outskareas. As for the investments into the
renewable energy facilities the Programme supports only the small-scale gsicg
capacities, owned by the producers.

In case of enterprise developmemicro-enterprises with a full-scale —with a very limited
number of exceptions type of activity can be supported in rural areas.

In the field oftourism, the demarcation principle reflects an approaeset on the size of
the project and on the direction of integration amthe project-owners: the establishment of
non-commercial accommodation capacities, with tleéated services and small-scale
infrastructure — all of this carried out strivingr fhorizontal integration — will be supported by
the programme. Other touristical investments arppsried by the regional operative
programmes.
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As for therenewal of villages buildings representing high cultural value anéthgeunder
protection will be supported in order to increale attractiveness of the settlements. The
principle of demarcation is two-fold: it lays in the circle of eligible settlements one side,
and in the complexity of the project on the otHeural settlements and simple project are
supported by the Rural Development Programme. Ténveldpment of infrastructure of
villages is outside the circle of the eligible @rcis.

In case of supportingiral basic services thedemarcation principle lays in the size of the
settlements namely, the centre settlements of small-regiofidoe supported by the regional
programmes, while small villages will be supportedand prioritised — by the Rural
Development Programme.

The advisory services, trainings and development of di§, provided by the Rural
Development Programme are limited in scope to thpotencial — beneficiaries of the
Programme and in subject to the skills and knowdedich are necessary for the successful
implementation of the measures of the Programme.

As for the development of micro-regiofaint action of the operative programmes and the
rural development programme is neededparticularly in case of th28 least developed
micro-regions to exploit the synergies of the programmes to #eekit of the micro-regions
concerned.

The New Hungary Rural Development Strategic Plappkments the support for
development in the field of aquaculture of theropean Fisheries Fundsince it brings into
effect parallel objectives for modernisation maimty Axes 1 and 2. The ,Extensive fish
ponds” and the ,Reed management” target prograniaresng part of the agri-environment
measure will be continued as part of the presenatedfy and Programme according to the
conditions determined in the NRDP.

5.5. Horizontal policies

In line with the national and Community concept wlbents and the Community Strategic
Guidelines, the New Hungary Rural Development 8tiat Plan payspecial attention to
the exertion and implementation at programme level of horizontal policies
(social/economic/environmental sustainability, dqugportunities, social and regional
cohesion). These issues should be observed durenglanning of the strategy and in the
course of programming, evaluation and monitoringe principles of equal opportunities and
sustainability should be ensured in line with thewNHungary Development Plan and
according to the content of it. This includes, o tland, the minimum sustainability criteria
according to which developments that reach a mimnemvironmental, social and economic
sustainability level and beyond it meet the sustaiiity criteria can be supported in the
interests of enforcing horizontal politics. The exariterias should be determined in the
NHRDP. The enforcement of the minimum sustainabilititeria should be examined
regularly considering the commitments of trancpayeand partnership. On the other hand
this includes among others, the identification @inven, Romas and handicapped persons as
target groups regarding the trainings and skillsrimmement

In the course of the selection of LEADER actionug® the impact of the local development
strategies on the disadvantaged social groups &edimg the minimum sustainability criteria
will be important aspects. Representatives of tiseséal groups will continue to participate
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in the Programme Monitoring Committee. A basic dbad of the exertion of horizontal
policies is the harmony with Community guidelin@sl ahe national legislation

5.6. Consultation process

A new, intensive phase of Strategy’s social red@imn was launched after the
Government’s decision made on 16 August 2006. As gfathis thesocial partners were
contacted for their opinion via the following chanrels.

Under the social reconciliation a rural residainforum was held in each county,
typically at a small settlement in the county.

Topical workgroup sessions were held at the Mipiof Agriculture and Rural
Development in 11 topics of the Strategic Plan. Beetor’s civilian and interest
representing organisations, advising bodies, chanalgeicultural undertaking and key
personalities from education and science. In amdito the workgroups the Strategy
was discussed at four macro-forums.

As part of the social reconciliation the regiodalvelopment councils and the small
regions were asked to forward to the MARD theirngpis and proposals about the
Strategy.

In the framework of the social reconciliation waeated a special website
(wwwe.strategia.fvm.hu) where comments could be madedifferent forms.

The structure of social reconciliation has beem@iated with respect to the followirdmgsic

principles:

1. Ensuring access: the planning document of tia¢esfy should be accessible for all
interested citizens.

2. Creating the possibility for actual and intenaet pronouncing of opinions:
ensuring not only unilateral opinion forming bus@lthe possibility for direct and
two-way communication.

3. Offering several opportunities, forums for exgmiag opinions: in order that all
concerned and interested parties can have a chance.

4. Wide-range information activity: about the pregg of the social reconciliation
and the possibilities of expressing opinions.

5. Feed-back: collection and procession of theivedeopinions and information

about the results.
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VI. Setting up the National Rural Development Netwdk

Within the New Hungary Rural Development Plan, Waional Rural Development Network
(NRDN) will be established as a part of the Techhiassistance through theoncerted
efforts of the governmental and administrational irstitutions, civil organisations —
including ,green” organisations —, local communities and LEADER action groups- with
particular regards to the National LEADER Centedfected by rural development programs
and the organisations representing the benefisiama stakeholders of rural development.
During the establishment and building up of thewek it is necessary to find the harmony
and synergy with the currently existing networkshat level of small-regions.

The NRDN consists dbur organisational levels and units

a)
b)

c)
d)

Central Management and Coordination: the cemnteadaging unit will be set up as
one of the organisational units within the Managighority

Coordination units of the network: these unit @arry out the training tasks and
the organisation of trainings,

Local, micro-region coordination units of thewerk,

Organisations providing professional supportthia first half of 2007, the central
coordination unit of the National Rural DevelopmeNetwork within the
Managing Authority will be established. During 200% coordination unit will
draw up the NRDN'’s action plan and select the nmegjicand micro-regional
coordination units. Therefore, the training and gmevision of services for the
actors in rural development may already commenteeabeginning of 2007.

The basic tasks to be performed by the NRDN willldad down in theaction plan to be
elaborated by the Managing Authority and the actorsconcerned in 2007
The action plan will include as basic tasks théfeing: -

Organisation, scheduling and regulations of theaastfucture necessary for the
operation of the network-

The legal provisions or those defined within thenlsiging Authority related to the
operation of the network

The method of connection to the European Rural Deweent Network, relating
regulations, the tasks and role of the Managinghéuty and the regional and micro-
regional coordination units.

Definition of the good rural development practiemmary and transfer of the
national and EU experiences and skills (separatedrding to axes and horizontal
issues) to the members of the network and the wedbactors.

Promotion of rural development policy, its methaxtpl, collection and analysis of
information related to rural development, with parar respect to assessing the needs
of the actors.

The total cost of the National Rural Network takes up 8 Million Euros, of which 16,7
Million will be spent on the operation costs of tRetwork, while 50,3 will be spent on the
realisation of the action plan of the Network.
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Key impact indicators

List of indicators

An

nex 1.

Indicator Axis Measurement of the indicator Unit arfet | Assessment
data Target value
Economic growth I, 1, IV | Net added value %PPS The
programme
Employment creation| IlI, IV Net number of jobeated number evaluator
) (on the basig
— - - - of data on
Labour productivity | Change in GVA per full tineguivalent thousand outputs and
FUAWU, results,
FTE baseline
Reversing biodiversity Il Change in the decline of biodiversity % indicators,
decline measured by population developments pf investigation
selected bird species and data
Preserving agriculturalll Changes in areas with high natural values ha from
and forestry areas with projects and
a high natural value later
Increasing water Il Changes in nutrient balance - N (valueg kg/ha evaluations)
quality (caused by thd and trend)
reduction of the
amount of fertilisers)
Contribution to Il Increasing energy production from kt/ oil
fighting climate renewable energy sources equivalent
change (agriculture/forestry) kt/ oil
equivalent
AdditionalImpact Axis Measurement of the indicator Unit Baseling Assessment
Indicators data Target value
Economic growth I, 1, IV | Net added value %PPS The
- food sector programme
- agricultural sector evaluator
- forestry sector (on the basis
- non-primary sector ngzﬁ?s(;nnd
Economic growth I, I, IV Increase of GVA ofjaculture % resEIts
(calculated at fix exchange rate) baseline
Economic growth I, IIl, IV | Change of profitaltyliif agriculture % indicators,
(calculated at fix exchange rate) investigation
Employment creation| I, IV Net number of job=zated AWU, FTE and data
- agricultural sector from
) projects and
- food industry sector later
- forestry sector evaluations)
- non-primary sector
- gender (out of which female)
- age (under and above 25 years)
Employment creation| Il IV Net number of jobgated AWU, FTE

- young farmers

Labour productivity

Change in GVA per full tineguivalent
- agricultural sector
- forestry sector
- food sector

%

Contribution to
fighting climate

change

Change in ratio of the utilisation of the
biomass produced

%
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7 | Contribution to Il Change in the area cultivated for thousand ha
fighting climate production of sources of renewable enefgy
change

8 Contribution to Il Change in are cultivated by environmentthousand ha

fighting climate
change

conscious extensive agruculture and for
management, or by in harmony with oca

est
|

conditions

Context related baseline indicators

Indicator Measurement of the indicator Unit Baseling Target data
data
1. Designation of| Defining the rural areas NOT according to
5 rural areas the OECD methodology (for definition
@ see: Chapter 3.1)
g Number of settlements number 2986 2986
E Total area krh 81493 81493
gn Number of permanent residents () thousand 4697.4 4697.4
£ persons
\—; 2. Importance of | Territoriy of rural areas % 37.6 87.6
< rural areas
§ Population in rural areas % 46.15
% GVA in rural areas % N.A.
Employment in the rural areas % 49.9
3. Agricultural | Arable area % 84.8 80
land use
Permanent grassland/pastures % 11.0 15
Permanent crops % 3.7 5
2 4. Farm structurel Number of farms numberthous  714,8792 -50
o and
% Agricultural area used thousand ha 4.266,6 -17
% Average farm size and distribution (ratig %ha 88.9/9.4/1.8 60/20/15
E of farms under 5 ha UAA, from 5 to50 ha
E UAA, 50 ha and more UAA)
3 Average economic farm size and ESU 88.3/11.6/0.1 65/20/15
5 distribution (ratio of farms less than 2
© ESU, from 2 ESU fo less than 100 ESU
g 100 ESU and more)
[2ie Labour force (Annual Working Unit in AWU 462740 -30000
& g agriculture)
S 5. Structure in | Area of forest available for wood supply| thousand hg 1702
2 forestry (FAWS)
g Ownership (ratio of area of FAWS undef % 0.5/36.6
g “eligible” ownership — public, private)
o Average size of private holding of Forest ha 141 +2.5
< and other Wooded Land (FOWL)
_g’ 6. Forest Average net annnual volume increment| m°year/ha 5.8 0.5
3 productivity (FAWS)
a
E

81




7. Land Cover

Ratio of
agricultural/forest/natural/artificial areas

%

8. LFA Agricultural land in use — non LFA % 84.9
Agricultural land in use —LFA with % 8.3
specific handicaps
9. Areas of Used agricultural area for extensive arable %
extensive crops
agruculutre Used agricultural land for extensive %
grazing
E 10. Natura 2000 | Area of territory under Natura 2000 % 20.6 20.6
2 £ |territory - -
= 9 Area of agricultural land on the territory % 17.2 17.2
% @ under Natura 2000
= g Forest area under Natura 2000 territory % 43.6 43.6
Q ©
E ¢
_ 5 & |11. Biodiversity: | Area of forests protected to conserve % total 0.2/3.6/15.7
o 2 '§ protected forests| biodiversity, landscape and specific forest area
'<>t‘< G B natural elements (MCPFE 4.9, classes 1.1,
209 1.2, 1.2 and 2)
28
3 g 12. Development| Average annual increase of forest and thousand 13.800 10
a ‘g‘ of forest area wooded land areas halyear
E 8 |13. Forest Ratio of trees/conifers/broadleaved in %
ecosystem health defoliation classes 2-4
14. Water quality| Ratio of the territory designated as Nitrate % 53.4 53.4
Vulnerable Zone in Hungary
15. Water use Ration of irrigated UAA % 1.76 25
16. Protecting FOWL area managed primarily for soil % total 9.6
forests and water protection (MCPFE 5.1 class| forest area
concerning 3.1)
primariliy soil
and other
ecosystem
functions
s Population Population density in the countryside | inhabitants./ 108.5 107.7
= density km?
:% Age structure share of people aged 0-14 years old % 15.6 16.2
o
2~ share of people aged 15-35/ 54-64 yeafs % 68.7 63
> § old
cg
5 share of people aged 64 + years old % 15.6 20.8
s S
‘g g Structure of GVA in the primary sector % 4.83.9 4
@ = | economy
§ o GVA in the secondary sector % 30.39 29
= <
=
0@ ‘:’ GVA in the tertiary sector % 64.965.2 67
223 i i 9 5.0
c -§ zcrr]uclzct)urrﬁeorl‘t Employment in the primary sector % . 4.4
Lo Ploy Employment in the secondary sector % 32.4 31.2
55 . .
>5 Employment in the tertiary sector % 62.6 64.4
= O
gf_’ Long-term Long-term unemployment % 3.2 3
o © | unemployment
> Educational Persons with Medium and High % 76.4 79
§ attainment educational attainment (of people aged
g_ from 25-64 years)
£E Internet ADSL coverage in Hungary % N.A.
infrastructure
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Objective related baseline indicators

Indicator Measurement of the indicator Unit BaselineSource/TARGET|
data ??
g 1. Economic GDP /capita in p.p.s. PPS/capita 61.40.8 NHDP
% development (EU-25 =100, three year average 2000-
5 2002)
DE_ = 2. Employment rate | Employed persons as a share of total % 56.9 NHDP
T_; 3 population of age class of 15-64 year$
2= old
_§ 3. Unemployment Rate of unemployment (unemployed % 7.2 NHDP
2 persons as a percentage of economidally
active population
4., Training and Percentage of farmers with basic and % 4.9/7.5 15/22
education in full education in agriculture number
agriculture
5. Age structure in Ratio berween farmers less than 35 % 0.15 0.2
agriculture years old and farmers of 55 years old|or
more
5 | 6. Labour productivity| Gross Value Added per annual work Thousand 4170 +1800
g in agriculture unit Euro/AWU
2 | 7. Gross fixed capital | Gross fixed capital formation is Mio Euro 801 +205
+ | formation is agriclture agriclture
§ 8. Employment Employment in primary sector Thousands of 194 -15
development in the people employed
g primary sector
§ 9. Economic Gross Value Added in the primary Mio Euro 2688.5 +1200
£ development in the | sector
© | primary sector
()
_ £ | 10. Labour Gross Value Added per people Thousands euro per  13.9 +5
w0 ‘6 | productivity in food | employed in food industry people employed
Z @ |industry
% 11. Gross fixed capital Gross fixed capital formation in food Mio Euro 508.2
2 | formation in food industry
% | industry
% 12. Employment Employment in food industry Thousands of 140.4 -8
8 |development in food people employed
2 |industry
o 13. Economic Gross value added in the food industry Mio. euro 1961.6 +700
'S | development of food
2 |industry
£ | 14. Labour Gross Value Added per people Thousands euro per  N.A.
produuctivity in employed in forestry people employed
forestry
15. Gross fixed capitgl Gross fixed capital formation in forestfy Mio. euro N.A.
formation in forestry
16. Inportance of Number of farms smaller that 1 Number 79.6
semi-subsistence Economic Size Unit in New MS %
farming in New MSs
5| 17. Biodiversity: Development of populations of selected index 108.8 112
2 B Population of bird species / change in numbers
_ 5 3 farmland birds
2 £8
Z g c| 18. Biodiversity: high | UAA of High Nature Value farmland ha/UAA 505.5 585
£ £ nature value areas
- >
S farmland and forestry
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19. Biodiversity:tree
species conposition

Area of forest and other wiided land
classified by number of tree species
occurring and by forest type

%

20. Water quality: Surplus of nutrient per ha kg /ha 20.3 5.1
gross nutrient balance
21. Water quality: Annual trends in the concentrations indexmg/I 577. 65
pollution by nitrates
and pesticides
22. Soil: Areas at risk| Areas at risk of soil eoosi tons/halyear 0,41 0.35
(estimate)
23. Soil: Organic Utilised Agricultural Area under thousand ha 128113800 300000
farming organic farming
24. Climate change: | Production of renewable energy sourg¢es Ktoe 7 800
production of from agriculture and forestry Ktoe
renewable energy
from agriculture and
forestry
25. Climate change: | Utilised Agriculture Area devoted to ha of UAA N.A. 360
UAA devoted to energy and bionass crops
renewable energy
26. Climate change/alrEmissions of greenhouse gases, and |of 1000 t of CQ
quality: gas emissiong ammonia from agriculture 1000 t of ammonia|
form agriculture
27. Farmers with otherPercentage of farmers with other gainful % 38.5 47
8 ‘S| gainful activity activity than agriculture
3 & 28. Employment Employment in secondary and tertiary Number of persong  3707.5 3745
g -9 development of non- | sectors (in rural regions) in thousand
‘g % agricultural sector
C
& g 29. Economic Gross Value Added in secondary and Mio Euro 66338.6 72200
8 Y development of non- | tertiary sectors (in rural regions)
a S agricultural sector
g 2 30. Self-employment | Number of self-employed persons (in| Number of persong ~ 535.3 549
=z 8 development rural regions) in thousand
1% E, '?| 31. Tourism Total number of bed places in all formjs Number of ped 569.2201 594000
Z = gl infrastructure of tourist accommodation places in thousand
2 (é 32. Internet take-up ir] Persons having subscribed to DSL % N.A.
% ‘gl rural areas internet as percentage of total
= % population
2 5/33. Development of | GVA in services as percentage of total % 65.2 72
= 5| services sector GVA Mio Euro
C W
2 ¢ 34. Net migration Annual crude rate of net mignatio Rate per 1000 1.7 15
s c_::: inhabitants
E 235, Life-long learning | % of adults (25-64 ys. old) participatirlg % 4.6 7.5
in rural areas in education and training
>~ = | 36. Developmentof |Share of population on the territory | Number of persons 1530 4000
7 S | Local Action Groups | where the LAS is active in thousand %
% &
< 4
Additional, objective related baseline indicators:
. . . . . o Target
Indicators Measuring number, (measuring unit), year Baseline condition o
condition
Horizontal indicators
Economic development Share of agricultural produrctn the GDP, (%), 2004 1 29
. Ratio of agricultural employees in the total numbier
Agricultural employment employees, (%), 2005 3.9
Sustainability of equal Ratio of women in the agitietal employees, (%), 2004 9 20
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opportunities
Environmental . .
sustainability Ratio of biomass produced used for energy generéon 8-10 22
. . The difference among the extreme values of figoféSDP per

Sustaining the regional | canjta (measured at the level of regions), (%)3200 39.7 355
cohesion

Difference of migration in the rural areas, (pesge2005 -4 020 -3500

. . Number of households without active earners irrtinal areas,
Sustaining the social (thousand households), 2001 655.7 620
cohesion :
Axis 1: Improving the competitiveness of agricultue and forestry

General objective: Establishment of sustainable and competitive agriculture and food economy
Val_ue added of Value added of agriculture, (at current pricedjdiilHUF), 2004 676.6 +300
agriculture

Profitability of agriculturés, (HUF) 13 +0.5
Profitability of agriculture| Profitability of food industry, (HUF) 2.6 +1

Profitability of forestry, (HUF) 21 +0.8
Number of retained and . .
created jobs Number of retained and created jobs, (thousand RY#A))
Agricultural exports Share of food economy in ta=ports, (%), 2005 6.1 +0.5

Specific objective: Supporting the acquisition of knowledge and the improvement of human

resource skills and age structure

Ratio of individual farmers below 40 years of adé),(2005 14.4 +2
Age structure Ratio of individual farmers above 55 years of a@&), 005 51.7 -1
Number of farms set up by young farmers, 2005 86 +2100
- Number of workers participating in continuing adtraining in
Training the food economy, (1000 persons), 2005 16 +100
Advisory service Number of farmers making use of the advisory sent000 15 +35
persons), 2005
Internet use Ratio of individual farmers using cotepand internet, (%) 28 +40
Specific objective: Motivation production restructuring in the interest of achieving sustainable production structure
Output of aaricultural Distribution of gross output of agriculture in thnain sectors +9.8/-
P g (livestock keeping/plant production, of which: houlture), (%), 35.2/56.9/6.1 '
sectors 11.9/+1.8
2004
Grain production for
energy generation Ratio of energy generation oriented grain product{®s), 2004 0.3 +4
purposes
Development of livestock Number of individual farms engaged in livestock fkieg, (1000
A 222.7 +5
keeping farms), 2005
Development of Number of individual farms engaged in horticultypabduction, 111 +15
horticulture (1000 farms) 2005 ) )
. Number of production groups, 2004 252 +500
Production groups : —
Net revenue of production groups, (billion HUF)020 118.0 +300
Ratio of revenue of products marketed by produceupgs in NA
agricultural revenues (%)
Agricultural area covered by producer groups (ha%) NA
Diversification of Ratio of individual farms engaged in food processing
. (meat/milk/fruit and vegetable / winemaking, winathng), 0.8/0.5/1.3/0.6
production (%), 2005
Specific objective: Modernisation and development of physical resources, promotion of innovation
Value of agricultural Value of agricultural investments (at unchangedgwiof 1995.)
investments (billion HUF), 2004 312 150/year
Ratio of modernisation | Ratio of modernisation investments by groups oftasse 4
investments (machinery/building/other), (%), 2004 38.4/30.4/31.2 42/38/20
Modernisation of Number of livestock farms requirimodernisation, 2005 385%0 -2000

2 Profit before tax for HUF 100 total asset value
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livestock keeping

Moderisation of primary Rat!o of processmg plar.1ts with modern technolog), ( 30 +35
processing of agricultura Ratio of investment projects for the complex modsation of
products processing and sale (quality monitoring, storagekpging,
inventory maintenance) (%) 60 +5
Development of Renewal of plantations, (1000 ha)
plantations Setting up of plantations, (1000 ha)
Development of irrigation] Irrigated area, (1000, 2004 93 +50
Energy use efficiency of | Energy use of agriculture per unit GDP (Terrajduddlion 435 25
agriculture HUF), 2004 ' ’
Farm consolidation Farmland involved in farm coidation, (1000 ha), 2005 85 +300
Specific objective: | mprovement of agricultural production and of the quality of products
Number of basic material and processing integration
Producer organisations | (organisations) (plant production/animal
husbandry/horticulture/forestry) NA
Number of registered products provided with geobi@aproduct 11 +20-25
marker, (pcs)
Number of products included in the certificatiorstgm of food
. 350 +50
. products of excellent quality, (pc)
Production of goods of - - - -
special quality Ratio of s_ales revenue from trqdltlonal, specialdyooaving
geographic products markers in the total salesweyef food 0.5 +0.5
economy, (%)
Number of traditional products of special qual{ycs) 0 +10
Ratio of products of higher quality with higher valadded, (%) 2-8 +5

Axis 2: Development of the environment and of theauntryside

General objective: Development of the agriculture and forestry in an environmentally friendly manner through the progress of

land-use adjusted to the agro-ecological endowments of the area, the protection of the natural-landscape resources, the

improvement of their condition

Farmland involved in agriculture and forestry maragnt
committed to the requirements of environmentalgetion and

) landscape management and adjusted to the agrogézadlo ~15 23
Extensive land use conditions (million ha), 2005
Area used for mitigating the global climate cha(eysd
consequences):
Moderation of climate - farming area used for the production of renewalergy 57 300
change resources, (1000 ha), 2005 '
- arboreal energy plantation, (1000 ha), 2005 ~0 +60
Specific objective: Sustainable use of agricultural land areas, dissemination of environmentally friendly farming methods
Size of area in controlled organic farming or urigansition, 128 300
Agricultural areas in (1000 ha), 2005
extensive use Share of area under agro-environmental progrartieofotal
8 25.3 28
agricultural area, (%), 2005
Size of area subject to contracts on the preservati various 119.7 200
Sensitive natural area wild species or communities (thousand ha), 2005 '
Area affecting moderation/prevention of the disgleanf 0.8 5
pollutants into water bases, (thousand ha), 2005 )
Preservation of swampy and water habitats, (thalika), 2005 35.8 40
Supported organic farming area, 76 130
Improvement of Integrated farming, (thousand ha), 2005 297.2 600
unfavourable soil : - - - -
giti Protection of cultivated area jeopardised by sm|(water and 0 100
conditions wind erosion), (thousand ha), 2005
Area affecting reduction of active agents/chemiegiglied in
the soil, (thousand ha), 2005 1450.6 1600
. NATURA 2000 arable land and grasslands from aguicalt
glrz;tgéa 2000 agricultural areas, (%), 2005 17.2 17.2
Supported NATURA 2000 arable land and grassland 0 400
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p giti ; WEFD areas (action programs of water catchment mamagt NA
nggresr conditions o plans and water base protection areas) (thousahd ha
Supported WFD areas, (thousand ha) 0
Specific objective: Sustaining agricultural activities on less favoured areas
Less favoured area, (thousand ha) 883.6 883.6
Ratio of subsidised less favoured area from thecalguiral area, 218.0 350
Less favoured area (%) 2005 '
Number of farmers operating on less favoured gteausand 6.6 78
persons) ) )
Abandoning cultivation | Ratio of plough-land left fallow, (%) 2004 4.1 35
Specific objective: Sustainable use of forestry areas and the increase of forest cover
Forest cover of the Forest cover, (%), 2005 19.9 20
country
Primary afforestation in agricultural area, (10@0,2005 17.9 +70
Afforestation - ratio of afforestation using indigenous frondifes tree 59.0 65
species, (%) '
Forest-environment Area of forests in forest-environment programmed(LBa) 0 160
Natura 2000 forest area (1000 ha), 2005 773.4 773.4
Natura 2000 forest - - ( )
- of which, private forest (%) 26.8 26.8
Specific objective: Payment of animal welfare provisions
Number of farms receiving animal welfare and hygien ~ 3000
provisions, (pcs)
Animal welfare leestock_lnvolved in operation of high level keegi ~
technologies, (AU)
Keeping spaces established with high level keegngnologies ~ 2200
(AU)
Axis 3: Improvement of quality of life in rural are as and promotion of diversification
General objective: Improvement of quality of lifgome and employment conditions of the rural pafpoh
Average per capita domestic income in the rurasiéhousand d
Income level HUF) and its ratio to the national incofié%), 2004 393.6 HUF, 71.43 425/73
Specific objective: Relief of rural employment tens, enlarging the income earning possibilities
Number of enterprises employing 1-9 persons opwyati the 2073 215
Number of enterprises | rural areas (thousand enterprises), 2004 '
Enterprise density Nur_nber of operating enterprises per thousand capitaral 56.45 58
regions (pcs)
Number of hosts of village accommodations (thougaerdons), 73 8.2
2005 ) )
Number of guests in rural private accommodations
Village accommodations| (foreign/domestic), (thousand persons), 2005 36.2/116.4 48/140
Number of guest nights spent in rural private acooaations 171.3/ 396.6 188/417

(foreign/domestic), (thousand guest nights), 2005

Specific objective: Improvement of rural qualitylié#, through the sustainable, complex utilisatadfrthe cultural and natural

values

Heritage protection Ratio of monuments endangered in the rural areas (%) 41 33
Descriptive (Based upon the survey made amonguiiaé r
development micro-regional managers in 2005, sathites
Presentation of the viIIageare performed in about 16% of the settlemen_ts.dEf_mript!o_n
(rural) cultural and natural|nc!udes the number of r_ural set_tl_ements havmgld;s_facmtles, ) 21%
heritage which present the rural life, traditions, naturalues (village
museum, regional heritage house, unique landsdape e
presentation of values designated as protectethbersites) and
the number of display facilities.
Infrastructure for the sale Descriptive (A small ratio of settlements operatakats for the
sale of local products. The description includesrthmber and
of locally made products - +220

(local markets)

location of the local markets having appropriafeaistructure
and operated at least with weekly regularity inrilnal areas).

24 Average domestic income per capital at nationadlie HUF 550830 (2004)

87




Specific objective: development of basic servicesiged for the rural population

Descriptive: Improvement of supply of rural settimts with
Access to basic services| services supportable by the program (by types mwices)

Social economy Number of people employed in the social sectorusaad

persons), 2004 NA +3

Axis 4: LEADER type local developments

General objective: Promotion of the improvementuoél quality of life through the implementationiofegrated local rural
development strategies and the operation of widgiranpartnership, based upon the local solutiosustainable and innovativ
utilisation of internal resources

Specific objective: Promotion of sustainable and jpetitive, innovative, local procedures

Specific objective: Strengthening of rural econoputential through integrated programs based upmral

endowments ‘ | ‘

Specific objective: Sustainable and complex utilisaof cultural and natural values

Specific objective: Development of human infragtrtecand services

Specific objective: Capacity and skills developnpgntnoting local cooperation and partnership
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Additional (context

related”) baseline indicators:

Indicator Measuring number, (measuring unit), year Base_l?ne Objegt_ive
' ' condition condition
Horizontal indicators
Axis 1: Improvement of competitiveness of agricultte and forestry sector
Average size of holdings (individual farms / fargin
Average size of holdings| organisations), (ha), 2005 3.5/486.8 15/650
Number of grain harvesters, (1000 pcs), 2005 12.1 +2
Supply of assets - . _
Tractor power capacity per 1000 ha agriculturahateW), 2000 8114 +90

Tractor density

No. of combine harvesters per I®@dricultural area, 2005

2.10.p1 +0.60.04

Density of combine

harvesters No. of combine harvesters per 100 herdigiral area, 2005 0.21 +0.04
Axis 2: Development of the environment and the couryside
Ratio of nature Ratio of protected areas of national significan®&), 004 8.9 8.9
conservation areas
Area treated with organic manure, (1000 ha), 2004 60.2 500
Soil amelioration Active ingredient of fertiliser amount used onaméreated with
artificial fertiliser, (economic organisations, kgj, 2005 133 150
Active ingredient of artificial fertiliser sold fagricultural area, 67 85
(kg/ha), 2005
Basic area treated with plan protection chemicatspriomic
organisations, 1000 ha), 2005
Use of plant protection |- herbicide 1562.1 1410
chemicals - insecticide 733.2 580
- fungicide 791.1 640
- other plant protection chemicals 363.1 210
Axis 3: Improvement of the quality of life in the rural areas and the promotion of diversification
Long-term Share of registered long-term unemployed within the
unemployment registered unemployed in the rural areas, (%), 2005 48.76 42.5

%5 Effect of changes related to general economic renmiental, structural and social relations (context
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Annex 2.

The contribution of economic sectors to the Gross @nestic Product (GDP)
Of which, the percentage distribution of sector$ (%
Year Gross Domestic Product (GDP), billion HUF Agriculture Industry, Construction industry Sevices
2000 13532,8 4,6 27,7 53,2
2001 152749 4,5 26,4 55,3
2002 17203,7 4 25,8 56,7
2003 18935,7 3,7 25,6 56,4
2004 20712,3 4,1 25,8 55,3
2005 22026,8 3,7 25,8 56,2

Source: Gross Domestic Product 2005 (Prelininats Hg
Hungarian Central Statistical Office 2006.



Annex 3.

Indicators reflecting the role of agriculture (2000-2005)
Agriculture’s (%) contribution to
Year GDP exportd| investments employment
2000 4,6 6,9 5 6,5
2001 4,5 7,5 6,2 6,3
2002 4 6,8 6,3 6,2
2003 3,6 6,6 6,2 5,5
2004 41 6 4,3 5,2
2005 3,7 6,1 4,6 5

Source: Gross Domestic Product 2005 (Prelininats H3

Hungarian Central Statistical Office 2006.

a) Together with food industry

Annex 4.

Distribution of gross output and gross value addedf agricultural branches in the
national economy
— 2001. 2002. 2003. 2004.
Denomination —
year (at current basic prices)
Value added (billion HUF)
National economy, total 12904,7| 146194 159447 17 372,5
Total activities of agriculture, game
management and fishery 526,3 501,1 4912 646,4
Forestry 34,9 35,5 30,2 30,3
Total activities of food industry 478,0 523,2 5154 493,7
Total activities of agricultural
branches 1039,2 1059,8 1036,7 1170,3
Percentage distribution %
National economy, total 100,0 100,0 100,0 100,0
Total activities of agriculture, game
management and fishery 4,1 3,4 3,1 3,7
Forestry 0,3 0,2 0,2 0,2
Total activities of food industry 3,7 3,6 3,2 2,8
Total activities of agricultural
branches 8,1 7,2 6,5 6,7
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Number and land area of private holdings and agricliural enterprises, by
size of the holdings (2003)

. Average
Denomination Holdings Land area holding size,
number] distribution,% ha | distribution,% ha
2003
Private holding
less than 10 ha 662856 93,7 669584 28,4 1,01
10-50 ha 37132 5,2 763891 32,4 20,57
50-100 ha 5130 0,7 353653 15,0 68,94
100-300 ha 306Q 0,4 509261 21,6 166,32
more than 300 ha 153 0 61300 2,6 400,65
Total 708333 100,0 2357689 100,0 3,33
Agricultural enterprise
less than 10 ha 1190 17,3 3472 0,1 2,92
10-50 ha 1764 25,6 45137 1,3 25,59
50-100 ha 836 12,1 62498 1,8 74,76
100-300 ha 156\ 22,7 309016 8,9 197,20
more than 300 ha 1534 22,3 3051969 87,9 1989,55
Total 6891 100,0 3472092 100,0 503,86
Holdings total

less than 10 ha 664046 92,9 673056 11,6 1,01
10-50 ha 38896 55 809028 13,9 20,80
50-100 ha 5966 0,8 416151 7,1 69,75
100-300 ha 462P 0,6 818277 14,0 176,77
more than 300 ha 1687 0,2 3113269 53,4 1845,45
Total 715224 100,0 5829781 100 8,15

Source: Agricultural Census, 2000 — Regional ddtmgarian Central Statistical Office 2000. The agdtige of
Hungary 2003 (Economic structural Census), Preligidata. Hungarian Central Statistical Office 2004.

Employment in agriculture

Denomination 2001. | 2002.] 2003 2004. 2005.
Number of persons employed (thousands)
Sectors, total 3868,3 3870,6 3921,9 3900,4 3901,%
Agriculture 226,83 223,17 199,7 1894 178/
Forestry 1710 17,2 15,5 15,5 15,5
Food industry 158/0 161,2 1520 141,1 1404
Together 401/4 402,1 367,2 346,0 334,3
Percentage share %
Sectors, total 100,0 100,0 100,0 100,0 100,
Agriculture 5,9 5,8 5,1 4,9 4,6
Forestry 0,4 0,4 0,4 0,4 0,4
Food industry 4,1 4,2 3,9 3,6 3,6
Together 104 104 9,4 8,9 8,6
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Livestock (thousands)
N 2001.| 2002.] 2003} 2004. 2005b.
Denomination
1st December
Farms total
Cattle, total 783 770 739 723 708
of which: cows 368 362 350 345 334
Pigs, total 4822 5082 4913 4059 3853
of which: breeding sows 343 381 327 296 277
Sheep, total 1136 1103 1296 1397 1408
Chicken 34343 32206 37502 32814 31902
Corporations
Cattle, total 497 494 489 475 474
of which: cows 238 24Q 233 225 225
Pigs, total 2398 2635 2658 2369 2331
of which: breeding sows 195 216 208 183 173
Sheep, total 173 150 173 182 180
Chicken 14163 14763 16184 16136 16038
Private farmers
Cattle, total 286 276 250 249 234
of which: cows 130 122 117 121 109
Pigs, total 2424 2447 2255 1690 1527
of which: breeding sows 147 1685 119 113 102
Sheep, total 963 952 1123 1215 1225
Chicken 20180 17443 21318 16678 15864
Main data of food industry
Volume Volume Volume
Volume indiceg indices of | indices of | indices of
Denomination of production | production | production | production
2005/2004 (%) 2004/2003 | 2003/2002 | 2002/2001
(%) (%) (%)
Manufacture of
food, beverages and
tobacco products 95,6 96,0 99,5 101,4
Of which:
Production and
preserving of meat 110,6 88,0 95,7 107,0
Processing of fruit
and vegetables 81,8 87,1 108,3 113,9
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Annex 9.

Main characteristics of the structure of Hungarianagriculture

Distribution of Ratio of Registered
. o Gross Value : Agricultural economic
Agricultural | Distribution added agricultural investments loraanisations in
Region land area | of GDP (%) . and forestrial | ,, ... g
(ha) 2005 2003 (agriculture, emplovees (billion HUF) |agricultural and
forestry; % (W[):)Z())/O 4 2004 forestry sector
2003 0 2004
Central
Hungary 743 449 0,7 14 9,1 6 336
Central
Transdanubia|
1103,10 10,2 3,6 5,2 12,5 6 254
Western
Transdanubia| 4
1123,40 10, 3,8 5,2 9,4 8 889
South
Transdanubia|
1 346,60 7 7,2 8,5 14,5 7 882
North
Hungary 1 318,60 8,1 4,1 4 7,1 5 546
North Great
Plain
1817,90 10 6,2 7,6 16,2 10 391
South Great
Plain
1 850,70 9,2 8,1 11,2 19 12 001
Country in
total
(*=average) 9 303,40 100Q 3,3% 5,3* 87,9 57 313
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Main characteristics of rural areas

Number of non- Number of
Number of Number of commercial Total number of [Number of settlements
micro- buildings unde|Number of accomodations iicommercial settlements  [taking part in
enterprises  |national buildings unde(rural settlementdaccomodations |with outskirt [the LEADER
2004 protection local protectior|2005 2005 farmsteds programme
South Great Plain 95 13¢ 760 2 379 2 054 28 084 113 101
South Transdanubia 73 135 1 556 4 024 8 744 61 021 27 152
North Great Plain 98 297 770 1 610 2 88( 36 504 46 137
North Hungary 74 753 1 499 1 284 11 312 36 631 9 162
Central Transdanubia 85719 2 034 17372 7 334 61017 27 131
Central Hungary 328 897 1811 2 220 2 352 47 908 52 49
Western Transdanubia 81 845 2 281 1 595 9771 58 121 6 228
Total: 837 782 10 711 14 847 44 453 329 290 280 960
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Annex 11.

Detailed SWOT analysis of the Strategy

Opinion on the SWOT items linking with Axis 1.

Strenghts

Weaknesses

Extremely good ecological and habitat features

dfmg precipitation  conditions in

unfavourable situation of water

resulting

an

Forest management in accordance with long-t
forestry plans based on yield regulation

ernow profitability of the sector and lack of capital

Modern biological background, high-performan
biological bases

cd he conformity between the size, form and produrctio
capacity of farms is inadequate and certain ativiire
characterised by low technical and technologiczglle

High level theoretical, research and knowledges)s
well-established training networks

1sA significant proportion of the buildings, faciks and
animal farms fail to comply with the EU standards

The large food-processing companies have b
operating in an efficient way

e€he production infrastructure is insufficient arlwsolete

Modernised technical assets in arable production

he 8ge composition of farmers and agricultural eygxs
is unfavourable

Concentration of the land use is under way

The peif@al, business management, market

marketing skills of farmers are insufficient

and

Certain SMEs have reached favourable results
certain locally made products (good efforts of
SMEs have appeared on the field of acquisition
markets, although the volume is not significan) ye

wvilthaining is not practice-oriented enough and theraton
hef the advisory network is inadequate

of

Low environmental load

The services assisting ceteplproduct lines and th
commercial and logistic systems (warehousing, party
are underdeveloped

The favourable effects of the former
development programmes become manifest

rufallhe market oriented cooperation of individual eptemeurs

is on a low level

Structural weaknesses, obsolete technical leveld
inadequate marketing activities of small and medfood
processing enterprises

an

Significant segregation between food processing rawad
material production; quality monitoring is unsadistory

National Strategy for Agriculture has not been appd

Production groups working effectively in wide randgave
not been established in the forestry sector (piVarest
owners: the lack of tools, capital and knowledge)

Low innovation activity and ability of SME-s (aguitural
and food sector)

The integration and co-operation is inadequateakd

Problems of the sectors with territorial difficeki
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Opportunities

Threaths

Increasing domestic and international demand
high quality domestic raw materials and f
traditional, special food products with designatidn
origin

fbmcrease in the competitive disadvantages of thiewlture
or

Improving food safety and quality, environmen
and hygienic conditions

aWeakening of the enforcement of interests

Improving the professional skills and the a
structure of farmers

geoss of producer's market shares, decreased prioduc
employment and subsistence problems

The use of domestic raw materials, the produc
and sales of quality products that meet
expectations of the consumers can be increase
marketing

iafvidening regional disparities
the
d by

Establishing synchronised, well-operating prod
lines (producing, processing and purchase)
harmonisation of the differing interests

uttack of the developments conserve the environmign
addmaging production methods

Alternative energy production

The price-sensitoansumer demand gives preference
cheap import products, which are frequently of hadlity
and low content value

Increasing the Value Added of agricultural a
forestry products

n@iological deterioration of natural and landscapdues,
decline of biological diversity

Increasing demand for forestry by-procucts

Posgiblorm of CAP

Rich supply of surface and subsurface water

In these of improving the competitiveness the prireci
of sustainability is injured and the environmenotpction

jo!

requirements are not met
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SWOT items linking with axis 2.

Strenghts

Weaknesses

In forest areas, activities are pursued in accarela
with multifunctional, long-term forestry plans

,rENvironment friendly technologies are insufficigntl
spread, the preservation and maintenance of natural
resources is unsatisfactory

The game management conditions are favourable

Témepvation and proper maintenance of areas
natural values are unsatisfactory

with

Low environmental load

Lack of professional knowledge and skills in
environment management

High degree of biodiversity

Agri-environmental megs are underfinanced

Rich environmental values

The ratios of real, measurable environment andraeatu
protection procedures are insufficient (the envinent
protection aspects are not properly observed in
agricultural production)

Extensive farming and land use methods

The sgbecnfucts produced in small farms for the lo
markets is difficult

cal

Farmers have realized the envitonmental/mainten
requirements of the agriculture and the opportesitf
these

ance

Forest management for social welfare has beenimi
for decades

Continuous, balanced afforestation

Beekeeping sector has an important role in
maintenance of wild plant species throu
pollination.

the
gh

Opportunities

Alternative energy production, spreading of ag
environment management methods

)ri- Threats

Improving the environmental conditions [
developing extensive agricultural production g
improving the conditions of the management
semi-natural- forest

nohtional value
of

n\5oil degradation result in irreparable losses 'sf |i

Increasing the supply of locally usable waters
through the retention and management of wate

The conditions of operation and the mar
'Bpportunities of the private forest owners worser

ket

Increasing sustainable farming through the
application of the game protection special
programme

The extreme water supply conditions (floo
inundation by excess surface waters and drou
reduce the safety of agricultural production

Js,
ght)

Further rationalisation of land-use

Biological ef&ration of natural and landscal
values, decline of biological diversity

Spreading of labour-intensive and traditiof
farming methods

nal

Maintenance of soil fertility, and hereby reducti
of the possiblity of soil degradation
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SWOT items linking with axis 3.

Strenghts

Weaknesses

Varied cultural heritage, natural values and died
land makings.

1

sLow-level profiting of rural areas’ culural valueand
sustainable utilization of natural values.

Health, comfortable habitation.

Universally decayimage in small villages.

Except of haunts, small villages and periphery sr

the infrastructural provision of rural areas igdie.

D
“q-|ard to come at residential services.

The rich cultural heritage of rural areas, the ratu

and production site makings afford eligible base

development of complementary economic activitie
out of agriculture — (world heritage’'s locatio

architectural heritage, archeological values,
culture, traditions).

f

fo

s Low-level permeation of subsistences based on
nagriculture.

olk

non

Qualified handicraft sociaty, professional jury thul
of handicrafts.

The economic services and related infrastruc
(marketing, logistics, communication) are not dligi

Decreasing economic activity, largescale droppies
rural settlements.

In rural areas rate of low profitability, traditiah
producing sectors significant, permeation of subsises
based on non agriculture is slow.

The rural settlements enterprise and investmenicsize
capability low, as much as the rate of knowledggebz
workplaces.

Enterprising ability and innovation skill plead loate
among rural population, in absence of skills andesay
develpoment chances are not capitalized.

Imperfection of partnership and running networks.

Insufficient promotion of handicraft items, impesf®n
of social recognization, doubtfulness in field
marketing.

Usage of renewable resources among entreprenedr
public utilities is non prevalent.

5 an

Ambvivalent quality and territorial distributiom ifield
of village turism, imperfection of it's integration

Imperfection of legislative provision backgroundfield
of direct marketing throuhgh turism concerning Bn
manufacturers.

Reasonable development concerning service sector
infrastructure attendant enterprise.

and

The weak access to basic services, especially dset
connected to cultural life

>
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Opportunities

Threaths

Revaluation of natural and cultural values &
healthy environment

”ﬁontinued migration of the active, skilled labg
orce, depopulation and ageing in small villageaar
and peripheral areas.

Increasing social demand for renewak

environment friendly energy sources

I(;I'he existing values and uniqueness disappear
résult of the change in the functions of rural ar

(agglomeration, resort villages etc.).

Increasing need and solvent demand for f
produced with low environmental impact

N Oepopulation resulting from the decrease of theunaat
population growth and the migration of the skilledour
force, deteriorating age structure

Increasing demand for cultural heritage wor
wide scale

Idcurther reduction of the weight of agriculture
employment, which remains unbalanced by
development of the non-agricultural and other &fis

Increasing demand for safe, healthy, lab
intensive products and services repesenting
characteristics and traditions of certain are
and inceasing demand for preserving values

oWvith the increase of the immigration into urb
thgglomerations the geographical and settlen
amncentration further increases

ur
e

as
ea

in
the

an
nent

Development of information an
communication technologies would increa
the business (capital) attraction capabilities
peripheral regions, the isolation decreases

dincrease of featureless, generahlue crisis” in
issommerce and public apprehension
of

According to european trends the values
characteristically rural resources (biomag
healthy living environment, and natural valy
are increasing

éfs a result of the lack of resources, the presemsg
Df cultural values and the traditions get endardjere
es

1t

Increasing prevail of economic multiplicat
effect of tourism by the sale of agricultur
products and services in rural tourism

piFurther deterioration of the safety of property anblic
apafety

Decrease of infrastructural disadvantages
accentuating environment friendly methods

by
in

EU cohesion policy




SWOT items linking with axis 4.

Weaknesses

Strenghts
Local experience and
implement sub-regional, integrated and regio
development programmes. In certain regions

activity of local communities is increasing.

intention to prepare anthe capacity for entrepreneurship and innoval
nahd the economic activity of the rural populati

thge low

ion

Weak synergy between local

insufficient integration

developmet

nts,

Lack of trust and internal initiation abilities

The access to public services is difficult, thealpmon-
profit solutions are missing, there are large gaphical
and settlement disparities in the quality of théstixg
services

Poor safety of property, especially in outskirtnfiaareas

and small village areas

Opportunities

Threaths

Increasing need for improving regional and rut
urban relationships

alncreasing segregation, further “ghettoing”
certain areas, worsening public safety

A significant ratio of the rural population
responsive to the developments based
partnerships, local resources and solutions

sFurther reduction of the weight of agricultu
wihich remains unbalanced by new economic
other activities

e!
and

Development of information and communicati
technologies would increase the business (cap
attraction capabilities of and the access
peripheral regions

ofurther worsening of the access to rural settlem

itadads, public transport)
to

ent

An increasing regional and urban-rural integrati
spreading of development projects based
partnership, local resources and solutions

offzurther deterioration of the safety of property g@odblic

aafety
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Map 1.

Physical Map of Hungary
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Map 2.

Territories under natural protection in Hungary

National Park
Landscape protection
areas

Nature conservation are




Map 3.

Less-favoured areas (LFA) of Hungary

Less-favoured areas (LFA) of Hungary based on the
Council Regulation No. 1257/1999 Article 19. (06. July 2004.)
and Article 20 (13. July 2004.)
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I:l County boundary
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Map 4.

The erosion of soils in Hungary

Non-eroded area

Smaller erosion on the cover layers
Mid erosion

Strongly eroded area
Area under sedimentation
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Map 5.

Eligible settlements of Axes Ill. and IV.

A 3. és 4. tengely intézkedéseinek jogosult telepiilései

[ ] non-eligible settlement
I cligible settlement
] settlemeneligible with its outskirts

Made by VATI Kht. STEI 2006 [ "egion
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Map 6.
The regions and micro-regions of Hungary




I. Western-Transdanubia Region

©CoNorwWNhE

Name of micro-region
Celldomaolki
Csepregi
Csornai
Gybri
Kapuvari
Keszthely-hévizi
Kormendi
Készegi
Lenti
Letenyel
Mosonmagyarovari
Nagykanizsai
Oriszentpéteri
Pannonhalmai
Sarvari
Sopron-fefidi
Szentgotthardi
Szombathelyi
Téti
Vasvéri
Zalaegerszegi
Zalaszentgroti

[I. Southern Transdanubia Region

Balatonfoldvari
Barcsi
Bonyhadi
Csurgoi
Dombavari
Fonyaodi
Kaposvari
Komloi
Lengyeltoti
Marcali
Mohacsi
Nagyatadi
Paksi
Pécsi
Pécsvaradi
Sasdi
Sellyei
Siklosi
Siofoki
Szekszardi
Szentrinci
Szigetvari
Tabi
Tamasi
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lll. Central Transdanubia Region

1. Abai
2. Adonyi
3. Akai
4. Balatonalmadi
5. Balatonfuredi
6. Bicskei
7. Dorogi
8. Dunaujvérosi
9. Enyingi
10. Ercsi
11. Esztergomi
12. Gardonyi
13. Kishéri
14. Komaromi
15.  Mori
16. Oroszlanyi
17. Papai
18. Sérbogardi
19. Simegi
20. Székesfehérvari
21. Tapolcai
22. Tatabanyai
23. Tatai
24. Varpalotai
25. Veszprémi
26. Zirci
IV. Central Hungary Region
1. Aszodi
2. Budadrsi
3. Budapest
4. Ceglédi
5. Dabasi
6. Dunakeszi
7.  Godolbi
8. Gyali
9. Monori
10. Nagykatai
11. Pilisvbrosvéri
12. Rackevei
13. Szentendrei
14. Szobi
15. Vaci
16. Veresegyhazi
V. South Great Plain Region
1. Bécsalmasi
2. Bajai
3. Békéscsabai
4. Békeési
5. Csongradi
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6. Gyulai
7. Hodmedvasarhelyi
8. Janoshalmai
9 Kalocsai
10. Kecskeméti
11. Kisksrosi
12. Kiskunfélegyhazai
13. Kiskunhalasi
14. Kiskunmajsai
15. Kisteleki
16. Kunszentmiklési
17. Makoi
18. Medkovacshazai
19. Mdrahalomi
20. Oroshazai
21. Sarkadi
22. Szarvasi
23. Szegedi
24. Szeghalomi
25. Szentesi
VI. North Great Plain Region
1 Baktaléranthazai
2. Balmazujvérosi
3. Berettydujfalui
4. Csengeri
5. Debreceni
6. Derecske-létavértesi
7. Fehérgyarmati
8. Hajdubbszdrményi
9. Hajduhadhazi
10. Hajduszoboszl6i
11. Ibrany-Nagyhalaszi
12. Jaszberényi
13. Karcagi
14. Kisvardai
15. Kunszentmartoni
16. Matészalkai
17. Medtdri
18. Nagykalloi
19. Nyirbatori
20. Nyiregyhazai

21. Polgari
22. Puspokladanyi
23. Szolnoki

24. Tiszafuredi

25. Tiszavasvari

26. Torokszentmiklési

27. Vasarosnaményi
VII. North Hungary Region

1. Abaduj-hegykozi
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Balassagyarmati
Batonyterenyei
Bélapatfalvai
Bodrogkozi
Edelényi

Egri

Encsi
Fuzesabonyi
Gyongyosi
Hatvani

Hevesi
Kazincbarcikai
MeZdcsati
Mezkovesdi
Miskolci

Ozdi

Pasztoi
Pétervasarai
Rétsagi
Salgotarjani
Sarospataki
Satoraljaujhelyi
Szécsényi
Szerencsi
Szikszoi
Tiszaujvarosi
Tokaji
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Map 7.

Rural territories with high percentage of Roma popuation

Rural territories with high percentage
of Roma population
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Map. 8.

Area covered by LEADER Action Groups

Area covered by LEADER Action Groups
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