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Motivation
• CAP budget 2008:

50.000.000.000 €

To protect farmers’ income 

BUT….



Motivation
• Share of agricultural employment continues to 

decline in the EU15



Motivation
• Accession of 10 NMS to the EU:

Number of farmers x2
Pressure on CAP budget
Serious questions on the sustainability and 

effectiveness of the CAP

Role of subsidies on labour adjustments



Motivation

• Research Question: 

What are the main determinants of 
intersectoral labour flows and more in 
particularly what is the impact of subsidies 
on the decision to leave the agricultural 
sector?



Literature
• Determinants to leave the agricultural 

sector
1. Income:

We would expect that subsidies    the 
probability to stay in the agricultural sector as 
they are expected to increase net farmers’
income
BUT

Second order effects of subsidies



Literature
• Determinants to leave the agricultural 

sector
1. Income:

Second order effects     Subsidies are 
expected to be capitalized in farm input 
prices, such as land prices and fertilizer 
prices (Floyd 1965; Ciaian and Swinnen 2006, 2009)

Studies find mixed effects:
• Barkley (1990) and Glauben et al. (2006): no effect 
• Goetz and Debertin (1996, 2001): increase labour outflow
• Breustedt and Glauben (2007): decrease labour outflow, but very small effect



Literature
• Determinants to leave the agricultural sector

2.   Individual characteristics:
Age, education, marital status
(Sumner 1982; Huffman 1980; Rizov and Swinnen 2005; Bojnec and Dries 2005)

3.   Non Pecuniary Benefits:
Independence and Pride associated with farming
(Vandenheuvel and Wooden 1997; Gillespie et al. 2004; Hoppe and Banker 2006; Key 
and Roberts 2007)

4.   Costs of switching jobs:
Personal and Regional characteristics 



Theory
• Simple Exit model 

(Todaro 1969; Todaro and Harris 1970)

Assume 2 sectors     Logit model
• Agricultural sector
• Non Agricultural sector

Assume 4 sectors     Multinomial logit model
• Agricultural sector
• Industry and Services
• Unemployment
• Out of employment (retired or disabled)



Theory
• Discounted Utility of working in agriculture (A) 

or in another sector (i)

with Y = income 
h = hours worked
Z = utility shifters (personal or employment 

characteristics)
r = discount rate 
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Theory
• Transaction Costs

depend on personal and regional 
characteristics 
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Theory
• Decision to leave the agricultural sector 

VA,i > 0: Leave agriculture 
VA,i < 0: Stay in agriculture

{ }iAAiiiA CTUUV ,3,...1, max −−=
=



Econometrical specification

with uijk = systematic component

eijk  = random component
AND

with xij = characteristics of the individual i living 
in region j (and also regional characteristics)

ijkijkijk euU +=

ijkijk xu 'β=



Econometrical specification
• Logit model
• Multinominal logit model
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Data



Regression Results



Regression Results



Regression Results



Regression Results



Conclusion
• Role of subsidies:

– Positive impact on the decision to leave agriculture:
• Subsidies unequally divided over the farm population + high 

capitalization in farm input prices: net income of a farmer that
receives less than the average subsidy even decreases compared 
to a situation where there are no subsidies (Key and Roberts 2006)

• Subsidies make it easier for the farmers that stay in agriculture to 
buy out those farmers that are seeking to exit the sector, 
accelerating the rate of exits (Goetz and Debertin 2001)

• Labour/ capital substitution (Goetz and Debertin 1996)



Conclusion
• Other important determinants of labour flows:

– Non pecuniary benefits (self employed; family worker)
– Education
– Regional farm characteristics 



Thank you for your attention

Questions?


