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Executive Summary

Efficient land transactions and a functioning lamdrket play an important role in

economic development and growth. The exchangenaf, lmcluding the purchase of

land by foreigners, will improve productivity, enfe@ access to capital, technology
and knowledge, and hence stimulate economic deneop These insights underpin
the principle that accession to the EU implies theegration of the accession

countries into a single free market, also with eespo land.

During the negotiations for the 2007 accession, éwar, Bulgaria and Romania

requested the possibility to maintain existing owadil provisions restricting the

acquisition of agricultural land or forests by figreers. They considered these
derogations necessary in order to protect the ssmoomic agricultural structure of

the countries from shocks that might arise from diféerences in land prices and
incomes with the rest of the Union, and from thebgms in the local rural credit

markets. The combination of these factors was dggdeo lead to an undesirable sale
of land to foreigners.

Bulgaria and Romania were granted transitional golsriduring which they could
maintain existing provisions of their legislatiorestricting the acquisition of
agricultural land or forests, in derogation of freedom of capital movement. In that
context, a mid-term review of the transitional meas was stipulated to determine
whether the transitional periods should be shodemderminated.

This study reviews these transitional measureglagidimpact.
The followingrestrictions are in place:

e After accession to the EU, foreigners generallyncarpurchase agricultural
land for a transitional period of 7 years in Bulgand Romania.

* There are exceptions :

1) There are no restrictions for self-employed farmein® wish to
establish themselves and reside in Bulgaria anddraamnm

2) There are no restrictions for legal entities witreign capital
registered in Bulgaria and Romania.

» There are generally no restrictions on foreignenging agricultural land.

This study puts the analysis of the land ownerstagtrictions into a broader
perspective by addressing two questions:

* To what extent do the restrictions on foreign owshgy affect the efficiency of
land exchanges, land allocation and productivipagh?



To what extent are the factors underlying the comeef Bulgaria and Romania
— that there would be a massive takeover of landfdsgigners if these
restrictions were not in place — still influential?

Based on the analysis, the study draws the follgwonclusions

1)

2)

Restrictions on foreign ownership may have affedieel efficiency of land
exchanges, land allocation and productivity growtét, the impact is mitigated
by several factors.

First, the restrictions do not fully constrict adiles by foreign citizens in
the agricultural and rural land markets in Bulgaral Romania, because there
are exceptions to the restrictions on foreign owhigr of agricultural land. In
both countries, legal entities registered in thentoes can acquire agricultural
land irrespective of the origin of the capital. §hexception appears to have
significantly reduced constraints on foreign aciis of agricultural real estate
and various pieces of evidence suggest that substdand acquisitions have
been made by such legal entities with foreign edpit

In addition, there are no restrictions on rentiagd to foreigners. This
aspect of the transitional arrangements is of majportance for Bulgaria since
land rental is widespread there. In Romania as, wélere total land renting is
much less, the larger farms, which are the kindfaohs in which one would
expect foreign investment, rent around half themnd.

Second, the restrictions are only one element caingtg the functioning of
the land markets in Bulgaria and Romania. Sevetaéroimpediments are
affecting the development of the land markets. lothb countries, the
development of the land markets is still inhibitgdhigh transaction costs.

Third, while the restrictions have held back thescli benefits of foreign
investment, agriculture in Bulgaria and Romania bersefited extensively from
large foreign investments in the food industry aadribusiness. These
investments have had significant, positive spilloe#fects on the farms, as
foreign companies have introduced technology, khow-and capital into the
food chain, which has contributed to greater inwestt and enhanced product
quality in the Bulgarian and Romanian agricultis@attor.

Fourth, there has been strong growth in agricdlfpraductivity along with
land exchange and reallocation in Bulgaria and Ruajadespite the
restrictions. It is though unclear how much momgh in productivity and land
markets would have resulted from liberalising Bulga and Romanian
agricultural land with respect to foreign ownership

The factors underlying the concerns of Bulgaria Rodhania — that there would
be a massive takeover of land by foreigners ifricgins were not in place —
have diminished, but they have not yet disappeared.

The gap between Bulgaria and Romania and the Eld-85ms of incomes,
productivity and land prices has narrowed constalgraver the past few years.
Nonetheless, sizeable disparities remain with @gatand prices, incomes and



subsidies from the common agricultural policy (CABespite the marked
increase, Bulgarian and Romanian land prices gmfsiantly below those in
the EU-25 and particularly below those in the EU-IBe same holds for the
average income per capita and value added per wiorklee agricultural sector.

In view of the analysis, this study offers the daling recommendations.

If the full liberalisation of land, now, or befothe end of the transition periotirns
out to be politically impossible in the mid-ternview process, changes that are more
moderate could be considered. The most effectiopqeals for change would be
those that would have limited effect on the soarad political frameworks and would
be most successful in stimulating economic benefits

Two recommendations are to i) allow foreign citigeio acquire agricultural land
without restrictions up to a certain maximum amaefrdgricultural land and ii) allow
foreign citizens and legal entities to acquire fasmldings and the land on which
these are built without restrictions. The law cowllow foreigners to acquire
agricultural land without restrictions if the plof land is less than 10 ha (as, for
example, in Estonia). In addition, foreign natianabuld be allowed to acquire a
farmstead formed as an independent real propergoaiething like, 6,000 mz2, or real
estate could be allowed to build the farm buildingsessary to set up a farm (as, for
example, in Hungary where this exception holdsdoquiring farmsteads and farm
buildings for intensive livestock breeding). Botlnoposals should have minimal
impact on the amount of land owned by foreignerBuilgaria and Romania, since it
would still prevent the purchase of large areasdogigners. Yet the proposals could
result in positive economic effects because theulavstimulate the participation of
foreign citizens and legal entities in the agrictdt markets and allow those foreign
citizens and legal entities interested in investimg Bulgarian and Romanian
agriculture to do so by combining renting and owrieind in their farm operations, as
do many farms in the EU-25 and nationals and damkesggal entities in Bulgaria and
Romania. As such, foreign citizens and legal esgitian also combine tenure security
(with their assets and long-term investments comatsd in owned land) and
flexibility in land allocation (by renting additiahland rather than buying).
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1. INTRODUCTION

During the accession negotiations, candidate cmstiequested the possibility to
maintain existing national provisions restrictitng tacquisition of agricultural land or
forests. They considered these derogations negessarder to preserve the socio-
economic agricultural structure of the countriesrfrshocks that might arise from the
differences in land prices and income with the cégshe European Union, and to be
able to pursue an effective agricultural policye¥yiwere also deemed necessary due
to an unfinished process of privatisation and testin of agricultural land to the
farmers in some countries.

As detailed in annex VI 3.2 of the 2005 Act of Assi®n (Bulgaria) and annex VII

3.2 of the 2005 Act of Accession (Romania), these tountries were granted
transitional periods during which they could maimtaxisting provisions of their

legislation restricting the acquisition of agricultl land or forest, in derogation to the
freedom of capital movement enshrined in the Tremtythe Functioning of the

European Union.

The objective of this study is to review these sraonal measures and their effects.
More specifically, the study will analyse accurgtile agricultural sector in Bulgaria
and Romania and its evolution since the periodegfotiation and accession, compare
these findings with the situation in the other MemBtates of the European Union,
take stock of the transitional restrictions effeely maintained by Bulgaria and
Romania, review conditions that led to an agreementransitional measures at the
time of accession, analyse their effect on theosemtd draw conclusions on their
relevance and usefulness, and the necessity oo maintain them.

The report will be organised in a main report wiiine chapters and two country
reports.



2. CONCEPTUAL FRAMEWORK

Efficient land transactions and a functioning landrket play an important role in
economic development and growth for several readeinst, they provide access to
land for the farmers who are the most productiveviloo own less land than they
require. Second, they allow the exchange of lanthaoff-farm economy develops.
Third, they facilitate the use of land as collatévaaccess credit markets.

These insights underpin the principle that accesswahe EU implies the integration
of the accession countries into a single free nakso with respect to land. The
exchange of land, including the purchase of landdogigners, may have a positive
impact on productivity, enhance access to capitamhnology and knowledge, and
thus stimulate economic development in Bulgaria Bothania — and in the EU as a
whole. Hence, in this framework, restrictions impady Bulgaria and Romania that
constrain land exchanges and the optimal functpmhthe land market will also

inhibit the positive development effects that corddult from land exchanges.

On the other hand, proponents of the restricti@Itlaimed that their early removal
would result in unfavourable short-term outcomestipularly if large portions of
rural land in Bulgaria and Romania were acquireddrgign citizens or companies,
because of structural imbalances at the time oésmon. Such structural imbalances
especially concern a) the sizeable income diffezsretween the EU-25 and Bulgaria
and Romania, b) the marked differences in landepribetween the EU-25 and
Bulgaria and Romania, and c) the problems in thal kredit markets in Bulgaria and
Romania. The combination of these factors has leepected to lead to a massive
sale of land in Bulgaria and Romania to foreigners.

To understand the current and future impact ofléimel ownership restrictions from
these two viewpoints, we need to put these isso&s a broader perspective by
addressing two questions:

1) To what extent do the restrictions on foreign owhgr really affect the
efficiency of land exchanges, land allocation amddpctivity growth? To
address this question, it is critical not only tody the effectiveness of current
restrictions on foreign ownership of land, but alsgut these restrictions into
the wider context of a variety of other circumsesthat affect the functioning
of land markets in Bulgaria and Romania.

2) To what extent are the factors underlying Bulgaaad Romanian concerns —
that there would be a massive takeover of land ufg&ia and Romania by
foreigners if these restrictions were not in placstill influential? Here it is
necessary to assess how land market prices halwedybow the income gap
has changed and how capital markets have developed.

As a general basis for addressing these questtaagssential initially to identify the
restrictions maintained in Bulgaria and Romania @aoddeal with the issue of
obtaining relevant data describing the developmeoeerned. The approach used in
this study consists of the following steps:

! See Deininger & Feder (2002) for a review of thiesaes.



* documentation of the regulations in Bulgaria anan@nia on the transitional
land restriction and of actual foreign ownership agfricultural real estate
(chapter 3 and 4);

» identification of other factors that affect landarisactions besides legal
restrictions, such as constraints and imperfectiormgher markets, transaction
costs in land markets and imperfect property rigblspter 5);

* documentation of foreign investments in the agtizal and food sectors in
Bulgaria and Romania and a discussion of theirizapbns (chapter 6);

e analysis of the indirect impact of EU accessiontlma rural land markets in
Bulgaria and Romania, i.e. through channels othan tthose that imply a
change in demand and supply — and hence also ittes prof agricultural land
(e.g. through the introduction of support measureter the CAP) (chapter 7);

» documentation of how the land markets (in termdrafsactions as well as
prices and values) have evolved over the past &awsy(chapter 8); and

* analysis of key indicators of agricultural performoa in Bulgaria and
Romania over the past decade (both before and afteession) and a
comparison of these with EU-25, EU-15 and Elrdicators (chapter 9).

The final chapter presents the main conclusiorssrayifrom the analysis.

It is important to point out, however, that a magantribution of this study is the
collection of basic information and data on whahappening in the land markets in
Bulgaria and Romania and the identification of gapsthe data regarding the
development of land market and the involvement afeifjners in this market.
Appendix 2 provides more detailed information abibetdata sources.

2 With EU-15 we refer to the Member States of thedgean Union prior to the accession of
ten candidate countries on 1 May 2004. The EU-1mmeses the following countries:
Austria, Belgium, Denmark, Finland, France, Germaaseece, Ireland, Italy, Luxembourg,
the Netherlands, Portugal, Spain, Sweden and tlitedUKingdom.

With EU-25, we refer to the Member States of theofgaan Union prior to the accession of
two candidate countries on 1 January 2010. The Elddéinprises the following countries:
Austria, Belgium, Cyprus, Czech Republic, Denmdtkionia, Finland, France, Germany,
Greece, Hungary, Ireland, Italy, Latvia, Lithuaniajxemburg, Malta, the Netherlands,
Poland, Portugal, Slovakia, Slovenia, Spain, Swethehthe United Kingdom.

With EU-7 we refer to the Central and Eastern Eeavpcountries that joined the EU in 2004
and where a similar restriction regarding the agitjan of agricultural real estate was in place
(Czech Republic, Hungary, Estonia, Latvia, Lith@aitoland, and Slovakia).



3. LEGAL RESTRICTIONS MAINTAINED BY BULGARIA AND
ROMANIA  WITH REGARD TO THE ACQUISITION OF
AGRICULTURAL REAL ESTATE BY FOREIGNERS

3.1 Overview of the restriction
Appendix 1 provides in detail the legal framewoegarding the rights of foreigners
to acquire agricultural real estate. Here we expte restrictions maintained by both

Bulgaria and Romania. The main restrictions are:

1. After accession to the European Union, foreigngenerally cannot purchase
agricultural land for a transitional period of 7aye in Bulgaria and Romania.

2. In both Bulgaria and Romania, it is possibleftoeigners to acquire ownership of
agricultural real estate under certain conditiomab{e 1 and section 3.2 provide
details on these conditions.).

3. In both Bulgaria and Romania there are no k&ins for foreigners with respect to
renting land.

Table 1: Legal restrictions on the acquisition of gricultural land in Bulgaria and

Romania
Bulgaria Romania
Can EU citizens buy Yes, Yes,
agricultural land despite theif they are self-employedif they are independent farme
restriction? agricultural producers whpwho want to establis

wish to settle and residaesidence in Romania and c
permanently in Bulgaria andprove their ability to farm.

are established by the
BULSTAT Register Act

Can a legal entity buyYes Yes
agricultural land?
Can a legal entity, which isYes Yes

registered in the country, but
which is owned by foreigners
buy agricultural land?

Can EU citizens rent/leagseYes Yes
agricultural land?
Can a legal entity rent/leaseYes Yes
agricultural land?
Can a legal entity, which isYes Yes

registered in the country, but
which is owned by foreigners,

rs

an

rent/lease agricultural land?

Source: Authors compilation.



3.2 Country-specific restrictions

The differences among Bulgaria and Romania andElder in terms of the legal

restrictions on the acquisition of agricultural daare summarized in table 1 and 2,
respectively. As we will document below and analysgher, the restrictions in

Bulgaria and Romania are relatively less constnginihan in some of the EU-7

countries, in particular because they have noictistns on land acquisition by legal

entities which appears to be the main mechanismneéstment by foreigners

interested in farming in Bulgaria and Romania.

3.21 Bulgaria

In Bulgaria, there are also restrictions on theu#ition of agricultural land by
nationals of another EU Member State, by nationathe States which are a party to
the European Economic Area Agreement (EEAA) andeggal persons formed in
accordance with the laws of another EU Member Statan EEAA State until 1
January 2014. However, there are some exceptionshése willing to acquiring
agricultural real estate in Bulgaria (Constitutiointhe Republic of Bulgarfa article
22; Ownership and Use of Agricultural Land Laarticle 3a and article 3b).

First, agricultural and forest land may be acquipgdhose citizens of the European
Union who are self-employed agricultural producangl wish to settle and reside
permanently in Bulgaria. They are required to réed in this capacity according
to the procedure established by the BULSTAT Repiaw (Ownership and Use of

Agricultural Land Law article 3a, State Gazette no 24 of 2007).

Second, legal entities are allowed to hold and isedand without restrictions as long
as they are registered in Bulgaria. The share r@#ida participating capital does not
matter. Non-resident foreigners can acquire agdtcall and forestry land if they
establish or participate as shareholders in a lexjly.

Third, foreigners who inherit agricultural or fotesland in Bulgaria are obliged to
transfer their ownership rights to a resident ratgperson or a legal entity within
three years after the opening of the successtmnérship and Use of Agricultural
Land Law article 3b, State Gazette no 24 of 2007).

Box 1. Land Reform and State Land in Bulgaria

In Bulgaria, the land reform restituted effectivendl property rights to former
landowners. In the first transition years, farmtmgsuring and land reform were
subject to intense political debate, which had @ngt impact on the reforms
(Swinnen, 1997). As a result of political changeshe government, th@®wnership
and Use of Agricultural Land Lawas changed more than 20 times since its adoption.
Continuous changes in legislation created an uaiceenvironment.

® With effect from 13.07.1991 on Prom. SG. br.5618fJuly 1991., amend. SG. br.85 of 26
September 2003., amend. SG. issue 18 of 25 FebP0@%., amend. SG. issue No 27 of 31
March 2006., amend. SG. br.78 of 26 September 286&nd. SG. br.12 of 6 February 2007.
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Land restitution was slowed by poor informationfarmer land ownership. In mar

villages, former registers with land ownership mfi@ation of the pre- collectivisation
period were missing (burned, disappeared, etc.p fidiced the Land Commissions

(LCs) responsible for land restitution to acceptkald of evidence that might prov

land ownership prior to 1948. As a result, LCs'isieas were contested and lapd

e

reallocation plans were rejected. Court appealsearand suspended the market

reallocation of land. There were many land cordlict the villages during the larn

restitution process also because of people’s atianh to pre-collectivisation land

plots and because of alleged power abuse by LC memb

The land restitution process lasted 4-5 yearsdabmpleted by now. Currently, land

d

titles are distributed and land plots are clearirced and delineated. Part of the
agricultural land in Bulgaria is owned by the statel managed through the State

Land Fund. The amount of land owned by the StatedlFeund decreased until 200

6,

but remained constant afterwards as the restitygioness was completed (see figure

B1.1). The State retains ownership of agricultiaat in the following cases:

. Land available to the research, science and eduedtinstitutions

. Land given to the Ministry of Transport, Ministry Regional Development
and Public Works, Ministry of Defense and Ministrfyinterior

. Land given to the places of detention

. Land given to tribal and seed farms, nurseriesaodards, pepinieris and
nurseries, forest nurseries and hunting

. Land given to schools, universities and other etioical institutions

Figure B1.1: Bulgarian State Land Fund

State Land Fund Bulgaria
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Source: Ministry of Agriculture and Food (MAF)
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3.2.2 Romania

Currently, there is a restriction on the ownersbiipagricultural land by foreigners,
where the term “foreigner” is defined as a natyratson who has no permanent
residence in Romania or a legal person not eskeduli;n Romania (Act of Accession
2005, Law no 247/2005 on the Reform in Ownership andustide of 19/07/2005
article 3 and article 8, published in Romania’si€df Gazette no. 653 of 22/07/2005;
Act Accession,Law no 312/2005 on Acquiring the Private Land Ovehgr Right by
the Foreign Citizens and Stateless Persons, asasdlly the Foreign Legal Entitied
10/11/2005 article 5 and 7, published in Romanfafcial Gazette no. 1008 of 14
November 2005).

At the same time there are some exceptions andgablamitations.

First, according to the Act of Accession, this resibn is not applied to independent
farmers (natural persons) who are citizens of an Mémber State (or stateless
persons having their domicile in Romania or an EldnNder State), and wish to
establish their permanent residence in Romaniasd fermers can buy land without
restriction as far as they can prove their abtiitfarm with documents issued by the
EU Member state (Law 312/2005, article 5).

Second, all foreigners (so not only those from E€nMber states) can acquire land
through inheritance.

Third, legal entities are allowed to acquire laadardless of the origin of their capital
(Law no 247/2005article 3). Hence foreigners who establish a finnRomania can
buy agricultural land without restriction if thegtablish a domestic legal entity.

Fourth, in some cases, even foreign legal compaares allowed to acquire
agricultural and forestry land. According to thet A€ AccessionlL.aw no 312/2005
article 7, a commercial company, either residentnon-resident legal entity, can
acquire any real rights on immovable assets t@xitent necessary for carrying out its
activities, according to its social objectives, l@hrespecting the legal provisions
regarding the acquisition of ownership right onday the foreign citizens and
stateless persons, as well as by the foreign Egdéles.
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Box 2. Land Reform and State Land in Romania
The land reform process in Romania, which stantethé early 1990s, was regulat]
by theLand Law no 18/1991The application of thisand Law no 18/199flesulted in
the dismantling of the majority of the cooperatiaems and the restitution of land
former owners. The change of the government ag¢tigieof 1996 led to modificiation

to the agricultural land ownership regime. The mosportant event was the

promulgation ol_,aw no 54/1998 on the Legal Circulation of LaamttdLaw no 1/2000
on the Ownership Right Reconstitution on Agric@tuand Forest LandThe last
corrections related to agricultural land ownersbigrurred in 2005. Théaw no
247/2005 on the Reform in Ownership and JustoglifiedLaw no 18/199&ndLaw
no 1/200 and resulted in new provisions on the circulatmnland in order tg
liberalize the land market and speed up trialsedl@o the land properties restitutig
Law no 247/2005 on the Reform in Ownership andicrstplaced.aw no 54/1998
with the provisions fronTitle X Legal Circulation of Lany

During the land restitution process, more than ilam hectares of land had to k

restituted to more than 4 million beneficiaries.isTtvas of course a quite complex

task. However, good progress has been achievedrsmél the restitution process

virtually completed. By 2009, 10.5 million hectaresland were restituted and 4.

million titles were issued.

In 2005, around 16% (or 2.2 million hectares) ofagjricultural land and 4% (or O,

million hectares) of all arable land in Romania waswnership of the State or local
authorities and could be used for restitution ohdgieg land title (Table B2.1).

ed

to
S

n.

e

is
6

3

Between 2005 and 2009, around 0.6 million hectafékis land have been restituted

so that the area of state and municipality landebesed to 1.6 million hectares. Sin

the restitution process is virtually finished, thesnd will remain in state and

municipality ownership and will be rented out tovate operators.

Table B2.1: Restitution of land titles in Romania
Titles issued Land restituted

1991-2003 4.137.399 9.366.426
2004 156.587 417.355
2005 67.013 139.464
2006 64.194 124.677
2007 81.810 194.175
2008 68.655 159.563
2009 54.273 121.298
1991-2009 4.629.936 10.522.959

ce

Source: Ministry of Agriculture and Rural DevelopméMARD)

* Law no 247/2005 has 17 chapters named ‘titles’.
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Table 2: Legal restrictions regarding the acquisitbn of agricultural land in the EU-7 at the moment ¢ the mid-term review (2007)

Czech Republic | Estonia Hungary Latvia Lithuania Poand Slovakia
Can EU citizens Yes, Plots < 10 ha: Yes, Yes, Yes, Plot <1 ha not Yes
buy agricultural| « if married with | Yes. « if married with | « if married with | « if married with | located in border | « if married with
land despite the Czech partner | No additional Hungarian Latvian partner | Lithuanian zones: Slovakian
restriction? « if s/he has been| conditions have to partner « if s/he has been| partner Yes, partner
staying and be fulfilled. « if s/he has been| staying and « if s/he has been| « if residing in « if s/he has been
farming in the | Plots>10 ha: staying and farming in the staying and Poland for at staying and
country for at Yes farming in the country for at farming in the least five years | farming in the

least 3 years,
then s/he can
buy any parcel
in the country.

« if married with
Estonian partne

* if s/he has been
staying and

country for at

least 3 years, the

particular plot
that s/he has

least 3 years, the

particular plot
that s/he has
been renting car

country for at
least 3 years,
then s/he can
buy any parcel

« if married to a
Polish citizen

Other plots:
« if married to a

country for at
least 3 years, the
particular plot
that s/he has

farming in the been renting can be bought. in the country. Polish citizen been renting car
country for at be bought. « if s/he has been| be bought.
least 3 years, the staying and
particular plot farming in the
that s/he has country for at
been renting car| least 3 years, the
be bought. particular plot
that s/he has
been renting can
be bought.
Can a legal entity Yes Yes No Yes Yes Yes Yes
buy agricultural
land?
Can a legal entity Yes Yes No Yes, if minority Yes Yes, if minority| Yes
which is of shares g of shares s
registered in theg owned by owned by
country, but foreigners foreigners
which is owned by
foreigners buy

agricultural land?
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Czech Republic | Estonia Hungary Latvia Lithuania Pdand Slovakia
Can EU citizens Yes Yes Yes Yes Yes Yes Yes
rent agricultural
land?
Can a legal Yes Yes Yes Yes Yes Yes Yes
entity rent
agricultural
land?
Can a legal Yes Yes Yes Yes Yes Yes Yes

entity which is
registered in the
country, but
which is owneg
by foreigners
rent agricultural

land?
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4. ACTUAL FOREIGN OWNERSHIP OF AGRICULTURAL REAL
ESTATE

In general, there are no official data on foreigmership of agricultural real estate.
However, information collected from various soursaggests that there is substantial
foreign ownership of agricultural real estate inhbBulgaria and Romania.

In Bulgarig there is no official statistical information ataither foreign ownership
of land or traded and leased/rented land by forplgrsical and legal entities.

There is representative and official data whichvehgubstantive inflows of foreign
capital in agriculture and forestry. This infornuatiis analyzed in greater detail in
section 6. However, these data do not provide eeeleof actual ownership of
agricultural real estate by foreign investors.

There is substantial anecdotal evidence of foremymlvement in the agricultural
sector and also of purchasing land by foreign itoresthrough legal entities. In
particular, some large investment funds with famejgarticipation have acquired
substantial amounts of agricultural real estatex B@and 4 provide examples of two
different cases of such investment funds.

In summary, while there are no official data, thisrevidence that there is important
foreign ownership of agricultural land in Bulgaria.

BOX 3: Foreign involvement in Bulgarian agriculture. The case of Winslow
Group JSC

Winslow Group JSC was established in 2003 througiBudgarian - British
partnership. The company has several businesstasiwVinslow Ago Fund (WAF)
is a separate division of Winslow Group. WAF’s famanagement business, which
was started in 2004, is located in Parvomai (Mymakiy of Parvomai, Plovdi
Region), in Southern Bulgaria. The main activity WAF is acquisition of
agricultural land and production of agriculturabgucts.

They initially started with 130 ha in 2005/2006,\low now farms over 4 000 ha pf
land, both owned and rented, and produces wheatensunflower, rape and barley.
Besides its investments in land, WAF recently inedover 2.5 million euros in top
guality specialized agricultural machinery, a lafgem base with warehouses and
depot, and an office and accommodation in ParvamadiPlovdiv.

Currently, the company owns more than 2 500 hagsf uality arable land, which is
primarily concentrated into five zones within theosh fertile areas of Bulgaria.
Within the next few years WAF plans to establisme3v farms in addition to the
existing ones.
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BOX 4: Foreign involvement in Bulgarian agriculture. The case of CERES

Ceres was established in April 2006 with the olyecbf acquiring a portfolio of
agricultural land in Bulgaria. At present, Cereghs third largest fund investing n
farmland in Bulgaria.

The current capital of Ceres is approximately €4#lion and consists of both
monetary and in-kind (land) contributions by shatdbars provided in three capitgl
increases.

In May 2008, Ceres owned more than 22.000 ha and thegement believes that
Ceres has the opportunity to enlarge its land hglio more than 25.000 ha.

The investment vehicle of Ceres is a joint stocknpany registered under the
Bulgarian Commercial Law. The list of shareholdefrCERES includes experienced
international and local investors with extensivelgaound of projects in the region.
Amongst the big institutional investors are Rag@x Centrobank AG, global
investment funds like Firebird Management, Black/edRAsset Management, and
Mezzanine Management, as well as private equitypeones such as Rosslyn Capital
Partners. Some Ceres' investors are foreign inwgtbankers.

Formal objectives of the company are to:

- Focus on regions that offer an attractive comtimnaof price and quality with goo
potential for large-scale agriculture, and wheralsie holdings can be concentrated;
- Add value by further consolidating the plots aedt out substantial portions of the
land to agricultural producers;
- Develop own agricultural business projects to dbamurrent income, take utmaost
advantage of any EU subsidies, get more finan@akrage and ensure faster
consolidation of acquired land;
- Vertical integrate the whole business of the fundwning agricultural land,
cultivating it, and delivering of added value emdgucts.

[®X

In Romania there is no official information about either éggn ownership of
agricultural land or about land traded or rentedfdrgign natural persons and legal
entities.

Indicators on the importance of foreign ownerslap be though derived from various
sources.

First, there is representative and official dataicwhshow substantive inflows of
foreign capital in agriculture and forestry. Thigarmation is analyzed in greater
detail in section 6. However, these data do novideevidence of actual ownership
of agricultural real estate by foreign investors.

Second, since land that is bought by firms whioh @gistered as Romanian legal
entities but with foreign participating capital I&alinto the same category as land
owned by legal entities without foreign participet] it is difficult to know how much

agricultural land is actually in foreign ownershigowever, we do know that, by
2005, 34.000 hectares of agricultural land wereghouy foreign investors, being
firms that benefited from the law stimulating diremvestments (Emergency
ordinance no 92/1997) and that this amount augrdetate838.000 hectares in 2006

16



(see Table 3). According to article 6 of Emerger@sdinance no 92/1997, any
investor, resident or non-resident legal entityy aaquire any real rights on movable
and immovable assets to the extent necessary figfirgg out its activity, according to
its social object, while respecting the legal psawis regarding the acquisition of
ownership rights of land by foreign citizens andteless persons, as well as by the
foreign legal entities. (Emergency Ordinance nol997 was replaced by the Act
Accession, Law no 312/2005 of 10/11/2005, articldsée above)). This article
implies that incentives for foreign investors shibulot contract the Constitution
provisions and allows any foreign legal persondesi in Romania and registered at
Foreign Investment Agency to purchase land. Howeagricultural ownership is
conditional in the sense that it may not be in @miion with the Constitution of
Romania. Therefore, it is sometimes described ad faold’ instead of ‘owned’ by
foreign investors.

Table 3: Land hold by foreign investors in Romania*

Ha Total land Agricultural land Arable land
2005 37.063 34.558 28.939
2006 40.523 37.923 32.424

* With foreign investors we refer to foreign legadtities and foreign natural persons.
Source: NACLR — Romanian National Agency for Cadnahd Land Registration

Third, there is substantial anecdotal evidence oreign participation in the
agricultural land market.

e The county Timis in Romania is known for its vetige land market. From
1998 till 2005, around 135.000 hectares of lanceHaaen sold, which is more
than one quarter of all land transactions regigt@meRomania in that period.
Land was bought both by Romanian natural persombs gn commercial
companies registered in Romania. According to tgacdiltural Directorate in
Timis, in early 2003, 39 commercial companies wliian capital were
operating in this county, each cultivating morentHe00 ha. In total these
companies with Italian capital were operating ab@6t000 hectares of
agricultural land. The largest part of land thagythvere operating was in the
ownership of the respective companies. Only 7 duthe 39 commercial
companies operated also on rented land. By 20@9rdiag to estimates from
experts of the Agricultural Directorate in Timigpand 150.000 hectares are
operated by companies with Italian capital, whishabout one-third of the
agricultural area in the county area. Accordingthe same experts, these
companies with Italian capital led to the trangfeadvanced technologies and
a more intense commercial activity through stimalatof both the domestic
and export market.

e About twenty French farmers, organized as commieroiempanies with
Romanian legal status, are mainly active in thetl8oua part of the country.
Some of them started their activity in Romaniatreddy fast after the start of
the reforms (between 1994 and 1997), but most eintistarted after 2000.
Besides 2 viticultural farms which operate lessith@0 hectares, these French
farmers operate large areas of around 1.000 hagrafudtural land, some of
them even 3.000 ha.
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* At the end of the year 2009, the Dutch Embassyiwasntact with about 20
Dutch farms which were active in Romania. Mostleérh were dairy farms
located in Transylvania (the central and westemt gRomania), and were
cultivating several hundreds hectares each.

Fourth, this anecdotal evidence is consistent pr#ss reports. Information on the
agricultural land markets in written press revdhkst, in the post-accession period,
certain real estate agencies are clearly oriend@dhrds the sale and purchase of
agricultural land, and the procurement of agriqaltdand by the large agri-food
companies and investment funds. For example, theupement of about 3.000 ha by
the Dutch company First Farms was reported in 20@7.March 2009, the
procurement of more than 25 thousand ha of agurliiand by the Dutch investors
Ingleby, Agro Sys Invest, First Farms, Dangro Irveasd Jantzen Development was
reported (at prices ranging from 1.500 to 4.00®Aw&). Further, the press reported
that the local branch of the Italian company pradgidRiso Scotti rice is cultivating
about 7.200 ha of agricultural land in the countB¥sila, lalomita, Dolj and Olt
(along the Danube).

Fifth, certain real estate agencies in Romaniai@iyltarget non-Romanian buyers
in advertising the purchase of agricultural land éyplicitly stating in their
advertisments that anyone can buy agricultural Emtithat one simply needs to form
a Romanian limited liability company and declargyrieulture” as its object of
activity.

Representatives of real estate agencies also egplaihat, in general, foreign
investors are looking for compact areas, of oved BA. (Real estate agencies ask
about 2.200-2.500 euro/ha for such land in coundigsh as Braila or Mehedinti.)
However, they explained that the lack of consoédaparcels of land together with
problems related to cadastre and land ownershigtratjon in the land book are
limiting the purchase of agricultural land by fayeers.

Sixth, our expert survey (see appendix 1 for detailso indicated the importance of
foreign investments in land. According to almos®/0f the respondents, a typical
buyer of agricultural land is a foreigner. Halftbe respondents indicated to know at
least one foreigner interested in buying agricaltdand. Only one third of the
respondents were informed about the existence efréstrictions related to the
acquisition of agricultural real estate, while titber 2/3 of the respondents were not
aware of the existence of the restrictions.

In summary, all these sources of information paih& similar conclusion, which is

that foreigners are already playing an importam¢ io the Romanian land market
despite the restrictions.
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5. FACTORS THAT AFFECT LAND TRANSACTIONS

The first question we have to address is the exinwhich these restrictions on
foreign ownership, as described in chapter 3, atfee efficiency of land exchanges,
land allocation and productivity growth. To addréss question, it is essential to put
the effect of the restrictions on foreign land oveg into a broader perspective,
alongside a variety of other factors that influetize functioning of land markets in
general and those in Bulgaria and Romania in pdaticMore specifically, two (sets
of) factors need to be taken into consideration:

a) The restrictions that have been imposed by Bulgarid Romania solely
concern restrictions oawnershipof agricultural land by foreigners. They do
not constrain land transactions in the form ofireptand or ownership of land
by legal entities with foreign participation or tarmers who want to establish
themselves in the country.

b) Other factors that affect land transactions (besldgal restrictions on foreign
ownership) include mainly constraints and impertet in other markets,
such as (rural) capital markets, insurance mar&ats other input markets.
Transaction costs in land markets and imperfegbgnty rights can also play
an important role.

In the rest of this chapter, we explain how thedeiofactors can have a bearing on
land transactions and hence how they would shapentipact of the transitional
restrictions imposed in Bulgaria and Romania. Waetdily comparing renting versus
sales transactions and then move on to discussetitand set of factors.

5.1 Land sales versus rental transactions

As previously noted, the restrictions imposed bygBtia and Romania concern the
ownership of agricultural land by foreigners. Thiéy not prevent foreigners from
accessing land through rental.

Renting land is a very widespread form of agriaatuand transaction in many
developed countries, including the US and sevethRE countries, where sometimes
more than half of all agricultural land is renteg farms, although there are large
differences among countries. Table 4 presents ggtgandicators of the prevalence
of renting as a share of the total agriculturadlarsed. Among the EU-15 member
states, we observe substantial variations in th@pgtions of land rented. For
example, in Belgium, where tenants are highly mteid by the land rental policy,

almost 70% of the cultivated land area is rentdu|enin Italy, where the policy aims

at stimulating owner-cultivation, only 28% of thelttvated land is rented.

In the EU-7, land renting is also widespread, heté¢ are substantial variations in the
importance of renting among these countries. Thhldst share of land renting is in
Slovakia and the Czech Republic where around 90%@fcultivated land area is
rented.

Land renting is also very prominent in Bulgarianfekt 80% of total land). Around
50% of the land is used by corporate farms (congsanr co-operatives), while the
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rest is used by sole trade@round 15%) and natural persons (around 35%)gtwhi
are typically family farms. The land used by lagpeporate farms and sole traders is
mostly rented from households - hence 79% of taggicultural land was rented in
2007. The remaining of the land is used by smatliffafarms who mostly work on
their own land.

Renting is less important on aggregate in Romasianly 17% of agricultural land is
rented. Romania (or at least the majority of thantry) can be characterized as a
labour intensive agricultural economy where lands wdsstributed in kind to rural
households and where 65% of agricultural land edusy farms of which the holder
iIs a natural person (typically small scale famigynfis). In such countries, there is
relatively little land renting. However, also in Rania, renting is important for the
large scale farms who cultivate 35% of the utilizsgticultural land. As we will
document further in the report, they rely imporbardn renting for accessing land
(Swinnen et al., 2006; Luca and Alexandri, 2010).

Table 4. Share of rented land in total agriculturalarea (%), 2005 and 2007

2005 2007
Slovakia 91 89
Czech Republic 86 83
Malta 80 81
Bulgaria 76 79
France 72 74
Belgium 67 67
Germany 62 62
Luxembourg 54 57
Hungary 57 56
Cyprus 50 54
Estonia 48 50
Lithuania 53 48
Sweden 40 39
Finland 34 34
Greece 32 32
United Kingdom 31 32
Denmark 25 29
Slovenia 30 29
Italy 23 28
Austria 26 27
Spain 28 27
Latvia 24 27
Netherlands 26 25
Portugal 24 23
Poland 20 20
Ireland 18 18
Romania 14 17

Source: Eurostat.

> Sole trader describes a business that is owned@mirolled by one person, although the
business may employ people. Generally speaking tsatiers adopt a trading name (doing
business as) and therefore the business has nmtepegal existence. As a result, the sole
trader i.e. the owner, although entitled to recalleof the net income, is also personally
liable for the debts of the business. This is ref@to as “unlimited liability”.
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5.2 The efficiency of land sales and rental transaction

Does the form of these land transactions (rentaabes) matter for efficiency? The
sale of land is often considered a superior forrmmared with renting it. The
arguments supporting the optimality of land salesthat a) land sales transfer full
rights to the new user; b) they are more likelyncrease access to credit, as owned
land can be used for collateral purposes; and &y provide optimal incentives for
investment by entailing a permanent security ditsgBinswanger et al., 1995).

These conclusions rely though on a number of sigipf assumptions, which are not
always consistent with reality, and especially wah reality in transition countries —
or in the EU for that matter.

Imperfections in input, product, credit and inswamarkets all affect the functioning
of land markets. Credit or capital market impeifats play a crucial role, especially
for land sales transactions.

Capital market imperfections may hamper the efficie of land sales markets in
several ways. First, where capital markets workearfextly, land purchases typically
have to be financed out of own savings. Secondreviigancial markets do not work
well or where confidence in money as a repositdryatue is low, land may be used
to store wealth and may be acquired for speculgiiwgposes. Third, land may be
purchased or retained as a hedge against inflatioas an investment asset in the
absence of alternative investments or hedging ngtiBourth, with constrained access
to credit, investment in land ties up much needsgdtal, which prevents farmers from
using these savings for investment in technologyjmment or quality inputs. Finally,
people hold land for many reasons other than fodyction, such as prestige, lifestyle
and family traditions, leading wealthy and politigaconnected households to
accumulate large tracts of land. Some of theseifaalso make the sales price of
land typically higher than its productive value.

Moreover, transaction costs in land sales can gk hinot only with respect to the
notary fees and so forth, but also the costs adreifg property rights and obtaining
access to the necessary documents and approvalldeahofficials, which may be
costly owing to corruption or inefficient adminiagtion. Transaction costs imply that a
premium needs to be paid by the buyer and thatifignt losses can be incurred by
buying and re-selling land, and hence they preWlertble adjustments of land use
through land sales.

All this has important implications for efficiencyAn efficient land market would
transfer land from users who are less productivéhtse who are more so. The
arguments outlined above indicate that it is expensnd difficult for efficient
producers to buy land; they also reduce the ineestfor less efficient producers to
sell their land. These factors suggest that landketa require a premium over the
expected production value to be included in thessgkices. As these constraints on
the land market limit the transfer of land fromdesfficient to more efficient users,
efficiency losses incur. For example, as transactiosts in land sales are large,
owners and farmers have a difficult time adjustimgir land to their other production
factors and to changed market conditions. Thisasda leads to suboptimal land
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allocation. Similarly, as owners hang on to landrsasons of speculation, insurance
or hoarding wealth, land will not be used in thestyroductive way.

In such environments, land rental may have advastager sales:

« allowing more flexible adjustments of the land atssd with relatively low
transaction costs;

* requiring only a limited capital outlay, therebyaleng more liquidity available
for productive investments rather than lockingliug in land;

» facilitating an easy reallocation of land towardsrenefficient users than the
current owners; and

» providing the possibility of a stepping stone tosgincreased land use and
ownership by the poorest.

These issues were highly relevant for Bulgaria Rothania in the 1990s and early
2000s. Transaction costs for land sales were vigly tluring the transition period,

where sales were not permitted at all. Also, flexiexchange options were
particularly important in times of uncertainty. Ihg the transition period, farms and
landowners were often uncertain about how marketlitions would evolve and how

institutions and laws would change. In such coodgj flexible and short-term rental
contracts may be better choices than sales ortlenmg-contracting — for both sides of
the transaction.

That being stated, rental markets are not perfBlcere can be problems with a)
investment incentives owing to the lack of longxiesecurity; b) access to credit, as
one cannot use rented land as collateral; andgheetation of land rental markets
with insecure property rights.

Several of these potential problems depend heawvilyhe provisions of the rental
contracts, the institutional environment affectipgpperty rights and enforcement
costs, and on the government regulation of reraatracts. For instance, in several
Western European countries, governments have untestl legislation stipulating a
minimum duration of rental contracts of severalrgeia order to guarantee tenants
sufficient security of land operation. Yet, probkerof overregulation have also
occurred (Swinnen, 2003).

The investment disincentive effect depends crucialt the nature of the required
investments, and one should expect the length efirthestment depreciation to be
correlated with the length of the tenure secumyuired. This factor helps to explain
why farms may prefer a combination of owned ande@iand.

® It should be noted that these constrictions od kales markets are not only significant for
the efficiency of the land market, but also for iggand poverty reduction. In many cases, the
poor are disproportionately affected by imperfaetdit and insurance markets. Also, the role
of land as a source of hedging and wealth is moyitant for them. Consequently, these
imperfections tend to reduce disproportionately ltbaefits that the poor could obtain from

participation in the land markets.

" In most Western European countries, the extensigalation of land rental contracts has
created tensions, as it has constrained the dynaseiof land and growth. Moreover, it has
led to perverse effects, as landowners are no tangerested in renting land to farmers and
prefer to sell it (see Swinnen et al., 2006, foogearview of these regulations).
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One of the main advantages of rental in compansitin sales transactions in capital-
intensive agricultural systems — such as thoskar&8U and the US — is that with the
possibility of using other assets as collateramaprefer investing in new technology
and farm-specific assets rather than tying up latgas of capital in land purchases.
Many farms use both owned and rented land in thg@rations. According to the US
Department of Agriculture, commercial farms rentamerage about half the land they
use in the US. In Western Europe, many farms beth and rent land, and the
proportion of such mixed land use increases with $ize of the farm (Feenstra,
1999). In this way, farms in these countries coralienure security (with their assets
and long-term investments concentrated in ownedl)laand flexibility in land
allocation on the one hand, with freeing up capfbalother investments (by renting
additional land rather than buying it) on the other

5.3 Land tenure and farm structures in Bulgaria and Romania

We find evidence that a similar process is hapmgemnBulgaria and, to a lesser
extent, in Romania.

In Bulgarig the vast majority (79%) of the agricultural lamés rented in 2007.
However, the ratio owned/rented land varies with #ize of the farms. Figure 1
clearly illustrates how the importance of rentingreases with the size of the farms.
The smallest farms (1 to 8 E§Uuely for cultivation for around 40% on owned land
while they are renting in the remaining of the lambe larger farms rely more heavily
on rented land for their cultivation. Farms with @onomic size between 8 and 40
ESU rent in 87% of the land they cultivate, whike targest farms, being those with
an ESU larger than 40, rent in 96% of the land thdfvate.

Figure 1: Importance of renting for Bulgarian farms in UAA*, 2005-2007

Owned fLeased Land by Economic Size of Farms
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Source: Ministry of Agriculture and Foods, Department of Agrostatistics, Systemfor Farm Accountancy
Information {2005-2007)

* UAA: Utilised agricultural area

8 ESU: European Size Unit. The economic size of fasmsxpressed in terms of European
Size Units (ESU). The value of one ESU is definecddixed number of EUR/ECU of Farm
Gross Margin. Over time the number of EUR/ECU p8lEhas changed to reflect inflation.
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In Romania renting is much less important on aggregéte.already indicated in
Table 4, it has the lowest share of renting in Eg-27 although renting has
increased in recent years (from 14% of the totaicajural area in 2005 to 17% in
2007). However, as in Bulgaria and in most othemtoes, the importance of renting
is related to the farm structure. Table 5 shows Hhlogvlow aggregate number for
Romania comes from the many small farms in thisntgu Romanian “individual
holdings” (typically small farms) mainly cultivatand they have in ownership (more
than 85%) and rent in only a very small share eflimd they use (around 6%). Land
renting is more important for the legal entitiegp(tally larger farms), as they rent
more than one-third (36% in 2007) of their landd &me share is increasing in recent
years — although it is still much lower than foaeexle in Bulgaria.

Table 5: Land tenure modalities of Romanian individial holdings and legal
entities, 2005 and 2007

2005 2007
Individual  Legal entity Individual Legal entity
holding holding
Utilized agricultural area 9102,0 4804,7 8966,3 4786,7
(thous. ha)
of which (%)
In ownership 86,3 52,3 85,5 50,2
Rented in 5,8 29,5 6,6 35,9
Other modalities 7,9 18,2 7,9 13,9

Source: National Institute of Statistics, Romania

Figure 2 provides further evidence on the positelationship between land renting
and farm size. Renting increases from less than di0¥te land used by farms smaller
than 10 hectares to 50% and more for farms of rii@e 50 hectares.

A key point to emphasise in this discussion is that larger farms are presumably
those in which foreigners would most probably beesting, and more precisely that a
large share of agricultural land used for thesms$ais rented, rather than owned. Still,
most farms would prefer a combination of renting amvning land, and the balance
between the two is likely to depend on the charesties of the farm activity.

This observation that renting increases with farpe €aptures two effects. The one
just described above that capital constraints shétpreferences of farms beyond a
certain size towards renting land over buyingrid @ second effect that stems from a
combination of the history of land use and ownegrshiBulgaria and Romania and
transaction costs in land markets (which themselvexe influenced heavily by the
1990s land reforms).

% with EU-27, we refer to the Member States of theofaan Union as of the'bf January
2007. The EU-27 comprises the following countri@sistria, Belgium, Bulgaria, Cyprus,
Czech Republic, Denmark, Estonia, Finland, Fram&ermany, Greece, Hungary, Ireland,
Italy, Latvia, Lithuania, Luxemburg, Malta, the [Netlands, Poland, Portugal, Romania,
Slovakia, Slovenia, Spain, Sweden and the Unitedj#om
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Figure 2. Share of owned land in the total amountfdand used (%), Romania
2007
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Source: National Institute of Statistics, Romania

Across all Central and East European New Membete$teof the EU, there is a
striking positive correlation between the prevaken€land rental at the country level
and the proportion of corporate farms in total laisé (Swinnen, et al., 2006). While
corporate farms own little land, they use a lotaofd in some countries, almost all of
which is rented. In Bulgaria, around half of théatagricultural land area is used by
corporate farms, while in Romania 35% is used bypa@te farms (Table 6). The
presence of high transaction costs reduces thatimes for landowners to change the
allocation of a plot, so a large share is stillteento the organisations that have taken
over the former cooperatives and state farms.

The land reform process in the 1990s in Bulgaridh Bomania (see Boxes 1 and 2)
created a class of new (sometimes absentee) lamisywmhile the land is used by a
mix of smaller individual farms and large-scale pmate farms. These corporate
farms continue to use large portions of the landaovariety of reasons. A major
underlying factor is that historically, the largeate farms have been the primary users
of the land. New landowners may face significaahsaction costs if they want to
withdraw their land from the farms and reallocat€ i

19 Bulgaria, Czech Republic, Estonia, Latvia, Lithiaat{ungary, Poland, Romania, Slovakia
and Slovenia.

I While the withdrawal procedure is usually stipathby law, it is also determined by the
willingness of the corporate farms to implemen{Mathijs & Swinnen, 1998). Interviews
with country experts confirm that the difficulty efithdrawing land is highly dependent on
the location of the plot. The withdrawal of a plleat is situated in a consolidated field makes
the process more problematic and costly. The cadiwerfarm and the landowners have to
agree on the physical demarcation of the plot.h# plot is located in the middle of a
consolidated field, they will typically try to agreon a comparable parcel along the border of
that field. In this context, it is important thdttet farm management is accommodating with
respect to the withdrawal procedure. Accordingh® legislation, corporate farms have no
right to block such withdrawals. Yet in practickey are not always so supportive. Although
the difficulties between the withdrawal of physid¢ahd plots and land shares are not that
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Table 6: Percentage of agricultural area used by fsgle holder’ (individual or
family) farms
2003 2005 2007

Ireland 100 100 100
Greece 100 100 100
Luxembourg 100 100 100
Denmark 97 98 95
Slovenia 94 95 95
Norway 96 95 94
Malta 92 93 93
Netherlands 92 92 93
Cyprus 93 93 92
Finland 93 92 91
Latvia 89 90 91
Belgium 92 92 90
Poland 88 90 90
United Kingdom 89 85 87
Italy 88 82 87
Lithuania 88 88 86
Sweden 81 82 81
Austria 83 83 81
Portugal 77 75 72
Germany 69 69 68
Spain 69 69 68
Romania 55 65 65
Estonia 59 56 52
Hungary 50 49 48
Bulgaria 42 47 47
France 54 50 46
Czech Republic 28 29 29
Slovakia 15 18 20

Source:Eurostat

Corporate farm managers typically had more inforomathan landowners did about
the economic situation of the farm and about rdguia governing local land
transactions? This was especially true for landowners who hadh®sn involved in

agriculture or who were living outside the villagiere their land is located, or for
pensioners.

Not surprisingly, the dominance of large corpofatens in the land market also leads
to imperfect competition. Large farm corporatiors® uheir market power in local or

regional land markets to influence land prices esrdal contract conditions in their

favour. In Bulgaria for example, among some vilag#gmost the entire village is

renting land to a single corporate farm.

dissimilar, there are indications that the withdshwaf land shares is even more challenging,
especially for land owned by individuals who are nonnected with the corporate farms
(non-members/non-partners). In general, these @nubincrease the costs for the landowner,
since s/he can be deterred from withdrawal by beiffigred a plot located far from his/her
operation or a plot of lower soil quality.

12 For example, Swain (1999) describes how pensiomemibers of cooperatives in Slovakia
were ‘forced’ to rent the land to the cooperatineler the threat of losing their pensions.
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5.4 Property rights imperfections and transaction costs

Besides the restriction for foreigners to acqugealtural real estate, there are other
constraints that impede both land sales and rérstasactions, and hence reduce the
potential to transfer land from the least to thestriroductive users and prevent the
efficient allocation of agricultural land.

It is well known that property rights imperfectioas well as transaction costs related
to the identification and delineation of land pl|dtse enforcement of land rights, etc.,
are significant constraints on the developmentaafilmarkets. In fact, Bulgaria and
Romania are well-known examples of how these facafiected land markets in the
1990s.

Property rights for most of the land in BulgariadadRomania (see Boxes 1 and 2)
were privatised in the 1990s. While these landrrefprocesses have been finalised,
this does not necessarily mean that all the issoeserning property rights have been
resolved. Problems with property rights and tratisaccosts continue to influence

land markets.

Several studies document that the land markets ulgabia and Romania were
characterised by the existence of substantial &cims costs in rural land markets,
hindering land exchanges in the years leading upUcaccession (Dale & Baldwin,

2000; Lerman et al., 2004). Transaction costs gelthose related to bargaining
costs, the enforcement of withdrawal rights, asymimeénformation, co-ownership

and unknown owners, and unclear boundaries. Unogrtand high costs in the

identification of land property rights may lead $maring transaction costs and
constraints on land transactions in general.

In Bulgaria, renting mainly occurs on an annualifaghere are hardly any long-term
rents, which creates uncertainty for the land uRents to private farmers appear to
be fair and are working to suit the mutual intestenants and landlords. However,
a great concern relates to the land which is remiéy cooperative farms. Swinnen et
al. (2006) found that only a small share of the mpagts (33%) made by the
cooperatives occur in cash. For the remaining &etiens, rental payments occur in
kind, or as a combination of an ‘in kind’ and ‘caplayment, or do not occur at all.
In-kind payments used by corporate farms are lessparent. They often depend on
yields, which are difficult to control by the langloers, and may result in lower
effective rent payments which have a negative impacthe welfare of the land
owners (Vranken et al., 2007). According to expattthe Ministry of Agriculture and
Fisheries in Bulgaria, the problem is still omngeat.

Other costs related to land transfers include got@mes, taxes and assorted
administrative charges. For instance, the studre®aand, Bulgaria, Lithuania and
Romania estimate these costs at between 10% ando80¥e value of the land

transaction (OECD, 2000; Prosterman & Rolfes, 2006rld Bank, 2001).

Property rights imperfections that follow from ceszership of land and the difficulty

of unknown owners affect the development of bothdlssales and land rental
transactions. Under the communist era in Bulgarid Romania, land ownership
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registration was poorly maintained, if at all, amdmany areas a process of land
consolidation occurred, wiping out old boundariesd arelocating natural
identification points (such as old roads and smeaéirs). The loss of information on
registration and boundaries resulted in a large bmmof unknown owners (Dale &
Baldwin, 2000). In addition, unsettled land inhami¢ce within families during the
socialist regime gave rise to widespread fragmimtah land ownership and a high
number of co-owners per plot of land.

In Bulgaria, around 50% of the plots were co-owneflen by several people -
excluding husband and wife co-ownership (Figure Sp)me co-owners may be
unknown, or may not be in the country, or may ksteced all over the country.

Not surprisingly, co-ownership raises the cost$aofl exchanges, for both sales and
rentals, as land withdrawal from the corporate ésdiormally requires agreement
from the co-owners. In a detailed and survey-basgsessment of co-ownership
problems in Bulgaria, it was found that around 58Réhe plots were co-owned, often
by several people - excluding husband and wifewnevship (Vranken et al., 2007).
The study indicated that co-owned plots of land erere likely to be used by
corporate farms and less likely to be used by oteck out to other farms (Figure 4).
Furthermore, the probability of land being usedabgooperative or being abandoned
increases with the number of owners, and the impaao-ownership depends on
whether the co-owners are living within or outsilde village. Coordination problems
worsen when co-owners are living farther away.

Another factor that affects the development of lamatkets in Bulgaria relates to the
fragmentation of land ownershiphich refers to the fact that one land owner tyibyca
owns multiple non-contiguous land plots. The average of an agricultural plot is
0.6 ha. The size of the plots varies by regionedédmg on the natural conditions and
the crop structure - from 0.3 ha in Smolyan redmB.0 ha in Dobrich regidh Since
farmers prefer to cultivate large consolidated gldhey assemble the land they
operate from a number of owners. Many land plotsewestituted tabsentedand
owners who have hardly any connection with farnangd the rural economy. Settling
land rental arrangements with these owners invodugsificant search costs to find
and negotiate with all owners. Moreover, land fragtation also affects the land
sales markets as buyers are more reluctant to ispgrded parcels of land (Kopeva,
2003).

While there are no recent formal statistics onitiqgortance of co-ownership and land
fragmentation, local experts confirm that problerakted to these issues are still
importantly affecting the development of the landrket.

3 Source: MAF, Land Ownership Directorate.
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Figure 3. Number of owners per plot in Bulgaria
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Figure 4. Effect of co-ownership on allocation ofdnd in Bulgaria
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6. FOREIGN DIRECT INVESTMENT

Foreign direct investment (FDf)in agriculture could have a major impact on the
agricultural sector and the functioning of land ke#s in Bulgaria and Romania.
Foreigners interested in investing in agricultureéhese countries are most likely less
credit-constrained and probably have better acmegseneral market information and
technology than do some of the local farms fromchtihey would take over the land.
The direct effects of foreign investment would We tenhancement of average
agricultural productivity.

Indirectly, investments in agriculture through Ignatchases by investors who are less
capital-constrained than existing farmers may inagragricultural productivity by
increasing land value, thus reducing capital camstis for all farms (as higher land
values would increase farm valuations and colliari@on options) and by horizontal
spillovers (e.g. of technology and information) fbe sector as a whole.

To assess foreign direct investment in this contiéxs crucial to understand a) the
current importance of FDI in farming (directly) ard potential and b) the influence
of FDI on Bulgarian and Romanian agriculture asdogrformance. We also consider
the significance of other forms of FDI (which affeBulgarian and Romanian
agriculture directly or indirectly through spillaveffects) in comparison with FDI in
farming (directly) and its performance.

FDI inflows have been extensive in Bulgaria and Rora over the past 15 years, but
not in all sectors. Table 7 and 8 show the propostiof FDI. One has to be careful in
drawing conclusions from these data since theicésits on foreign ownership of
land are likely to have affected these numberdl, Shiere are some interesting
observations that are relevant for our study.

First, the inflow of FDI in Bulgaria and Romaniaewthe past years has been large.
In Bulgarig the stock of overall FDI has also grown from $iion in 1999 to €32
billion in 2008. The stock of FDI that has goneoirigriculture, hunting and forestry
is much lower. By 2008, FDI in agriculture, huntiagd fishery was €166 million, but
nevertheless a substantial amount given the rastric

Table 7: FDI stock in Bulgaria between 1999 and 2@)(€ million)

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

TOTAL 2.174 2906 3.342 3927 5.045 7.421 11.756 17.7048726.32.636
Agriculture, 5 17 17 17 41 47 54 77 126 166
hunting and

forestry

Food industry n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Source: WIIW (The Vienna Institute for Internatibiizonomic Studies) Database on FDI in
Central, East and Southeast Europe (May 2010).

! Following the IMF Balance of Payments Manual, Rmn 5, capital investment abroad is
regarded as foreign direct investment if the sludra foreign investor makes up at least 10
per cent of the target firm’s equity capital; teshire can be as much as 100 per cent.
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In Romaniathe stock of overall FDI has grown to around &#d8on by 2007 (Table
8). By 2007, around €280 million has gone into @agture and forestry. While this
figure is almost ten times smaller than the amafiriDI that has gone into the food
industry — which is consistent with observations B-7 countrie§ —, FDI in
agriculture has been substantial, and much mone ¢me would expect given the
restrictions on land ownership that have been iregos

Table 8: FDI stock in Romania between 2003 and 20 million)

2003 2004 2005 2006 2007
TOTAL 9.662 15.040 21.885 34.12 42.770
Agriculture, hunting and forestry 86 100 106 163 281
Food industry* 935 1.109 1.427 1.908 2.207

* Food products, beverages and tobacco
Source: WIIW (The Vienna Institute for Internatibrieconomic Studies) Database on
FDI in Central, East and Southeast Europe (May 2010

Another important aspect of FDI is the role of FDI the food industry and
agribusiness. As in other EU-7, a far larger amcwag been invested in the food
industry and agribusiness. In Romania, the amawnsited in the food industry and
agribusiness amounts to more than €2 billion. Wtitikere are no data available on
FDI in the food industry and agribusiness for Bulgabased on our studies of
specific sectors (e.g. Noev et al., 2009), we think safe to assume that the relative
importance would be of the same orders of magnitude

It is well known by now that FDI in the food indugstand agribusiness in Bulgaria
and Romania has had major, positive vertical sgelte on the farms. Vertical
spillovers have come through improvements in actessputs, technology, credit
and output markets as a result of FDI and the uetstring of the Bulgarian and
Romanian food sector. All this has resulted in bigimvestment, productivity growth
and %%hanced competitiveness of the food chain asde, including the farm

sector.

In summary, given the likelihood that the obser# flows have themselves been
affected by the ownership restrictions, one shdndccareful in drawing conclusions
from these data. Nevertheless, the data suggdaghtdra has been a substantial inflow
of FDI in agriculture despite the restrictions @md ownership. In addition, while
some of the positive FDI effects (direct and indirdarough horizontal spillovers) in
the Bulgarian and Romanian agricultural sector maye been limited by the land
ownership restrictions, there have been widespvestital spillovers from FDI in the
food industry and agribusiness. Together theselospils have culminated in
increased investment, productivity and competites=nof the overall Bulgarian and
Romanian food chain, including farms (Dries et 2009; Van Berkum, 2007; Noev
et al., 2009; Ciaian and Swinnen, 2009).

!> See Swinnen and Vranken (2009) for more informmatio
® See e.g. Gow & Swinnen (1998), Dries & Swinnen0@Q World Bank (2006) and
Swinnen (2006) for evidence.
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7. IMPACT OF EU ACCESSION

EU accession was to affect land markets directlfréging them and integrating them
into the single EU market. While this process hasrbheld back by the ownership
restrictions, EU accession has had several othictef on the Bulgarian and
Romanian land markets.

EU accession has influenced the Bulgarian and R@marnural land markets
indirectly through various interactions. Chiefly UEaccession has affected the
Bulgarian and Romanian land markets through tHevahg channels:

» It has improved the functioning of other factor ks (including credit and
technology) and output markets. These other mankeerfections were major
limitations on the functioning of land markets iwmlBaria and Romania. With
improvements in these other markets, farm prodifgtiinvestment and profits
have grown, leading to a rise in the demand fod land in land values in
Romania and Bulgaria.

* It has stimulated foreign and domestic investmenthe food industry and
agribusiness, with sizeable spillovers on farming &nd (see previous chapter;
Swinnen, 2006; Noev et al., 2009; World Bank, 2008)ese spillover effects
have implied substantial positive impacts on prédig, investments and the
competitiveness of the whole agrifood chain, ingtgcagriculture.

* It has led to a large increase in subsidies fog&thn and Romanian farmers
through the CAP. Although for a transition peribe Bulgarian and Romanian
farms only receive a proportion of the subsidiesegito EU-15 farms, the
subsidies represent an appreciable share of #rar ihcomes.

Moreover, since most of the subsidies are linkeditfver output or land, they tend to
stimulate a rise in land pricésTheoretical analyses show that, even in the poesen
of land market transactions and imperfect competjtmost of the subsidies that are
linked to land would ultimately go to landownersaingh increased land prices
(Ciaian & Swinnen, 2006). Furthermore, if credit reet imperfections feature
prominently, the increase in land prices may evetabger than the increase in land
subsidies?

The impact of the CAP subsidy system on the ingestifor local farmers and
foreigners to purchase agricultural land in Bulgaand Romania is mixed. The CAP
subsidies received by Bulgarian and Romanian feasnaee only a fraction of the
payments received by the EU-15 farmers (Tablef®ulgarian and Romanian farms
have credit constraints, this difference in sulesdiffects their competitiveness in the
land market.

7 Price support is linked to output and drives updiemand for land indirectly, as land is an
input in farm production. Direct payments are lidke land use in Bulgaria and Romania and
thereby directly increases the demand for land.

% In the presence of credit constraints, land sigsiill not only drive up demand directly
(by subsidising land use) but also indirectly (Imgreasing productivity). In combination,
these factors lead to an even greater rise inpainds (Ciaian & Swinnen, 2009).
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Yet as noted above, a substantial portion of tredesidies ultimately go to the
landowners, by stimulating the demand for land @ng increasing land values. This
situation may provide an additional incentive fawvestors to purchase agricultural
land. In the short run, since the subsidies aresfow Bulgaria and Romania, for a
given price differential between the EU-15 and Buign and Romanian land prices,
the incentive for EU-15 farmers to buy agricultulaid in Bulgaria and Romania is
less than if the amount of the subsidies were eduahetheless, potential EU-15
investors are generally less credit-constrained tr@ the Bulgarian and Romanian
farms and investors, and they know that the madaitof the direct payments will
continue to increase in Bulgaria and Romania. Teggetthese aspects may make
buying agricultural land in Bulgaria and Romania attractive investment in the
longer term.

The combination of these factors has led to strgrayvth in farm incomes, land
transactions and land prices with EU accessionsdlevolutions are documented in
the next chapters with data.

Table 9: Direct Payments per hectare in 2008 (eurbé)

Direct Payments UAA* Direct Payments per ha
(million euro) (hectares) (euro/ha)

Belgium 560 1.374.430 407
Denmark 970 2.662.590 364
Germany 5.491 16.931.900 324
Ireland 1.271 4.139.240 307
Greece 2.390 4.076.230 586
Spain 4.817 24.892.520 194
France 8.072 27.476.930 294
Italy 3.493 12.744.200 274
Luxembourg 34 130.880 263
Netherlands 768 1.914.330 401
Austria 709 3.189.110 222
Portugal 539 3.472.940 155
Finland 543 2.292.290 237
Sweden 717 3.118.000 230
United Kingdom 3.161 16.130.490 196
Czech Republic 380 3.518.070 108
Estonia 41 906.830 45
Cyprus 19 146.000 133
Latvia 62 1.773.840 35
Lithuania 158 2.648.950 60
Hungary 543 4.228.580 128
Malta 0,03 10.330 3
Poland 1.248 15.477.190 81
Slovenia 41 488.770 84
Slovakia 156 1.936.620 81
Bulgaria 166 3.050.740 55
Romania 422 13.753.050 31

* UAA: Utilised agricultural area

Direct payments per hectare are calculated asdotdt payments by country divided by the

total UAA by country.

Note: The calculated values may be lower than theshpayments per hectare because, first,
the calculated direct payments per hectare donubtdde top-ups (for the EU-12), and

second, not all land qualifies for area payments.
Source: European Commission, DG Budget, 2008 FiahReport and Eurostat.
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8. DEVELOPMENT OF LAND MARKETS
8.1 Development of land transactions

In Bulgarig the overall size of the land sales market remamall. Land sales as a
share of total agricultural land was less than 2a88tind the accession period, but the
transacted area grew by 45% between 2006 and d@®8=(10). Over the past decade
the increase in transacted area is even more spésrtaBetween 1999 and 2008, the
area transacted through sales increased by si(aidre 5).

Figure 5: Amount of sales of agricultural land in Bulgaria
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Source: SAPI (Status and tendencies in developofdand market in Bulgaria), various
years between 1999-2008.

As we explained earlier, the vast share of lanBulgaria (in contrast to Romania) is
transacted through renting (see table 4). Therafaseimportant also to look at the
changes in rental market transactions in Bulgaria.

Two types of officially accepted rental contrackssein Bulgaria. The first one is the
so-called Arendd contract, which has a minimum length of 4 yeand #éhe rental
term can be extended up to 50 yeArgndacontracts need to be certified by a notary
and registered at the Land Commission accordinthéd.and Lease Law (LLL).
This results in higher tenure security for both tiemant and the land owner.
Furthermore, if a land owner is selling a plot afid which he is renting out with an
Arendacontract, the tenant has a pre-emptive right tealpase the land he is renting.
At the same time, the obligatory notarization aggistration increases the transaction
costs. It is often argued tharendacontracts under the LLL are too expensive and
therefore tenants are less keen to use them. Howfeveigners who participate in the
land rental market typically rely olrendacontracts.

The second type of rental agreement is thaehi contract, which is mostly used for
a short-term renting (typically one crop year), adlary certification and registration

¥ and Lease LayState Gazette 82, 27 September 1996; amendedoS& 1999.
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is not required.Naem contracts are regulated by thew for Obligations and
Contracts (LOCY° - which provides a more general framework - arid tiipe of
rental agreements do not establish any real rigbtshat it impossible to use the
rented land as collaterdilaemcontracts are written and re-signed every yearaaad
not notarized or registered (as this is costly aotirequired). Land plots owned by
the authorities and included in the State Land Fareltypically rented out under

Naemcontracts.

Table 11 lists land transactions per region anddiita show that rental transactions
have increased substantially over the past decBidere has been a considerable
increase in rental contracts between 2002 and 2@@ch is related with the
requirements of the European Union that countoasrg the EU should put in place
tools to collect data about land tenure (FAO, 2006)

Table 10: Amount of sales of agricultural land in Rilgaria by region

1999 2000 2001 2002 2003 2006 2007 2008
North West Planning Region 4063,7 1602,4 1875 3076,6 2117,3 16941,5 22609,8 16432.1
North Central Planning Region 4105,6 2541,2 6669,5 7327,7 8510 21436,2 31719,2 36090.3
North East Planning Region 9277,2135,38 4079,32 1731,89 1670,91 27994 25237,2 35555.8
South East Planning Region 1442,31442,3 42935 3350,9 4016 15522,3 15725,4 16200.4
South Central Planning Region 1775,41816,9 4939 3279,6 2714,1 11030 15590,5 25599.9
South West Planning Region 352,1 352,1 735,5 919,4 303,7 1986,5 44116 7523.2
Country aggregate 21016,3 19308,5 59496,7 35458,1 34572,2 94910,5 1152937 137401.7

Source: SAPI (Status and tendencies in developmiitdnd market
years between 1999 and 2008.

in Bulgaria), various

Table 11. Land rental transactions in Bulgaria

Rented Area —Ha

2001 2002 2003 2006 2007 2008
North West Planning Region 28757,4 44831 40130,1 56044,6 40434,8 40709,2
North Central Planning Regior] 44154,8 52668,8 76939,7 108143,9 132190,8 139221,
North East Planning Region 139599,5 74524,8 127831, 135722,4 115005,8 95931,3
South East Planning Region 2168b,7 32077,5 32661,1 38948,7 30401,9 24701,2
South Central Planning Regio 4309D,8 29226,9 47275,5 29143,2 47484,8 18064,4
South West Planning Region 35853827,1 9047,2 7112,2 8578,9 9326,8
Country - average 280883,1 243156, 332884,7 375115 374097] 3279545

Number of rental contracts

2001 2002 2003 2006 2007 2008
North West Planning Region 121p7 31605 16335 19233 12053 19484
North Central Planning Regior] 21319 21729 37275 50492 75081 65685
North East Planning Region 57194 32970 47946 50954 51563 50492
South East Planning Region 7898 7923 7186 9130 8949 5839
South Central Planning Regio 19291 10106 31856 13259 28201 8760
South West Planning Region 2385 2503 4737 3284 4007 4250
Country - average 120214 106836 145335 146352 179854 154510

Source: SAPI (Status and tendencies in developmkitdand market in Bulgaria), various
years between 2001 and 2008.

20 Law on Obligations and ContragtState Gazette No 275, 22 November 1950, rectfied
N0.2/1950; amended SG No. 69/1951; 92/1952; 85/19431973; 16/1977; 28/1982;
30/1990; 12 & 56/1993; 83/1996.
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In Romaniathe share of land sales as a percentage ofagtalultural area was even
smaller than in Bulgaria. Prior to accession, hetween 1999 and 2005, less than
1.5% of UAA was sold on average per year. Hencey ke entire period around
3.5% of total utilised agricultural area has berchanged through sale. The share of
land sales as a percentage of total agricultue @eems to grow over time albeit
with some variations. In 2002, a peak in traded a®uld be observed. After 2002,
the amount of land exchanged through land sale®dsed but remained considerably
above the 2001 level (Figure 6).

Figure 6. Amount of sales of agricultural land in Fomania
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Source: NACLR - Romanian National Agency for Cadaanhd Land Registration,
1999-2005

As of 2006, information about land transactions ga¢hered through the use of a
computer-assisted information system which wasaiiytset into operation in only
three counties, being Buzau, Constanta and Prafidvainformation system in these
counties registered for the 2006-2010 period |late-purchase transactions as well as
transfers related to succession. Table 12 illustrat very strong increase in the
amount of land that has been transacted betweeh &0 2010. The transacted area
doubled in Buzau, while it almost increased tenfol&rahova.

Table 12: Area of agricultural land transacted in Romania between 2006-2010

County 2006* 2007 2008 2009 2010*
Buzau 7017 15.253 15.995 13.860 16.677
Constanta 12.093 47.863 62.142 65.871 55.908
Prahova 2234 15.074 20.656 14.426 21.021
Evolution of transacted area (2006=100)

County 2006 2007 2008 2009 2010
Buzau 100 217 228 198 238
Constanta 100 396 514 545 462
Prahova 100 675 924 646 941

*Data for 2006 and 2010 are an extrapolation basethe registrations in respectively

the last and first months of the year.
Source: NACLR - Romanian National Agency for Cadaand Land Registration, 2006-2010
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By 2010, the county components of a computer-askisiformation system were set
into operation in the entire country. Accordingtt@se recent data, the number of
land sales transactions as well as the area sotd than tripled between 2005 and
2009 (see Figure 7). According to this registratsystem, on average 1,35 ha of
agricultural area were transferred per transadaiwhthe number of transactions is 10
times higher in counties with high quality land r{i$, Vaslui, Braila) compared to
counties with mainly mountainous agricultural lgiMbhramures, Bistrita-Nasaud).

Figure 7: Agricultural land exchange through salesRomania, 2005 and 2009
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Source: NACLR - Romanian National Agency for Cadaand Land Registration, 2005 and
2009

8.2 Evolution of land prices

In both countries, we observe a substantial inceeisagricultural land prices over
the last decade, which strengthened around the dinemlargement.

The developments in the Bulgarian agricultural |lamarket over the past decade can
be divided into three periods (see Table 13):

« From 1998 to 2003, the land market was not wellettgped. Only very few
transactions were recorded and land sales prices veey low. The average
price of a hectare of agricultural land equals éRto during the 1998-2003
period.

* During the pre-accession period, from 2004 to 2006, land market grew
probably due to the foresight of EU accession dmel introduction of
agricultural support measures under the CAP. Tleeage price for a plot of
land increased to 895 euro per ha.

» After accession, a large number of transactions eascluded and prices

increased by 34% compared to the pre-accessiondyeriom 895 euro to
1202 euro per hectare.
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Table 13: Evolution of agricultural land sales pries* in Bulgaria
EURO/ha BGN/ha % increase compared to 1998-2003

1998-2003 721 1.410 -
2004-2006 895 1.750 24%
2007-2008 1.202 2.350 67%

*Prices represent simple averages over the years.
Source: Kopeva et al. (2010)

Because of the importance of land renting in Bubgéris also important to look at
rental prices in this country. As figure 8 illugerg, there is a strong increase in rental
prices over the past decade. In particular, lanttateprices increased by 121%
between 2000 and 2008 (from 52 euro to 115 eurtv@etare on average). According
to these data the impact of accession was pogditivéenoderate, as the pre-accession
land price in 2006 was 17% lower than the postssioa land price in 2008. One
possible explanation of why prices did not increas®e is that they may be more
rigid in responding as they are part of multi-adneentracts, and, if so, one should
expect further price increases after 2008.

Figure 8: Changes in land rental prices in Bulgaridbetween 2000 and 2008*
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*Agricultural land rental prices for the 2000-20@2riod and arable land rental
prices for the 2004-2008 period. For the years 2002006, agricultural as well as
arable rental prices were available and these prai6fered by less than 20
eurocents.

Source: Eurostat.

The increase in land prices in Bulgaria is alsdficored by a survey conducted in the
North and Central planning regidhsLand sales price data were collected for 2003
and 2009 for nine Bulgarian counties. In all coesitiexcept for one (Galabovo), we
observe an increase in agricultural sales priceillé\the increase is modest in some
counties like Dolna Mitropolia, the price more thdoubled in Veeliko Tarnova
(Figure 9).

! Kopeva, D., Madjarova, Sv., lvanova, N. (2008 a009). Efficiency and competitiveness
of production structures in agriculture. UNWE - SRE03-3/2006
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Figure 9: Agricultural land sales prices in Bulgaria by region, 2003 and 2009
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Source: Survey conducted in 2003 and 2009 in Noehtral and South Central Planning
Regions — University of National and World EconofNWE) Data base

Box 5: Bulgarian Rental prices for land owned by tle State or Municipality

Theordinancé'Rules for setting the price @gricultural land” was accepted in 1998

by the Council of Ministers, and amended for th& tame in May 2008. The main

objective of this ordinance is to determine agtioall land prices

« for compensation of expropriated agricultural lamdash;

- for determination the land price for ‘marginal lah&?

« for determination of the land price in case of sakexchange and other deals
between the state and physical and juridical pergenmtities);

- for determination of rental prices of land undee thuthority of the State or
Municipalities.

Current market prices are calculated on the baskistarting (basic) prices, al
expressed as the capitalized rent value and vatythe category of agricultural lan
(table B5.1). Rent values are differentiated byffoments for land size, availabl
irrigation equipment, allocation (North or South I@aria), distance from mai
markets, distance from big cities, etc.

:('DQ_('D

22 Marginal Lands are those allocated along the ‘eorbetween agricultural land and urban land
around big cities. Before 1989, this land was ufsedthe construction of villas and it is now often
claimed for restitution.
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Table B5.1. Bulgarian Land Market Prices
Land Quality Category  Basic Prices (BGN/dca) Realte (BGN/dca)
First 630 25.2
Second 580 23.2
Third 500 20
Fourth 430 17.2
Fifth 310 12.4
Sixth 200 8.0
Seventh 130 5.2
Eighth 110 4.4
Ninth 80 3.2
Tenth 60 2.4
Not categorized 40 1.6
Source: Kopeva et al., 2010

In Romanialand sales prices more than tripled over the gasade. A sharp increase
in land sales price can be observed in 2005, the @t the Act of Accession was
signed (Figure 10). Between 2004 and 2005, aguralliand sales prices increased
by more than 200%. Also with the actual accessmithe EU, agricultural prices

raised considerably: from around 900 euro per hedta 2005 to 1400 euro per

hectare in 2008, which corresponds to an incredseooe than 50%. This upward

trend can be observed based on the data provideBubgstat, land sales price
estimates of the National Union of Public Notaresl the small expert survey that
was conducted in Romania in 2009 for the purpoghisfstudy (see Appendix 2).

In addition, anecdotal evidence confirms this trefidst, according to Globalcom, a
consultancy firm offering services to those wantiogettle in Romania, the price of
agricultural land has increased at an average oRt@0€ /ha per month between
January 2007 and May 2008hat is an added value of 720€ per hectare par. yea
Second, private data by a French expert, who deitlecRomania in 1994 and has
bought considerable amounts of land in the pastsyedso confirm this trend of
increasing agricultural land prices. In 2004, hadid land in his region at an average
price of 200 euro/ha (excluding transaction costated to registration, notary fees,
etc.). The agricultural land sales price increased75 euro/ha in 2005, 370 euro/ha
in 2006, 540 euro/ha in 2007, 680 euro/ha in tret half of 2008, 1200 euro/ha in the
second half of 2008 and 1000 euro/ha in 2009.

In both countries, there are large differences wrieultural land sales prices by
region and by plot size, which is highly relatedrioreased demand for land in peri-
urban and tourist areas.

There are large differences in agricultural lanidgs by regions and by plot size. In
Bulgaria, small plots located near the capital rmeauntainous areas (ski resorts) and
the Black Sea are considerably more expensive phas located in other areas. In
2008, the price for agricultural land in the Souflest Planning Region, the region in
which Sofia is located, was more than 35 times drgthan in the North West
Planning Region, which is the region with the lotvagerage prices, and ten times
higher than the average country-level land pricab(& 14). The price for agricultural
land in the South East Planning Region, which hald#istrict bordering the Black
Sea, is 20 times higher than the price in the Nuvist Planning region and five
times higher than the average land price at colens.
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Figure 10. Evolution of Romanian agricultural land sales prices from 2000-2009
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Source: Eurostat for 2000-2005, expert survey 8862 2008 and 2009 — see Appendix 2
for detalls.

In Romania, prices differ strongly between regiaasvell. According to the Ministry
of Agricultural and Rural Development, in some ogf, agricultural land sales prices
in 2005 are less than a quarter than the counugl-everage, while in other counties,
such as llIfov and Prahova which are located neah&west, average land prices are
eight times higher than the country average.

These huge differences in agricultural land primesstill present in 2009 (see Tables
15 and 16). One would expect price difference baseduality differences. However,
the price differentials are often more driven bg tbcation of the land than by its
agricultural quality. Land parcels in the proximiof large city, national roads,
touristic areas are much more expensive ceteribysr

There are considerable land sales price differdatlzetween Romania and Bulgaria
and the EU-25 countries, but the gap is decreaevey time.

Figure 11 and Table 17 illustrate that there isimportant difference between
agricultural land sales price in Bulgaria and Romand the EU-15, but that land
prices in Bulgaria and Romania are comparable thighprices observed in the EU-7.
The price differentials between Bulgaria and Roraamd the EU-15 are diminishing
over time but at a very slow rate. In the recenarge land sales prices in the
Netherlands and Belgium were typically around 8@t higher than in Bulgaria and
Romania, while prices in Sweden and Finland wete 8 times higher and these in
Germany and Spain were around 10 times as high.
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Table 14: Average agricultural land sales prices byulgarian planning regions

1999 2000 2001 2002 2003 2006 2007 2008

North West Planning Region BGN/ha 1472 1280 920 1150 920 1700 2040 2660
EURO/ha 752,622 654,454 470,389 587,986470,3885869,19621043,0351360,036

North Central Planning BGN/ha 1284 1050 970 1200 1040 3460 2080 2710
region EURO/ha 656,499 536,856 495,953 613,55531,7436 1769,071063,4871385,601
North East Planning Region BGN/ha 1248 1230 1290 1070 1170 2367 2710 3920
EURO/ha 638,092 628,889 659,567 547,082598,21151210,2281385,6012004,264

South East Planning Region BGN/ha 1307 1120 1260 1640 1570 2050 2070 2570
EURO/ha 668,258 572,647 644,228 838,519802,72831048,1481058,374 1314,02

South Central Planning BGN/ha 2765 2150 3080 2810 2970 2670 2790 3190
region EURO/ha 1413,72 1099,28 1574,78 1436,731518,5371365,1491426,5041631,021
South West Planning Region BGN/ha 2588 2590 3120 4380 3330 3870 4070 3120
EURO/ha 1323,22 1324,25 1595,23 2239,461702,602 1978,72080,9581595,231

Country — average BGN/ha  1777,33 1370 1410 1410 1430 2250 2350 3120
EURO/ha 908,736 700,47 720,922 720,922731,14741150,4071201,5361595,231

Source: SAPI (Status and tendencies in developmwiidnd market in Bulgaria), various

years between 1999-2008

Table 15: Land sales prices in 7 Romanian counties 2005 and 2008

County Development Average Maximum Minimum Effective
region arable land  agricultural agricultural average
price in land price in  land price in  agricultural
2008* 2008* 2008* price in 2005
Bihor NW 450 2.800 375 226
Timig W 1.750 40.000 1.200 1.054
lalomita S 825 26.000 300 327
Olt SW 475 2.400 375 207
Constanta SE 1.500 25.000 900 298
Botosani NE 120 800 120 232
Brasov Center 1.500 4.500 650 2.387

*estimates of the National Union of Public NotarfekNNPR).

Source: Evaluation studies on the real estate lation value, UNNPR, for 2008 and 2009
prices and MARD for 2005 prices
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Table 16: Evolution of land sales prices in 7 Romaan counties between 2005
and 2009

County  Development Effective Average arable land price*
region agricultural
average price
2005 2007 2008 2009
Bihor NW 226 794 450 448
Timig w 1.054 1.400 1.750 1.400
lalomita S 327 950 825 1.100
Olt SW 207 599 475 378
Constanta SE 298 900 1.500 800
Botosani NE 232 160 120 125
Brasov Center 2.387 2.000 1.500 1.100

*estimates of the National Union of Public Notar{feeNNPR)

Source: Evaluation studies on the real estate lation value, UNNPR for 2007, 2008 and
2009 prices and MARD for 2005 prices

Figure 11: Agricultural land sales prices in seleed Member States of the EU-27
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*Eurostat available information on gricultural lagales prices for the most recent year.

Note: For Austria, Estonia, France, Greece, HungBoland and Portugal, there are no agricultural
land sales prices available in Eurostat. The exgsinformation from Eurostat database on land price
and rents is currently not harmonised. Data arkecteld and aggregated based on each Member State
practice and method.

Source: Country reports prepared for this studyRomania and Bulgaria, Eurostat for the EU-15 and
the EU-7.

43



Table 17:

Evolution of agricultural land sales pries in selected Member States of

the EU-27
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
EU-15
Austria n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. . ha na.
Belgium 18391 21069 20372 16795 20273 23155 22053719@ n.a. n.a.
Denmark 10490 10330 12211 12920 14669 15995 1878727912 25745 n.a.
Finland 3426 3933 4039 4246 4700 5197 5377 5979 0625 7000
France n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Germany 8939 9081 9427 9465 9184 9233 8692 8909 a. n. na.
Greece n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.n.a.
Ireland 11175 12816 13897 13574 14397 16258 16230 .a. n n.a. n.a.
Italy 13177 13654 14266 n.a. n.a. n.a. n.a. na. a. n na.
Luxembourg n.a. n.a. n.a. n.a. 15195 15837 14874 0417 16920 18046
Netherlands 29904 35713 37150 40150 34160 31432 35302 31276 34969 40916
Portugal n.a. n.a. n.a. n.a. n.a. n.a. n.a. na. a. n. na.
Spain 6823 7292 7553 8026 8553 9024 9714 10402 (110710974
Sweden 1749 1989 1988 2019 2126 2455 3351 3706 39574181
United Kingdom 10130 11620 11909 10955 10178 111282975 13382 16036 17773
Central and East European New Member States dlthe

Bulgaria 909 700 721 721 731 n.a. n.a. 1150 1202 1595
Czech Republic n.a. 1556 1403 1528 1522 1561 1621 6251 1867 2375
Estonia n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a n.a.
Latvia n.a. n.a. n.a. 546 526 1031 2301 3591 5055 7592
Lithuania n.a. 294 321 468 390 406 536 734 241 311
Hungary n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a n.a.
Poland n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Slovakia n.a. 895 878 888 912 946 981 1017 1121 1121
Slovenia n.a. n.a. n.a. n.a. n.a. n.a. n.a. na. a. n. na.
Romania n.a. 351 308 278 237 284 879 1000 972 1408

n.a.: not available

Note. The existing information from Eurostat datdban land prices and rents is currently not
harmonised. Data are collected and aggregated lomsedch Member State practice and method.
Source: Country reports prepared for this studyRomania and Bulgaria, Eurostat available for the

other Member States of the EU.
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9. SOCIO-ECONOMIC STRUCTURE OF THE AGRICULTURAL
SECTOR: EVOLUTION AND COMPARISON WITH THE EU

9.1 Unemployment and GDP

If we look at some general economic indicators,see that the unemployment rates
in Bulgaria and Romania are comparable to the geetmemployment rates of the
EU-15 and EU-25. The Romanian unemployment ratealr@ady comparable to the

EU-15 and EU-25 rate in 2000 (Figure 12). The Budgaunemployment rate was

twice as high as the average unemployment rateeolEt)-15 and EU-25 in 2000, but

this disparity has decreased considerably sinc&.206tably, the unemployment rate
in both countries is now even less than the EUfbEEUJ-25 average.

The GDP per capita of Bulgaria and Romania is stifisiderably lower than the other
Member States. The gap has been closing, howav&000, the GDP per capita of
Bulgaria and Romania was around 25% of the EU-2%Qf2t by 2008, it was 40%
or more (Figure 13).

9.2 Share of agriculture in employment and gross valuadded

The share of agriculture in employment was andushrhigher than in the EU-15 and
EU-25. The share of agriculture in employment iseesally high in Romania where
the agricultural sector accounted for more than 4fi%otal employment in 2000
(Figure 14). This number decreased to 28% in 200vch is still more than five
times higher than in the EU-15 and EU-25. The shafreagriculture in total
employment is smaller in Bulgaria than in Romariat its magnitude is still not
comparable with the average levels in the EU-15 Bbe25. In 2007, the share of
agriculture in total employment decreased to 18%ulgaria, while it equalled 5% in
the EU-25 and 4% in the EU-15.

In Bulgaria and Romania, the share of agricultumeluding fishing, forestry and
hunting, in total gross value added is larger thmathe EU-15 and EU-25, but the
difference is diminishing (Figure 15). In 2000, tsteare of agriculture in gross value
added equalled 2.2% in the EU-25 and 2.4% in thelkUwhile it was 13.3% in
Bulgaria and 12.5% in Romania. By 2008, these shasze 1.7% in the EU-25, 1.5%
in the EU-15, 8.1% in Bulgaria and 6.9% in Romania.
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Figure 12. Unemployment rate in EU-15, EU-27, Bulgéa and Romania
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Figure 13: GDP per capita in the EU-25, EU-15, Bulgria and Romania

Evolution GDP (EU-25=100)

1204

>
o N

100 -

L 4
L 4
*
L 4
*

o n

80 -

60 -

401

20

>

2000 2001 2002 2003 2004 2005 2006

—e— EU-25 —8— EU-15 —— Bulgaria—— Romania

2007

2008

Evolution GDP (EU-25=100)

1204

100

80 -

60 -

40 -

20

EU-25 EU-15 Bulgaria

W 20000 2008

Romania

Source: Eurostat

a7



Figure 14: Share of agriculture, fishing, forestryand hunting in total

employment in EU-25, EU-15, Bulgaria and Romania
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Figure 15: Share of agriculture, fishing, forestryand hunting in total GVA in the
EU-25, EU-15, Bulgaria and Romania
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9.3 Labour productivity

In Bulgaria and Romania, the gross value addedagercultural labour input was
respectively 44% and 21% of the level of the EUkRR2000 (Figure 16). The gap in
value added per agricultural labour input betwden ttvo new EU Member States,
Bulgaria and Romania, and the EU-25 is closingoaigin large differences still
persist. In Romania, the share of value added grézwdtural labour input was around
45% of the level of the EU-25 by 2008. The situatwas slightly better in Bulgaria

where it was around 60% of the level of the EU-25.

Figure 16: GVA per agricultural labour input in EU- 25, EU-15, Bulgaria and

Romania
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9.4 Wheat yields

At the end of the 1990s, the yields in Romania Bualdaria where around 50% of the
yields in the EU-15. While wheat yields fluctuateoagly due to for example local
weather conditions, it seems that the gap in yibketsveen the two new EU Member
States and the EU-25 is slowly decreasing. By 29i@fds in Bulgaria where around
70% of the EU-25 level and around 60% of the EUeX®| in Romania.

Figurel7: Wheat yields in the EU-25, EU-15, Bulgaa and Romania
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9.5 Agricultural income

There are still very large differences in agrictdtincome among the EU Member
States. Figure 18 and 19 illustrates the evoluibagricultural income according to
the Eurostat approach, which is to calculate afitical income as factor incomes per
annual working units.

According to these indicators, differences in agtiral income between the EU-25
and Bulgaria and Romania decrease over time budireimportant.

If we eliminate price level differences across daes, we see that agricultural
income, expressed in terms of purchasing powerdatas (PPS} per agricultural
working unit (AWU), in the EU-15 is four times lagthan in Romania and twice as
large as in Bulgaria (Figure 18). In 2008 agrictdtuncome in PPS per AWU in
Romania is comparable with the level in some EUelntries such as Latvia,
Lithuania and Poland, but still much lower thantie Czech Republic, Estonia,
Hungary and Slovakia. Agricultural income in PP$ A#/U in Bulgaria is closer to
the EU-7 average. Bulgarian agricultural incom@®R®S per AWU is a bit lower than
in the Czech Republic, Estonia, Hungary and Slajakut higher than in Latvia,
Lithuania and Poland.

If we look at the evolution of agricultural inconfleigure 19), expressed in euro per
AWU, we also see that the gap in agricultural ineor® diminishing over time.
However, the differences between the EU-15 and 8idgand Romania remain very
large. In 2009 agriculture incoATgin euro/AWU) in the EU-15 is 8 times larger than
in Romania and 4 times as large as in Bulgariatheuar agricultural income in
Bulgaria is comparable to the EU-7 average, whikelevel in Romania is less than
half of the EU-7 average.

Finally, agricultural incomes declined substanyiah 2009 in most of the EU, as
illustrated by Figure 20. On average, real agtical income per labor unit declined
by 11.6% in the EU-27 in 2009 compared to 2008. elmw, there are large variations
among the member states. In six EU countries @lgmi@l incomes increased: Malta
(+7.8%), Denmark (+4.3%), Finland (+2.6%), Cyprti$.0(%), Belgium (+0.4%) and

Greece (+0.3%). In contrast, large decreasesrinudigiral income were recorded in
other member states. Agricultural income decreasdabth Bulgaria and Romania:

with 10.0% in Bulgaria and with 18.3% in Romania.

9.6 Summary
There has been important growth in incomes anctalgural productivity in Bulgaria

and Romania, despite the restrictions on foreigneyship of land. Yields and labour
productivity in the agricultural sector of Bulgaremd Romania have seen strong

23 According to Eurostat, the main indicator for agtiural income is the 'Factor income per labour
input' (http://epp.eurostat.ec.europa.eu/statistics _exgidiindex.php/Glossary:Agricultural_incojne

%4 The PPS (purchasing power standard) is an artifmigrency unit that reflects differences in
national price levels that are not taken into aotdwy exchange rates. This unit allows meaningful
volume comparisons of economic indicators betwermties.

25 2009 Agricultural income data in Eurostat are eatéd and not definitive data.
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increases over the past few years. Productiviggnmes and profits in Bulgarian and
Romanian agriculture are considerably higher noantthey were five years ago,
before accession.

The rise in agricultural productivity and income®ms from a combination of
improvements in factor markets and institutiondyssdies, investment in the food
chain and spillover effects from the growth of gemeral economy.

The gap between Bulgaria and Romania and the Eh2&rms of incomes and
productivity has also narrowed over recent yeaegiodls socio-economic indicators,
such as agricultural productivity, unemploymente@ai GDP and the share of
agriculture in GDP and in employment show that difeerences between Bulgaria
and Romania and the EU-15 are diminishing over .tillewever, despite these
marked improvements, there are still significardpdrities in terms of income per
capita and productivity in agriculture between Ei¢-25 (and particularly the EU-15)
and Bulgaria and Romania.
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Figure 18: Agricultural income in PPS in the EU-25EU-15, EU-7 and Bulgaria
and Romania — in thousands PPS per AWU
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Figure 19: Agricultural income in the EU-25, EU-15,EU-7 and Bulgaria and
Romania — in thousands euro per AWU
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Figure 20: Real agricultural income in the EU-27, bange (%) in 2009 over 2008
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10. CONCLUSIONS

Restrictions on foreign ownership have affected thefficiency of land exchanges,
land allocation and productivity growth. Yet, the impact is mitigated by several
factors.

First, the restrictions do not fully constrict adiies by foreign citizens in the
agricultural and rural land markets of Bulgaria &wamania, for a number of reasons:

» There are exceptions to the restrictions on foregmership of agricultural
land. In general, foreigners who are self-emplofeatiners and who wish to
establish themselves and reside in Bulgaria and dR@nare allowed to
purchase agricultural land.

» There are no restrictions on renting land to farerg. This aspect of the
transitional arrangements is important since lagmtal is the most important
form of land exchange in Bulgaria. In Romania ieiss important on aggregate,
but it is important for larger farms, which are tkiads of farms in which one
would expect foreign investment.

* There are no restrictions on acquisitions of lafdegal entities which are
registered in Bulgaria and Romania, respectiveil®Vthere are hardly any
official or representative data on the acquisitcdiand by legal entities with
foreign capital, various sources of evidence afjgast that there is substantial
investment by such legal entities with foreign talpiincluding acquisition of
agricultural real estate.

Second, the restrictions are only one element caingtg the functioning of the land
markets in Bulgaria and Romania. Several other dmpents are affecting the
development of the land markets and hence thegnpial to transfer land from the
least to the most productive users. The developwiethie land market is still affected
by high transaction costs related to changes in a@llocation and transfer of the
ownership title, along with co-ownership problenfsurther obstacles for the
development of the Bulgarian land market are thgh ldosts of withdrawing land
from the large-scale corporations cultivating itveal as the difficulties of obtaining
physical access to the land and identifying thenblanes. Fragmentation of land
ownership also results in high transaction costabge farmers need to settle land
rental agreements with different owners to be dbleoperate consolidated land
parcels.

Third, while the restrictions have held back somehe direct benefits of foreign

investment, agriculture in Bulgaria and Romania lhesefited extensively from large
foreign investments in related sectors. While fgmeinvestment in agriculture (and
the associated benefits) may have been constréineagh the restrictions on foreign
land ownership, there appears to have been coabideforeign involvement in the

agricultural sector through foreign participatiom the capital of domestic legal
entities. In addition, there have been substafai@ign investments in the Bulgarian
and Romanian food industry and agribusiness. Thiesestments have had
significant, positive spillover effects on the farmas foreign companies have
introduced technology, know-how and capital inte tfood chain, which has
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contributed to greater investment and enhanceduptagliality in the Bulgarian and
Romanian agricultural sector.

Fourth, there has been strong growth in agriculfpn@ductivity along with land
exchange and reallocation in Bulgaria and Romalasapite the restrictions.

We observe a significant increase in agricultuaabl prices since 2000, and EU
accession appears to have reinforced this effect.

EU agricultural subsidies, besides productivityr@ases, have contributed to
the increase in Bulgarian and Romanian land prices.

Prices and price changes differ substantially betwesgions and plots. In
particular, parcels located near cities and toaresteas are more expensive than
other parcels, most likely caused by sales for faom purposes.

Rental is an important form of land exchange eglgcin Bulgaria and in
Romania also for the larger farms.

Foreign investments in agriculture through legaites and in the food industry
(through spillovers) have stimulated land transagiand productivity gains.

Yields and productivity have been raised for a ciiation of reasons, such as
improved factor markets and institutions, investmenthe food chain and
spillover effects of growth in the general economy.

It is unclear how much more growth in productivétyd land market development
would have resulted from fully liberalising Bulgamni and Romanian agricultural
land with respect to foreign ownership.

The issues underlying the concerns of Bulgaria anBomania — that there would
be a massive takeover of land by foreigners if resttions were not in place —
have diminished, but they have not fully disappear

The gap between Bulgaria and Romania and the EUR2%erms of incomes,
productivity and land prices has narrowed overpast few years.

Various socio-economic indicators, such as agucalt productivity,

unemployment, overall GDP, the share of agricultune GDP and in

employment show that the differences between Bidgand Romania and the
EU-25 are reducing over time.

Productivity, incomes and profits in the agricuflusector in Bulgaria and
Romania are considerably higher now than they Vileee years ago, before
accession. Subsidies have also been increasinglgaiBa and Romania.

Additionally, land prices are rising in BulgariacaRomania, reducing the gap
with the EU-25.
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There nonetheless remains a sizeable disparitydestBulgaria and Romania and the
EU-25 in terms of land prices, incomes and subsidiespite the marked increase,
Bulgarian and Romanian land prices remain sigmfigabelow those in the EU-25.
The same holds for the average income per capiavalne added per worker in the
agricultural sector.

If the full liberalisation of land, now, or before the end of the transition period,
turns out to be politically impossible in the mid-erm review process, changes
that are more moderate could be considered. The mobgffective proposals for
change would be those that would have limited effeon the social and political
frameworks and would be most successful in stimulatg economic benefits.

Two recommendations are to

» allow foreign citizens to acquire agricultural lamdthout restrictions for a
certain maximum amount of agricultural land, and

» allow foreign citizens to acquire farm buildingsdathe land on which these are
built without restrictions.

The law could for example allow foreigners to acguagricultural land without
restrictions if the plot of land is less than 10 Imaaddition, foreign nationals could be
allowed to acquire a farmstead formed as an inddgr@mreal property of, something
like, 6.000 m2, or real estate to build the farnidings necessary to set up a farm (as,
for example, in Hungary where this exception hdtadsacquiring farmsteads and farm
buildings for intensive livestock breeding).

Both proposals could result in substantial econobeaefits because they would
allow those foreign citizens interested in invegtim the agricultural sector in
Bulgaria and Romania to do so by combining renéing owning land in their farm
operations, as do many farms in the EU-25 and igdia and Romania. They could
acquire land for long-term investment (such asletalfarmhouses and greenhouses)
and rent the rest of the land. At the same timepileposals should have minimal
impact on the total amount of land owned by forergnin Bulgaria and Romania,
since it would still prevent the purchase of laageas by foreigners.
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Appendix 1:
Legal Framework with Regard to the Acquisition of Agricultural Real Estate

1. BULGARIA

A. Treaty concerning the Accession of the Republic @dulgaria and Romania to
the European Union

Protocol concerning the conditions and arrangenfentsdmission of the republic
of Bulgaria and Romania to the European Union

Part four

Temporary provisions

Title |

Transitional Measures

Article 20

The measures listed in Annexes VI and VIl to thistécol shall apply in respect
of Bulgaria and Romania under the conditions laidial in those Annexes.

ANNEX VI
List referred to in Article 20 of the Protocol: msitional measures, Bulgaria

3. FREE MOVEMENT OF CAPITAL

2. Notwithstanding the obligations under the Tresgtiablishing a Constitution for
Europe, Bulgaria may maintain in force for seveargdrom the date of accession
the restrictions laid down in its legislation, diig at the time of signature of the
Treaty of Accession, on the acquisition of agrigtdt land, forests and forestry
land by nationals of another Member State, by nat®of the States which are a
party to the European Economic Area Agreement anieédpl persons formed in
accordance with the laws of another Member Stat@amiEEAA State. In no
instance may a national of a Member State be tidats favourably in respect of
the acquisition of agricultural land, forests awdettry land than at the date of
signature of the Accession Treaty or be treated more restrictive way than a
national of a third country.

Self-employed farmers who are nationals of anolhember State and who wish
to establish themselves and legally reside in Bidgahall not be subject to the
provisions of the preceding subparagraph or topangedures other than those to
which nationals of Bulgaria are subject.

B. Constitution of the Republic of Bulgaria®

The Constitution is a supreme law in the countty.piovides the general
framework of ownership and acquisition of land byeigners. In the Constitution

%6 With effect from 13.07.1991 on Prom. SG. br.56.8fJuly 1991., amend. SG. br.85 of 26
September 2003., amend. SG. issue 18 of 25 FebP0@%., amend. SG. issue No 27 of 31
March 2006., amend. SG. br.78 of 26 September 2866&nd. SG. br.12 of 6 February 2007.
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it is declared thati(i)The right to property and inheritance is guataed and
protected by law. (ii) Property is a private andbtic. (iii) Private property is
inviolable.” (Article 17).

Rights of foreigners and foreign legal entities aletermined in Article 22,
amended in 2005 and entered in force from 01.0Z.20@ shall not apply to
international treaties. Foreigners and foreign llegdities may acquire ownership
over land under conditions arising from the acaessif Bulgaria to the European
Union or under an international treaty, ratifiedpmulgated and entered into force
for Bulgaria as well as succession.

. Ownership and Use of Agricultural Land Law (OUALL)

This law regulates the ownership and use of adticaill land. According to the
OUALL:

Art. 3. (Amended - SG. 28, 1992) (1) Agricultural landa b@ owned by citizens
of the state, municipalities and legal persons.

(2) Political parties and organizations, movemeautsl coalitions for political
purposes can not have ownership right on agrialltands.

(3) (Amended - SG. 28, 1992, amend. - SG. 45 obl8mend. - SG. 98 of 1997,
amend. - SG. 24 of 2007) Foreign states can noe lawvnership right on
agricultural lands.

(4) (Amended - SG. 28, 1992, amend. - SG. 24, 26@reigners and foreign
legal entities may acquire ownership of agricultlaad in terms of international
treaty ratified pursuant to Art. 22, para. 2 of tBenstitution of the Republic of
Bulgaria, promulgated and entered into force, amdifners - and in succession.
(5) (Nova - SG. 24 of 2007) Citizens of countriemembers of the European
Union and the States - Parties to the European dfcmnArea, may acquire
ownership of agricultural land in terms of this |after the deadline specified in
the Accession Treaty of Bulgaria to the Europearohin

(6) (Nova - SG. 24 of 2007) Legal persons of thariler - States of the European
Union or countries - Parties to the European EcoocoArea, may acquire
ownership of agricultural land under al. 5.

(7) (Amended - SG. 28, 1992, prev. 5 - SG. 24 @70oreign legal persons and
foreign nationals may acquire the right to use adjral land or other limited
property rights over land under conditions and pdutes established by law.

Art. 3a. (New - SG. 24 of 2007) (1) Citizens of countriesnembers of the
European Union - self-employed farmers who wish dettle and reside
permanently in Bulgaria and are listed as suchhe Law of the register
BULSTAT can acquire ownership of agricultural andrefst property for
agricultural use from the date of entry into foafethe Treaty of Accession of
Bulgaria to the European Union.

(2) Where before the expiry of the Treaty of Acemssof Bulgaria to the
European Union within the persons under para. Isecda operate as self-
employed farmers, according to the provisions df 3.
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Art. 3b. (New - SG. 24 of 2007) (1) Foreigners who acquwmnership of
agricultural land through inheritance by law, bot mbt meet the conditions laid
down in the Treaty of Accession of Bulgaria to theropean Union or otherwise
provided for in international treaties, ratifiedrpuant to Art. 22, para. 2 of the
Constitution of the Republic of Bulgaria shall beliged within three years of
opening the inheritance transfer ownership of pesgho are entitled to acquire
such property.

(2) The persons under para. 1, which was restonewiship of agricultural land,
the three year period for transfer of ownershigsriram the time of his recovery.
(3) Failure of the period under par. 1, the Memiay purchase agricultural land
at prices fixed by ordinance of the Council of Nsieirs.

Art. 10a.

(3) (Amended - SG. 24 of 2007) Foreign nationalsosehproperty rights have

been restored under this Article shall, within eéhgeears to transfer it to persons
who are entitled to acquire agricultural land .

(4) (New - SG. 24 of 2007) Paragraph 3 does nolyapmationals of the Member

- States of the European Union and the StatestieR#o the European Economic
Area, as well as other countries under a contnagdéeuArt. 3, para. 4.
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2. ROMANIA

A. Treaty concerning the Accession of the Republic @dulgaria and Romania to
the European Union

PROTOCOL

Concerning the conditions and arrangements for s&lom of the republic of
Bulgaria and

Romania to the European Union

Part four

Temporary provisions

Title |

Transitional Measures

Article 20

The measures listed in Annexes VI and VIl to thistécol shall apply in respect
of Bulgaria and Romania under the conditions laidmal in those Annexes.

ANNEX VII
List referred to in Article 20 of the Protocol: misitional measures, Romania

3. FREE MOVEMENT OF CAPITAL
Treaty establishing a Constitution for Europe.

2. Notwithstanding the obligations under the Tresgtiablishing a Constitution for
Europe, Romania may maintain in force for sevens/@am the date of accession
the restrictions laid down in its legislation, diig at the time of signature of the
Treaty of Accession, on the acquisition of agrigrdt land, forests and forestry
land by nationals of the Member States, by nat®mdlthe States which are a
party to the European Economic Area Agreement anddmpanies formed in
accordance with the laws of another Member StatenoEEAA State which are
neither established nor registered in Romania.oliinstance may a national of a
Member State be treated less favourably in respécthe acquisition of
agricultural land, forests and forestry land thanhe date of signature of the
Accession Treaty or be treated in a more restacivay than a national of a third
country.

Self-employed farmers who are nationals of anothember State and who wish
to establish themselves and reside in Romanial, sbabe subject to the
provisions of the preceding subparagraph or topgogedures other than those to
which nationals of Romania are subject.

B. Law no. 247 of 19/07/2005 on the reform in ownerghiand justice, as well as
certain related measurespublished in Romania’s Official Gazette (Journad)
653 of 22/07/2005, TITLE X Legal circulation of d&n
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Art. 3. - The foreign citizens and the statelessqes, as well as the foreign legal
entities can acquire the ownership right on langasrin Romania under the
conditions stipulated by the special law.

Art. 8. - At the date of coming into force of theepent law, the following are
repealed:

Art. 9 from the Land Lease Law no0.16/1994, publisive Romania’s Official

Gazette, Part I, no. 91 of 7 April 1994, with itsbsequent modifications and
completions, Law no. 54/1998 on the legal circolatiof land published in
Romania’s Official Gazette, Part |, no. 102 of 4 rbta 1998, Government’'s
Emergency Ordinance no.226/20000 on the legal laitiom of land with forestry

destination, published in Romania’s Official GaeetPart |, no. 606 of 25
November 2000, as approved with modifications aathmietions by Law no.

66/2002, as well as any other contrary provisions.

C. Law 312 of 10 November 2005 on acquiring the privatland ownership right
by the foreign citizens and stateless persons, aghlvas by the foreign legal
entities, published in Romania’s Official Gazette 1008 4fNovember 2005:

Art. 5

(1) The citizen of a Member State, the stateless pevatn domicile in a
Member State or in Romania, as well as the legatyeastablished in
conformity with the legislation of a Member Statancacquire the
ownership right on the agricultural land, forestsl gorestland after 7
years from the date of Romania’s accession to the E

(2) The provisions from paragraph (1) are not applethe farmers who are
self-employed and are, according to the case:

a) citizens of the Member States, stateless persotiisdemicile in a
Member State, who establish their residence in Roama
b) stateless persons with their domicile in Romania.

(3) The citizens of the Member States or statelessoperwith domicile in a
Member State prove their self-employed farmer dquain the basis of
documents issued by the competent authorities trmrMember State or
from their country of origin. The stateless persaumih their domicile in
Romania prove this quality with the certificateusd by the Ministry of
Agriculture, Forests and Rural Development.

(4) The persons provided under par. (2) acquire theeostrip right on the
agricultural land, forests and forest land under same conditions with
those applicable to the Romanian citizens, from dage of Romania’s
accession to the European Union.

(5) The destination of the agricultural land, forestsl dorestland cannot be
changed by the persons provided under paragraplin(#)e transition
period.

Art. 7. — Art. 6 from the Government’'s Emergencydidance no. 92/1997

regarding the direct investments stimulation, mh#d in Romania’s Official
Gazette, Part I, no. 386 of 30 December 1997, agprovith modifications and
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completions by Law no. 241/1998, with its subsedumeadifications, is modified
and it will read as:

*Art.6. — A commercial company, resident or nonidest legal entity, can
acquire any real rights on immovable assets, tm#wessary extent for carrying
out its activity, according to its social objecthile respecting the legal provisions
regarding the acquiring of ownership right on ldmdthe foreign citizens and
stateless persons, as well as by the foreign Egdéles.

Original article from EO 92/1997:

Art. 6. — Any investor, resident or non-residergdeentity, can acquire any real
rights on the movable and immovable assets.

. Law 54 of March 1998 on legal circulation of land
Art. 1- Land areas into private ownership, regassllef their titular, are and will
remain into the civil circuit.

Art. 3

(1) Foreign citizens cannot acquire property righiand

(2) Romanian citizens with the domicile abroad aaquire land

(3) Foreign legal persons cannot acquire land im&da

(4) the provisions of the legislation on foreignestments were applied

. Land Law 18 of February 1991

Restitution of land to former owners or to theiirbe
Chapter Il Establishment of private property rightland
Chapter IV Legal circulation of the land

Art. 45 — Private land, regardless of its titulsr,and shall remain in the civil

circuit. It may be acquired and alienated in anthefways established by the civil
legislation, by observing the provision under thesent law.

Art. 47 — Natural persons who are not Romaniarzeiis and do not have their
domicile in Romania as well as juristic persons Im@¢ting Romanian nationality
and their headquarters in Romania shall not acdairé of any kind in property

by inter vivos deeds.

Art. 48 — Alienation by sale of agricultural lanaiin the outside of the buildable
area may be made by exercising the preemption. right

68



Appendix 2:
Data Sources

The data problems encountered in addressing theidsaes in this study were
substantial. Ideally, we would have like to useoamplex econometric model using
cross-border (both EU-25 and Bulgarian and Romamepresentative household and
company survey data and panel estimates. Yet,yhargl of the data and information
required for estimating such models on these isaug#e available at the start of the
study.

Information about land markets and prices is lichite Eurostat, not just for Bulgaria
and Romania but also for the EU-25. Harmonised da&t@ missing to a significant
extent and there was no full coverage for the pemmder study. The lack of
harmonised land price and land market data was reuse limitation in our
comparative analyses.

Thus, key data have been gathered as part ofttidy.dn fact, a major contribution
of the study has been the collection of basic mfatton and data on the land markets
in Bulgaria and Romania and the identificationroportant data gaps.

The country teams have assembled national and -thdo extent possible —
disaggregated regional data on land prices. Data baen collected by the country
teams from official sources such as the nationaltissical offices, local
administrations, and scientific and research stihs. This has been complemented
by interviews with local experts and surveys orgadifor this study.

In particular in Romania, where official land andcp data showed major gaps, we
used a survey to collect data on land prices, whvehthen also used to collect
information on foreign acquisitions of land. In Rania, in 2005 the pre-emption
right was eliminated as a result of the provisifmosn Title X Legal Circulation of
Land, Law no 247/2005 his had as a result that the town halls (locaincils) were
no longer obliged to keep evidence of transactisits extravilian agricultural land
areas and that the Ministry of Agriculture could looger put together centralised
data on land market transactions. As of 2006, #@aStre agencyhe NACLR started
to register land transactions, but not immediatetthe entire country so that there is
no official country wide information on land traisan for the 2006-2009 period.
Initially, the components of this new informatiopstem were put into operation in
only three counties, i.e. Buzau, Constanta andd®ah Only in 2010 was the new
information system operationalized in all the coest

Therefore, our country team implemented a survegramagricultural experts and
farmers located throughout the country for the paepof this study. They relied on a
network of experts with national coverage, i.e.ribwvork included experts in 70% of
all the counties of Romania. The experts filled @awfuestionnaire on the evolution of
the land market. In some counties, the questioanams also filled out by local
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farmers. In total, 18 farmers and 30 agriculturapests were interviewed in 30
counties (out of 42) from eight developnfémegions.

The evolution of land prices as represented in féiduin the main report is partly
based on this survey. More specifically, the landeydata in figure 9 are based on
Eurostat data for the period 2000-2005. For tha faim 2006 to 2009 we relied on
our expert survey.

To check the accuracy of the expert data, we coedptrese country-wide average
numbers with official land price information for ébunties (in contrast to our 30
counties) which was provided by the Ministry of Agiture and Fisheries for 2005
and was provided by the National Union of Publidéi@s (UNNPR) for 2007-2009.
This comparison is illustrated in figure A2.1. THata in the figure show that the
average for the 7 counties was around 25% lowe0Pb (based on Eurostat data)
and was around 30% lower in 2008 (based on ourrexpevey). In addition, both
sets of data show a significant increase from 20807 and a limited decline in the
most recent years. Hence, this comparison suggfestsour expert survey data are
most likely capturing the main developments in Roiaa land price developments.

Figure A2.1. Comparison of agricultural land salegrices in Romania based on
two different data sources

Agricultural land sales prices in Romania
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Source: Eurostat, MAF, UNNPR, Expert survey

" The development regions of Romania (RomarR&giunile de dezvoltare ale Romajiei
refer to the eight regional divisions created imfaaia in 1998 in order to better co-ordinate
regional development as Romania progressed toveamssion to the EU.
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