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Abstract: This paper is focused on defining the basic factors (economic and non-economic) influencing economic efficien-
cy of organic farmers with the accent being placed on economic factors alone. The aim of this article is to carry out the ana-
lysis of these factors (with the introduction on the differences from conventional agriculture), primarily at the general level
and then, taking into consideration the data available from the undertaken statistical investigations, in the dimension of all

organic farmers in the Czech Republic.
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Abstrakt: Prispévek je zaméfen na vymezeni zdkladnich faktort (ekonomickych i neekonomickych) ovliviiujicich ekono-
mickou vykonnost ekologicky hospodaricich subjektd, s akcentem pouze na faktory ekonomické. Cilem predkladaného
¢ldnku je provedeni analyzy téchto faktort (s uvedenim odlisnosti k zemédélstvi konven¢nimu) nejprve na Grovni obecné

a poté, s ohledem na dostupnd data z provddénych statistickych $etteni, v dimenzi vSech ekologicky hospodaticich subjektil

v Ceské republice.
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Even though the positive contribution of organic
farming to the environment is beyond any doubt (and
has been confirmed by a number of other studies),
the question of economic profit is quite in order,
just like in any other entrepreneurial area (Konec¢ny
et al. 2004).

As stated by Sarapatka and Urban (2006), an agri-
cultural enterprise within the framework of organic
agriculture is an economic unit from which it is ex-
pected, as of any other type of enterprise, that it will be
economically efficient and thus economically viable.

The success of organic farms management depends
on a number of factors. In principle, they could be
divided into two groups: economic factors and other
factors (non-economic). Of these, the non-economic
factors (e.g. land quality, human labour consumption,
composition and diversity of the type of product,
manner of sale, degree of specialization and orienta-
tion of the enterprise, manager abilities, etc) directly
influence the economic factors.

The author pays attention to the costs and revenues
since these belong to the main economic factors.
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From the long-term point of view, it is essential that
revenues exceed costs, i.e. that they not only cover
all expended costs but that they also create profit.

According to Macik and Vysusil (2003), costs are
defined as the financially expressed consumption of
the means of production, purposefully spent on the
creation of revenues.

However, when comparing the level and structure
of the costs in organic and conventional agriculture,
certain differences appear. If, at a general level, the
categorization of costs into variable and fixed is con-
sidered according to their dependence on the changes
in the production volume, we can expect the following
differences in organic farming:

For the fixed costs:

— their increase — owing to a higher need of human
labour in organic agriculture (Urban and Sarapatka
et al. 2003), which is reflected in higher labour costs
(in the conventional agriculture, the need of human
labour is replaced e.g. with the use of herbicides
instead of the mechanical elimination of weeds).
However, the amount of the required human labour
is also different in organic agriculture because it
depends on the orientation of the given farm. If it
operates on arable land, the human labour need is
substantially higher than farming on meadows and
pastures (where the claim of higher labour costs
would not necessarily be true). Nevertheless, even
in the case of farming on arable land, this statement
is not quite exact because it deals with the jobs for
which seasonal workers are usually engaged, and
thus (if it concerns the work expended on specific
tasks) their wage as stated by Novak et al. (1997)
should be included into the variable costs instead
of the fixed ones;

— increase and decrease in depreciations. Owing to
the lower use of machines for spraying and fertiliz-
ing, (Urban and Sarapatka 2005) depreciations may
decrease. However, this decrease can be balanced by
higher depreciations of the mechanization means
used for land cultivation. Their increase can also
be caused by other necessary investments in animal
breeding (due to the strict standards), in the area of
farm processing, or other business activities.

For the variable costs:

— decrease and increase of external inputs. The de-
crease concerns (according to Sarapatka and Urban
2006) the costs of mineral fertilizers and chemical
substances in plant production, the costs of medica-
tions and veterinary treatment in animal produc-
tion (better health is expected in organic farming
compared with the conventional one). However,
on the other hand, there are higher costs for the
purchase of seeds and feeds. The amount of seeds
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used is larger (owing to the higher sowing rates

which better resist weeds). With the higher sowing

rates, there is associated a more frequent cultivation
which assists keeping the weeds on the land down

to a minimum (Sarapatka and Urban 2006).

Yields represent the financially expressed equivalent
of the provided services regardless of whether their
cashing was realized within the given period (Macik
and Vysusil 2003). Thereby, the revenues differ from
the incomes.

The most important revenue item is the sales rev-
enue. Additionally, there are also subsidies (for the
support of organic agriculture development, but also
others) and other revenues (for example from the
building rentals, bank deposit interest etc.). The level
of the sales revenues is influenced by the production
volumes (per hectare yield, efficiency) respectively,
then by the realized production volume (substantially
lower in organic agriculture compared to the con-
ventional one) and the realized sales price (so- called
farm price). It is not possible to say unambiguously
(this statement can be supported in any way by the
basis of the carried out research) that the production
volume in organic farming is lower than in the con-
ventional one. The research shows that the difference
amounts to 10-20%. However, it is necessary to take
this number with a reserve and to accept fluctuations
in both directions as there are big differences not only
among organic and conventional enterprises, but also
among organic farms themselves, as well as within
the framework of the given organic farm during the
number of the years of management. The production
volume is determined by many factors, for example by
the land quality, climatic conditions, the technology
of crop plant growing and animal breeding, and the
selection of varieties and breeds.

Another significant factor which markedly influ-
ences the level of the sales revenue is the price for
which the farmers sell their production. The deter-
mination of price level by farmers depends on the
manner of sale of their production. If they decide
for a direct sale (on a farm, at a market-hall — on
the spot, or elsewhere), the price is higher (it also
includes the costs for processing, package, sale, if the
need be, and also the costs of transport) and it brings
in a higher share of the final price which a customer
will pay. However, if there is a mediator between the
farmer and the customer (e.g. an agent, a wholesale,
a marketing cooperative, a bio-product processor
or a bio-food producer), the price is lower. Both
ways have their advantages and disadvantages. The
direct sale is advantageous both for the farmers and
for the customers; there is a close contact between
them. A customer will pay for bio-products a lower
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price than in a shop; he/she can go to the farm and
get to know better the methods and practices and a
certain exclusivity of organic farming. For the farmer
this way is more time-consuming; it demands the
effort, the imagination, sale skills and the ability to
communicate with the consumer. It also brings a
certain loss of privacy. The described way of sale is
advantageous above all for the farmers who produce a
smaller amount of “goods” but it is more heterogeneous
and, moreover, these products do not require much
processing as is the case with fruits, vegetables, meat
and some milk products. However, in the meantime,
this method of sale is not developed enough in the
Czech Republic and most organic farmers rather
use the second method — an indirect sale. This op-
tion is more suitable for the farmers, who produce a
large quantity of one commodity, but also for those
whose products demand a higher degree of processing
and they themselves do not have suitable conditions
for it. This possibility is also chosen by the farmers
who do not have the ability or courage to place their
products on the market by themselves. There are
disadvantages both for the farmers (they will obtain
a lower price) and for the consumers who will pay
a higher price in the shop (it also includes the costs
of picking, sorting and packaging and also the costs
of transport and the wholesale and retail services).
Big farmers have a further advantage: the consolida-
tion which means gathering the activities, which are
characterized by a high level of risk or uncertainty,
in larger groups, where this uncertainty is dispersed.
Here, in the past, the differentiation processes of
the production programs of large corporations took
place in the areas of the increased uncertainty with
regard to the demand dynamics under the influence
of technological progress and structural changes.
In determining the farm price level, it is also im-
portant to consider, besides the manner of sale, other
effects: the state of the market development, and the
consumers” demand for bio-foods, but also their will-
ingness to pay higher prices for them. Then, the total
level of revenues develops from a sold amount which
is substantially lower in organic farming against the
conventional farming, as already mentioned above.
Not even the price premium (the difference which
the consumer will pay for bio-food in comparison
to the conventional food) is able to eliminate this
deficit completely. Then, another economic tool
gains importance (as a compensation for the eco-
nomic profit missed and as a payment to the farmer
for the added service — for the creation of a positive
externality) — subsidies. Their role in the total level
of the sales revenues of the farm is no less important,
both in the period of conversion (above all because it
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is specifically in this period that the biggest decrease
in the revenues is pre-supposed) and in the organic
management regime itself.

Attention has been concentrated (or narrowed)
onto such basic economic categories as costs, revenue
and profit. However, it is dealing with the catego-
ries related to the enterprises of legal entities (PPO)
which keep accounting records. Nevertheless, a big
percentual share of the businesses in organic farm-
ing is represented by small entrepreneurs who are
not registered in the Companies Register, have an
annual turnover below 15 million CZK (enterprises
of individuals — PFO) and keep the tax accounting.
In this case, it is necessary to differentiate the items
which serve the determination of “the trading opera-
tions results” (the basis for tax determination) — these
are incomes and costs (Urban and Sarapatka 2005).
Even though we deal with a completely different and
hardly comparable procedure of determination of the
tax payment base here (a principle of recency is a
special difference), the resulting effect (“trading from
operations”) is given also by the difference (in this
case between incomes and costs) whereas incomes
should exceed expenditures.

MATERIALS AND METHODOLOGY

In the above outlined connections, the author has
put forward as the main aim to carry out an analysis
of the economic factors and an evaluation of their
influence on the economic profit of organic agriculture
farmers. The concurrent aim was to judge whether
the data structure (as the available databases enable)
is sufficient and relevant for the fulfillment of the
main intention.

In the solution, the author used the data of the
Institute of Agricultural Economics and Information
(UZEI in Czech), the Brno branch. The database is
maintained and monitored by the accredited inspec-
tors of the particular inspection organizations (KEZ
0. p- s., ABCERT AG and Biokont CZ, s. r. 0.).

As the basic method, the ratio analysis and the data
comparison (in the space dimension) were chosen.

RESULTS AND DISCUSSION

For the analysis of economic profit of organic farms,
an evaluation of the level and structure of costs and
revenues was considered in the enterprises of legal
entities, and of incomes and expenditures in the en-
terprises of physical entities. However, no institution
in the Czech Republic keeps a relevant database which
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would make it possible to carry out such a detailed
analysis of economic tools over all organic farming
enterprises (Darmovzalova and Koutnd 2009).

That is, no institution in the Czech Republic op-
erates a relevant database that would enable such a
detailed analysis of the economic instruments on
behalf of all ecological farms. The Brno UZEI utilizes
the public registers for monitoring the revenues of
organic farms, but apart from the farming operations
results, other economic instruments are not a part
of their analyses (the questionnaire structure is not
set up for this kind of data).

By contrast, the Prague UZEI monitors in its Farm
Network Accounting Data (FADN) a detailed structure
of the revenues and costs items in the enterprises
of legal entities (PPO) and incomes and the expen-
ditures in the enterprises of physical bodies (FPO,
which would help the above mentioned intention
very much), and thus also the size of “trading from
operations” in the particular enterprises (for organic
farms since 2001). Unfortunately, the sample of the
FADN includes only about 8% of organic farms. The
use of this database appears to only provide the sup-
plementary information to the Brno UZEI database,

Table 1. Sales revenues of the enterprises of legal entities
under organic farming

Sales revenues Number of enterprises

(thousands CZK) abs. %

1to <200 14 4.2
200 to < 500 13 3.9
500 to < 1 000 9 2.7
1 000 to < 3 000 33 9.9
3 000 to < 5000 17 5.1
5000 to < 10 000 47 14.1
10 000 to < 30 000 88 26.3
30 000 to < 60 000 27 8.1
60 000 to < 100 000 18 5.4
100 000 to < 200 000 6 1.8
200 000 to < 300 000 0 0.0
300 000 to < 500 000 1 0.3
500 000 to < 1 000 000 1 0.3
1 000 000 to < 1 500 000 1 0.3
1 500 000 and more 7 2.1
Not mentioned 52 15.6
In total 334 100.0

Source: Author, based on UZEI data
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i.e. not as a fundamental resource which would enable
the generalization of its conclusions over all organic
enterprises.

The following analysis will, therefore, reflect the Brno
IAEI data. For the needs of monitoring of the revenues
side, only the category of sales revenues was used as
the database makes this possible (Table 1). Owing to
the absence of the data, the other categories cannot
be monitored. Furthermore, the subsidies category
could be evaluated (for monitoring of the significance
of their share in the total revenues, or incomes of a
firm) because it is a very significant part of the rev-
enues (specifically of other operation revenues in the
PPO) or incomes (other incomes in PFO).

The Table 1 shows the revenues which had been
monitored only in the legal entities enterprises (25.6%
of the total number of organic farms). Of the total
number of 334 enterprises, 52 (15.6%) had not stated
the interval in which the revenues had been obtained.
Almost 60% of PPO, which mentioned their sales
revenues, attained a value of up to 30 million CZK.
Most enterprises, 88% (26.3 % of the total number of
PPO), mentioned that they achieved sales revenues
of between 10 to 30 million CZK; 47 enterprises (i.e.
14.1%) in the range of 5-10 million, and 33 firms
(9.9%) between 1 to 3 million CZK annually.

Generally, it can be said that, with some exceptions,
the results concerned limited companies which em-
ployed fewer employees (mostly up to 20), managing
bigger acreages (usually over 500 ha). They were
predominantly oriented towards growing permanent
grassland (TTP), supplemented with a small repre-
sentation of arable land without cultivating vegeta-
bles and/or herbs. In animal production, the firms
concentrated mainly on cattle, sometimes combined
with breeding of sheep, horses and goats.

The analysis of the level and structure of the costs
of the particular enterprises could not be carried
out due to the absence of data. Operating results of
enterprises have been analysed only to the respect
of whether the given firm had achieved positive or
negative values in 2007. Throughout 2008, all firms,
both the organic farmers and the enterprises which
were farming conventionally in 2007 but registered
in the system of organic agriculture in 2008, were
interviewed by the accredited examiners as required
by the UZEL This explains a greater number of the
interviewed enterprises than was the real number of
organic farms in 2007.

Of the total number of the interviewed enterprises
(1 849), 80.8% (1 494 subjects) stated that they had
achieved a positive operating result in 2007; 11% of
enterprises (203 farms) had a negative result, and the
remaining 8.2% (152 firms) did not answer (most often
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for the reason that in 2007 they were not organic yet
— this generally concerned the newly starting farm-
ers). The numbers of farms with positive or negative
operating results in the individual regions are listed
in the following Figure 1.

As is obvious from the graph, most enterprises
with the positive operating results were situated in
the regions of Karlovy Vary, South Bohemia, Liberec,
Zlin, and Pardubice. In general, it concerns the enter-
prises oriented at the TTP farming, in combination
with animal breeding. They farm arable land only
marginally. However, it is interesting that even the
Zlin region, where the representation of orchards
is significant, reached very favourable values. On
the other hand, the majority of enterprises with the
negative operating result is situated in the regions the
orientation of which aims more at the arable land (the
regions of Vysoc¢ina, Prague and Central Bohemia)
and orchards (the Olomouc region) besides the TTP
(the region of North Moravia where the representa-
tion of the TTP is significant, despite the fact that the
operating results reach negative values more often
than those in other regions. It can be assumed that in
the regions where farming is more demanding, even
higher subsidies for these cultures are not able to
compensate sufficiently for the higher costs in order
to achieve more favourable values of the operating
results. This assumption should be documented by
the concrete numbers; however, this is not possible
due to the current data structure.

Zlinsky
Plzensky
Ustecky

)
-
7]
Q
Q
Q
<=
=
—_

Olomoucky

) >N
4 4
5 B
3 2
R
< %)
M z
=
s

Figure 1. Operating results of farms according to the regions in 2007

Source: Author, based on IAEI data
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Jihomoravsky

On the basis of the above described analysis, it can
be concluded that organic farms are economically
strong entities — as evidenced by 80% of enterprises
with positive operating results (despite the fact that
due to the absence of data, a detailed analysis of the
partial economic tools in all entrepreneurial sub-
jects could not be carried out). However, it can be
assumed, on the basis of our own findings acquired
from the discussions with agricultural producers
and members of the expert public, that this fact is
to a great extent due to the subsidies (even though
it is not possible to express their share in the total
revenues or incomes in specific numbers) provided
to this type of farming, not by the sales revenues or
incomes received from their own activities.

The opinions of the expert public concerning the
described problems are very polarized. Some argue
that the subsidies flowing into organic farming are
adequate and that it is not necessary to give a signifi-
cant preferential treatment to organic farmers over the
conventional ones. On the other hand, others hold the
view that the subsidies are insufficient and that the
organic farmers should be compensated for the lost
profit (owing to higher costs and lower revenues) and
that they should be also given a preferential treatment
for their environmentally friendly services.

The author believes that the database of the or-
ganic farms should be expanded by the addition of
financial indicators (either at the Brno IAEI or the
Prague IAEI, by broadening the existing sample of
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organic farms in the FADN database). They would
make it possible to determine the economic profit of
the organic farms in the Czech Republic. At present
this is not possible (only the basic statistical data are
filed for the national or the EU needs).

The author also believes that such data are essen-
tial even for the state apparatus which should utilize
them for its design of the subsidies policy for organic
farming. The policy should be increasingly oriented
not only towards the area of the primary industry
(which is already adequate — as it is evidenced by
the dynamics of the growing number of farms and
their acreages), but it should also motivate farmers
to an endeavor to bring the bio-products to the mar-
ket. Otherwise, there is a risk that the bio-products
will end up (for various reasons) as conventional
products. This would prevent a situation in which
farmers without any emotional relation to animal
breeding and/or management of the landscape would
also enter the system of organic farming. For such
farmers, the subsidies are the main stimulus and they
adapt the conditions of animal breeding and plant
growing that will comply only with the minimum
level that will keep the inspectors happy and would
not attract sanctions.
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