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Foreword

This study was undertaken in the framework of the study programme
of the Directorate~General for Agriculture of the European

Communities.

The study was carried out by a group of experts working for Institutes

in several Member States, and the work was geographically shared as

follows :

SEMA-~-METRA : France and Italy

IFO-Institut flr

Wirtschaftsforschung : German Federal Republic and Netherlands
PRICE WATERHOUSE : United Kingdom and Ireland

J.M. DIDIER and Assocjates : Belgium, Luxembourg and Denmark

The present comparative analysis has been prepared by J.M. DIDIER and

Associates on the basis of the national reports.

The Division "Reports, studies, statistical information, documentation',
"Economic affairs and general problems' and '"Matters common to several
products and conditions of competition'" of the Directorate-General for

Agriculture took part in the work.

The present study does not necessarily reflect the opinion of the Commission
of the European Communities and does in no way prejudice its future standpoint

on this subject.

Original 2 FR
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GENERAL INTRODUCTION

1. Title and subject of study

Role, importance and economic effects of public expenditure in favour of
agriculture in the Member States of the European Community.

2. Reasons for study

The Commission gave the reasons for the study as follows:

na)

b)

c)

It has been estimated that expenditure for agriculture at Community and
national level totalled about 27.000 million ECU in 1980, not including
tax reliefs. The share of this accounted for by national expenditure as
a whole was about 55%, that is, more than EAGGF expenditure.

National expenditure on agriculture rose from 6.600 million ECU in 1973
to about 14.900 million ECU in 1980, an increase at current value of
about 125% (1).

There are wide differences as between the Member States in the volume
of national aids and the distribution of the aids among the various
sectors. Various factors combine to account for this: differing scope
for obtaining finance, the differing scale of agriculture in the
various countries, the diversity of agricultural production sectors,
and, at least in part, differing objectives pursued in the different
Member States. Also, although there is a fairly general tendency to
grant aids under general schemes, some Member States still have a
policy of operating specific aid schemes.

The present diversity does not facilitate harmonization of the impact
of aids to agriculture in the Community. However, this impact can be of
great importance. Thus, State aids may introduce distortions of
competition, affect farm incomes, widen regional disparities, encourage
production of products of which there are already surpluses, and even
run counter to CAP measures.

For this reason, a detailed study of State aids to agriculture was
requested in the course of discussions of the report of the Community
on the 30 May Mandate. To be complete, such a study should also take
account of national taxation systems and social security systems
established in the various Member States."

(1) These estimates are to be verified by the experts.



3. Limits of the study

After discussion with the Commission's staff, the experts decided to
examine public expenditure concerning agricultural products coverd by
Annex II of the Treaty of Rome. However, it was agreed that:

— fisheries did not come within the scope of the study;

- tropical products are not to be considered (the special case of the
French Overseas Departments and Territories will be examined in a special
chapter in the French report);

- forestry products would be examined in a special chapter to be prepared
for each country.

The experts decided that public expenditure did not cover in general staff
and operational expenditure except in respect of "intellectual' investment,
quality control expenditure, and expenditure on plant and animal health
inspection. Public expenditure included is actual disbursements and not
budget forecasts or expenditure commitments. Moreover, the experts agreed
to study national public expenditure without taking account of Community
expenditure on agriculture.

The experts agreed to take as reference period the years 1975 to 1980,
years for which inventories are available. 1974 was excluded because, for
certain countries, this year raised difficulties, particularly in
connection with the analysis of budgets. 1974 was the first year for which
Inventories were made, and it became evident that in certain Member States
the Inventory was not complete or had a "temporary" form which prevented
homogeneous use with subsequent years.

The exchange rates referred to are those used by the EAGGF in its annual
reports (see below).
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4, Structure of the study

The study has two separate parts. The first gives facts and figures and
attempts to summarize as objectively as possible the information which the
experts in the working group have mustered. Any comparison, unless carried
out with the greatest care, could well lead to particularly regrettable
mistakes of interpretation. In the introduction to Part I, we provide some
material facilitating its use. In Part II, we attempt to mobilize the data
along comparative lines to provide tentative replies to the five questions
the EC Commission asked:

~ What effects may national aids be considered to have on agricultural
production?’

- What impact may they be considered to have on farm incomes?

-~ What repercussions are they thought to have on intra~Community trade?

— How far may they be considered to encroach on Community financial

solidarity?

What relationship may they be considered to have with CAP measures?

In Part I, the coordinator has endeavoured to reflect exactly the
information provided by the experts, though with additional material in the
taxation Chapter, but in the second part he has assumed greater freedom
from the working group, and, while drawing on the experts's conclusions, he
has not felt obliged to reflect the diversity of the assessments on a
subject which, within the group, has been highly controversial, and which
will be even more controversial in the eye of public opinion.

This is one of the reasons why the reader will have every interest in
referring frequently to the country reports, to obtain an exact picture of
the views of the various experts on the conclusions that may be drawn from
this study for each of the Community's Member States.

Sources

The Community report was drafted on the basis of the various country
reports submitted by the experts from four institutes (the relevant country
is given in brackets):

~ I.F.0. - Institut fiir Wirtschaftsforschung (Economic Research Institute)
(Germany and the Netherlands)

Price Waterhouse (United Kingdom and Ireland)

Sema-Metra (France) and Recta (Italy)

J.M. Didier and Associates (Belgium, Luxembourg, Denmark, coordination of
the study and Community report).

The experts worked on the basis of the national inventories of national aid
schemes submitted to the EC Commission by the Member States. The data in
the inventories have been verified and amplified wherever necessary. For
the special Chapter on social security, the experts drew on work carried
out by a group of national experts working for the Commission's DG V, and,
in the main, they have updated this work.



PART I

DESCRIPTION OF PUBLIC EXPENDITURE ON AGRICULIURE
IN THE MEMBER STATES OF THE EUROPEAN COMMUNITY






CHAPTER I :

INTRODUCTION AND METHODS
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Establigshment of a standard clagssification

The experts began by making a census of all national expenditure omn
agriculture in the various Member States. But in order to achieve
comparability and consistency in their work, they needed a standard
classification fitting all of the Member States. Here, there were 3
objectives:

(i) In each Member State, there must be a place in the common
classification for all types of public expenditure on agriculture,
and, if possible, without ambiguity between various headings;

(ii) The amounts of public expenditure must be comparable from one Member
State to another, and this required a classification including
schemes of identical content in each Member State;

(iii) It had to be possible to analyse the impact of the public
expenditure for each Member State taken individually and the
structure of the classification had to facilitate comparison of the
impacts of the public expenditure between the Member States.

Efforte to establish a classification covering all three requirements led
to inconsistencies and disagreement deriving from the variety of the
objectives set and of the schemes operated in the Member States: either a
gingle scheme has several objectives (e.g. investment aids to various types
of farms and to various regions), or several schemes have a single
objective, or again, in certain Member States, a group of schemes has
several objectives (this is true for the "Flurbereinigung" in the Republic
of Germany, the '"Landinrichting'” in the Netherlands, the "Western Package"
in Ireland and the "Casa per il Mezzogiorno" in Italy).

However, the experts did complete a classification by programmes and
objectives which enabled all the types of national expenditure to be
grouped in each of the Member States.

Description of the classification by programmes and objectives

The common classification (Chapter II) emabled public expenditure to be
classified in 11 main chapters:

Chapter 1 (code 1000 in the common classification) itemizes expenditure on
improving the structure of production. It includes expenditure on:

~ modernization of farms (codes 1100 and 1800),

~ land mobility (code 1200),

- improvement in production potential (codes 1400 and 1500),

- reduction of production costs (code 1700);

Chapter 2 (code 2000) comprises public expenditure to offset natural
disasters;

Chapter 3 (code 3000) describes public expenditure on the improvement of
rural infrastructures;
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Chapter 4 (code 4000) includes all public expenditure on processing
(code 4200) and marketing of agricultural products (codes 4300 to 4500);

Chapter 5 (code 5000) covers public expenditure on consumption;

Chapter 6 (code 6000) indicates public expenditure in the form of capital
guarantees; ,

Chapter 7 (code 7000) concerns aids to income in the strict sense (i.e.
excluding, for example, aids to incomes following natural disasters,
compensating payments in less favoured regions, etc.);

Chapter 8 (code 8000) covers "intellectual" investment, i.e. expenditure on
agricultural research, training and dissemination of informationj;

Chapter 9 (code 9000) itemizes social security benefits (expenditure) for
farmers;

Chapter 10 (code 10000) is an attempt to estimate the scale of tax rebates
for the farming community;

Chapter 11 (code 11000) is for expenditure not elsewhere classified. This
has been used mainly for two countries - Germany, to cover aids to
political refugees, and Denmark to cover expenditure from funds drawing on
"parafiscal' charges.

Limits of this classification

The classification, necessarily involving a good deal of compromise, has
yielded a census in each of the Member States of all public expenditure on
agriculture upon which information was available to the experts. However,
the common classification does not allow perfect comparigon of the amounts
spent as between Member States and even less of any common interpretation
of the impacts of this expenditure. Thus, a number of classification codes
do not cover comparable amounts, as the following examples show:

~ At code 1100 (investments in farms), investments in farms located in less
favoured regions (code 1800) should have been excluded, but no such
distinction could be made for most of the Member States.

- At ccde 1270 (reparcelling), the amounts cannot be compared from one
Member State to another as the term '"reparcelling" (or "land
redigtribution” or ''land consolidation') has differing definitions and in
some Member States reparcelling is only part of comprehengive schemes for
the development of rural areas (code 3100).

~ The experts for Belgium, Luxembourg and Denmark took the view that
quality controls of seed should come under improvement in production
potential (code 1510) and not under quality controls in connection with
marketing (code 4400).
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- Code 1730 covers essentially tax rebates for petroleum products used in
farming; it was not possible to calculate these abatements on the same
bagis in the various Member States.

- Under code 3200, the schemes for improving infrastructure refer to
differing circumstances from one Member State to another (e.g. as between
,France and the Federal Republic of Germany).

- At code 4220, concerning investment in firms processing and marketing
agricultural products, depending on the Member States, it was not always
possible to distinguish products covered by Annex II of the Treaty of
Rome from the others, so that the amounts of expenditure do not refer to
the same basis.

- At code 5100, expenditure has been included for Germany which derives,
admittedly, from Community measures, but which is more a matter of the
diverging monetary policies of the Member States than of the Common
Agricultural Policy itself.

- At code 8000, expenditure in the Netherlands and in Germany does not
cover or does not cover all of staff and operating expenditure in
connection with expenditure for "intellectual" investment.

— The "parafiscal' charges had been treated separately in Denmark, whilst
they have been distributed according to the common classification in the
other Member States (notably in the Netherlands, France and the Federal
Republic of Germany).

Specific treatment of certain types of expenditure

To meet specific requests from the Commission, three specific chapters were
added to the analysis of public expenditure on agriculture:

a chapter covering public expenditure on research in agriculture;

a chapter analysing social security expenditure for farmers;

a chapter reviewing the present state of information on taxation in
agriculture. :

>

special chapter on public expenditure on forestry has been added.

Although the Commission's staff requested that expenditure on research in
agriculture be directly attached to the various types of national
expenditure, it was not always possible to comply with this at Community
level since the figures for certain Member States (mainly Germany and the
Netherlands) do not cover all the period studied.

Accordingly, expenditure on research in agriculture is covered by a
separate chapter. Wherever possible, the figures concerning this type of
expenditure have been incorporated into the other types of expenditure, but
always shown separately.
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This chapter is a response to a specific request from the Commission's
staff, who asked for an updating of the work carried out by a group of
government experts working for the Commission's DG V. Some experts of the
working group on public expenditure on agriculture felt that the social
security figures should not be included, as these can be misleading and are
by no means completely reliable. Nonetheless, at the request of the
Commission's staff, it has been decided to include this chapter, using the
methods followed by DG V's group of experts.

The figures in this chapter have never been incorporated into the summary
tables of public expenditure on agriculture as the expression 'public
expenditure" in this field is very controversial: does the Member States'
share in the financing of social security rank as expenditure? If so, for
certain member States only estimates are available and for others (Ireland,
the United Kingdom and Denmark) the data are far from complete as social
security is very largely covered by general taxation. Or should all social
security expenditure for farmers be treated as public expenditure?

The experts working on this study felt they could not take a decision on
this, and the study coordinator takes the view that the best comparison
could be made on the basis of total social security expenditure for
farmers. However, in view of the reservations expressed with regard to the
figures given, no Community comparison has been made in connection with the
study, although the figures have been set out in the summary tables at
Community level.

Taxation

Although the Commission's request concerned a description of the reduced
tax accruals, it has not in fact been possible to meet this request in this
study: there are far too many gaps in present knowledge of taxation of
farming in all the Member States. Also, the complexity of taxation systems
in agriculture makes comparison at Community level incongistent.

The coordinator decided to present in this chapter a review of present
knowledge of taxation of agriculture. No attempt is therefore made to
quantify the revenue reductions arising from tax abatements in agriculture
but the aim is to show the main features of agricultural taxation in each
of the Member States and to show that the complexity of these tax systems
and the lack of knowledge of them at Community level prevents any
satisfactory comparison.

Presentation of results

We have summarized in various tables at chapter 2 of this Part I the
amounts of expenditure included in codes 1000 to 8000 and in code 11000.
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The tables show:

1. public expenditure on agriculture in 1980, expressed in '000 ECU at 1980
exchange rates; (1)

2. public expenditure on agriculture in 1975, expressed in '000 ECU at 1975
exchange reates;

3. public expenditure on agriculture in 1980, expressed in '000 ECU at 1975
exchange reates;

4. the breakdown of public expenditure on agriculture in 1975 and in 1980
as percentages of total expenditure; (1)

5. changes in public expenditure, showing for 198C the index of changes in
expenditure in current national currency on the basis of 100 in 1975; (1)

6. changes in public expenditure indicating for 1980 the index of change
and expenditure in national currency deflated by the GDP deflator on the
basis 100 in 1975. (1)

We have introduced Table 5, showing changes in expenditure in current
national currency in order to allow of comparisons with other Community
studies and to allow, if that should prove necessary, use of a deflator
other than the one we have used in Table 6. It should be added that our
analysis of changes in public expenditure on agriculture between 1975 and
1980 is mainly based on value at constant prices.

The tables breaking down public expenditure as percentages of the total
include research, except for the Netherlands and Germany for 1975.

Conclusions

It must again be stressed that it would be very dangerous to draw rigid
conclusions from the summary tables given in Part I or on the basis of the
texts which use the public expenditure data in the tables.

Any attempt to make comparisons must allow for the qualifications given for
each type of scheme in each of the national reports.

The coordinator regrets that with little time available and a large number
of questions from the Commission to deal with, it has not been possible to
refine the comparability of the figures in the following chapters. He
suggests that in future this work should be carried out on a systematic
basis, using, for example, the working methods of the Statistical Office of
the European Communities.

(1) Except for Luxembourg, where figures were not available for 1980.
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CHAPTER II:

PUBLIC EXPENDITURE

ON AGRICULTURE IN

THE MEMBER STATES OF THE EUROPEAN COMMUNITY
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Codes of the Common Classification
of public expenditure on agriculture
in the Member States of the European
Community. )



Coding

1000
1100

1110
1120

1130
1140

1200

1210

1220
1230
1240
1250
1260
1270

1300

1310
1320

1400

1410
1420

1500

1510
1511
1512
1513
1514
1520
1521
1522
1523
1530
1540
1550
1560

2.

IMPRQVEMENT OF THE STRUCTURE OF PRODUCTION

Modernigsation of farms (outside less favoured areas) - farm
buildings, houses, livestock, equipment, soil improvements ...

1.1 National aids linked to a Community payment (Directive 72/159)
1.2 National aids not linked to a Community payment
(Directive 72/159)
1.3 National measures not linked to Directive 72/159
1.4 Expenditure linked to national measures in force before the
implementation of Directive 72/159

Measures (or programmes) to improve mobility of land and prevention
of splitting of farms

2.1 Retirement scheme (Directive 72/160/EEC) or similar national
predecessor

2 Leasing of land

3 Land transfers

4 Land pool

5 Support of young farmers

6 Settlement

7 Reparcelling

Land improvement (which is not a component of farm modernisation
schemes (No. I.1.) and not component of another programme (No.
IITI.1. and 2.)) - artificial drainage, soil improvement etc.

3.1 Drainage and soil improvement
3.2 Irrigation

Reduction and change of production (as far as not component of I.1.
or 1.8.)

4.1 Crops
4.2 Animals

Improvement of production potential (to be distinguished from
VIII.1) - includes schemes to encourage better production practices

5.1 Crops
- Seeds
~ Plant health protection
~ Pest control
- Administration (Plant Royalty Bureau)
5.2 Animals
- Breeding
- Health control and vaccines
- Compulsory slaughter
5.3 Energy
5.4 Management
5.5 Health protection, environment and pollution
5.6 Production techniques



1600

1700

1710
1720
1730
1740
1750
1760
1770

1800

1810
1820
1830
1840
1850
1860

2000

2100
2200
2300
2400
2500

3000

3100

3110
3120
3130
3140
3150
3160

3161
3162

6.

7.

II

1.
2.
3.
4,
5.

III

_23-.

Cooperation between farmers (not in marketing, see IV.I.)

Reduction of production costs (as far as not included under I.8 or
other items) - includes general subsidies allocated to farms and
fiscal abatments

7.1 Seeds

7.2 Fertilizers
7.3 Carburants
7.4 Insurances
7.5 Labour

7.6 Services
7.7 Feed

Special measures for development of less favoured areas

.1 Investments linked to EEC payments (Directive 72/268)

.2 Investments not linked to EEC payments (Directive 75/268)

.3 Investments in special farm groups

.4 Compensatory allowance

.5 Other aids not linked to Directive 75/268

6 Special reductions of production costs (e.g. Ireland and
United Kingdom) - includes general subsidies allocated to farms

00 OO 00 GO o O

COMPENSATION FOR NATURAL DISASTERS (farmers)

Drought

Frost

Hail (except insurance)
Floods

Wind

DEVELOPMENT OF RURAL AREAS

Programmes (general and specified to regions) with exclusively or
at least primarily agricultural objectives (sub-divisions
according to contents of the programmes)

1 '"Western Package"
2 "Landinrichting"
3 "Flurbereinigung"
.4 "Rénovation rurale"
5 Special programmes for Northern Ireland
6 Special measures for the development of the agriculture of
lesa~favoured areas
6.1 Investment aids
6.2 Income aids or reductions of production costs depending
on existing programmes, their contents and their objectives



3200

3210
3220
3230
3240
3250
3260

3300

3400

4000
4100
45110
4120
4200
4210
4220
4230
4240
4250
4300
4400
4500

4606
4700

4800

5000

5100

5200

- 24 -

Programmes to improve infrastructure not specific to the
agricultural sector (rural population)

2,1 Improvement of villages

2.2 Water supply, energy supply, drainage

2.3 Regulation of watercourses and sea defences
2.4 Conservation measures

2.5 Roads

2.6

Recreation activities

Programmes concerning industrialisation of rural areas (very
difficult to separate from general economic programmes and often
not assignable to special regions)

Other programmes concerning agriculture

PROCESSING AND MARKETING

At the producer stage

1.1 Development of producer co-operation schemes (e.g. Regulations
1035/72, 1360/78, 136/66)

1.2 Other national investments

Processing (and marketing) enterprises
2.1 Investments (Regulations 355/77 and 17/64 (national part of))
2.2 Investments (national in character)

2.3 Co-operation

2.4 Management

2.5 Marketing infrastructure

Product promotion (market research)

Inspection of products and quality control

Marketing services - marketing information, market transparency,
statistical services, classification system

Administration of sales sector

Regional capital grants (food industry and agricultural services
industry)

Activities of central bodiegs in agriculture

MARKET SUPPORT

Expenditures resulting from EC-Market- and Price-Policy - (national
part)

National market support and stabilization (e.g. transitiomal
arrangements in United Kingdom, Denmark and Ireland, other national
support, compensation for green currency differences)



5300

5310
5320
5330

5400

6000

6100
6200
6300
6400
6500
6600

7000

8000

8100

8110
8120
8130

8200
8300
8400
8500

3000

9010
9020

Vi

1.
2‘

h.
5.
6-

VII

VIII

3.

5.

X

Aids for consumption

3.1 Free distribution
3.2 Reduced prices for special groups of consumers
3.3 Reduced prices for all consumers

Aids for exports

FINANCIAL POLICY (only aids which are not assigned to another item)

Capital guarantees

Reserves for special agricultural credit institutes
Fees connected with land purchase

Fees connected with registration

Loan funds

Treasury aids

INCOME AIDS TO FARMERS OR PROCESSORS WHICH ARE NOT ASSIGNED TO
OTHER ITEMS

INTELLECTUAL INVESTMENTS

Research and development (to be distinguished from I.5)

1.1 Crop research

1.2 Animal research

1.3 Mixed research

Vocational training

Information, agricultural advice etc.
Accounting

Social support activities

SOCIAL SECURITY

Social security of farmers
Social security of farm workers



9100 1. Sickness insurance

Farmers

9110 1.1
1.2 Farm workers

9120
9200 2. Disablement insurance'

9210 2.1 Farmers
9220 2.2 Farm workers

9300 3. Accidents at work
9310 3.1 Farmers

9320 3.2 Farm workers
9400 4. O01d age pensions
9410 4.1 Farmers

9420 4.2 Farm workers
9500 5. Family allowances
9510 5.1 Farmers

9520 5.2 Farm workers

9600 6. Relief labour ("Betriebshelfer")

9700 7. Unemployment

9710 7.1 Farmers

9720 7.2 Farm workers

16000 X  TAX REBATES (exclusive "parafiscal' charges)
10100 1. Income taxes

10200 2. Fiscal measures to ameliorate farm structures
10300 3. Capital and capital gains taxes

10400 4. Land taxes

10500 5. Inheritance taxes

10600 6. Fiscal abatements for inputs

10700 7. Tax relief (Ireland, United Kingdom)

10800 8. VAT

11000 XI OTHER
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2. Amounts disbursed
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We give six expenditure tables:

I. Public expenditure on agriculture i
('000 ECU)

II. Public expenditure on agriculture
('000 ECU)

I1I. Public expenditure on agriculture
('000 constant ECU - base 1975)

IV. Public expenditure on agriculture
and in 1980 (%)

V. Public expenditure on agriculture
(1975 = 100 - current prices)

VI. Public expenditure on agriculture
(index deflated (GDP), 1975 = 100)

Abbreviations:

n.a. = not available

/

in

in

in

in

in

the Member

the Member

the Member

the Member

the Member

the Member

States

States

States

States

States

States

of

of

of

of

of

of

the EEC

the EEC

the EEC

the EEC

the EEC

the EEC

= no expenditure under this code in the Member State concerned

in 1980

in 1975

in 1980

in 1975

in 1980

in 1980
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(VIPA2-21)

I. PUBLIC EXPENDITURE ON AGRICULTURE IN THE MEMBER STATES OF THE EEC IN 1980 ('000 ECU)

00 o8 on ss ¢4 oo

DK

IRL

Lux

(1979)

e

.
.

as

..

: 8 102 : 498 647 : 203 814 : 72 868

103 669

84 071

: 790 975 : 1 648 573 : 1 313 318 :

1000

35 556 (1)
28 124

67 629 :

16 246
17 935

332 191

48
1 965

: 219 635 :+ 574 134 : 23 587 : 25 130
691 061 17 855 40 914
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(1) Expenditure on the modernization of farms in less-favoured areas is included in code 1100 for the harmon

Community level, particularly UK and Ireland.
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Note: Social security expenditure and tax rebates are shown in the special chapters on these points.

(1) Total without '"parafiscal' charges in Denmark.
(2) Total Denmark including "parafiscal" charges.
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II. FUBLIC EXPENDITURE ON AGRICULTURE IN THE MEMBER STATES OF THE EEC IN 1975 ('000 ECU)
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1975 ('000 ECU)
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.
s

e

TOTAL

(1) Excluding expenditure connected with “parafiscal" charges.

(2) Including expenditure connected with "parafiscal" charges.
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ITIi. PUBLIC EXPENDITURE ON AGRICULTURE IN THE MEMBER STATES OF THE EEC IN 1980 (constant '000 ECU - Base 1975)
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Base 1975
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Note: Social security expenditure and tax rebates are shown in the special chapters on these points.

(1) Total without "parafiscal” charges in Denmark.
(2) Total Denmark including "parafiscal" charges.



- 36 -

(VIPA2-21)

IV. PUBLIC EXPENDITURE ON AGRICULTURE IN THE MEMBER STATES OF THE EEC IN 1975 AND 1980 (%)
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V. PUBLIC EXPENDITURE ON AGRICULTURE IN THE MEMBER STATES OF THE EEC IN 1980 (Index 1975 = 100 - current prices)
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Index 1975 = 100
current prices
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3. Comments on the amounts disbursed
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National ezpenditure on sericulture

in 1980, natiomal expenditure: on agriculture totalled 9 441 million ECU
for the Community as a whole, compared with about 8 400 million ECU in
1975. At current prices, the increase in ECU was 12% between the two
years; however, expressed in constant ECU, public expenditure in fact
declined, by 27%.°

Italy and France accounted for 60% of the total in 1980. In that year,
too, the four big countries accounted for 87% of the total, the other
Mewber States, leaving aside Luxembourg, sharing the rest fairly evenly.

In 1980, 50% of the expenditure went to the improvement of production
structures (mainly modernization of farms, setting up of new farmers and
cessetlon of farming, aids to inputs, aids to breeding and to disease
prevention and support for farming in less-favoured areas). About 14.6% of
total national expenditure for the Community as a whole went to the
processing and marketing of agricultural products, 11.5% of the total
national expenditure was assigned to the development of rural areas, about
8% to agricultural research and about 5.6% to market support and aids to
consumption. The remainder is shared mainly between compensation granted
to farmers for natural disasters (3%) and extension services and training
in agriculture (4%).

Breakdown by main type of expenditure

The Netherlands is the Member State in which national expenditure on
agriculture is shared out most evenly among the four main objectives:
improvement of production structure at farm level, "intellectual"”
investment in agriculture, expenditure "upstream” of the farms and
expenditure in connection with the development of rural areas. Denmarks is
exceptional in being the only country spending more on operations
downgtream of farming than on the holdings themselves.

For Italy and Luxembourg, the two main expenditure items are the holdings
themselves and operations downstream. In addition to these two objectives,
the United Kingdom has devoted large amounts to "intellectual" investment.
The four other Member States spent more than 55% of these funds directly on
the holdings and share out more or less evenly the rest of the expenditure
between the three other objectives: '"intellectual" investment, spending
downstream of agriculture and development of rural areas.

'See the definition of national expenditure on agriculture in the general

introduction - the limits of the study, p. 4 (Social security and tax
rebates are not included in this definition).

2For comparison purposes it may be mentioned that social security

expenditure on farmers rose from 10 700 million ECU in 1975 to about 17 000
million ECU in 1980, an increase at current prices of 59% and at constant

prices of 3%.
EAGGF expenditure in 1980 was 11 922 million ECU (compared with 4 707 ECU

in 1975).
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Depending on the country, in 1980 most of the Member States allocated
between 45% and 65% of public agricultural expenditure directly to farms,
with Italy and the United Kingdom at the bottom of the scale and France at
the top. Two Member States spent relatively little on farms: Denmark (29%,
including 2% in "parafiscal” expenditure) and the Netherlands (roughly 25%).

As for relative shares devoted to "intellectual” investment, the Community
countries divide naturally into two separate groups in 1980: Netherlands,
United Kingdom, Denmark and Belgium on the one hand and Italy, France,
Germany and Ireland on the other. In the first group, the share taken by
this kind of expenditure exceeds 18% and is as much as 30% in the
Netherlands, while in the second group expenditure was roughly 12%, with,
for Ireland, a lowish rate of 9% and for Italy a percentage below 3%. As
Luxembourg has neither universities nor research centres, it is not
included in this analysis.

For most of the Member States, expenditure on rural development lies in a
range between 7% and 15% of all expenditure. Denmark, in particular,
allocates a very small part of national expenditure to the development of
rural areas, but, as we have already noted, the Netherlands spends sums as
. large as those it spends on production structures at farm level or on the
improvement of the development and processing of agricultural products.
Luxembourg is too small to have a regional policy.

Lastly, the shares of expenditures "upstream'" of agriculture exceed 20%
everywhere except in Germany (16%), Belgium (11%), and France (8%). The
percentage is very high in Denmark (43%) and Luxembourg (42%).
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3. Concentration of public expenditure

In 1980, in each of nine Community Member States, more than 80% of public
expenditure on agriculture was concentrated on fewer than 10 main codes, to
which agricultural research must be added; these codes are, however, not
the same from one Member State to another.

The concentration of expenditure under certain codes is revealed as very
high if the criterion taken is that of the share in total expenditure
accounted for by the top three codes (whichever they may be) in each of the
Member States:

Netherlands: 74.8% . (codes 8100, 3100, 1500)
Luxembourg: 62.0% (codes 4200, 1700, 2000)
United Kingdom: 59.0% (codes 1100, 1800, 8100)
Denmark: 57.4% (codes 5300, 1100, 8100)
Belgium: 51.7% (codes 1200, 2000, 8100)
Ireland: 50.7% {codes 1100, 1800, 5200)
Italy: 48.7% (codes 1100, 4800, 4200)
Germany: 46.2% (codes 1700, 1100, 8100)
France: 45.8% (codes 1200, 1700, 1100)

This also shows that 6 codes cover a large share of public expenditure in
most of the Member States.' They are:

-~ expenditure on restructuring of farms (code 1100): this code accounts for
a good deal of expenditure in Member States.?

- expenditure on improving livestock potential (code 1500), in particular
health control and vaccines (code 1520): this heading is of some
importance in 8 Member States of the Community.?

- expenditure on research (code 8100); this code is important in 7 Member
States. Only Italy seems to neglect research, and Luxembourg has no
facilities.

- expenditure on land mobility and expenditure to prevent splitting or
fragmentation of farmland (code 1200): this code was important for seven
Member States, and particularly so for France, Belgium and Denmark. Only
Italy and the United Kingdom were spending relatively little under this
heading.

~ public expenditure on the modernization of food processing enterprises
(code 4200): this heading is of some importance in six Member States.
Only Denmark, the United Kingdom and Germany spend relatively little in
this area.

- expenditure on less~favoured areas (code 1800), which is relatively heavy
in five Member States, particularly Ireland and the United Kingdom.

Public expenditure designed to reduce production costs in agriculture is
very heavy in four Member States: Germany (21.7%), Luxembourg (18.4%),
France (12.5%) and Italy (6.1%)

"The size of the amounts assigned to certain codes is not in any way a
reflection of priorities within the agricultural policy of each Member
States.

?Luxembourg was in a special situation in 1979 as compared with the other
years.
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4. Changes in public expenditure between 1975 and 1980

Because of gaps in the statistics on research, we have compared changes in
public expenditure in the 1975/80 period without this item (1), as this
does not substantially affect the analysis, except perhaps in the
Netherlands.

Expressed in current prices, public expenditure on agriculture increased in
all the Member States except Germany and the United Kingdom. On the other
hand, changes in expenditure expressed in constant prices show wide
digparities as between the nine countries reviewed:

— 3 countries stepped up their expenditure on agriculture:
Belgium (by 63%), Denmark (by 61%) and Ireland (by 29%);

~ 2 countries maintained their expenditure: France (up 5%) and the
Netherlands (up 12). In the Netherlands expenditure on research declined
at constant prices, and, as this item is a large proportion of overall
agricultural expenditure, overall expenditure in fact also declined:

~ 4 countries spent less on agriculture: Luxembourg (down 17%), Germany
(down 27%), Italy (down 29%) and the United Kingdom (down 63%). The
decline in Luxembourg is incidental rather than structural, since it was
connected with the introduction of a new aystem for supporting farm
modernization, as a result of which actual disbursement of aids was
deferred.

Analysis of changes in public expenditure according to classification codes
shows that, at constant prices, expenditure connected with certain codes
increased (or at least marked time) in most of the Member States.

- code 1100 (farm modernization) except in Germany, Italy and
Luxembourg (not structural)

- code 1600 (cooperation between farmers)

~ code 1800 (farms in less-favoured areas) except in Germany and Belgium

-~ code 3100 (general programmes for agriculture) except in Germany and
the United Kingdom

- code 4200 (modernization of processing facilities) except in Germany
and France

- code 4300 (promotion of agricultural products) except in Luxembourg

- code 8200 (training) except in Luxembourg, Ireland and Denmark

- code 8400 (aid to accounting) except in Ireland and Italy.

On the other hand some types of expenditure contracted by more than 20% at
constant prices in a number of Member States:

- code 1200 (land mobility and prevention of fragmentation) except in
Germany, Belgium, Denmark and Italy

- code 1700 (inputs) except in Luxembourg

- code 3200 (rural infrastructure) except in Belgium and Ireland

- code 4100 (processing at producer stage) except in the Netherlands.

Although these last types of expenditure declined at constant prices, they
were still accounted for a substantial share of public expenditure on
agriculture, except perhaps for code 4100.

(1) For research, see the special chapter on this subject.
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5. Changes in shares accounted for by expenditure according to codes between

1975 and 1980

In all the Member States except Ireland, expenditure by code changed
substantially between 1975 and 1980. But in most of the Member States the
change is essentially the result of a sharp movement under one heading, the
development being either structural (United Kingdom, Germany) or short-term
or incidental (Luxembourg, Belgium and France). Only the Netherlands, and
particularly Italy, reorganized part of their expenditure by objective
between 1975 and 1980.

1.

In Ireland:

Fairly general stability, but with an increase in the share accounted
for by aids to consumption and a reduction in the share of aids to the
maintenance of farm structures and aids to improving production
potential.

In France:

Change due to the payment of exceptional income subsidies which may
exceed 20% of total expenditure (1975, 1976 and 1977).

In Belgium:

Wide change due to the payment in 1978 of aid following the 1976
drought.

In Luxembourg:

Change because there were no payments between 1978 and 1979 for the
modernization of farms and because aids connected with disasters were
paid in 1978 and there was a sharp increase in expenditure on food
processing in 1979.

In United Kingdom:

Very sharp change due essentially to the reduction in the share of ailds
to consumption and to market support.

In Germany:

Change very largely due, in 1975, to the aid to offset the revaluation
of the mark. The share accounted for by aids to improving production
potential and aids to production inputs increased between 1975 and 1980.
In Denmark:

Sharp change due to an increase in the share of expenditure encouraging
consumption of milk products and the reduction in the share of
expenditure on "intellectual" investment.

In the Netherlands:

The share accounted for by expenditure on land mobility declined
sharply. On the other hand, there was an increase in the share of
expenditure on the specific programme for agriculture, investment in
processing and marketing enterprises and on product inspection and
quality controls.

In Italy:

As seen above, the patterns of expenditure by code changed radically.
In particular, there was an increase in the expenditure on land
improvemerit, the development of rural areas, and the processing
industry; on the other hand the shares of expenditure on the
modernization of farms and for central agencies declined appreciably.
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Distribution of national expenditure by product

In all the Member States, the codes expenditure in respect of which is
largest generally cover several products. It is generally not easy to
break down the expenditure by product. The situation varies from Member
State to Member State, as the following table shows:

Shares of public expenditure that can be assigned to products in 1980

Luxembourg 63%
Belgium 55%
Denmark 48%
United Kingdom 36%
Italy 347
Ireland 232
France 18%

In a number of Member States, the largest share of the aids that can be
allocated is accounted for by beef/veal and milk products. However, in
view of the low percentage of aids that can be directly assigned to the
products, especially in France and Ireland, and the lack of information on
how expenditure is allocated in Germany and the Netherlands, it would not
be wise to infer that a large part of national expenditure goes to
beef/veal or milk,

Comparigon between EAGGF expenditure and national expenditure on agriculture

In 1980, EAGGF expenditure in the Community totalled 11 900 million ECU,
while national expenditure was 9 400 million ECU. The two amounts total
21 300 million ECU, with 56% coming from the EAGGF and 44% from national
expenditure., (1)

Insofar as EAGGF expenditure can be allocated by Member State, an operation
carried out by the EAGGF staff, it is found that Italy's share in total
public expenditure is practically double its share in EAGGF expenditure
(30.5% against 16.2%) and that only two other Member States have a larger
share in total public expenditure than their share in the EAGGF
expenditure: (France (28,9% compsred with 24,9%) and the United Kingdom
(11,42 compared with 8,3%). The figures for Luxembourg are too small to be
significant. The situation in the Netherlands is a special one since this
country received 13.2% of EAGGF expenditure while the share of Netherlands
public expenditure on agriculture in the total public expenditure of all
the countries on agriculture is only 3.5%. A last point is that the amount
of national expenditure on agriculture exceeded the EAGGF payments in only
three Member States: Italy, Luxembourg and the United Kingdom, the amounts
being much the same in the United Kingdom.

(1) For comparison purposes, social security expenditure for farmers totalled

17 000 million ECU in 1980, i.e. 143% of total EAGGF expenditure or again
175% of total national expenditure on agriculture.
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4, Schemes operated under certain codes
of the commonn classification
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ANALYSIS OF MEASURES TAKEN TO ACHIEVE CERTAIN OBJECTIVES

In this chapter we have analysed and compared the measures taken to achieve
certain objectives in all the Member States of the Community. We have
selected seven objectives which account for high levels of expenditure in the
majority of the Member States. These seven objectives account for roughly 55%
of total national expenditure in the Community. (1)

In order of amount of expenditure at Community level, these objectives are:

Code 1100 - Modernization of farms

Code 1200 - Measures to improve mobility of land and prevent splitting of
farms

Code 1700 - Reduction of production costs on farms

Code 1500 - Improvement of production pctential on farms

Code 4200 - Modernization of concerns inveclved in the processing and
marketing of agricultural products

Code 5000 - Support of the agricultural market and aid to the consumption of
agricultural products

Code 1800 - Development of less-favoured areas.

In the table below we have shown, for each measure, the scale of each
objective in each Member State, and indicated its position from the point of
view of expenditure and the percentage of expenditure allocated to it.

(1) Apart from this, research accounts for 7.7% of total expenditure. For
details see chapter on research. ’
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Code 1100 - Modernization of farms

In 1980 national expenditure on the modernization of farms totalled 1489
million ECU for the Community as a whole, i.e. 15.8% of all national
agricultural expenditure in the Community.

As can be seen from the following table, in 1980 the ratio of this type of
expenditure to total national expenditure varied from one Member State to
another:

United Kingdom 30,9%
Ireland 18,2%
Italy 19,9%
Germany (1) 13,72
Denmark 13,02
Belgium 10,9%
France 8,02
Netherlands 6,9%
Luxembourg (2) 0,3%

Between 1975 and 1980 expenditure allocated to this objective expressed in
constant prices increased in all Member States with the exception of Germany
(-16%), Italy (-49%) and, for an incidental reason, Luxembourg (-99%). In
Germany the decrease seems to be the result of the fall in the number of farms

qualifying.

In the case of most Member States, national expenditure on the modernization
of farms is undertaken by virtue of Community directives (72/159 and 75/268).
Only in Italy (73% of the total), Germany (43%) and France (13% of the total)
is a large portion of expenditure of this type allocated to national measures
which have no connection with Community directives.

(1) In Germany this figure rise to 20.6% when account is taken of aids to
farms taken-over by political refugees.

(2) 1In 1979, for incidental reasons, Luxembourg did not allocate any
expenditure to this objective. In a normal year the percentage is
between 25% and 30%.
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In this study we have refrained from providing details of the application of
national measures linked to Directive 72/159 because the main characteristics
of these measures were described in the Commission's analysis of the
application of the Council directives on structures (1). We would merely
point out that

(1) until 1980 between 10% and 12% of farms in each Member State were in
receipt of aid but with a high percentage in the Netherlands (15%) and
Ireland (47%).

(2) investment for the most part involved farm buildings and livestock
buildings in particular;

(3) investment was for the most part directed at livestock-rearing
(particularly in the milk sector), the pig sector in some Member States
and horticulture (Netherlands and Beligium).

In 1980 Italy had still not implemented the Community directives; for details
of the measures applied in Italy we would refer the reader to the national
report.

In France expenditure not linked to the Community directives mainly takes the
form of subsidies for stock-rearing buildings (21 million ECU) and guidance
premiums for cattle and sheep farming activities (7 million ECU).

In Germany national expenditure not linked to the Community directives has
primarily a social purpose when financed by the Federal Government because it
includes subsidies towards housing for agricultural workers (3,2 million ECU).
The other national measures are in fact financed by the Linder and can be
broken down into three groups:

- aids to farms excluded from the investment aids programme under the
Community directives (17,3 million ECU),

- housing improvement schemes (19,6 million ECU),

- in certain Linder, aids to certain types of farms: grazing (Lower Saxony),
milk, meat and piglets (Schleswig-Holstein), horticulture (Hamburg)
(3,5 million ECU).

Lastly, in Germany expenditure arising from decisions taken prior to the
implementation of the Community directives encompasses aid to the
modernization of farms, the reparcelling of land, housing for agricultural
workers and agricultural roads and water installations.

(1) Document VI/2734/82.
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Code 1200 - Measures to improve mobility of land and prevent splitting of farms

In 1980 national expenditure under this code amounted to roughly 938 million
ECU for the Community as a whole, or 9,9% of total national expenditure on
agriculture.

This is one of the most important categories of expenditure in three Member
States: France, Belgium and Denmark. By contrast it is less important in
Italy and is practically negligible in the United Kingdom. This category can
be broken down into three principal components:

~ setting up of farmers (including transfer of land)
- reparcelling
- cesgsation of farming.

In all Member States with the exception of Germany, the Netherlands and the
United Kingdom the bulk of expenditure under this code is accounted for by the
setting up of farmers. More precisely, Italy, Denmark, Ireland, Belgium and
France devote more than 50% of expenditure under this code to the setting up
of farmers and the transfer of land.

Reparcelling accounts for a substantial proportion of expenditure in the
Netherlands, Germany, Luxembourg and Belgium.

Lastly the cessation of farming accounts for a relatively high proportion of
expenditure in Germany, the Netherlands, France and Luxembourg.
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Code 1700: Reduction of production costs on farms

In Germany, France and Luxembourg, this item of expenditure occupies an
extremely important place, indeed its share in total expenditure is
predominant in one of the countries. In Italy, although the share of
expenditure accounted for by this objective is more modest, the total amount
of expenditure is fairly high.

In the other Member States, this item accounts for a very low proportion of
expenditure (less than 1% of the total) and for these five countries the
amounts come to 8,3 million ECU, i.e. barely twice the total expenditure of
Luxembourg on this item.

In 1980 total national expenditure under this code in the Community amounted
to 861 million ECU or 9,1% of total national expenditure on agriculture.

At constant prices expenditure under this code fell in all the Member States
except Luxembourg. The reason for this is basically that the effect of the
 first oil price increase was receding and the second had not yet been felt.

Germany

Almost all the schemes to reduce production costs are tax allowances for
agriculture and relate to agricultural vehicles, mineral oils and fuel oils,
and, to a limited extent, to agricultural insurance. At 334,4 million ECU,
these schemes account for 21,7% of total public expenditure on agriculture
and, in terms of objectives, is the highest category of expenditure. This
does not mean that Germany bases prrt of its agricultural policy on this type
of measure.

France

The scheme to reduce production costs amounts for the most part to tax
allowances for agriculture and involves the reduction of the internal tax on
fuels (petrol and diesel) used in agriculture. This aid amounts to 339
million ECU. A small part is accounted for by insurance against hail

(11,6 million ECU). This scheme accounts for 12,5% of total expenditure on
agriculture and, in terms of objectives, is the second largest category of
expenditure in France.

Luxembourg

Half of the expenditure allocated under the scheme to reduce production costs
is used to reduce energy costs in agriculture (electricity and petroleum
products used in agriculture) and half to the reduction of the costs of other
inputs (fertilizers, animal feeds, etc.). In 1979 this category of
expenditure amounted to 3,4 million ECU, putting it in second place with 12,4%
of total public expenditure.
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Italy

Almost all expenditure under this code is accounted for by tax reliefs on
petroleum products and reduced rates for electricity used in agriculture and
on the costs of transport of agricultural products. These three items account
for 146 million, 35 million and 14 million ECU respectively or, in all, 6 1%
of total public expenditure on agriculture.

Code 1500: Improvement of production potential of farms

This type of measure is generally important for all Member States in financial
terms. This is one of the nine main categories of expenditure in all Member
States with the exception of Luxembourg. In 1980 total expenditure in this
field in the Community amounted to 584 milliun ECU or 6,2% of total national
expenditure on agriculture. In some Member States this category of
expenditure accounts for a considerable proportion of total expenditure:
Netherlands (11,3%), Belgium (12,5%), Ireland (9,9%), Germany (7,2%), France
(6,8%) and Italy (5,1%).

In all the Member States, but particularly in Germany and Italy, where there
are fully-fledged regions, schemes falling under this code are legion but few
of them entail heavy expenditure.

The following table provides a breakdown by Member State and in percent of
expenditure under Code 1500 in 1980.

Most of the Member States devote a relatively low proportion of their
expenditure to improving crop production potential. The higher proportions in
France and Italy are accounted for by their more southerly position and the
heavier emphasis on crop production. The high proportion of expenditure
accounted for by this category in Denmark, Belgium and Luxembourg is a result
of the inclusion of expenditure under this code. In fact this type of
expenditure can also be allocated under Code 4400 (quality control). In
Belgium a good deal of money is spent on seed control. In Luxembourg
expenditure of this type is divided between seed control and the planting of
vineyards, and in Denmark it is allocated to seed control.

Neverthelss in all the Member States with the exception of Denmark, more than
75% of expenditure under this code relates to improvement of livestock
production with, in the majority of countries, special emphasis on preventive
measures. Only Italy and France give priority to breeding.

It should be noted that the high proportion of expenditure accounted for by
Code 1560 in Denmark is a result of classification: this scheme could also
have been classified under Code 4400 (inspection of products and quality
control).

Between 1975 and 1980 expenditure in constant terms under this code either
increased (Germany, Italy) or remained stable (Ireland, Belgium, Netherlands
and France). The drop in expenditure in Luxembourg is mainly due to the new
law on agriculture. In the United Kingdom the sharp fall in expenditure is
largely due to a decline in expenditure for brucellosis eradication.
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Code 4200: Modernization of enterprises processing and marketing agricultural

products

National expenditure on food processing accounts for a substantial proportion
of national expenditure on agriculture in seven Member States: 30% in
Luxembourg, 12% in Italy, 7,5% in the Netherlands and Belgium, 5% in Ireland
and 4% in France. Only in the United Kingdom, Denmark and Germany is the
level of such expenditure quite low.

In 1980, total national expenditure under this heading amounted to 563,4
million ECU, or 6% of national agricultural expenditure under all headings.

A breakdown of expenditure per sector of production is not available for
Italy, Germany, the Netherlands or the United Kingdom.

In the five Member States where it has been possible to obtain a breakdown of
aids to investment per product, it can be seen that the sectors receiving the
highest level of aid are the dairy sector (35% in France and Ireland, 29% in
Belgium, 22% in Denmark), the meat processing sector (22% in France, 18% in
Ireland, 16% in Belgium and 55% in Denmark) - these two sectors account for
89% of aids in Luxembourg - the cereal processing sector (16% in France, 20%
in Belgium, 18% in Ireland) - for each of these five Member States these three
sectors account for between 65% and 75% of total aids (943 in Luxembourg).
Information available indicates that for the United Kingdom a large proportion
of aid is accounted for by the milk sector and the meat processing sector.
This type of expenditure increased in constant terms between 1975 and 1980 in
all the countries except France (-12%) and Germany, where it declined sharply
(-68%).

Code 5000: Market support and aids to consumption

In 1980 expenditure under this heading was high in six Member States. For the
Community as a whole it amounted to 528 million ECU or 5,6% of total national
expenditure on agriculture in the Community.

United Kingdom

160,6 million ECU was allocated to market support provided either under
Community regulations (variable premium for bovines: 91,9 million ECU) or
under purely national schemes for sectors not covered by an organization of
the market: sheep (54,2 million ECU) and potatoes (14,2 million ECU).

Denmark

92,6 million ECU were allocated to offset VAT on milk products (78,9 million
ECU) and to promote the consumption of butter under the Community scheme
(13,7 million ECU).
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Germany

95,5 million ECU was disbursed through the VAT mechanisms to compensate for
the revaluation of the mark. This measure, constituting general support for
prices, was authorized because of the way the common agricultural prices were
fixed by the Community. This code also covers expenditure of 18,4 million ECU
to promote sales of milk at reduced prices to schools under the Community
scheme.

France

11.5 million ECU was allocated to market support for a large number of
products not covered by an EEC market organization (mainly potatoes). 49,3
million ECU were devoted to stock-rearing contracts. 4,1 million ECU were
allocated to the sale of cut—price milk to old people under the Community
scheme. It should be noted that 1.1 million ECU were accounted for by aid to
private storage provided for under Community regulatioms.

Ireland

56,5 million ECU were allocated to the consumption of butter, full-cream milk,
flour and bread. 13,3 million ECU constituted the difference between payment
and refund from the EAGGF. 4,4 million ECU were absorbed by the special
premium for slaughtering animals refunded by the United Kingdom.

Italy

In addition to aid of 7,1 million ECU for citrus fruit, 7,2 million ECU were
used for management of the Italian intervention agency.

Code 1800: Aid to less-favoured areas

This type of expenditure is important in five Member States: Ireland, the
United Kingdom, Luxembourg, France and Belgium. In the Netherlands and
Denmark measures of this type do not exist.

Total expenditure under this code in 1980 amounted to 394 million ECU or 4,2%
of total national expenditure on agriculture in the Community.

The number of measures covered by this code is limited. The most important is
the compensation paid by the Member States under Community Directive 75/268.

The most important second measure is aid to fodder-harvesting equipment or
equipment used in upland areas (provided for in Directive 75/268).

For Ireland, we have included social aid to small farms located in
less-favoured areas.

Only in Belgium and Germany did expenditure on this type of scheme decline at
constant prices between 1975 and 1980.
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5. Schemes operated in a limited
number of Member States
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Expenditure under some code headings appears relatively high in only a
limited number of Member States, or even in one Member State alone.

Compensation for natural disasters (code 2000)

All Member States take this kind of actiom, which is by definition
incidental rather than structural, but during the period studied
(1975-1980) four Member States in particular spent large sums under this
heading.

Belgium began in 1977 to pay ocut sums committed following the 1976
drought. Annual payments to farmers from 1978 to 1980 amounted to a
considerable total.

Luxembourg paid compensation for losses due to the bad weather which
affected wine-growing in 1978 and 1979 and for losses caused by the 1976
drought.

France paid out considerable sums in compensation of this kind throughout
the whole period. The largest amounts were paid in 1976 and 1977 in
connection with the 1976 drought.

Italy paid compensation of this kind throughout the period in question.

The expenditure ranges from 36.3 million ECU in 1975 to 74.3 million ECU in
1980 (+ 33% at constant prices). 1979 was an exceptional year, with a
figure of 174 million ECU.

Expenditure on general programmes with primarily agricultural objectives
{code 3100)

In five Member States there are fairly high levels of expenditure on
general programmes:

In the Netherlands, expenditure under this code heading includes amounts
spent in connection with "Landinrichting"; these relate not only to
agriculture but to several other sectors of the economy. "Landinrichting"
forms part of the land improvement policy and it is very difficult to give
precise figures for the proportion of public expenditure which, in the
context of "Landinrichting'", actually goes to agriculture. It is possible,
however, to show how the expenditure for 1980 was allocated:

Infrastructure 34,2%
Reparcelling 23.2%
Water engineering operations 17.1%
Building operations 6.6%
Compensation, administrative costs, etc. 6.22
Landscape improvements 5.0%
Recreational facilitites 3.9%

Commercial buildings 3.1%
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In Germany, this type of action principally covers reparcelling (1) and
special measures (of the Ldnder) for "site insertion' and for creating
recreational areas.

In France, about one third of all expenditure under this heading goes on
the "rural renewal' programme, which includes a wide range of operations
such as improvement to land and buildings, improvement in living conditions
and improvement of the rural environment. The remaining two thirds of the
expenditure help to finance the operations of regional development boards
(irrigation, drainage and similar operations, farm improvements,
improvements to property, the organization of agricultural production and
marketing, etc.). '

-~

In Italy, this type of expenditure mainly relates to upland areas
(agricultural reorganization, improvement, investment aid) and assistance
in the reclamation of uncultivated land.

0f the total public spending on agriculture in 1980, this category
accounted for: Netherlands, 13.9%; Germany, 8.8%; France, 2.7%; and Italy
2.3%. Expenditure in this category increased considerably between 1975 and
1980 in France and Italy, whereas the same expenditure expressed in
constant terms increased ounly slightly in the Netherlands (+ 12%) and
decreased in Germany (- 10%). In 1979 and 1980 Ireland introduced similar
measures as part of the "Western drainage scheme" co-financed by the
Community.

Expenditure on information and training in agriculture (Codes 8200, 8300
and 8400)

Measures of this kind account for a significant proportion of public
spending on agriculture in four Member States (2): the United Kingdom
(13.4% of total expenditure in 1980), Denmark (7.3%), France (6.9%) and
Ireland (3.9%). In all the Member States except Denmark and Ireland
expenditure on training and information increased at constant prices.

In the United Kingdom, expenditure on agricultural training accounted for
about 11% of the total expenditure on training and information between 1975
and 1980.

(1) See the report on Germany for detailed explanation of this notion.
(2) Note that in the Netherlands public, semi-public and private expenditure

on training and information is very heavy. It is one of the pillars of
the Netherlands agricultural policy. However, no information was
available for this study.
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Expenditure on information and extension services was greater in the United
Kingdom than in any other Member State. Extension services may be
scientific, technical or practical and may take the form of publications or
individual contacts with farmers. The expenditure on extension services is
channelled through the agricultural development and advisory services (ADAS
in England and Wales, AAS in Scotland and AATS in Northern Ireland). The
Ministry also provides logistic support (publications, audio-visual
techniques) for the dissemination of information and the results of
scientific research.

In Denmark, virtually all the expenditure is accounted for by agricultural
"consultants" salaries. These consultants act as agricultural advisers to
farmers and are allocated to the varicus production sectors. In 1980 there
were 1 784 such consultants, 70% of whose salaries were financed by central
government. Many of the extra staff taken on between 1975 and 1980 were
assigned to management counselling duties.

The numerous "parafiscal' charges levied in the agricultural sector in
Denmark also provide financing for some training and information operations.

In France expenditure on vocational training and training in book-keeping
accounted for about 40% of expenditure on training and information in 1980.

Expenditure on information and agricultural advice is channelled through
farmers/horticulturalists' associations (fruit and vegetables, 0il seeds
and oil fruits from southern Europe, wines and spirits, milk, cereals) or
via technical institutions (canned agricultural products, raising of
poultry, cattle, sheep, lambs and goats, etc.). A large proportion of the
expenditure goes to finance the National Association for Agricultural
Development.

In Ireland, spending on vocational training in 1980 accounted for 19% of
all expenditure on training and information (27% in 1975). A considerable
proportion of this expenditure is on the training of young farmers or
students seeking practical training in agriculture.

In 1980, the extension services system was modified and the financing for
that year was shared between the two bodies which supervised these
extension services.

Expenditure on product promotion and marketing services (Codes 4300 and
4500)

All the Member States allocate funds to this type of operation. For most
Member States, however, relatively small sums are involved (less than

5 million ECU in 1980) except Germany and the Netherlands; for these two
countries this type of expenditure accounted for 5.5% and 9.7% respectively
of the total spent on agriculture in 1980:



(a)

(b)
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Product promotion

Total expenditure on product promotion in the Member States in 1980 was
111.4 million ECU, or 1.2% of total public expenditure on agriculture.
Practically 90% of this expenditure was accounted for by Germany and
the Netherlands, the rest being divided among Italy, France and
Belgium. In these five countries expenditure expressed at constant
prices increased between 1975 and 1980.

In Germany, 90% of the promotion expenditure is apportioned according
to the Federal Law on market funds (enacted 1 November 1976). This
expenditure relates to all agricultural products except wines, for
which there is a special scheme (wine stabilization fund) financed from
"parafiscal™ charges. Some Liander (Bavaria, Lower Saxony,
Schleswig-Holstein) assign funds to the promotion among merchants and
consumers of the agricultural products typical of these Lander.

In the Netherlands, more than 93% of promotion expenditure is provided
by the Produktschapen and the Landbouwschap, and financed from special
charges paid by the members of the Produktschapen. In 1980, 54% of
promotion expenditure went on milk and milk products. A fairly large
proportion is also spent on flowers, etc., meat, eggs and poultry. The
Ministry of Agriculture contributes only 5% of agricultural product
promotion expenditure (market research, publicity, foreign exhibitions).

In Italy, in Belgium and in France, promotion expenditure covers
advertising, publicity and aid for exhibitions (at home and abroad).

Marketing services

In 1980, total expenditure on marketing services was 29 million ECU,
two thirds of which was accounted for by Germany, with Denmark, Ireland
and Italy and France sharing the remainder.

In Germany, 97% of the expenditure in 1980 - provided by the Linder -
related to the dairy sector; the aim was to improve knowledge of the
market.

In the other Member States expenditure went to improve market
"transparency'" and to provide better management of one or more
agricultural products:

- beef in Ireland (funded from a "parafiscal'' charge);

- measures specific to Greenland in the case of Denmark;

special measures for horticulture, wine, meat and poultry in France;
measures relating to market information and marketing techniques for
all products in Italy.

i
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Expenditure on inspection of products and quality control

This expenditure amounted to 40 million ECU in 1980 or 0,4% of total
spending on agriculture in the Member States of the EEC. It was provided
by the Netherlands, Denmark, Germany and Italy. Its purpose is to finance
the running of inspection offices. In Germany, such expenditure is limited
to certain Lidnder. '

The table shows the total spent by each Member State as a percentage of the
total expenditure under codes 4300, 4400 and 4500.

Promotion Marketing Inspection
10° ECU (code 4300) services (Code 4400)
{Code 4500)
Total 4 Total z Total %
D 64,5 58% 19,4 67% 6,5 16%
F 3,8 3% 1,2 4% 0,2 0,5%
It 5.4 5% 1,7 6% 3,8 10%
N1 33,4 30% 0 / 16,9 42%
B 3,2 3% 0 / 2,1 5%
L 0,1 0% 0 / 0,2 0,5%
UK 1,0 1% 0 / 0 /
Irl 0 / 3,2 11% 0 /
DK 0 / 3,5 12% 10,5 26%
TOTAL 111,4 100% 29,0 100% 40,2 100%

Expenditure on the infrastructure in rural areas (code 3200)

Levels of expenditure on infrastructure (roads, water courses, ets.) were
relatively high in four Member States: Italy, Belgium, Ireland and France.
The Netherlands and Germany are special cases in that some expenditure
included under "Landinrichting' and Flubereinigung' relates to the
infrastructure in rural areas.

Note
Code 1300 includes water engineering expenditure for farms. The figures

for Italy are relatively high (see paragraph 7(a) below), but for Ireland
they are lower and they are still lower for France and Germany.

Expenditure peculiar to Italy

In Italy expenditure under four code headings is very considerable in
proportion to the country's total spending on agriculture and compared with
expenditure under the same headings in other Member States:
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The codes concerned are 1300, 3400, 4800 and 6000 for which more than
1 000 million ECU was spent in 1980, i.e. 35.7% of total public expenditure
on agriculture in Italy.

(a) Irrigation, drainage and land improvement (code 1300)

The 300 million ECU spent under this heading accounted for 10% of the
total expenditure on agriculture in Italy. This is six times greater
than the corresponding expenditure for the other eight Member States
taken together. Expressed in constant prices, the figure doubled
between 1975 and 1980. In 1980, 58% of the expenditure went on
irrigation and 42% on land improvement and drainage, whereas in 1975
expenditure on irrigation accounted for only 4.5% of all expenditure
under this code heading.

(b) Special programmes concerning agriculture (code 3400)

The expenditure covers regional and national promotion of national
parks, the protection of flora and fauna and, by extension,
compensation for damage caused by the army in the course of military
exercises. In 1980 this type of spending accounted for 144.3 million
ECU, or 5% of all spending on agriculture in Italy.

{c) Financing of "external" bodies (code 4800)

Originally, this expenditurc by the Central Government went to finance
the activity of external bodies which were dealing with agricultural
problems. Regionalization has turned these "external" bodies into
regional agricultural development bodies. Their activities are varied
and include the preparation of agricultural development programmes,
economic and financial assistance for member firms, land and property
improvement and the setting up of new firms.

The expenditure goes to various agricultural operators: farmers,
farmers' associations, cooperatives and their organizations, and other
firms.

In 1980, the expenditure amounted to 475.6 million ECU, i.e. 16.5% of
all agricultural spending in Italy. However, the constant currency
value of such expenditure fell by 53% between 1975 and 1980.

(d) Reserves for special agricultural credit institutes (code 6200)

In 1980, expenditure under this code heading totalled 108,5 million
ECU, or 3.8% of total public expenditure on agriculture. The
corresponding percentage for 1975 was 7,8%. The expenditure thus
decreased by 65% between 1975 and 1980.

The expenditure is used to finance the interest on loans to institutes
providing agricultural credit and interest on loans granted by the
Treasury to the provincial and municipal authorities.
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8. France: exceptional measures (code 7000)

Exceptional aid is regularly distributed to farmers. This was the case:

(i) in 1975, when a special agricultural bonus was paid and a subsidy
was granted for the retention of cows on farms (FF 6 000 million);
(i1) in 1976 and 1977, when exceptional aid was paid because of the
drought (see code 2000);
(iii) in 1976, 1977 and 1980, when the interest was paid on certain
agricultural credit loans (between FF 100 000 and 230 000 on each
occasion).

Lastly, advances comparable to bank loans with interest rate subsidies are
granted to the equalization funds for cattle, pigs and fowls. The purpose
of the equalization funds is to protect farmers' income from the

fluctuations caused by price variations on the different markets. The
amount of subsidy equivalent to this advance was not calculated in the
French report but is probably very small in proportion to the total spent
on agriculture.

9. United Kingdom: expenditure by central bodies in agriculture (code 4800)

In 1980, expenditure under this heading amounted to 41.6 million ECU, less

than 10% of the corresponding expenditure in Italy. However, it accounted

for 3.9% of all agricultural spending in the United Kingdom as against
2.1% in 1975 despite a fall of 24% in expenditure, expressed in constant
prices, between the years in question.

Expenditure on the following products by central bodies is financed from
"parafiscal" charges: cereals, potatoes, meat and cattle, pigs, eggs and
milk. These bodies provide product promotion, market research, scientific
research and extension services.

10. Germany: aid to refugees from Eastern Germany

Almost all the expenditure under code 11000 in Germany goes on the
resettlement of refugees, exiles and late repatriates from the Eastern
bloc. It may take the form of setting—up allowances, of subsidies or of

loans with a view to integrating Germans from the GDR and from East Berlin

into the farming community. The sums involved relate only to agriculture.

In 1980, expenditure totalled 105.2 million ECU, or 6.9% of all public
expenditure on agriculture in German. At constant prices, expenditure
fell by 21% between 1975 and 1980.
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11. Denmark: "parafiscal” charges (code 11000)

In the Community countries as a whole, "parafiscal" charges have been
included under the various relevant code headings. In Denmark, for
technical reasons, they have not been distributed in this way, and appear
under code 11000.

Expenditure in connection with such charges in 1980 was about 21 million
ECU, i.e. 7.6% of all agricultural spending. 50% of the expenditure went
to finance product promotion in Denmark and abroad. The rest went on
research, training, recruitment, inspection and administration. 50% of
the expenditure related to the dairy sector and most of this went to
finance product promotion outside Denmark.
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CHAPTER I1I:

SPECIAL CLASSES

OF EXPENDITURE
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1. Research
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Public expenditure on research in agriculture is not easy to compare from one
Member State to another: the very term ''research" lends itself to differing
interpretations; in some Member States it includes applied research, and even
extension services, whereas in others the definition is more restrictive.
Moreover, the line of demarcation between agricultural research and research
carried out for the food processing industries is by no means the same from
one Member State to another. Nonetheless, the facts and figures given in the
various national reports are generally similar to those provided by Eurostat
in its annual publication on "Public financing of research and development".

Data given in the following table show that two-thirds of the expenditure on
agricultural research in the Community in 1980 were accounted for by three
Member States - the United Kingdom, Germany and France; each of these spends
more than Italy, Belgium, Denmark and Ireland together. It should be pointed
out, however, that the Netherlands spends reiatively large amounts on research
into agriculture, for a small country: expenditure on research in the
Netherlands in 1980 accounted for about 35% of total public expenditure on
agriculture in that country; the corresponding percentages elsewhere were 19%
for Denmark, 16% for the United Kingdom and Belgium, 11% for Germany, 6% for
France, 5% for Ireland and just over 2% for Italy.

«

During the 1975-1980 period, the amounts of public funds spent on research
increased in all the Member States, if the amounts are expressed in current
national currency. On the other hand, in constant national currency, Denmark

.and the United Kingdom cut their spending by 11% and 5% respectively (1),

while the other Member States (2) stepped up their expenditure: Italy (by
49%), Belgium (by 22%), France (by 14%) and Ireland (by 4%).

It is interesting to note that between 1975 and 1980, the breakdown of
expenditure by objective (livestock, crop and others) changed relatively
little in the Member States, except in Belgium, where the share of crop
research fell from 46% in 1975 to 25% in 1980 (the share of livestock research
having risen during the same period from 25% to 40%). In Ireland, the share
of livestock research fell, from 52% to 36%, whilst in Italy, on the other
hand, the share of livestock increased from 7% in 1975 to 15% in 1980.

(1) The trend in the United Kingdom shows a sharp decline in expenditure in
1976 and 1977, with a tendency in 1978 and 1980 to make good the ground
lost. The same phenomenon can be observed in Denmark, where there was a
sharp drop in expenditure in 1978.

(2) For the Netherlands and Germany, the statistical series do not cover the
1975~1980 period. However, the series available shows an increase in
expenditure in constant terms.
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In all the Member States, part or all of public expenditure on research into
agriculture is the responsibility of the Ministry of Agriculture. In most of
the Member States, the Ministry of Education or the universities cover some of
the expenditure. Very often, also, there is in the Member States a central
government or semi-public agency responsible for coordinating research, such
as the national Council for Agricultural Research in the Netherlands, or which
stimulates private or public research not financed by the national ministries

(the IRSIA in Belgium).

In certain Member States, research is financed by "parafiscal" charges: this
is the case in the Netherlands, where the "Produktschapen' finance about 10%
of the research into agriculture (about 10 million ECU in 1980) and in
Denmark, where in 1980 about 3.8 million ECU of expenditure on research was
financed by "parafiscal" charges (this amount is in addition to the 29 million
ECU shown for 1980 for Denmark in the table on the next page).

For further details concerning public expenditure on research into
agriculture, we refer the reader to the special chapter on this subject in
each of the national reports. There is no research into agriculture in
Luxembourg in the sense in which the term is used in the other Member States.
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FOOINOTES TO TABLE

(1) In Luxembourg, there is no research into agriculture as understood in the
other Member States. Expenditure does not cover public research
expenditure into food processing.

(2) 1980 index deflated (GDP).

(3) Share of expenditure on agricultural research in total expenditure on
agriculture.

(4) In Germany and the Netherlands, the upper line shows the expenditure
figures provided by the expert; the lower line shows the expenditure
ascertained by the Community (Eurostat).

(5) In Denmark, 3.8 million ECU, financed by ''parafiscal" charges, must be

added in 1980.
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2. Social security

(VIPAZ 27)
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In connection with the study of public expenditure on agriculture, the experts
were asked to update to 1980 the study made by DG V of the EC Commission on
social security in agriculture.

They used the same methods as those followed for the preparation of the DG V
study. However, for two Member States, the United Kingdom and the
Netherlands, they were unable to update the DG V data, as none were

available. Consequently, the Community analysis, for these two countries,
will cover data going only up to 1977 (1). For Denmark, data relating to 1979
could not be provided.

The analysis will concern only self-employed farmers: in all the Member States
except Italy, paid workers of all sectors now have the same protection through
social security schemes. The social security schemes for farmers generally
include insurance against sickness, disablement, accidents at work, retirement
pensions, family allowances, and in certain Member States relief services in
cases of holiday, accident and illness.

These social security schemes for farmers are not comparable from Member State
to Member State because the various riska, financing and benefits vary very
widely. The main objective of social policy on agriculture in the Member
States is to improve the social conditions for the farming community, and, in
the longer term, to provide for that community the same protection as that
enjoyed by the rest of the population in the same Member State. It is
important to remember that there are two main types of social security scheme
for farmers in the Community:

- a scheme for agriculture only in Germany, France, Italy and Luxembourg;
- a general scheme including agriculture, with two variants:
- a blanket scheme for the self-employed, in Belgium and in the
Netherlands,
- a blanket scheme for the entire population, in the United Kingdom,
Ireland and Denmark.

It is clear that data specific to agriculture are relatively easy to obtain
when there is a special social security scheme for farmers. On the other
hand, when there is only a general scheme for the whole Member State, the data
concerning agriculture had been obtained by estimates on the basis of a number
of hypotheses on the structure of the farming community as related to that of
the whole population of the Member States.

(1) The experts were quite willing to summarize and update the DG V study but
expressed great reservations as to the value of the data supplied in this
chapter and caution its users as to the validity of any conclusions they
might draw from it.
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These estimates (1) of social security financing and expenditure for farmers
are vulnerable, to varying extents, to criticism (2). They compel us to make
very strong reservations as to the reliability of the data concerning social
security for farmers, and concerning their utilization, in particular for
purposes of comparison (3): over five years of work, the DG V experts on
social security in agriculture failed to find a method of comparison as
between the Member States, as they could not agree in particular on
comparability between farms qualifying for social security benefits.

In the tables annexed, we have given, for each Member State, the origin of the
income and the breakdown of expenditure on the basis of a common plan. The
tables show, in respect of revenue, the share of farmers' contributions and
the general national contribution (a) in the form of transfers between gsocial
categories and (b) in the form of direct contributions from central
government. In the case of France, the income also comes from “"parafiscal"
charges. The standardized plan breaks down the social expenditure into five
categories: sickness-disablement, accidents at work, retirement, family
benefits and miscellaneous.

Any attempt to compare the breakdown of the financing of social security as
between the Member States is hamstrung by the fact that certain member
countries such as Denmark, Ireland and the United Kingdom charge their social
security to general taxation, while most of the other Member States have kept
it out of the main budget. A comparison would lead to the wrong conclusion
that social security in Denmark is entirely financed by the central governmeat
whereas only 55% to 60% comes from the central government in Germany. In view
of the present knowledge of taxation of agriculture in the various Member
States, and in particular in those which charge social security to general
taxation, the share of taxes that can be regarded as equivalent to a social
security contribution cannot be determined. This is why, in this chapter on
social security benefits in agriculture, we have only compared the amounts of
social security benefits and their distribution. It will be noted that the
breakdown of expenditure was relatively stable between 1975 and 1980 except in
Ireland and in the United Kingdom (between 1975 and 1977).

It will be noted that in most of the Member States expenditure on farm
pensioners between 1975 and 1980 was near to or more than half the total
social security benefits paid for agriculture: in Belgium it was 70%, in the
United Kingdom 64% (in 1975-1976) and 42% (in 1977), in the Netherlands it was
47% to 58%, in Luxembourg it was 53% to 57%, in France it was 53%, in Germany
it was 45% to 49%, and in Denmark it was 46% (1975 and 1976). Only Ireland
(112 in 1980) and Denmark (27% in 1980) were spending relatively little of
social security benefits for those who had retired from farming. The large
share of agricultural retirement insurance is accounted for by the demographic
structure of the farming community, the ageing of which entails heavy
"retirement" costs in a large number of Member States of the Community, as the
graphs below show.

(1) See report from DG V of the Commission, mentioned above, for information
on calculation methods used for each Member State.

(2) See individual criticisms in each national report concerning public
expenditure on agriculture.

(3) This applies particularly to the United Kingdom, Denmark, Ireland the
Netherlands and Belgium.
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In two Member States, Denmark and the United Kingdom (until 1977), social
security expenditure, as expressed in current prices, declined. In Italy,
social security expenditure, expressed in constant prices, declined, but in
Belgium, expressed in constant prices, it remained unchanged. In the five
other Member States, there were increases - more substantial in Luxembourg and
the Netherlands and lower in Germany - in this expenditure, both in constant
prices and in current prices.

A tentative comparison (1) of total social security expenditure on agriculture
shows certain disparities as between the Member States: comparing on an
aggregated basis estimates of social security expenditure with the total
number of farms, it is found that expenditure for Italy, Germany, the
Netherlands, Belgium and Denmark is the same; France and Luxembourg seem to
have social security expenditure on a proportionately much larger scale; the
United Kingdom and Ireland seem, in proportionate terms, to receive a much
lower degree of cover.

Another tentative comparison between the Member States, on the basis of
overall income from agriculture, referring to the gross added value at market
prices, again shows three groups of countries: Luxembourg, France and Italy,
for which social security expenditure represents about 40% of income from
agriculture; Belgium, Germany, Ireland and Denmark, for which the percentage
is about 20% (between 15% and 25%), and the Netherlands and the United
Kingdom, for which the percentage is below 10%.

This first observation of a dispzrity in social security situations for
agriculture as between the Member States would justify a detailed study to
ascertain causes and determine consequences for incomes, the proper operation
of the CAP and financial solidarity at Community level. This chapter of the
study on public expenditure on agriculture does not seek to establish the
reasons for any disparity, but simply to determine the facts; accordingly,
the experts taking part in this study can only recommend that the Commission
put in hand a detailed analysis of the operation of the various social
security schemes in the agricultural sector, their actual application in the
Member States, studying in particular rates for social security cover in
social expenditure and the amounts of expenditure per unit for various social
security benefits in each of the Member States.

(1) We stress once agian that comparisons are vitiated by many uncertainties,
including those concerning the amounts of social security expenditure and
the lack of homogeneity in the number of beneficiaries in the various
Member States.
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GENERAL DATA ON SOCIAL SECURITY FOR EEC FARMERS - 1980

Blanket schemes
for the whole population

Blanket schemes
for self-employed

Schemes for farm sector
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3. Taxation

(1) The specific taxation of agricultural cooperatives and producers'
associations is not considered in this chapter.
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Comparisons of taxation of agriculture in the Community are unlikely to be
illuminating: the machinery varies too much from one Member State to another,
to say nothing of the large number of variants of certain types of tax in
individual Member States.

In this summary chapter, the study of public expenditure in agriculture
attempts solely to bring together the information needed to clarify to some
extent the situation in the Nine Member States of the Community. For more
detail in respect of each Member State, the reader should refer to the
national reports on public expenditure in agriculture.

For the purposes of drafting this chapter, we also drew on work carried out by
Mr Van der Heijde on taxation of agriculture in the Europe of the Nine,
presented to the Congress of the Rural Law Committee held in The Hague in 1973
and in Edinburgh in 198l. We have also used information from the proceedings
of the Seminar of the Centre for European Agriculture Studies, held in 1980 in
Wye on "Farm Financing and Agricultural Taxation in the Community".

We would stress that the figures given must be used with great care: although
all the data have been published, they are mostly only estimates giving
approximations as to the taxation amounts, or amounts of under- or
overtaxation, for the various taxes farmers must pay.

The following taxes are considered:

Income tax

Value added tax (VAT) in agriculture

- Tax on capital gains in agriculture

~ Tax on capital in agriculture

~ Tax on inheritances and gifts in agriculture

- Taxation schemes designed to improve agricultural structures
Tax reliefs in respect of inputs used in agriculture.

|

I. Income tax
In the Community, income tax takes one of the following two forms:

~ tax on income based on real profits, i.e. on profits made as shown in
the books. This system of taxation is operated in the great majority
of farms in the Netherlands, the United Kingdom and Denmark;
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- Income tax based on flat-rate profits, i.e. on notional profits

assessed on the basis of certain criteria. This system of taxation is
applied for most farms in France, Germany, Italy, Belgium and
Luxembourg.

The two different systems are not comparable because of the different
bases, different rates and different reliefs, as the following examples
show:

1.

Taxation on the basis of accounts

Denmark:

Agriculture is subject to the same taxation structure as the other
sectors of economy.

United Kingdom:

Farming is distinguished from the other sectors by exemption from land
rates, a system of tax reliefs on capital, schemes allowing farmers to
average their incomes over several years and special treatment of
breeding animals.

The Netherlands:

Farmers enjoy the tax advantages available to the self-employed:
deductions for the constitution of a pension fund, basis reliefs for
small farms. The reduced tax revenues in agriculture are linked, in
the Netherlands, with the national regulations on the W.I.R.
(investment law) which allows accelerated depreciation and tax
reductions on investments. The W.I.R. also authorizes refunding of
excess income tax paid.

Flat-rate taxation

France:

Farmers whose total incomes do not average more than FF 500 000 over
two consecutive years are taxed according to the agricultural
collective flat rate. The taxable profits of farmers are fixed at
departmental level by the Commission on Direct Taxes and Charges,
membership of which includes farmers' representatives as well as civil
servants. However, in the absence of a decision by this Commission,
or on appeal from one of its members, the parameters for the
calculation of the basis are adopted at national level by the Central
Commission for Direct Taxes. The procedure consists in determining
homogeneous agricultural regions and in classifying farms within these
on the basis of differing degrees of productivity, with a category
index (determined on the basis of the '"cadastral' income, itself
determined on the basis of the rental values of the farms). In
France, there are 279 agricultural tax regions. However, accounts for
standard farms have been established in only 153 "pilot'" regions, the
profits of the other regions being calculated by using a relativity
index system.
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Thus, there is a standard for mixed farming and standards for 'special
crops" (e.g. non-land using, horticulture, fruits, vegetables, wine)
by agricultural region.

Farm subsidies are not taken into account by the tax authorities when
determining profits.

Belgium:

The system is similar to that in France. There are 27 agricultural
regions having their own scale enabling a semi-gross income to be
calculated to which are added certain other incomes (orchards, market
garden crops, pigs, calves, etc.) and from which certain costs are
deducted (certain taxes, certain types of interest on loans, etc.).
Aids and premiums are taxed at various rates, or, in some cases, not
taxed at all.

Germany:

Under the flat-rate tax system, the profit is calculated including
certain reliefs. Until 1980, the references for the taxation of

income were based on the calculation of an average profit linked to

the revenue value of the land, use of accommodation and work; this
value was established in 1964 and involved a '"subsidy" effect. Since
the reform of 1980, the '"subsidy effect" has been considerably reduced.

Luxembourg:

The income tax system is based on a German law dating from the war.
There are wide variations in the manner of its implementation. The
tax treatment of aids to agriculture differs depending on the type of
aid: aids to investment and non-refundable aids (aids to intermediate
consumption) are not taxable; on the other hand, direct income
subsidies (or subsidies equivalent to direct aids) such as
compensatory allowances, setting up premiums or milk non-marketing
premiums, are taxable.

Ireland:

Until 1979/80, the flat-rate system in agriculture was based on an
assessed value of the land dating from the second half of the 19th
century, multiplied by a coefficient which increased sharply between
1976 and 1980. All the tax reliefs available in the other sectors
were avallable to farmers as wellj in particular, interest on loans
was deductible - reliefs were allowed on up to a third of the value of
the capital in the first year, and the remaining two-thirds could be
deducted in the following years. Capital aid was not treated as
taxable.

However, in Ireland, during the period covered by the survey, farmers
could opt for the flat-rate system of taxation. But it is not certain
that most farmers had chosen this option in the 1975 - 1980 period.
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Italy:

The basis of flat-rate taxation derives from the value fixed at
1 January 1939, multiplied by a coefficient decided by decree; the
coefficient rose from 48 in 1975 to 120 in 1980.

Summary: ‘ 1

A better basis of comparison at Community level would be the share of
income tax in gross agricultural production, by Member States.

Unfortunately, these data are not available for the same year for all '
the Member States and data for Luxembourg are not available at all.

¢
4
Income tax o
Country Year Amount in Amount in % of
national currency 10° ECU income (1)
(millions) : ;
Germany 1979/80 753 299 3,12 :
(1975/76) (508) (167) (2,1%) |
Belgium 1976 2 665 62 3,92 !
Denmark 1980 1 880 242 11,8% o
France 1977 1 280 228 1,6% .
Italy 1979 119 000 105 0,7% :
Ireland 1979/80 26 39 2,8%
(1975/76) 4) (7) (0,7%) 4
Netherlands 1979/80 402 147 3,60 &
(1976/77) (494) (167) (4,5%)
United Kingdom 1979 214 330 5,8%
1977 194 297 6,4%
(1975) (149) (266) (6,9%)

The figures given above are not an accurate reflection of real income
tax: in certain Member States - Denmark, the United Kingdom and
Ireland - income tax includes all or the bulk of social security
contributions.

The table on the following page shows the scale of income tax after _
social security contributions have been treated as tax. The table i
shows that in most of the Member States income tax (plus social

security contributions) is near to 10% of agricultural income (gross
added value at market prices). It would seem that Belgium is the

country in which income tax (plus social security contributions) is
highest, followed by Denmark, Germany and France in that order.

Lastly, Italy, and Ireland in particular, have much lower taxation of
agriculture (in Ireland it was indeed negligible in 1975) than in the
other Member States. These findings concern only income tax (inclusive

of social security contributions) but do not give an accurate picture

of the total tax burden farmers must bear in the various Member

States, as shown in the table at the end of this chapter.

(1) Gross added value at market prices (Eurostat).
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In many countries, essentially when there is a flat-rate tax system,
studies have shown that farmers gained a tax advantage over other
occupations - this is so in France, Italy, Belgium and Germany, where
estimates have been made. In the table below, we give certain
estimates of the under—-taxation of farm income as compared with income
from other occupations in the Member States of the EEC:

Country Year Under-taxation % of income
10° national currency (gross value added at
(10° ECU) market prices)
Italy 1979 673 000 3,7%
(594)
France 1980 2 520 3,1%
(431)
Belgium 1976 7 000 10,2%
(162)
Germany 1980 1721 7.,0%
(685)
1976 1 007 4,2%
(358)
Netherlands 1980 315 2,8%
(114)

The estimates of the under-taxation of farmers are made in each Member
State as against taxation of other occupations. The data are
therefore not comparable from one Member State to another.

II. Value added tax (VAT)

Value added tax is charged in all the Member States. It is a tax on the
congumption of products and is collected at each stage of production or
marketing; the value added at that stage is taxed by charging of gross
sales minus tax already paid on inputs. In general, in all the EEC
Member States except Denmark, the principle applied in agriculture is to
achieve neutral VAT, which means that the farmer does not bear VAT for
his inputs and that the added value of his production is not taxed beyond
any tax paid "upstream'.

In practical terms, the principle is applied according to three systems
in the Member States of the Community (1):

(1) A flat-rate system is applied in 7 Member States; only the United Kingdom
- operates a real system for most farms.
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- A calculation is made on sales from agriculture of a VAT, which the
farmer is not required to pay. This VAT has the function of a
flat-rate refund of the VAT which the farmer paid on inputs: this is
done in France, Italy, Germany, Belgium, Luxembourg and Ireland;

- No calculation is made of VAT on sales from agriculture and a lump sum
is refunded to off-set that paid on inputs: this is the system in the
Netherlands, and in the United Kingdom farms not subject to the
ordinary scheme;

=~ VAT on agricultural products is zero; the farmer is refunded the
exact amount of VAT paid to suppliers, on the basis of invoices: this
system is operated for most United Kingdom farms and in the case,
generally optional, of the real taxation system in the other Member
States.

In practice, operation of these systems has differing consequences for
farmers: the first system, for example, can either benefit or work
against farmers, depending on the VAT rate they can add to their prices.
Thus, in France and in Ireland the VAT rate authorized in agriculture is
too low to offset the VAT paid upstream, and the flat-rate system
therefore works against the farmer. On the other hand, in Italy and in
Belgium, the rate of reimbursement would seem too high, and farmers do
gain some benefit from the flat-rate system. In Luxembourg, the rate
applied is such that, in a normal year, the flat rate should be neutral.
In the United Kingdom, the system is also neutral, but in the Netherlands
some observers feel that the system operated benefits farmers.

In Denmark, farmers must pay VAT in the same way as other entrepreneurs.
The VAT operated in Denmark on agricultural products is quite high, as
between 1975 and 1980 it was between 20% and 22%. Thus, VAT on
agricultural products in 1980 yielded Dkr 2 100 million in revenue (after
deduction of VAT paid on farmers' inputs). However, the central
government reimbursed about Dkr 612 million to farmers to offset the
effect of VAT on milk products; this refund is included in the aids
inventory at code 5330.

In all the Member States in which the flat-rate system is operated, farms
which invest stand to lose; for this reason most Member States have an
optional "real" system for farmers who prefer this. In Ireland, Germany,
Italy and the Netherlands, farmers may opt for a period of at least five
years for a ''real" VAT arrangement.

In the table at the end of this chapter, we have set out in the second
line the amounts estimated paid by farmers or benefiting farmers under
VAT.
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III. The other types of taxation

PRINCIPAL TAXES OTHER THAN INCOME TAX AND VAT
LEVIED ON FARMERS IN THE VARIOUS MEMBER STATES
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1. Taxation of capital gains

Five Member States tax capital gains: Denmark, France, Italy, Ireland
and the United Kingdom. The last four of these countries have special
arrangements for farmers. For the United Kingdom, the advantage is
connected with leaving farming at the age of 65, on certain
conditions. In France, capital gains are exempted where there is land
consolidation or individual exchanges on a private basis. Also,
exemptions are granted where the income does not exceed the flat-rate
limits; in Ireland, capital gains are exempted on certain conditions
for farmers over 65 leaving the land and capital gains on sales of
livestock are not taxable under the capital. gains law either; in
Italy, exemption depends on use of the assets in agriculture.

No figures are available on the benefits gained by farmers as compared
with other occupations. No data on the amounts of this type of tax
paid by farmers are available, allowing of a Community comparison.

2. Taxation of capital

Only the United Kingdom, Ireland and Denmark have a fully-fledged
capital tax system. In these three Member States, farming has no
special privileged position with regard to this tax. We do not have
enough information with regard to the Netherlands and Germany. In
Luxembourg, there is a tax on capital with a sharp difference between
the taxation of movables and immovables, and of land, on which the
taxation base is relatively low compared with other assets.

3. Taxation of inheritances and gifts

These accruals are taxed in all the Member States. There are special
‘arrangements for farmers in Italy, Luxembourg, Ireland and the United
Kingdom (1). In the United Kingdom and Ireland, relief is granted
where the heir is a farmer, and there are rules as to the length of
time the assets were owned. In Luxembourg, the advantage consists in
reimbursement of tax connected with registration, transcription and
succession fees. In Italy, a 60% relief is allowed for direct heirs
who go on farming (with a ceiling). In the Netherlands, a tax relief
estimated at HFL 15 million (5.5 million ECU) in 1980 is conceded on
local taxes when there is a succession.

4. Tax measures designed to ameliorate farm structures

This type of tax scheme is operated in all the Member States, except
Denmark.

(1) We have no specific information concerning Germany.
(2) Taxation of agricultural cooperatives is not considered here.
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Germany:

- Income tax relief when the farm is sold or transferred;

- Tax advantages for certain classes of individual (expellees,
refugees, victims of persecution);

- Tax advantages to encourage the construction of housing for
farmworkers.

France:

- Exemption from capital gains on sale or transfer of land (see
above);

- Reduction of the registration charge for agricultural groups for
joint farming (GAEC) and tax ''transparency' for these GAEC;

-~ Exemption from registration and stamp duties for agricultural
machinery syndicates (CUMA);

- Exemption from stamp duty and reduction of the rates of
registration duties on acquisition of land and in certain cases, of
rural buildings.

Belgium:

~ Exemption from VAT in cases of mutual assistance;

— Exemption from income tax on transfer of the farm if farming is
continued by the spouse or by direct heirs;

— On transfer of land or buildings for agriculture, the registration
duty is only 6%, and not 12.5%;

-~ Exemption from the registration duty in cases of land consolidatlon.

Luxembourg:

- Exemption for the pooling of machinery and farm facilities;
- For mergers, the Minister of Agriculture may, in certain cases,
refund a proportion of the fiscal dues.

Netherlands:

- Interfarm assistance services are exempted from VAT;

- Where rural assets are realized, the yield is generally exempt from
income tax and corporation tax;

— Where a farm is transferred on the death of its owner, the tax on
the yield from the transfer can be deferred, provided the spouse of
the deceased or the deceased's children continue to work the farm,
without change in book value;

— Self-employed farmers have an opportunity to constitute a
retirement reserve drawn from the fiscal income. The amounts to be
reserved may remain invested in the farm capital;

- Where the parents' farm is transferred entirely to the children,
the tax on land transfers is waived;
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- Where neighbouring parcels are acquired, the tax on land transfers
is waived, provided that the acquisition does in fact work in
favour of improving agricultural structures;

- For transfers of property under land consolidation arrangements,
the tax on transfers is also waived.

United Kingdom:

There are special rules designed to reduce the impact of capital gains
and capital transfer tax where a farmer is retiring and transferring
land (see above).

Ireland:
- Exemption from capital gains where a farmer is retiring (see above);

— Tax relief when the yield from realization of assets is reinvested
in agriculture within a certain time.

Italy:

- Exemption from or reduction in stamp duties and registration duties
when land is transferred, on certain conditions.

Tax relief for inputs

In practically all the Member States, tax reliefs are granted in
connection with the use of certain inputs. These reliefs are covered
at code 1700 of the common classification.

In all the Member States, there are tax advantages connected with the
use of oil. The advantage varies in scope from Member State to Member
State (see details at code 1730).

In addition, certain tax advantages are granted in agriculture:

- in Germany, there is exemption from the tax on motor vehicles and
insurance of livestock is deductible;

- in Italy, there is a reduction in the cost (fixed by the central
government) of electricity for certain agricultural activities
(irrigation, agricultural buildings, seasonal operations, etc) and
a reduction in train freighting charges for certain products;

~ in Luxembourg, VAT paid for fertilizers, feed and twine is offset.



6.

- 120 -

Land Tax

We are concerned here only with the land tax, not including tax on the
acquisition of real estate.

France:

There is a tax on developed and undeveloped property based on the
"cadastral" value, which theoretically represents 80% of the rental
value of the land; in fact, the 'cadastral" income also takes account
of the use of the parcel and of its quality. For agriculture, there
is exemption in cases of reafforestation and scrub clearance (for 30
years), in cases of drying out of marshes (for 20 years) and in cases
of recultivation of fallow land (for 15 or 10 years). The land tax on
undeveloped land is a very heavy charge to French agriculture, where
it represented FF 2 100 milion (370 million ECU) in 1977, or 162% of
the total of income tax paid by farmers (230 million ECU).

Belgium:

There is a personal tax on ''cadastral' income of all immovables. The
"cadastral" income is the net annual rental income, and is normally
reviewed every 20 years. The rate is 3% of the "cadastral' income for
the central government plus 3% to 7% for the provinces and additional
hundredths (up to 60% of the "cadastral" income) for the local
authorities. The '"cadastral' income for one hectare of crop land was
between BFR 350 and BFR 2 000 in 1972. Exceptions are made for land
clearance and reafforestation (for 20 years). Although we do not have
any figures, we learnt that this type of taxation was a heavy burden
on agricuture in Belgium.

Luxembourg:

There is a local authority tax on developed and undeveloped property
the rates of which are now 7% for up to the first LFR 100 000, and 10%
beyond this. For certain small farms, the rate is 1.7%. The land tax
is estimated to have brought in LFR 34 million (800 000 ECU) annually
between 1972 and 1979.

Netherlands:

There is a real estate tax on immovables (land and buildings),
temporarily replaced by a local authority tax on immovables from 1971
to 1979. Farmland used for agriculture or horticulture is exempt. As
for the criterion of taxation, the local authorities may choose
between the real estate tax, personal tax, tax on roads and
facilities, and the tax for the fire prevention service. For the real
estate tax, there was exemption for 30 or 20 years in cases of
reafforestation, clearance and drying of marshland. For inheritance
cases, there is a reduction, and also exemption amounting to

HFL 60 million in 1980 (21 million ECU).
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Denmark:

There is a real estate tax the proceeds of which accrue to the local
authorities and the counties and, since 1980, to the central
government as well. In 1980, the share of this tax accruing from
agriculture totalled Dkr 1 157 million (149 million ECU). The amount
in 1975 was Dkr 620 million (87 million ECU). The real estate taxes
paid by Danish farmers are very high, the amounts representing about
60% of the income tax paid by farmers.

Germany:

The real estate tax is based on the unit value; the rate is 8% on the
first section of DM 10 000 of the unit value and 10% beyond this. The
additional hundredths for the local authorities average 220%. The
average rate of taxation is 3% of the gross income.

Ireland:

There is a tax on real estate the income from which accruing to the

central government was much more than the income tax. The amount of
this land tax was IRL 35 million (52 million ECU) in 1980, comparing
with IRL 14.2 million (25 million ECU) in 1975.

United Kingdom:

There is a local authority real estate tax based on a notional land
rent determined on a flat-rate basis.

IV. Conclusions

An overall review of taxes (1) paid by farmers shows that agriculture in
France, the Netherlands, Belgium, Ireland and the United Kingdom is
subject to a tax pressure of between 8% and 11% (1977). In Germany, tax
pressure is thought to be a little higher than in France (about 15% in
1979). On the other hand, there are two Member States at the extremes.
Denmark, whose tax burden in agriculture is extremely high (about 19% in
1980) because of the heavy local real estate taxes, and Italy, where
taxation is very low (about 1% in 1979), mainly because of the flat-rate
reimbursement system of VAT which is very favourable to farmers. 1In
Italy, if VAT were neutral in agriculture, the tax burden in 1979 would
be about 7.5%, i.e. at a level close to that of most of the Member States
of the Community.

We stress once again that all these figures, though published, must be
treated as approximations, as they are generally estimates, from which
only trends can be derived.

(1) To facilitate the comparison as between Member States, we have treated
social security as taxation, considering the farmers' contributions as a
form of taxation.



- 122 ~

V. Final remark

It would be illuminating to examine at Community level how the various
aids granted by the Community or national aids granted under Community
legislation are treated for tax purposes. A brief review in the context
of this study shows that there is great disparity between the different
Member States. Also the full or partial taxation of an aid does raise
questions as to the validity of the objective.
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4. Forestry

(VIPA2 27)
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Public expenditure on forestry is relatively high in the United Kingdom,
where, in 1980, it accounted for 11.2% of total expenditure for agriculture.
In Italy, the public expenditure in this area is also heavy, but the figure in
1980 was only 4.3% of total expenditure on agriculture. For all the other
Member States except Ireland, public expenditure on forestry does not exceed
3% of total public expenditure and is a bare 0.5% in Belgium and Luxembourg:
On the other hand, in Ireland public expenditure on forestry was in 1980 about
8% of total public expenditure on agriculture.

Public spending on forestry changed in widely differing ways as between the
Member States from 1975 to 1980: Germany allocated substantial funds from 1979
onwards, for between 1975 and 1980 public expenditure on forestry increased by
250% at constant prices and by 400% at current prices. On the other hand, the
United Kingdom stepped up expenditure on forestry by only 30% in current
terms, which means an actual decline, by one-third, in real spending. The
Member States having increased their spending on forestry between 1975 and
1980 are - in addition to Germany ~ the Netherlands, Denmark, Ireland and
Italy. On the other hand, apart from the United Kingdom, Belgium and
Luxembourg cut back on real expenditure.

In the United Kingdom, a planting policy was implemented after the war with a
view to the production of raw material for the timber industry. British
policy encourages both public woodlands and private woodlands: United Kingdom
aids are granted for the planting and conversion of woodlands to varieties
providing wood for industry. For private woodlands, the aid beneficiaries
undertake to maintain in perpetuity the woodlands planted on land having
enjoyed the aid and to join a central plan designed to produce commercial
timber. Apart from this "industrial" policy, the United Kingdom also
encourages regional development and recreative activities in the woodlands,
this last form of public expenditure representing 8% of total expenditure on
the woodlands.

In Ireland, a policy designed to encourage replanting has been pursued for
many years. The rate of planting is 0,12% of the UAA/per year, one of the
highest rates in the Community. This policy goes far to explain the
relatively high level of Irish expenditure on woodlands. 95% of the
expenditure goes to development and management of woodlands, including
administrative expenditure and staff: nurseries, plantations, conversion,
construction of roads and buildings, equipment, etc. In 1980, income from
forestry accounted for about 23% of total expenditure. In the summary table
we have shown only the balance of expenditure after deduction of income from
woodlands.
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In Germany, expenditure is borne both from the Federal budget and by the
Lander, and joint schemes between the central authority and the Linder are
also organized. The central government expenditure on woodlands is designed
to promote clean air, better water reserves, soil fertility, recreation and
the forestry economy. The expenditure of the Liénder covers mainly maintenance
costs, including staff and equipment and expenditure to control natural
disasters (fire, snow, storms). The joint programmes between the central
authority and the Liander cover expend;ture for the construction and
maintenance of roads (65% to 70% of expenditure), forestation and
reafforestation (10% of expenditure), restructuring, and a share in the
expenditure of equipment pools.

In Italy, public expenditure on forestry is borne equally from the budget of
the Ministry of Agriculture and Forestry and from the budgets of the Regions.
Expenditure between 1975 and 1980 was mainly devoted to three types of scheme:
- development of the infrastructure (roads, tracks and fire control): 40.3%
of total expenditure in 1980,
- aids for reafforestation and improvement of production structures
(conversion to other varieties): 39.8% of total expenditure,
- processing and marketing aids for forestry products: 11.6% of total
expenditure in 1980.

The remainder of expenditure on forestry is ailocated to research and
development (4.7%), compensation for natural disasters (1.9%), training and
information (1.4%).

In France, three-quarters of the expenditure on forestry covers maintenance
protection and investment. The other expenditure goes, in order, to sawmills,
fire-control and extension services.

In the Netherlands, two types of expenditure dominated in the 1975-1980 period:

- expenditure on maintenance of woodlands and nature areag, and ‘

- expenditure for the acquisition and the restoration of woodland areas by
public authorities.

In the Netherlands, public expenditure on forestry is not so much concerned
with stepping up production of wood or improving foresters' incomes as
improving the appearance, maintenance and utilization of the countryside; the
recreative function of woodlands is in fact the main concern of the
Netherlands authorities in this area.

In Denmark, public expenditure on forestry, shown in the summary table, covers
mainly information, education, development of employment and research. The
expenditure shown below accounts in fact for only a small part of public
expenditure on woodlands: in Denmark, each year, very large sums are allocated
for drainage and irrigation work, research, development of employment plus
expenditure of the Danish Aid Society for recreational activities in
woodlands. This expenditure is not shown in the summary table.
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In Belgium, public expenditure on forestry covers mainly two types of scheme:

- aids for planting and reafforestation and conversion of woodlands, and

- aids for the improvement of woodlands (laying of forest tracks and paths
and improvement of public access).

In Luxembourg, expenditure covers three types of scheme:
~ planting, reafforestation and conversion

- construction of woodland paths, and

- recreational activities.
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CHAPTER 1IV:

ASSESSMENT OF THE EFFECT OF PUBLIC EXPENDITURE IN FAVOUR OF AGRICULTURE
ON PRODUCTION, INCOME, INTRA-COMMUNITY TRADE, FINANCIAL SOLIDARITY AND
THE COMMON AGRICULTURAL POLICY
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1. Methods adopted



- 13 -



The Commission of the European Communities asked the experts to analyse, in a
second stage, the impact of public expenditure in favour of agriculture by
answering five questions:

1.
2.
3.
4,
5.

1)

What is its effect on agricultural production?

What 1s its impact on agricultural income?

What are its repercussions on intra-Community trade?

Does it threaten financial solidarity?

Is it in line with, in opposition to, or neutral with respect to, the
Common Agricultural Policy?

Approach

The experts bore in mind at all times the Commission's concern to quantify
the economic effects of public expenditure in favour of agriculture. Such
quantification would enable the Commission to assess, as objectively as
possible, the economic consequences of the national aid schemes operated in
each Member State and, if necessary, to take economic sanctions on a sound
basis.

The experts also bore in mind at all times the various attempts already
made to supply the Commission with the necessary tools to discharge its
responsibilities under Article 93 of the Treaty of Rome. In particular
they took account of the theoretical results of a study carried out by
Professors R.J. Vandenborre and J. Leunis of the University of Louvain:
"Analysis of the economic consequences of national aid measures granted to
agriculture",

Although aware that their conclusions raised conceptual difficulties and
problems of interpretation, the experts tried to adopt the most pragmatic
approach possible based on the facts, and attempted, with the help of a
number of indicators, to supply some information on the economic effects of
public expenditure on agriculture.

In bilateral and group discussions, the experts spent a long time examining
a large number of possible approaches and methods for complying with the
Commission's requests. They began by rejecting a purely academic approach,
since such work had already been carried out. They examined the
possibility nof a quantitative approach to the study of the economic effects
of national expenditure. The main obstacle to such a quantitative method
was the great difficulty, if not impossibility, of establishing clear
cause-and-effect relationships between public expenditure and its
implications for production, income and intra-Community trade. The main
reasons for this are:

(i) that the national economies developed in an unusual way between 1975
and 1980 in the aftermath of the first oil crisis;

(ii) that currency-exchange developments have had direct consequences on
the agri-monetary system, whose effects on production, income and
intra-Community trade have themselves been impossible to quantify;

(iii) that the many economists who have studied it have not been able to
determine what precise effect the system of agricultural prices has
had on production.
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In the absence of an economic model, and in view of research carried out
into the economic impact of other factors (prices, the agri-monetary
system), the experts took the view that within the time-limits imposed upon
them it would be more sensible to attempt a qualitative approach to the
economic effects of public expenditure in favour of agriculture.

The method adopted to achieve a qualitativé approach

Various possible ways of establishing a qualitative approach were initially
examined. In particular, the experts discussed the possibility of
allocating quantitative coefficients to the effects in question so as to
measure their degree of impact (strong, weak, medium, negligible, etc.)
When this approach was tested in practice, it had to be abandoned as the
experts encountered formidable problems in harmonizing the allocation of
coefficients between the different Member States, given the difficulty of
identifying common criteria or indicators with which to analyse the
effects. The experts also felt that such an approach might give readers
and decision-makers a false impression of how precise and tangible the
effects of different aid schemes are, and they feared that false
conclusions might be drawn from this type of comparison of the effects of
the various national schemes.

It was therefore decided that each expert, in drawing his own conclusions,
should be free to decide which criteria to use in each of the Member States
for which he was responsible within the study.

It was, moreover, out of the question to undertake an analysis, with
respect to each Member State, of the effects of each of the national
schemes for expenditure in favour of agriculture, as there were several
hundred such schemes operating in each country. It was therefore agreed
that each group of experts should limit itself to dealing with a number of’
schemes which were of significance to each Member State and also
significant in comparisons at Community level.

The modus operandi for analysing the effects of national schemes was
practically identical for most Member States:

(i) to muster all the documentation and publications on the subject which
might provide the experts with data for analysis;
(ii) to refer at all times to the guidance provided by economic theory;
(iii) to contact experts with specialist knowledge of the various national
schemes, either within the minigtries and government departments
concerned or in economic and research institutes, and to discuss with
them the result of their work or to submit the experts' findings to
them for enlightened criticism;
(iv) to obtain as many statistics, and to use as many economic indicators,
as possible so as to provide a sound basis for the qualitative
results arrived at by the experts.
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3) The frame of reference

In order to harmonize the analysis at least to some extent at Community
level, it was agreed to keep to a common frame of reference. To this end,
the experts defined the terms used in the question put by the Commission:

Production: to determine the effect of national schemes
(a) on the volume of production, in terms of quantity and
value, with respect to total production and also with
respect to each product or productgroup where necessary,
(b) on production quality,
(¢) on production structures.

Income: to determine the effect of national schemes
(a) on the income of farmers working on the farms covered by
the various schemes,
(b) on total agricultural income,
(c) on the disparities between farmers' income and the income
of other social and economic groups.

Intra-Community trade: to establish the effect of national schemes of
expenditure
(a) on the flow of goods, in terms of quantity and value, for
each product or productgroup,
(b) on the destination and the origin of merchandise flows,
(c) on competition between the Member States, and in particular
the impact on the trading structures of each Member States.

Financial solidarity: to establish the effect of national schemes on EAGGF
costs, with particular reference to Community surpluses in
agricultural products.

Common Agricultural Policy: to examine the compatibility of national
schemes with Article 39 of the Treaty of Rome and/or with the
various provisions of Community legislation (Directives,
Regulations, etc.). '

It should be noted that the effects of public expenditure on
agriculture on the Common Agricultural Policy and on financial
solidarity cannot be assessed unless the effects of such public
expenditure on production, income and trade have first been
established.
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2. Results of the qualitative analysis for each Member States
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In view of the separate approaches adopted by each of the experts with
respects to the Member States for which he was responsible in the context of
this study, we consider it best to give the results for each Member States
taken individually. We would advise the reader nevertheless to refer to the
individual national reports in order to get a more accurate impression of the
vay in which the economic indicators and the qualitative results obtained for
each Member State must be interpreted. (1)

'

To facilitate reading of the Community report, we have summarized the results
for each Member State in a harmonized table. We wish to point out that the
shortcoming cf such a table is its extreme simplification, bearing in mind
that any qualitative analysis requires a great deal of elucidation. Once
again, therefore, we invite the reader to consult the national reports
themselves for further details.

Conventions used in the tables:

Production + = increase in the quantity and/or quality of
agricultural production.
Income + = increased farm incomes and/or agricultural income

generally.

Intra~Community trade + = increase in exports to other Member States and/or
decrease in imports from other Member States.

Financial solidarity + = increase in EAGGF expenditure

C.A.P. + = compatible with the objectives of Article 39 of the
Treaty of Rome and/or in accordance with Community
Directives and Regulations.

Explanation of symbols

-3 opposite meaning to +
0: no significant effect
?: impact not calculated

blank : no information supplied by the expert.

(1) No analysis of the economic effects of national agricultural expenditure
in Italy or Luxembourg was provided in the national reports.
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3. Impact of national aid schemes
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IMPACT ON PRODUCTION

General approach

The dominant feature of the years 1975-1980 was the severe drought of 1976
which completely and exceptionally interrupted the development of '
agricultural production in the different Member States, as indicated in a
recent Commigssion communication:

"During the reference years (1975-1980), only one Member State increased
its share in agricultural production on a lasting basis, the Netherlands.
Over the same period, the share of one Member State - Belgium -~ declined.
Luxembourg, Ireland and Denmark kept their shares, as did Italy, with
differentials widening from year to year. With regard to Germany, France
and the United Kingdom, the trend changed course in 1977. From 1975 to
1977, the share enjoyed by Germany increased slightly, while those for
France and the United Kingdom were declining slightly. From 1977 onwards,
Germany's share contracted, while those of France and the United Kingdom
tended, broadly, to mark time."

"Analysis of the production volume growth rates for each Member State
shows that the volume of agricultural production increased in all the
Member States. Thus, the fact that a Member State's share in the
Community total declines must mean that its rate of production growth has,
over a long period, lagged behind that of the other Member States, or that
there has been no growth at all."

"Application of current prices and exchange rates entails some attenuation
of the above findings. Luxembourg, Ireland, Denmark and Italy, with
fluctuations, retain their share in final Community production. The same
can be said for France from 1976/77 onwards, and also, which is more
surprising, for the Netherlands. Conversely, from 1976 or 1977 onwards,
Germany's share steadily declines, while the contraction in Belgium's
share is shown to be greater. On the other hand, from 1979 onwards, the
United Kingdom's share has been rising."”

Although the United Kingdom's share of national aids decreases, its share
of agricultural production increases. However, 1978/79 seems to mark a
turning point for this country and there is some positive co-variation
between its increased share in Community agricultural production and an
increase in national expenditure. This clear relationship, however, is
not necessarily one of cause and effect.

A positive co-variation is also shown between Germany's share of national
expenditure ~ which increases until 1978 and then decreases - and its
share in agricultural production, which increases until 1977 and decreases
thereafter. The German example shows that, in this Member State at least,
no immediate positive effect on its share in Community production resulted
from its financial support for agriculture compared to that of other
Member States since there was an interval of one year between the fall in
the share of production and the fall in the share of national expenditure.
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In the case of Italy, a positive co-variation was observed between the
respective shares of public expenditure and agricultural production, 1980
being a year in which national expenditure in favour of agriculture rose
sharply.

France, on the other hand, did not show this co-variation between its
share of national expenditure and its share of final agricultural
production. While France's share of public expenditure in favour of
agriculture tended to increase, rising sharply in 1976 and 1977, its share
of agricultural production tended to fall slightly. '

The "small' Member States - Belgium, Netherlands, Ireland and Denmark -
which have given much greater financial backing to their agriculture than
the "large" Member States, each showed different results: the Netherlands
slightly increased their share of the Community's final agricultural
production whereas Belgium's share of final agricultural production
decreased steadily; the share contributed by Ireland and Denmark remained
stable.

From these facts it appears that national public expenditure is not the
main factor governing different levels of increased production in
different Member States. This does not imply that a given country's share
of final agricultural production would still be maintained if such aid
were not forthcoming. We consider that national aid schemes make it
possible to attenuate and even in some cases to correct production trends
resulting from other factors which could not be dealt with in this study.

Conclusions regarding the main schemes

Given the different methods of analysis used by the various experts, it is
difficult to draw conclusions at Community level regarding the effect of
each of the national schemes in favour of agriculture. It is, however,
possible to establish the common features of some schemes.

Aid for the modernization of farms (such as provided for in Directive
159/72) appears to have led to increased production in all the Member
States, especially animal production in France and Belgium. In all Member
States where considerable aid is provided for less-favoured areas,
agricultural production also appears to have increased on farms receiving
the aid. Belgium is the only exception. For both types of aid, the
number of farms affected is generally too small for such schemes to have
much impact on national production trends.

Public expenditure on animal breeding, health control and disease control
operations in the various Member States appears to lead to increased
livestock production.
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In some Member States national expenditure on training and agricultural
advice was shown to increase production by the farmers who have benefited
from such schemes.

In some Member States expenditure on rural infrastructure and reparcelling
also appear to have had positive effects in increasing agricultural
production.

In most Member States aid for food processors often appears linked to
increased output from these industries, but it was not possible to
establish whether the increase in processed goods led to increased
production of fresh produce or enabled agricultural production to be
restructured or relocated.

IMPACT ON AGRICULTURAL INCOME

General approach

On the macro-economic level we chose to define agricultural income as
gross value added at market prices.

Each Member State shows a different pattern of development in its share of
total income:

- Germany's share increased until 1978 and then fell sharply;

- France's share shows a downward trend despite a sudden "jump'" in 1978;

- Italy’'s share fell in 1976 but increased thereafter with a sharp rise
in 1979 and 1980;

- the United Kingdom's share has shown an increase which accelerated
sharply in 1979 and 1980;

- the Netherland's share increased between 1975 and 1977 but fell between
1978 and 1980;

- Belgium and Ireland show a steady decline in their share between 1975
and 1980;

- Denmark's share has remained stable with a slight increase in 1977.

No positive co-variation was observed between each Member State's share of
total public expenditure in favour of agriculture and its share of
agricultural gross value added. The only exception appears to be Italy.

The volume of gross value added has developed very differently in the
different Member States between 1975 and 1980. It increased considerably
in the United Kingdom (up 30%) and the Netherlands (up 19%), but showed a
more modest increase in Belgium (up 13%), Denmark (up 10%), Italy (up 7%)
and France (up 6%). It declined slightly in Luxembourg (down 2%) and fell
more sharply in Ireland (down 8%).
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The trend of national expenditure in favour of agriculture is not in line
with the trend in added value over this period. The index of change in
expenditure adjusted by the GDP deflator shows that it rose sharply in
Belgium, Denmark and Ireland, rose slightly in France and the Netherlands,
fell sharply in Germany and Italy and fell dramatically in the United
Kingdom.

As was the case for production, therefore, it cannot be concluded that
national schemes in favour of agriculture have any great effect on the
trend in agricultural income. It can only be noted that national schemes
enable agricultural income to be supplemented. This observation must be
qualified in view of the varying taxation burdens borne by farmers in the
different Member States.

As a purely academic exercise, we tried to calculate the ratio between
national expenditure directly allocated to farmers and their income
expressed as value added at market prices. For all Member States we
considered that expenditure under codes 1000, 2000, 4100, 5200, 7000,
8200, 8300 and 8400 constituted expenditure directly allocated to
farmers. For some Member States we also included expenditure under other
codes:

Germany: 11000 and 5100
Italy: 6000

United Kingdom: 5100

Denmark: 11000 (25%).

In 1980, in the four large Member States and Belgium, national expenditure
directly allocated to farmers expressed as a proportion of total
agricultural income came to between 8.5% and 12.5%, i.e. falling within a
narrow range round about the Community average. For Ireland and
Luxembourg, the figure was about 17% whereas for Denmark and the
Netherlands it was less than 5% (4.9% and 2.7% respectively).
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In 1975 the Community average was 13%. Of the large countries, only the
United Kingdom showed a figure far removed from this Community average
(two years after its accession the United Kingdom was still operating
schemes broadly similar to those in force before accession). Between 1975
and 1980 the proportion of agricultural income accounted for by national
expenditure directly allocated to farmers fell in the four large Member
States, and in the Netherlands and in Luxembourg, but rose in the three
other Member States, particularly in Belgium.

Impact of the different types of scheme on farmers' incomes

As was the case with the study of effects on production, the experts used
different methods of analysis and arrived at similar conclusions with
respect to some types of schemes.

In all the Member States except Denmark, aid for the modernization of
farms and aid for farms in less-favoured areas had a positive effect on
the increase in agricultural income. The situation peculiar to Denmark
must be the result of other economic factors, credit policy and Denmark's
national agricultural policy.

Aids for reparcelling an restructuring farms (settlement, support of young
farmers, etc.) have made it possible to raise the income of farms
receiving such aid compared with farms which have not dome so.

Finally, aid for training and agricultural advice seem to have had an
important long-term effect on farmers' incomes.

To these four types of aid must be added direct or indirect aid for
agricultural income (such as aid for the means of production) which have
an immediate effect on income at farm level.

IMPACT ON INTRA-COMMUNITY TRADE

Given that in most Member States only a very small proportion of public
expenditure on agriculture can be broken down by enterprise or products,
it is extremely difficult in the context of this study to draw relevant
conclusions as to the impact of national expenditure on intra-Community
trade.

Two or three observations, however, may provide food for thought in
certain directiomns.
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An examination of each Member State's share (based on exports) of
intra-Community trade in agricultural and food products shows that the
United Kingdom's share increased considerably, especially from 1978
onwards, while Germany's share clearly shows a modest increase as from
1977. The share enjoyed by the Benelux countries increased between 1975
and 1977 but fell steadily between 1978 and 1980. The share enjoyed by
the other Member States shows no appreciable variation over the whole
period 1975 to 1980.

We may conclude, then, that - except in the case of the United Kingdom -
there is no positive co-variation between the development of the Member
States' share in intra-Community trade and the development of their share
of public expenditure on agriculture. It appears, therefore, that
intra-Community agricultural trade is not significantly affected on the
macro-economic level by national aid schemes.

This initial macro-economic observation, however, should be confirmed or
qualified by a micro-economic analysis. It was practically impossible,
within the scope of this study, for the experts to calculate the impact of
every type of national scheme on intra-Community trade. This is partly
because, in many Member States, aid cannot be broken down by product and
cannot be isolated, as a factor, from other factors such as monetary
policy, exchange rates, monetary compensatory amounts, the inflation
differential, comparative production costs, etc.

It was not possible, within this study, to identify or estimate in any way
the impact of individual items of national expenditure on intra-Community
trade.

IMPACT ON EAGGF EXPENDITURE

We would refer the reader, in the first instance, to page 53 of Volume 1
of this study: "Comparison between EAGGF expenditure and national
expenditure on agriculture".

Comparison between large economic units shows no clear relationship
between changes in Member States' shares in EAGGF expenditure and changes
in their shares in national expenditure on agriculture. Development in
the United Kingdom, however, is remarkable: it shows a positive
co—variation between 1975 and 1977 but a negative co-variation between
1978 and 1980. In Belgium a positive co~variation could be found between
1976 and 1979. In Germany, both shares developed in a similar way between
1975 and 1980. No conclusion can therefore be drawn from the study.

With regard to individual schemes, most experts felt that any scheme which
tended to increase surplus production at Community level led to an
increase in EAGGF expenditure. Unfortunately, since, in many Member
States, national expenditure could not be broken down by products no firm
conclusion could be drawn as to the impact of national schemes on
Community solidarity.
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IMPACT ON THE COMMON AGRICULTURAL POLICY

The experts did not inquire into the mutual compatibility between the
paragraphs of Article 39 of the Treaty of Rome and the various Community
arrangements. They simply tried to examine whether the national schemes
were in line with the "spirit" of the Treaty and/or complied with the
instructions given in the Community arrangements.

In most Member States virtually all the national schemes appeared to be
“compatible' with the common agricultural policy. The experts expressed
reservations only with regard to national aid schemes aimed at reducing
agricultural production costs and, in some cases, aid for marketing and

exports.

It is noteworthy that, between 1975 and 1980, methods and means of
intervention in agriculture coincided in most Member States, within a
general context defined by the European Community. For example, the new
Member States, Ireland and Denmark, and especially the United Kingdom,
aligned their public spending structures with those of the majority of
Member States. In 1980, only Italy's situation was very different from
that of the other Member States (for example, central agricultural bodies
at national or regional level).
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CHAPTER V:

FINAL COMMENTS
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The first observation to be made by the coordinator of the study was that
in most Member States there was no agricultural policy worthy of the

name. Only the Netherlands has a real policy based principally on
training and agricultural advice, farm modernization, a genuine policy for
marketing agricultural products and a taxation system very favourable to
farmers.

The other Member States seem to use the various instruments on a piecemeal
basis, rather than selecting them in accordance with any real policy. In
some Member States it is even questionable whether the politicians in
charge are aware of the outcome of the measures they advocate. With
respect to several Member States, nc—one we spoke to was able to give a
comprehensive summary of the national schemes in favour of agriculture, of
their objectives or of the general context within which these measures
were adopted. In most Member States national expenditure in favour of
agriculture is more a matter of scattering resources thinly over a wide
area than of making deliberate political decisions.

The second observation made by the coordinator of the study is that this
study does not provide a complete and comprehensive study of national
expenditure in favour of agriculture. Although most public expenditure
schemes have been described, the experts encountered a number of
difficulties which suggest that agriculture - as defined at the beginning
of Volume 1 - is subsidized through other channels than those described in
this study, as is shown by the following examples:

a) It was impossible in this study to include figures for smaller taxation
payments. This leaves some doubt as to the total amount of public
expenditure on agriculture. To illustrate this point in the context of
the WIR (Wet Investering Rekening), the Netherlands allowed farmers to
receive a premium (basic premium and premium for small farms) of Fl
570 million (207 million ECU) in 1980/81, which is about 93% of the
total national expenditure covered by the study - excluding research.
The coordinator has good reason to believe that if tax relief as a
whole were examined for most Member States amounts would be discovered
similar to those given for the WIR in the Netherlands. The role of
taxation in agriculture appears to be a field of study which should be
explored and mastered by those deciding agricultural policy.

b) National expenditure in "integrated projects" is more or less closely
connected with agriculture. It is difficult to determine what
proportion is allocated to agriculture alone, as illustrated by the
general programmes of expenditure in Germany, the Netherlands and
France, where agriculture is the priority objective.

¢) National expenditure on major infrastructure (ports, motorways, canals,
railways, etc) helps farmers. This advantage could not be shown by the

present study.
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d). National expenditure in favour of external trade, whether made directly
or channelled through national agencies or specialized banks, is ~ to a
greater or lesser extent according to the Member State concerned -
earmarked for agriculture. The study could not allow for this type of
expenditure either.

e) The study did not cover public expenditure at regional level (except in.
Italy and Germany) or at local level. Numerous items of expenditure
allocated by regional or local public authorities nevertheless had a
considerable impact on agriculture though the amount involved may not
be significant in proportion to central government expenditure.

f) Finally, to illustrate our argument, we would point out that no
information about national aid schemes in favour of poultry in France
could be elicited for the purposes of this study, although experts know
perfectly well that some poultry production in France has been
subsidized. Similarly, it was impossible to allow for the advantage
enjoyed by Dutch agriculture in that, over a number of years, farmers
have paid special gas rates fixed at a level lower that the rate
applicable to industry. These are not the only examples: others could
similarly be taken from other Member States.

In order to compare results at Community level, one's initial inclination
is to establish ratios so as to turn overall values into comparable data.
Where national expenditure on agriculture is concerned, ratios often
involve the number of farms, the number of hectares or the number of
agricultural workers. In our opinion this type of comparison is incorrect
because, firstly, national expenditure does not cover the same items in
all Member States and, secondly, a large farm in the United Kingdom,
cannot be compared with a small one in southern Italy: neither can omne
compare a hectare of UAA in the Netherlands with a hectare of UAA in
Scotland; etc.

However, knowing that this kind of ratio would be calculated in any case,
the coordinator chose, for the purposes of his calculations, to treat
national expenditure as meaning only expenditure directly allocated to
agriculture (see previous chapter for definitions). The other data were
provided by Eurostat. In providing these data, the coordinator refused,
for the abovementioned reasons, to draw any conclusion whatsoever from the
table on the following page. He would point out, however, that the small
ratios obtained for the Netherlands reflect the level of national
expenditure on items covered by this study whereas some high ratios
obtained for the United Kingdom reflect the production structure in that
country (large farms, small numbers of people employed in agriculture,
small number of farms compared with the UAA).
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Lines of investigation for the future

This two-year study has given us quite a clear idea of the aims of national
expenditure in favour of agriculture, and of the sums involved, between 1975
and 1980. As a result, it is clear that the data collected must be regularly
updated and also that some items which will become key factors in the
competitiveness of national agricultural activity within the Community merit
more detailed investigationm.

Those who take decisions at national and Community levels should first give
careful thought to the subject of agricultural taxation. In the present state
of our knowledge of the different taxation systems applicable to agriculture
in the Member States of the Community, we feel it is essential to determine aa
precisely as possible the taxation burden borne by agriculture in the various
Member States. It would also be useful to know how certain national and
Community schemes are treated for tax purposes, particularly aid for the
modernization and restructuring of farms, the effect of taxation on the means
of agricultural production, the role and purpose of VAT in agriculture, and
finally the way in which taxation applies to processing and marketing
organizations, in particular cooperatives.

In carrying out this study, we consider it essential that decision-makers
should analyse and consider carefully the role played by training and
agricultural advice. It turned out that in some Member States a genuine
training, information and extension services policy for farmers and economic
agents in direct contact with them also led to an improvement in the results
and efficiency of other measures taken in favour of agriculture.

A useful area of study for the future would be the structural reorganization
of agriculture both at farm level (reparcelling, land improvement, etc.) and
at the level of "integrated" programmes whose primary objectives are
agricultural. While reparcelling seems to have a considerable impact on
farmers' income, production and "standard of living", the authors of this
report have not been informed of any studies dealing with the effects of
integrated programmes such as "Landinrichting" in Holland, "Flubereinigung' in
Germany, 'rénovation rurale' in France or the Western Package in Ireland.

An important field of study which would throw further light on the matter
concerns support for the food processing industry. Are such measures the
cause or the effect of changes in the level of agricultural production? In
other words, does the food processing industry act as a driving force on
agriculture or does it follow agricultural trends? Or is it neutral? The
limited information available to us leads us to think that all three
situations obtain to some extent but we were completely unable to produce a
systematic analysis for each Member State and for each branch of the
industry. It was not really possible, therefore, to evaluate the effects of
public support for the food processors.
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Lastly, in the econimic field, it seems important to study parafiscal

charges. We wish to stress that, from a purely economic viewpoint, we cannot
consider schemes funded from parafiscal charges as public aid schemes because
parafiscal charges, even when instituted by public authorities, have the
effect of redistributing resources within a particular sector or branch of the
industry. We consider that analysis of parafiscal charges should aim to
establish the link between parafiscal charges and public expenditure to
supplement them and also the link between schemes funded from parafiscal
charges and schemes funded from public resources or from the agricultural
policy pursued by a public authority.

In addition to these five areas of observation and analysis which we believe
should have priority, the levels of analysis should also be considered.

This study undertook an analysis of national expenditure in favour of
agriculture on the macro-—economic level: but the impact of aid and public
expenditure in favour of agriculture must also be verified at farm levels,
i.e. at the micro-economic level. A suitable instrument for micro-economic
analysis would seem to be offered by the EEC's Farm Accountancy Data Network
(FADN). This study has shown clearly, from the example of aid for farm
modernization, that the impact of such aid on agricultural production and
income could be studied only via an analysis at farm level.

The short-term and long-term effects of aid and public expenditure in favour
of agriculture must be analysed separately. A large number of structural
schemes have a medium- or long-term impact whereas other have an immediate
impact (aid for income, aid for means of production, tax relief, etc.) but
this second type of action has long-term consequences which may either support
or run counter to the aim of long-term measures. This raises the problem of
mutual consistency between national schemes whose planning, management and
implementation are shared among several authorities within a given country.

It is also useful to know how long it takes before national schemes begin to
have an effect on production, income, trade, etc.

Lastly, aid and national expenditure in favour of agriculture cannot be
isolated from the political, social and economic context within which they are
granted. In some cases political, social or economic pressures force
decision-makers to take certain actionj in such cases the action may be
considered to have a "passive" role or to result from a given political,
social or economic situation. In other cases the action taken has a clearly
defined political, social or economic objective and in such cases the action
may be considered to have an "active" role or to bring about a new political,
social or economic situation. It is frequently hard to ascertain whether a
given measure has a "passive" or an "active" effect, and this difficulty is
compounded by the fact that the impact of aid and public expenditure in favour
of agriculture cannot be isolated from other political, social and economic
factors which may influence production, income or intra-Community trade.
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It is essential, when comparing public expenditure in favour of agriculture in
the different Member States, to take into account the different economic,
social and political factors in each Member State. Given that social and
economic structures vary from one Member State to another, any one scheme may
have different effects according to the Member State in which it is
implemented. This clearly shows the limited comparability of national schemes
or aids in favour of agriculture. For example, the study showed that between
1975 and 1980 most Member States had granted aid or taxation measures in
favour of fuel used in agriculture; these aids, or aid equivalents, were
calculated according to the general system operating within the Member State,
but no conclusion can be drawn from them as to the competitiveness of the cost
of the energy used in agriculture in the different Member States.

We conclude, therefore, that the various aids or national schemes in favour of
agriculture must necessarily be analysed in the social and economic context
within which they are situated and which may vary from one Member State to

another.
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Statistical tables

(a)

(b)

(c)

(d)
(e)
(£)

(g)

National public expenditure in favour of agriculture (including
research)

- in m ECU

— share enjoyed by each Member State

EAGGF expenditure
- in m ECU
- share enjoyed by each Member State

Breakdown by Member States of the value of final agricultural
production

- current prices and exchange rates

~ 1975 prices and exchange rates

Trend in volume of final agricultural production
Trend in volume of gross value added (at market prices)

Breakdown by Member States of gross value added at market prices
-~ current prices and exchange rates
~ 1975 prices and exchange rates

Intra-Community trade

~ exports of agricultural and food products

~ share enjoyed by Member States of trade in, and exports of,
agricultural and food products
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(a) NATIONAL PUBLIC EXPENDITURE IN FAVOUR OF AGRICULTURE
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NATIONAL PUBLIC EXPENDITURE IN FAVOUR OF AGRICULTURE
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EAGGF EXPENDITURE

Share enjoyed by each Member State
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(c¢) Breakdown by Member State of the value of final agricultural
production (current prices at exchange rates)

; < 1973 : 1974 : 1975 3 1976 : 1977 : 1978 : 1979 : 1980 : 1981 : 1982
; Deutschland ; 19,5 ; 19,3 ; 19,3 ; 20,5 ; 20,9 ; 20,3 ; 19,5 ; 18,4 ; 17,9 ; 18,4
; France ; 28,7 ; 26,8 ; 27,0 ; 26,4 : 25,6 ; 26,1 ; 26,7 ; 26,2 ; 25,5 ; 25,8
; ftalia ; 19,1 ; 20,2 ; 20,7 ; 18,8 ; 19,2 ; 19,5 ; 20,0 ; 21,0 ; 20,4 ; 19,6
; Nederland ; 745 ; 7,5 ; 7,7 ; 8,4 ; 8,5 ; 8,3 ; 8,0 ; 8,0 ; 8,3 ; 8,3
: Belgie/Belgique : 4,1 : 4,0 ; 3,9 ; 4,1 ; 3,9 ; 3,8 ; 3,5 ; 3,4 ; 3,4 ; 3,1
; Luxembourg ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1
; United Kingdom ; 11,1 ; 11,6 ; 11,0 ; 11,1 ; 11,0 ; 10,8 ; 11,4 ; 12,4 ; 13,4 ; 13,4
; Ireland : 1,9 : 1,8 : 2,0 ; 1,9 ; 2,2 ; 2,4 ; 2,3 ; 2,1 : 2,1 ; 2,2
; Danmark ; 3,9 ; 4,0 ; 3,8 ; 4,1 ; 4,2 ; 4,3 ; 4,0 ; 3,8 ; 3,9 ; 4,0
; Ellas ; 4,0 : 4,7 ; 4,3 ; 4,5 ; 4,3 ; 4,4 ; 44 ; 4,6 ; 4,9 ; 5,1
Breakdown by Member State of the value of final agricultural
production (1975 prices and exchange rates)
; 2 1973 : 1974 : 1975 : 1976 : 1977 : 1978 : 1979 : 1980 : 1981 : 1982
; Deutschland ; 19,4 ; 19,3 ; 19,4 ; 19,8 ; 20,1 ; 19,9 ; 19,3 ; 19,1 : 19,0 ; 19,6
; France ; 28,4 ; 28,0 ; 26,9 ; 26,8 ; 26,2 ; 26,7 ; 27,3 ; 26,9 : 26,6 : 27,2
; Ttalia ; 19,3 ; 19,4 ; 20,6 ; 20,2 ; 20,0 ; 19,6 ; 20,2 ; 20,6 : 20,4 : 19,0
: Hederland ; 7,3 ; 7,6 ; 7,7 ; 8,1 ; 8,1 ; 8,2 ; 8,3 ; 8,4 : 8,8 ; 8,8
. Belgie/Belgique ¢ 4,1 : 4,21 3,91 3,9: 3,9: 3,8 a7 h 3,7 3,71 3.7
; Luxembourg ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 : 0,1 : 0,1
; United Kingdom ; 11,8 ; 11,4 ; 11,0 ; 10,9 ; 11,4 ; 11,3 ; 11,1 : 11,1 : 11,1 : 11,3
; Ireiand ; 1,8 ; 1,9 ; 2,0 ; 1,9 ; 2,1 ; 2,1 ; 2,0 ; 1,9 : 1,9 : 1
s Danmark ; 3,8 ; 4,1 ; 3,8 ; 3,9 ; 4,2 : 4,0 : 4,0 : 4,0 : 4,1 : 4
: Eliss ot w0 63 s G s Al ka2 i 3,9 42 A

Source:

SURDSTAT -

CRONGS

BACS
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(d) TREND IN VOLUME OF FINAL AGRICULTURAL PRODUCTION

(1975 = 100)

1975 1976 1977 1978 1979 1980
Deutschland 100,0 101,2 106, 4 110,9 110,9  112,4
France 100,0 99,1 99,9 107,1 113,3  114,1
Italia 100,0 97,4 99,7 102,9 109,3 113,7
Nederland 100,0 103,9 107,5 115,3 120,0 123,9
Belgie/Belgique 100,0 98,9 101,1 105,0 105,4 106,0
Luxembourg 100,0 94,9 97,9 100,2 98,6 95,3
United Kingdom 100,0 98,5 106,5 110,9 112,2 115,7
Ireland 100,0 95,6 104,9 111,4 110,5 109,8
Danmark 100,0 101,2 111,3 113,6 116,8 118,4
EEC 100,0 99,5 103,2 108,3 112,1 114,3

Source: Eurostat

(e) TREND IN VOLUME OF GROSS VALUE ADDED
(at market prices)

(1975 = 100)

1975 1976 1977 1978 1979 1980
Deutschland 100,0 96,3 101,3 106,4 100,3 102,0
France 100,0 93,8 93,5 100,4 106,2 106,0
Italia 100,0 93,8 94,7 96,1 102,2 107,0
Nederland 100,0 101,3 105,9 113,4 116,7 119,0
Belgie/Belgique 100,0 97,8 101,5 110,7 110,6 113,3
Luxembourg 100,0 85,5 94,7 104,9 103,2 98,2
United Kingdom 100,0 94,0 110,4 120,1 120,5 130,4
Ireland 100,0 87,9 96,3 96,9 84,4 92,2
Danmark 100,0 90,8 108,6 103,9 101,7 110,4
EEC 100,0 94,7 98,5 103,4 105,5 108,7

Source: Eurostat
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(f) Breakdown by Member State of the gross value added
at market prices (current prices at exchange rates)

: . 1973 : 1974 : 1975 : 1976 : 1977 : 1978 : 1979 : 1980 : 1981 : 1982 :
; Deutschland ; 16,7 ; 16,8 ; 17,5 ; 18,1 ; 18,4 ; 17,8 ; 16,1 ; 14,9 ; 15,0 ; 15,7 ;
z France : 31,4 ; 28,5 ; 28,1 ; 27,8 ; 26,9 ; 26,9 ; 28,0 ; 26,3 ; 24,8 ; 26,0 ;
: Italia : 23,1 ; 24,9 ; 25,3 ; 23,1 ; 23,9 ; 24,2 ; 25,6 ; 27,3 ; 26,1 ; 24,4 ;
: Nederland ; 6,3 ; 6,1 ; 6,7 ; 7.4 ; 7,4 ; 7,1 ; 6,5 ; 6,5 ; 7.3 ; 7,2 ;
; Belgie/Belgique ; 3,2 ; 3,0 ; 3,0 ; 3,2 ; 2,8 ; 2,9 ; 2,7 ; 2,7 ; 2,7 ; 2,4 ;
; Luxembourg : 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 0,1 ;
| Umited Kingdom : 8,6 + 8,6 ¢ 8,6 i 8,9: 8,6 8,6: 9,3 : 10,3 £ 11,6 ¢ 11,6
; Ireland ; 2,1 ; 1,9 ; 2,2 ; 2,1 ; 2,5 ; 2,6 ; 2,3 ; 2,1 ; 2,1 ; 2,1 ;
; Danmark ; 3,3 ; 3,6 ; 3,2 ; 3,2 ; 3,6 ; 3,7 ; 3,2 ; 3,2 ; 3,3 ; 3,4 ;
; Ellas ; 5,3 ; 6,4 ; 5,7 ; 6,2 ; 5,9 ; 6,1 ; 6,1 ; 6,5 ; 7,0 ; 7,2 ;
. Source: EUROSTAT - CRONOS - PACO )
Breakdown by Member State of the gross value added
at market prices (1975 prices and exchange rates) T
; < 1973 : 1974 : 1975 : 1976 : 1977 : 1978 : 1979 : 1980 : 1981 : 1982 ;
; Deutschland ; 17,5 ; 17,7 : 17,5 ; 17,7 ; 18,1 ; 18,0 ; 16,7 ; 16,4 ; 17,0 ; 18,0 ;
: France 0.9 5 29,0 & 28,1 1 27,7 1 26,7 £ 27,3 1 28,4 1 27,4 3 26,2 1 27,4 3
; Italia ; 23,3 ; 23,1 ; 25,2 ; 24,9 ; 24,3 ; 23,5 ; 24,5 ; 24,9 ; 24,7 ; 22,3 ;
; Nederland ; 6,2 ; 6,6 ; 6,6 ; 7,1 ; 7,2 ; 7,3 ; 7,4 ; 7,3 ; 8,0 : 7,9 ;
; Belgie/Belgique ; 3,3 ; 3,4 ; 3,0 ; 3,0 ; 3,1 ; 3,2 : 3,1 : 3,1 : 3,1 : 3,3 :
; Luxembourg ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ; o,1 ; 0,1 ; 0,1 ; 0,1 ; 0,1 ;
; United Kingdom ; 9,5 ; 9,1 ; 8,4 ; 8,3 ; 9,5 ; 9,8 ; 9,7 ; 10,1 ; 10,0 ; 10,4 ;
; Ireland ; 1,8 ; 1,9 ; 2,2 ; 2,0 ; 2,2 ; 2,1 ; 1,8 i 1,9 : 1,7 : 1,7 :
; Danmark ; 3,2 ; 3,8 ; 3,1 ; 3,0 ; 3,5 ; 3,2 ; 3,0 ; 3,2 ; 3,5 ; 3,5 ;
; Ellas ; 5,1 ; 5,2 ; 5,7 ; 6,0 ; 5.4 ; 5,6 : 5,3 ; 5,7 : 547 ; 5,4 :
; EUR "10" ; 100 ; 100 ; 100 ; 100 ; 100 ; 100 ; 100 ; 100 ; 100 ; 100 ;

Source: EUROSTAT - CRONOS PACO
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(g) INTRA-COMMUNITY TRADE

1. EXPORTS OF AGRICULTURAL AND OTHER FOOD PRODUCTS

1 000 million ECU

D F I NL UEBL UK IRL DK CEE

1973 1,75 4,08 1,05 4,00 1,65 0,88 0,65 1,24 15,31
1974 2,51 4,77 1,32 4,87 1,93 0,96 0,74 1,50 18,60
1975 2,71 4,50 1,60 5,64 2,16 1,26 1,09 1,74 20,70
1976 3,16 5,72 1,83 7,00 2,68 1,52 1,07 1,95 24,93
1977 3,87 6,25 2,17 7,25 2,97 1,91 1,34 2,07 27,83
1978 4,07 6,89 2,14 7,74 3,05 2,54 1,62 2,36 30,42
1979 4,71 7,66 2,81 8,50 3,42 2,79 1,65 2,62 34,16

1980 5,08 8,11 2,55 9,05 3,74 3,15 1,71 2,88 36,27

1973 index = 100

D F I NL UEBL UK IRL DK CEE
1973 100 100 100 100 100 100 100 100 100
1974 143 117 126 122 117 109 114 121 121
1975 155 110 152 141 131 143 168 140 135
1976 181 140 174 175 162 173 165 157 163
1977 221 153 207 181 180 217 206 167 182
1978 233 169 204 194 185 289 249 190 199
1979 269 188 268 213 207 317 254 211 223

1980 290 199 243 226 227 358 263 232 237
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2. SHARE ENJOYED BY MEMBER STATES OF TRADE IN, AND EXPORTS OF,
AGRICULTURAL AND OTHER FOOD PRODUCTS

1 000 million ECU

D F I NL UEBL UK IRL DK CEE
1973 11,4 2646 6,9 26,1 10,8 5,7 4,2 8,1 100
1974 13,5 25,6 7,1 26,2 10,4 5,2 4,0 8,1 100
1975 13,1 21,7 7,7 27,2 10,4 6,1 5,3 8,4 100
1976 12,7 22,9 7,3 28,1 10,8 6,1 4,3 7,8 100
1977 13,9 22,5 7,8 26,1 10,7 6,9 4,8 7,4 100
1978 13,4 22,6 7,0 25,4 10,0 8,3 5,3 7,8 100
1979 13,8 22,4 8,2 24,9 10,0 8,2 4,8 7,7 100
1980 14,0 22,4 7,0 25,0 10,3 8,7 4,7 7,9 100

Source: Eurostat
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Codes of the Common Classification
of public expenditure on agriculture
in the Member States of the European
Community.
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Coding

1000

1100

1110
1120

1130
1140

1200

1210

1220
1230
1240
1250
1260
1270

1300

1310
1320

1400

1410
1420

1500

1510
1511
1512
1513
1514
1520
1521
1522
1523
1530
1540
1550
1560
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IMPROVEMENT OF THE STRUCTURE OF PRODUCTION

Modernisation of farms (outside less favoured areas) - farm
buildings, houses, livestock, equipment, soil improvements ...

1.1 National aids linked to a Community payment (Directive 72/159)
1.2 National aids not linked to a Community payment
(Directive 72/159)
1.3 National measures not linked to Directive 72/159
1.4 Expenditure linked to national measures in force before the
implementation of Directive 72/159

Measures (or programmes) to improve mobility of land and prevention
of splitting of farms

2.1 Retirement scheme (Directive 72/160/EEC) or similar national
predecessor

2.2 Leasing of land

2.3 Land transfers

2.4 Land pool

2.5 Support of young farmers

2.6 Settlement

2.7 Reparcelling

Land improvement (which is not a component of farm modernisation
schemes (No. I.1l.) and not component of another programme (No.
III.1. and 2.)) - artificial drainage, soil improvement etc.

3.1 Drainage and soil improvement
3.2 Irrigation

Reduction and change of production (as far as not component of I.1.
or I.8.)

4,1 Crops
4.2 Animals

Improvement of production potential (to be distinguished from
VIII.1) - includes schemes to encourage better production practices

5.1 Crops

- Seeds

- Plant health protection

-~ Pest control

~ Administration (Plant Royalty Bureau)
5.2 Animals

- Breeding

- Health control and vaccines

- Compulsory slaughter
5.3 Energy
5.4 Management
5.5 Health protection, environment and pollution
5.6 Production techniques
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1600 ‘6. Cooperation between farmers (not in marketing, see Iv.I.)

1700 7. Reduction of production costs (as far as not included under 1.8 or
other items) - includes general subsidies allocated to farms and
fiscal abatments

1710 7.1 Seeds

1720 7.2 Fertilizers
1730 7.3 Carburants
1740 7.4 Insurances
1750 7.5 Labour

1760 7.6 Services
1770 7.7 Feed

1800 8. Special measures for development of less favoured areas

1810 8.1 Investments linked to EEC payments (Directive 72/268)
1820 8.2 Investments not linked to EEC payments (Directive 75/268)
1830 8.3 Investments in special farm groups

1840 8.4 Compensatory allowance

1850 8.5 Other aids not linked to Directive 75/268

1860 8.6 Special reductions of production costs (e.g. Ireland and
United Kingdom) - includes general subsidies allocated to farms

2000 II  COMPENSATION FOR NATURAL DISASTERS (farmers)

21000 1. Drought

2200 2. Frost

2300 3. Hail (except insurance)
2400 4, Floods

2500 5. Wind

3000 III DEVELOPMENT OF RURAL AREAS
3100 1. Programmes (general and specified to regions) with exclusively or

at least primarily agricultural objectives (sub-divisions
according to contents of the programmes )

3110 1.1 "Western Package'

3120 1.2 "Landinrichting"

3130 1.3 "Flurbereinigung"

3140 1.4 "Rénovation rurale"

3150 1.5 Special programmes for Northern Ireland

3160 1.6 Special measures for the development of the agriculture of
less-favoured areas

3161 6.1 Investment aids

3162 6.2 Income aids or reductions of production costs depending

on existing programmes, their contents and their objectives



3200

3210
3220
3230
3240
3250
3260

3300

3400

4000
4100
4110
4120
4200
4210
4220
4230
4240
4250
4300
4400
4500

4600
4700

4800

5000

5100

5200

2.

3.
ll-
5.
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Programmes to improve infrastructure not specific to the
agricultural sector (rural population)

2.1 Improvement of villages

2.2 Water supply, energy supply, drainage

2.3 Regulation of watercourses and sea defences
2.4 Conservation measures

2.5 Roads

2.6 Recreation activities

Programmes concerning industrialisation of rural areas (very
difficult to separate from general economic programmes and often
not assignable to special regions)

Other programmes councerning agriculture

PROCESSING AND MARKETING
At the producer stage

1.1 Development of producer co-operation schemes (e.g. Regulations
1035/72, 1360/78, 136/66)
1.2 Other national investments

Processing (and marketing) enterprises

2.1 Investments (Regulations 355/77 and 17/64 (national part of))
2.2 Investments (national in character)

2.3 Co-operation

2.4 Management

2.5 Marketing infrastructure

Product promotion (market research)

Inspection of products and quality control

Marketing services - marketing information, market transparency,
statistical services, classification system

Administration of sales sector

Regional capital grants (food industry and agricultural services
industry)

Activities of central bodies in agriculture

MARKET SUPPORT

Expenditures resulting from EC-Market- and Price-Policy - (national
part)

National market support and stabilization (e.g. transitional
arrangements in United Kingdom, Denmark and Ireland, other national
support, compensation for green currency differences)



5300

5310
5320
5330

5400

6000

6100
6200
6300
6400
6500
6600

7000

8000

8100

8110
8120
8130

8200
8300
8400
8500

9000

9010
9020

VII

VIII

2.

4,
5.

IX
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Aids for consumption

3.1 Free distribution
3.2 Reduced prices for special groups of consumers
3.3 Reduced prices for all consumers

Aids for exports

FINANCIAL POLICY (only aids which are not assigned to another item)

Capital guarantees

Reserves for special agricultural credit institutes
Fees connected with land purchase

Fees connected with registration

Loan funds

Treasury aids

INCOME AIDS TO FARMERS OR PROCESSORS WHICH ARE NOT ASSIGNED TO
OTHER ITEMS

INTELLECTUAL INVESTMENIS

Research and development (to be distinguished from I.5)

1.1 Crop research

1.2 Animal research

1.3 Mixed research

Vocational training

Information, agricultural advice etc.
Accounting

Social support activities

SOCIAL SECURITY

Social security of farmers /
Social security of farm workers
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9100 1. Sickness insurance
9110 1.1 Farmers

9120 1.2 Farm workers
9200 2., Disablement insurance
9210 2.1 Farmers

9220 2.2 Farm workers
9300 3. Accidents at work
9310 3.1 Farmers

9320 3.2 Farm workers
9400 4. Old age pensions
9410 4.1 Farmers

9420 4.2 Farm workers
9500 5. Family allowances
9510 5.1 Farmers

9520 5.2 Farm workers

9600 6. Relief labour ("Betriebshelfer™)

9700 7. Unemployment

9710 7.1 Farmers

9720 7.2 Farm workers

10000 X  TAX REBATES (exclusive '"parafiscal' charges)
10100 1. Income taxes .
10200 2. Fiscal measures to ameliorate farm structures
10300 3. Capital and capital gains taxes

10400 4. Land taxes

10500 5. Inheritance taxes

10600 6. Fiscal abatements for inputs ‘

10700 7. Tax relief (Ireland, United Kingdom)

10800 8. VAT

11000 XI OTHER
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3. National public expenditure on agriculture
in each Member State of the European Community
(x 1 000 current ECU)
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