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FOREWORD

Each year the Commission publishes an Agricultural Annual Report on the agricultural
situation in the European Union. A large part of the report is devoted to statistical information
on Community agriculture. This is drawn up on the basis of information from Eurostat and
data collected by the Directorate-General for Agriculture and Rural Development.

Directorate-General for Agriculture and Rural Development also devotes a special annual
publication "Agriculture in the European Union - Statistical and economic information”,
separate from the Agricultural Annual Report, to a wide range of subjects, including the
economic situation in agriculture, structures, trade, markets, financial aspects and rural
development.

With the evolution of the Common Agricultural Policy, rural development gained in
importance and information needs have also evolved. For this reason, DG Agriculture and
Rural Development now prepares an annual specific report aiming to provide, on a regular
basis, a comprehensive set of information on rural areas and the implementation of the EU's
rural development policy.

Most of the information presented in this report can be found in existing databases and
reports (Eurostat databases, European Environmental Agency databases and reports, DG
AGRI statistical, monitoring and financial reports). These remain the reference source for the
relevant data.
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CHAPTER 1 — INTRODUCTION

1.1. Policy context

Rural development policy seeks to establish a coherent and sustainable framework for the
future of Europe's rural areas.

In its early days, rural development policy was essentially sectoral (dealing mainly with
agricultural structures) with limited territorial aspects.

Agenda 2000 established rural development policy as the second pillar of the EU's Common
Agricultural Policy and brought rural development under a single regulation to apply across the
whole of the European Union for the period 2000-2006. Besides agricultural restructuring, it
addressed environmental concerns and the wider needs of rural areas.

The guiding principles were those of decentralisation of responsibilities - thus strengthening
subsidiarity and partnership - and flexibility of programming based on a 'menu’ of 22 measures
(extended to 26 with the mid-term review of the CAP) to be targeted and implemented
according to Member States' specific needs.

As a coherent package of measures it has three main objectives:

Q) To create a stronger agricultural and forestry sector, the latter recognised for the first
time as an integral part of the rural development policy;

(2 To improve the competitiveness of rural areas;

3) To maintain the environment and preserve Europe's rural heritage.

In 2003, the mid-term review of the CAP added new measures to promote quality and animal
welfare, and help for farmers to meet new EU standards. It also led to a strengthening of rural
development policy via the provision of more EU money for rural development through a
reduction in direct payments (‘modulation’) for bigger farms.

In September 2005, the Council of Ministers adopted a Rural Development regulation for the
period 2007-2013. Rural Development will be implemented through one fund, one management
and control system and one type of programming. The aims of the policy have been simplified
and clarified around three clearly defined economic, environmental and territorial objectives:

(1) improving the competitiveness of agriculture and forestry;
(2) improving the environment and the countryside;
3) improving the quality of life in rural areas and encouraging diversification of

economic activity.
1.2. Data sources and issues

Most of the information presented in this report can already be found in various sources and
documents (Eurostat databases, European Environmental Agency, DG AGRI statistical and
financial reports), but has been compiled in a structured way in a single document.

This report contains in general two types of information:

Q) statistical and scientific information on the main features of rural areas,

2 administrative information on the status of the implementation of Rural Development
Policy (physical and financial monitoring of the measures).

In order to ensure the highest relevance of the data to current issues in rural development,
priority has been given to the set of common "baseline" indicators which has been proposed in



the context of the Common Monitoring and Evaluation Framework (CMEF) for Rural
Development Programs 2007-2013".

Three important data issues need to be mentioned:

(1)
(2)
3)

Weaknesses concerning the data availability,
The absence of a common fully satisfactory definition of "rural”" areas,

The complexity of reporting the implementation due to the various financial instruments
funding EU-27 RD policy.

1.2.1. Limited data availability

For rural development analysis, there is a need for a detailed geographical breakdown. This
is obvious for the environmental aspects but is also necessary for the diversification and the
quality of life in local economies.

However, it should be stressed that the purpose of the information presented in this report is
not to monitor, for example, the specific environmental situation in a particular area or the
socio-economic development in a particular village, but rather to assess overall trends and
diversity of situations.

The need for detailed geographical breakdown has a secondary effect on the availability of
time series as the delineation of many geographical units has evolved over times (e.g. some
regions have been merged or split, or their boundaries have been modified). In this context,
the adoption of the NUTS 2006, has had a strong impact on the availability of statistical
series - even within a cross-section approach -, and therefore on the guality of the 2008
issue of the report. Notably many series at NUTS-3 level are not anymore available or are
very incomplete. Building time series with a detailed geographical breakdown is therefore
very resource intensive. Therefore time-development is provided only for a few indicators.

Baseline indicators of CMEF for rural development 2007-2013 have been developed in an
operational context, based largely on data availability (even if sometimes limited). Therefore,
the list of selected indicators benefited from existing or ongoing work. Some other indicators
have been extracted from the lists of Structural Indicators or Sustainable Development
Indicators developed by Eurostat. Agri-environment indicators are largely based on the
results of IRENA operation. This project was the basis for the Commission's Communication
"Development of agri-environmental indicators for monitoring the integration of
environmental concerns into the common agricultural policy"®>. However, for several
indicators related to axis 2, the same information as in the previous report has been used as
no update information was available.

For some of the issues concerned, the data sources are not statistical series but the results
of modelling or mapping techniques. Results are therefore closely linked to the methodology
applied.

1.2.2. The definition of "rural" areas

Although "rural" areas have been analysed in many countries for decades, there is no single
commonly internationally accepted definition. The main reasons are as follows:

(1)

(2)

the various perceptions of what is (and what is not) rural and of the elements
characterizing "rurality” (natural, economic, cultural, etc),

the inherent need to have a tailor-made definition according to the "object" analysed or
policy concerned,

http://ec.europa.eu/agriculture/rurdev/eval/index_en.htm

COM(2006) 508 final In December 2006, the "Agriculture and Fisheries Council" adopted Council conclusions
that give a broad mandate to the Commission for continuing the work on the indicators along the lines proposed
by Com(2006) 508 final.



3) the difficulty to collect relevant data at the level of basic geographical units
(administrative unit, grid cell, plot, etc).

For statistical reporting, whatever the methodology adopted, the determining factor is the
availability of statistics for the selected regional units. For the EU, it implies that the
methodology must be able to define the "rural” character of the NUTS regions as most socio-
economic data are usually only available at this level.

The Commission has consistently used the OECD methodology, e.g. in the Strategic
Guidelines for RDP 2007-2013 and therefore this report defines rural areas using the OECD
methodology. However, it should be noticed that the results of this methodology are sometimes
considered as imperfectly reflecting the rural character of areas, particularly in densely
populated regions®. For this reason, the OECD introduced in 2005 changes in the methodology
to take into account the existence of urban centres (see Box 1.1).

Box 1.1: OECD methodology to define rural areas

The OECD methodology is based on population density (OECD, Creating rural indicators for shaping
territorial policy, Paris, 1994).

It is based on a two-step approach :

First, local units (e.g. municipalities) are identified as rural if their population density is below 150
inhabitants per square kilometre.

Then, regions (e.g. NUTS 3 or NUTS 2), are classified in one of the 3 categories:

e Predominantly Rural region (PR) : if more than 50% of the population of the region is living in
rural communes (with less than 150 inhabitants / km2)

e Intermediate Region (IR) : if 15% to 50% of the population of the region is living in rural local
units

e Predominantly Urban region (PU) : if less than 15% of the population of the region is living in
rural local units.

Changes introduced in the second step of the methodology (OECD, Regions at the glance, Paris,
2005):

e ifthere is an urban centre > 200.000 inhabitants (in EU) representing no less than 25% of the
regional population in a "predominantly rural” region, it is re-classified as" intermediate”

e if there is an urban centre > 500.000 inhabitants (in EU) representing no less than 25% of the
regional population in an "intermediate" region, it is re-classified as "predominantly urban".

An “urban center” in Europe is defined as a local unit LAU2 (e.g. municipality) with a population
density above 150 inhabitants per Km2 and total population above 200.000 inhabitants.

Characterisation of the rural character at regional level, where most of the statistics are available,
allows drawing easily a picture of the different types of areas at national level.

As for the first step, the method requires information on population and areas at local level, the
characterisation can only be made with a long periodicity (in general every 10 years when a population
census is made).

The OECD methodology is the only definition of rural areas internationally recognised. However, the
results of this methodology are sometimes considered as imperfectly reflecting the rural character of
areas, particularly in densely populated regions. The methodology is therefore sometimes adapted or
replaced by another approach.

% For this reason, several initiatives have been launched in the European Commission (Eurostat, Joint Research

Centre, DG Regional Policy, DG Agriculture and Rural Development) with a view to develop an alternative

methodology.
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1.2.3. Thevarious financial instruments funding EURD policy

Due to the evolution of policy needs concerning rural development and to the enlargement of
the European Union, rural development policy has been implemented through different financial
instruments (see an overview in Box 1.2).

For the programming period 2000-2006, the system was rather complex, with several financial
instruments used for different countries and period or even different measures.

For the programming period 2007-2013, a single fund named European Agricultural Fund for
Rural Development (EAFRD) has been created to finance rural development policy within EU-
27°. For Candidate Countries (i.e. Croatia, Macedonia and Turkey) a specific "Instrument for
Pre-Accession Assistance” (IPA) has been set up with a specific component dedicated to rural
development (IPARD).

This report only covers the 2007-2013 period. As information on the monitoring of the
measures is not yet available, it will be limited to the first data on the financial monitoring of RD
programs in EU-27 and Candidate Countries.

Council Regulation (EC) No 1290/2005 of 21.6.2005 (OJ L209 of 11.8.2005, p.1).
> Council Regulation (EC) No 1085/2006 of 17.7.2006 (OJ L 210 31.7.2006, p.82).
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Box 1.2: Community funding rural development

2000-2003 2004-2006 2007-2013
F f | I
Outside Objective 1 EAGGF Guarantee for al measures (excl
Leader+)
EUL15 - —— e
EAGGF Guarantee
In Objective 1
EAGGF Guidance
Outside Objective 1 TRDI
CY&MT Jeemmmmmmmmeeeeecd e e e e
TRDI EAFRD
In Objective 1
EAGGF Guidance
Outside Objective 1 TRDI
8otherNMS = J=======e——emem e SAPARD = mmm e
TRDI
In Objective 1
EAGGF Guidance
BG & RO SAPARD
CR SAPARD*
IPARD
FYROM, TR
2000-2006: Leader+ (programmes/measures) are funded everywhere by EAGGF Gudance
*: SAPARD in Croatiastarted from 2005
EAGGF: European Agricultural Guidance and Guarantee Fund
SAPARD: Special Pre-accession Programme for Agriculture and Rural Development
TRDI: Temporary Rural Development Instrument (financed by EAGGF Guarantee)
EAFRD: European Agricultural Fund for Rural Development
IPARD: Instrument for Pre-Accession Assistance - Rural Development component
For the period 2004-2006 - EU-25 — details for measures:
Community funding rural development
(TRDI) EAGGF Guarantee EAGGF Guidance
Throughout the EU Outside Objective 1 Only Objective 1
I. Four accompanying * Investment in agricultural holdings
+ Early retirement * Young farmers
» Less favoured areas « Training
+ Agri-environment and animal welfare + Other forestry
- Afforestation agricultural land - Processing and marketing
- Adaptation and development of rural
Il. CAP reform measures: areas (Article 33)
* Meeting standards - temporary
support

« Meeting standards - support

advisory services
- Food quality - incentive scheme Inside/Outside Objective 1
» Food quality - promotion

+ Leader+ (programmes/measures,
Iil. Semi-subsistence farming support (nMS) (prog / )

IV. Complements to direct payments (nM5)
V. Two Sapard-specific (nMs):

» Setting up of producer groups
+ Technical assistance

Source: DG AGRI (2003) - Fact Sheet Rural Development in the European Union
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SECTION 2.1 SITUATION

2.1.1. Importance of rural areas
(tables & maps/graphs 3.1.2.1 10 3.1.2.4)

In the EU-27 rural areas (predominantly rural and intermediate regions) represented 90% of the
territory and 54% of the population in 2005. The corresponding shares for predominantly rural
areas were 53% of the territory and 17% of the population. Rural areas are therefore particularly
important in terms of territory. Among the Member States, the importance of rural areas varies
from the more "Urban"' ones (BE, NL, MT) to the more "Rural"”® ones (IE, FI, Sl) along a
gontinuum where Intermediate Regions can play a major role (CY, LU, CZ, EE, SK, BG, UK, LT)

Even if economic activity tends to be concentrated in more urban areas, rural areas generate
42% of the Gross Value Added (GVA) in EU-27 and provide 53% of the employment, these
shares being larger in the new Member States (74% and 83% respectively).

2.1.2. Socio-economic situation in rural areas
(tables & maps/graphs 3.2.1 to 3.2.8)

In most rural areas, a first characteristic is the low level of concentration of the population: at EU-
27 level*, population density varies from 36 inhabitants/km? in predominantly rural areas to
548 inhabitants/km? in predominantly urban areas. This range is of course even larger when
looking at national or regional levels: at NUTS-3 level, it ranges from 2 inhabitants/km? in Finnish
"Lappi" to 20 501 inhabitants/km? in Paris. In most Member States, population density did not
evolve significantly in rural areas between 1995 and 2005. On the contrary, important changes
occurred in the urban areas of some Member States such as increases of more than
100 inhabitants/km? in Austria and Ireland and decreases of more than 300 inhabitants/km? in
Latvia, Hungary and Romania®.

At EU-27 level, the age structure of the population does not vary significantly between different
types of areas. However, the share of population between 15 and 64 years old is always
significantly higher in urban areas and the proportion of old people (65 years old and more) is
often slightly higher in predominantly rural areas. It seems that age structure is more influenced
by differences in demography between Member States. For instance, in rural areas, there is
generally a larger proportion of old people in EU-15 whereas there are relatively more young
people (less than 15 years old) in the new Member States. Between 2000 and 2005, the share
of young people (less than 15 years old) decreased in almost all Member States and all types of
areas and more significantly in new Member States and in rural areas where their proportion
was generally higher in 2000.

At EU-27 level, the income per habitant is 28% to 32% lower in rural areas and generally
increases with a higher urban character®. In the new Member States where the general level of
income is about half of the EU-27 average, the gap between predominantly rural areas and
predominantly urban areas is accentuated. However, while the relative income per inhabitant in

With more than half of the territory and of the population in Predominantly Urban regions.
With more than half of the territory and of the population in Predominantly Rural regions.

In addition to more updated statistics, the use of the new NUTS delimitation (NUTS "2006") may have induced
some changes compared to the previous report.

At NUTS-3 level and excluding DK and PL due to the absence of data following the introduction of the new NUTS.

These changes are of course strongly influenced by the delineation of NUTS-3 that may be restricted to urban
centres.

With the noticeable exception of Estonia. This result is influenced by the statistical measurement as the GDP is
evaluated in the place of work and not in the place of residence.
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rural areas of the EU’ remained globally unchanged between "1999" and "2004", it has slightly
improved in rural areas of new Member States (for predominantly rural areas, the relative
position increasing from 32.5% to 35.6% of the EU average and from 43.4% to 47.9% for
intermediate regions).

The primary sector still represents 18% of the employment and 5% of the value added in rural
areas of EU-27. This situation is more marked in the new Member States, with the
corresponding shares standing at 29% and 9% respectively. In general, even in rural areas, the
majority of the economic activity depends more and more on the service sector. This trend
should increase in the coming years as, between 2000 and 2005, the relative importance of the
primary sector in the economy of the rural areas in EU-27 decreased by 6.3 percentage points in
terms of employment and by 1.2 percentage points in terms of value added. It has to be
mentioned that Bulgaria, Poland and Romania played an important role in the change of
employment in primary sector, falling by 16, 10.6, and 8.4 percentage points respectively. In
EU15, by contrast, this figure decreased by 1.6 percentage points.

The employment rate is slightly lower in rural areas for EU-27 as a whole (62% in predominantly
rural areas against 65% for all areas in 2006). Development between 2000 and 2006 is different
in new and old Member States. In EU-15, employment rate has generally increased more in rural
areas than in urban areas, whereas in EU-12, rural areas are revealing lower increase of their
employment rate or even a decrease (particularly significant in Romania)®. At EU-27 level, the
unemployment rate (including long-term unemployment) is globally slightly higher in rural areas,
but as for the employment rate, this is not observed in all Member States. Between 2000 and
2006, the unemployment rate diminished slightly more in rural areas at EU-27 level, but
decreased slightly less in rural areas of EU-12.

2.1.3. Sectoral economic indicators
(tables & maps/graphs 3.3.1 to0 3.3.2)

With around 13.44 mio persons employed in 2005 in EU-27, the primary sector (agriculture,
hunting and forestry) represented an important part of the EU economy in terms of employment:
6.2% for EU-27, ranging from 1% in United-Kingdom to 33% in Romania.

In terms of value-added, the EU-27 primary sector reached around 182 bio euros in 2005 and
accounted for 1.8% of GDP, ranging from 0.4% in Luxemburg to 9.5% in Romania.

The importance of primary sector in EU-27 is declining. Between 2000 and 2005, its share
diminished by 1.8 percentage points in terms of employment and by 0.5 percentage points in
terms of value-added. The number of jobs decreased by 2.7 mio persons or -3.7% per year,
ranging from -8.6% in Poland to +7.0% in Malta®. Between 2000 and 2005, the value-added of
the primary sector decreased by 6.5 bio euros. It is due to a particularly low production in 2005,
with no increase in volume at EU level and average annual changes ranging from -6.1% in
Luxemburg to +9.1% in Hungary. However, in most new Member States, there has been an
increase of the production in volume leading to an average growth rate of 4.1% per year for EU-
12.

2.1.3.1. Agriculture
(tables & maps/graphs 3.3.3 to 3.3.9)

In 2005, agriculture utilised 172 mio hectares in EU-27 of which 60% were dedicated to arable
crops, 32% to permanent pastures and 6% to permanent crops. As the distribution depends
mainly on natural conditions, there are major variations between (and generally within) Member

" EU-27 excluding DK and PL, due to the lack of data.

Due to data availability, this indicator and the following ones related to unemployment are evaluated at NUTS-2
level which only enables to provide a rough delineation of rural areas.

For Malta, this figure covers also employment in fishery.
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States. Typical examples are the importance of permanent crops (vineyards, olive trees) in dry
areas of Mediterranean countries (e.g. EL, CY, IT, PT, ES) or the major share of permanent
pastures in mountain or rainy areas (e.g. IE, UK, SI, AT, LU, NL).

There were 14.5 mio farms in EU-27 in 2005, with an average size of 12 hectares, varying from
1 hectare in Malta to 84 hectares in Czech Republic. In general, farm sizes are higher than the
average in EU-15 (with the exception of EL, IT and PT) and lower in the new Member States
(with the exception of CZ, EE and SK).

Variations in structure among regions of the same Member State are in general much lower in
new Member States (with the exception of CZ and HU) than in old ones, with the largest
differences observed in Germany (from 13 ha in Hamburg to 263 ha in Mecklenburg-
Vorpommern).

Variations between Member States and regions are even greater when measuring the economic
size'® of farms: on average, the economic size of farms in the new Member States is ten times
lower than in EU-15 (the Czech Republic is the only new Member State above the EU-27
average economic size that stands at 10.5 European Size Units)"".

The total labour force in agriculture represents around 12.7 mio annual work units for EU-27.

The basic feature of agriculture in the EU is family farming with 1 to 1.5 full-time jobs, though
there are significant variations between Member States. In southern countries of EU-15 and in
most New Member States, there are many holdings with less than 1 full-time job (the minimum
being 0.4 in Malta). On the other extreme, in some regions, agriculture production is based on
very large agricultural holdings organised in legal entities and mainly based on non-family labour
force. It is clearly the case in the Czech Republic but also in Eastern Germany, in French "lle de
France" and in Dutch "Holland", for instance.

Very small farms that could be considered as based on semi-subsistence activities are very
important in some Member States, particularly in the New Member States. In several of these,
half of the farms have a potential gross value added per year of less than 1 200 euros (i.e. with
an economic size of less than 1 European Size Unit)'.

This is confirmed by the information available on the importance of production self-consumed by
the family members. In 2005, there were around 6.4 mio holdings (44% of EU-27) in which more
than 50% of the production was self-consumed. These farms covered 12 mio hectares (23% of
EU-27) and used 3.8 mio annual work units (52% of EU-27). Around half of this phenomenon
takes place in Romania, but is also predominant in the agricultural sector of Bulgaria, Estonia,
Latvia, Hungary, Slovenia and Slovakia and significant in the other New Member States.

In 2005, only 20% of farmers in the EU-27 had a basic or full training in agriculture, ranging from
less than 1% in Malta to 71% in The Netherlands.

At EU-27 level there is approximately 1 farmer of less than 35 years old for each 8 farmers of
more than 55 years. In some Member States (Portugal, Italy, United-Kingdom), the proportion of
"young" farmers is very low (less than 1 "young" farmer for every 20 "older" farmers) whereas in
some others (Poland, Germany, Austria) there is more than 1 "young" farmer for every 3 "older"
farmers.

The economic size is measured by the potential gross value added which takes into account the type of
production and the average yields and prices at regional level (European Size Unit).

It should be noticed that, even if the influence of inflation is eliminated, the economic size is measured in euros.
Variations between Member States would be attenuated when using another currency unit such as the purchasing
power parities which take into account the cost of living.

This information should be used with cautious as it is very sensitive to the definition of a farm and to the threshold
of the survey adopted by the Member States. It explains the high proportion of very small farms recorded in UK in
the Farm Structure Surveys since 2003 for which the national authorities decided to cover all farms left outside the
field of observation in the previous surveys.
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The labour productivity of farming™ differs considerably across the EU, particularly between the
old and the new Member States. On average, for the period 2004-2006, labour productivity in
the EU-15 was around 83% higher than the EU-27 level, whereas it was four times lower in the
New Member States. Exceptions are Malta and Cyprus with labour productivity above EU
average. The highest labour productivity is observed in Denmark and The Netherlands (more
than 3 times the EU-27 average) and the lowest in Latvia, Bulgaria, Poland and Romania (less
than 4 times the EU-27 average). However, over the last years (between 1999-2001 and 2004-
2006), labour productivity increased more rapidly in the new Member States than in EU-15.
Average annual change rate' in the new Member States varies between 3.7% and 20.8% and
in the old Member States between - 5.1% and 33.5%.

Gross Fixed Capital Formation in the EU-27 reached 49 bio euros in 2005, of which 93% took
place in the EU-15. The rate of investment, measured by the ratio between the Gross Fixed
Capital Formation and the Gross Value Added, was around 33% for the EU-27 but was half in
the new Member States than in EU-15 (19% and 35% respectively). In EU-15, it varied between
14% in Spain and 91% in Luxembourg. Among the New Member States, high rates (at least
40%) are observed in the Baltic States, in Czech Republic and in Slovenia.

2.1.3.2. Food industry
(tables & maps/graphs 3.3.10 to0 3.3.13)

The food industry represents an important part of the EU economy accounting for 5.1 mio jobs
(2.4% of total employment) and 2.1% of GDP for EU-27 in 2005. It is relatively particularly
important in Poland, Ireland, the Czech Republic, Lithuania, Estonia and Hungary. Between
2000 and 2005, this sector developed differently in the various Member States resulting in a
slight decrease of employment but a significant increase of gross value added (+2% per year at
constant prices) at EU-27 level.

In 2005, the rate of investment, measured by the ratio between Gross Fixed Capital Formation
and Gross Value Added, was particularly high in Latvia and Slovakia (>30%).

Labour productivity is difficult to measure in the food industry as there is limited information
concerning the labour force, due to the importance of seasonal or part-time employment in this
sector. The estimate for EU-27 is around 41 thousands euros per person employed.

2.1.3.3. Forestry
(tables & maps/graphs 3.3.14 t0 3.3.17)

In the EU-27 the forest available for wood supply covers around 126 mio ha. Whereas it
represents 73% of the total forest area for EU-27, the share of productive forest is much lower in
Mediterranean countries. Around 60% of this forest belongs to private owners, this part being in
general lower in the new Member States. In most Member States, the average size of the forest
owned by private owners is low (for instance lower than the average farm size). Forest
productivity varies significantly among Member States, from 1 m3year/ha in Cyprus to 8.8 in
Germany (4.7 for EU-27). Due to the relatively low importance of the forestry sector, the
economic information is very limited in many Member States.

Based on the available information, estimates for Gross Fixed Capital Formation in the EU
forestry sector reached around 1.9 bio euros per year in 2004, i.e. around 21% of the GVA of the
sector.

Due to the same difficulty as for the food industry, labour productivity is difficult to measure in the
forestry sector. The estimate for the EU is around 32.5 thousands euros per person employed in
2004.

® Measured by the Gross Value Added at basic prices per Annual Work Unit.

" Measurement at constant prices (in volume).
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2.1.4. Environment
(tables & maps/graphs 3.4.1 to 3.4.20)

Agriculture and forestry represent 78% of land use in the EU-27, ranging from 50% in Malta to
95% in Poland. In the Mediterranean countries, the British Islands and Scandinavia, natural
areas also cover a large part of the territory. Artificial areas represent a significant part of the
territory only in Malta, Belgium and The Netherlands. Agriculture and forestry therefore play a
major role for the environment and landscapes in Europe.

A considerable part of the agriculture area is located in regions where conditions are difficult for
this activity, for instance in mountains. Extensive farming covers at least 7.8% of area for arable
crops and 21% of area for grazing animals in EU-27. It is estimated that high nature value
farming systems cover more than 20% of agricultural area in most Member States (even more
than 30% in some of them').

The implementation of Natura 2000 has represented a significant contribution to the preservation
of the biodiversity. The designated sites cover over 11% of agricultural area of the EU-27 and
even 20% or more in three Member States.

Natura 2000 sites also cover 25% of forestry area that also contributes to the biodiversity. This
share is even higher than 50% in several Member States.

Over the long term, a decline in the population of farmland birds, largely attributed to intensive
farming, is observed in many Member States. However, over the last decade, the situation is
rather stable at EU level™.

Defoliation of trees also reveals the strong environmental pressure on the forestry ecosystem
(23% of sample trees were affected at EU-27 level in 2006). The development of this
phenomenon between 2000 and 2006 varies among Member States, with significant increases
in Portugal, France, Luxemburg and Cyprus and steep decreases in Romania, Poland and
Bulgaria. In 2006, it was particularly important in the Czech Republic, Luxemburg, Bulgaria and
France. However forestry area in EU-27 increased by nearly 500 000 hectares per year between
2000 and 2005, the largest increases having taken place in Spain and ltaly.

Even if several human activities influence water quality, agriculture plays an important role for
some of its features. Concentration of nitrates in surface water decreased over the last years in
most Member States even if significant surpluses of nutrients (+89 kg/ha for Nitrogen and +13
kg/ha for Phosphorus at EU-15 level and much more in some Member States) reveal that
farming practices are still too intensive. The pressure from agriculture on water use is also
critical in some regions of the European Union as, for instance, the share of irrigated area can
be higher than a fifth of the agricultural area in some Member States.

Soil erosion persists in many areas as it is estimated that a soil loss by running water can
amount to more than 2 tons/ha/year. However, an increasing part of agricultural area is devoted
to organic production. For the whole EU-27, organic area was higher than 6.8 mio ha in 2006,
i.e. 3.7% of the agricultural area, and is developing rapidly: for the period 2000-2006, the
average annual growth rate was higher than 6% for EU-27 and even reached 24% for the new
Member States.

With 476 mio tonnes of CO, equivalents, agriculture produced 9.2% of the EU emissions of
greenhouse gases in 2005, resulting from an average annual decrease of 1% per year between
2000 and 2005. However, with a production of renewable resources of 5.3 mio tonnes of oil

' The concept of High Nature Value Farmland is still under development. In the framework of the evaluation

process of RD 2007-2013, a Guidance document is being prepared to help Member States to elaborate the
Impact Indicator "Maintenance of high nature value farming and forestry areas".

6 Attention should be given to long-term trends as short-term variations are mainly influenced by weather

conditions.
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equivalent in 2006 and a corresponding area in 2006 estimated around 3.7 mio ha, EU
agriculture also contributes increasingly to the mitigation of climate change'’.

2.1.5. Diversification and quality of life in rural areas
(tables & maps/graphs 3.5.1 t0 3.5.12)

The diversification of the economy of rural areas to other sectors than agriculture is progressing:

e 36% of European farmers had another gainful activity than agriculture in 2005, this
percentage being even higher than 50% in many countries and regions (particularly in
Slovenia, Sweden, Cyprus, Malta, Denmark and Germany);

o 82% of employment and 95% of value added in predominantly rural areas of EU-27
came from the non-agricultural sectors, resulting from respective average annual
increases of around 0.7% and 1.8% per year between 2000 and 2005.

One of the key opportunities in terms of potential growth for rural areas comes from tourism.
Limited information is available on the small size tourism structure that is the main features of
rural tourism. However, with 27% of bed places of EU-27 in predominantly rural areas, this
sector already plays a major role in most of them, but increases less rapidly than in urban areas.

Due to their rural amenities, rural areas are attractive as a place to live, even if remoteness and
peripherality remain a major problem in some of them. However, some aspects of quality of life
need to be improved in many rural areas. For instance, broadband internet infrastructure and
take-up by population are significantly lower than in urban areas and take-up is often
progressing slower.

The development of services is also lower in the rural areas of many Member States: at EU-27
level, services represent 63% of the economic activity in predominantly rural areas in
comparison with 75% in predominantly urban areas.

The net migration rate is a good indicator to measure the global attractiveness of an area. It is
often lower in predominantly rural areas (+1.5 % for EU-27 in 2005) than in predominantly urban
areas (+3.8 % for EU-27). It should be noticed that the pattern varies significantly in the different
Member States and that this information should obviously be analysed with care as other
factors, such as more favourable climatic conditions, can play a major role in the decision of
people to go and live in another place.

Human potential is a key factor for the development of rural areas. In 2006, 70% of adults of EU-
27 have reached a medium or high education level. There are however large variations among
Member States (from 27% to 90%), with notably a higher level of education in most new Member
States than in EU-15. In most of the countries the level of education is lower in rural areas than
in urban areas, even if in several cases, it improved more rapidly in rural areas over the last
years.

Life-long learning is a good instrument to improve the skills of workers and favour economic
development. It is already largely applied in Denmark and Finland where more than 20% of
adults participated in life-long training in 2006. However, it is often less used, and progressing
slowly in rural areas.

The dynamism of population and their willingness to be actors for their development is also
essential. This involvement is successful as LEADER actions cover more than 50% of the EU-15
population of rural areas.

' Even if this quantity may seem limited in comparison with the 66 mio t of oil equivalent produced by forestry in

2006, with an average annual increase of 3.8% per year between 2000 and 2006.
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SECTION 2.2 PLURIACTIVITY AND DIVERSIFICATION OF
AGRICULTURAL HOLDINGS

2.2.1. Introduction

Over the past few years, pluriactivity of farmers and farming households has been increasing.
Though this concerns mainly small farmers looking for complementary income, it may also
represent farmers animated by a genuine entrepreneur's will, who set up diversification activities
on their own farm, an option currently implemented on 12% of EU-27 holdings.

This analysis is based on Eurostat Farm Structure Survey data. According to FSS definitions, a
family farm manager is considered as pluriactive if he carries out any activity other than farm
work for remuneration, be it on the holding itself (farm diversification), on another holding, or as
employee in a non-agricultural enterprise. Farm diversification is understood as the creation of
any gainful activities that do not comprise any farm work but are directly related to the holding
i.e. use its resources or products, and have an economic impact on the holding (see Box 2.2.1) It
should be noted that European sources cover only the frequency of other gainful activities and
their relative importance. Financial data on the share of other gainful activities in the income of
farm households are not available at EU level.

Box 2.2.1:

Definitions & Delineation between pluriactivity of farmers and diversification of the
holding

In Farm Structure Survey:

e  Pluriactivity is defined as the existence of other gainful activities for the farmer i.e. the existence of
any other activity than farm work carried out for remuneration. It includes non-agricultural activities
carried out on the holding itself (such as accommodation of tourists), or on another holding (farm
work on another holding is included too), as well as employment in a non-agricultural enterprise.
Only sole holder managers are surveyed.

. Diversification is assessed at the level of the holding, and refers to the creation of any gainful
activities that do not comprise any farm work but are directly related to the holding by using its
resources or products and have an economic impact on the holding.

Farm status Pluriactivity of the manager Diversification of the holding
Outside the farm: On the farm using the resources of
- on another holding the holding
- non-farm work
Mar}ager N falrm work . . at least the manager of the family
S - employment in 2 non-agricultural enterprise farm carries out this diversification
Sole pluriactive|On the farm:
holder is - using the resources of the holding
the - not using the resources of the holding No diverdification
Family farms manager
(sole holder holdings) Another member of the family, or
Manager (*) any other person carries out
is not diversification activity
pluriactive
No diversification
h SOle. Diversification activity
older is
not the Not surveyed : T
manager No diversification
Non-family farms Diversification activity
(legal entities, group Not surveyed
holdings) No diversification

Grey zone, due to definition

As can be seen from the graph above, the set of farms with diversification is not a subset of farms
whose manager is pluriactive. It is not possible either to add up directly the share of farms whose
manager is pluriactive with the share of farms with diversification, as:

- Pluriactivity and diversification are not surveyed exactly on the same set of farms

- Diversification activities of the holding may be carried out by other persons than the farm manager

- To be considered as a diversification of the holding, an activity must use the resources of the holding

- (*) Transformation of agricultural products is considered as diversification of the holding, though it may
consist in farm work on the holding, and therefore not qualify as pluriactivity for the manager.

15



2.2.2. Extent of other gainful activities

In 2005, more than one third of EU-27 family farm managers (36.4%) had another gainful
activity, ranging from less than 20% in Belgium to close to 75% in Slovenia. Overall, pluriactivity
of farmers seems to be more widespread in the Northern and Eastern Member States than in the
Western and Southern ones (map 3.2.1). On the contrary, farm diversification is more
widespread in Western and Northern Europe (map 2.3.2) - more precisely in Finland (29%),
France (25%), the United Kingdom (24%), Germany (22.5%), the Netherlands (22.5%), Austria
(21.4%), and Denmark (18.4%) - and seems less developed in Eastern and Southern Member
States as well as in Ireland. At EU-27 level, this is not such a common phenomenon, with only
12% of holdings carrying out a diversification activity. Several factors may contribute to this
distribution.

Map 2.2.1 Pluriactivity of farmers - 2005
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Map 2.2.2

Diversification of agricultural holdings - 2005
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2.2.3. Several factors have an impact on the existence of other gainful activities
2.2.3.1. Size matters

Depending on the size of the farm, farmers will tend to choose one or the other option:
pluriactivity is mainly a feature of small farms, whereas diversification occurs more frequently on
large holdings (graph 2.2.1): the share of pluriactive family farm managers decreases by almost
3 between farms with 0 to 2 ha — where 41.5% of the managers are pluriactive - and farms with
more than 100 ha — 15.3% -, whereas the share of family farms with diversification more than
doubles, increasing from 10.2% of farms with 0 to 2 ha to 22.8% of farms with more than 100 ha.
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Graph 2.2.1 Comparative shares of sole holder holdings with diversification and pluriactive
sole holder managers®® according to the physical size of the farm (ha) — EU-27 - 2005
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The same is true when looking at the distribution of pluriactive family farm managers according
to the economic size of the farm: at EU-27 level, 44% of farmers with farm of less than 1
European Size Unit (ESU) have another gainful activity, and this share decreases when the
economic size of the farm increases. As a consequence, 75% of the economic potential of family
farms of EU-27 is located in big farms (>16 ESU) on which only 18% of managers have another
gainful activity (graph 2.2.2): in other words, most of the agricultural production is performed by
farmers who have no other gainful activities.

Graph 2.2.2 Distribution of pluriactive family farm managers and potential value added by
classes of economic size — EU-27 - 2005
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In the case of farm diversification, the size of the farm also influences the type of activity set up,
with small farms rather developing the processing of agricultural products, and larger ones
contractual work (graph 2.2.3).

'® " Note that due to data availability, the data presented in this chart do not relate exactly to the same sets of farms:
diversification relates to the set of sole holder holdings, whereas pluriactivity relates to the subset of sole holder
holdings managed by the holder (92.8% of sole holder holdings are managed by their holder).

YA physical size of 0 ha indicates off-land livestock farms (intensive pigs & poultry husbandry) or soilless cultivation
systems.
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Graph 2.2.3 Frequency of the types of diversification activities according to the physical size
of the farm (ha) — EU-27 - 2005
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This all relates to the major constraint of time availability. Indeed, at least two conditions have to
be fulfilled to allow the farmer to develop another gainful activity: there must be opportunities on
the one hand, and the farmer must have time on the other hand. The question of time availability
is linked with the size of the holding (graph 2.2.4). In 2005, at EU-27 level, only 15% of the family
farm holders®® were working the equivalent of a full time in agriculture. However, this share
increases with the size of the farm: 76% of farm holders with more than 100 ha work full time in
EU-15, 62% in EU-12, which may not leave enough time for another gainful activity. On the
contrary, on holdings up to 10 ha, more than half of EU-27 farmers work less than 50% of a full-
time equivalent in agriculture. They are therefore more able to cope with another activity than
farming.

Graph 2.2.4 Distribution of family farm holders by working time and physical size of the farm
— EU-27 - 2005
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2 Asthe family farm (sole holder holding) may not always be managed by its holder, there is a difference between

sole holders and sole holders - managers (i.e. managers of family farms). Nevertheless, this has little influence on
the overall picture: 14% of the managers of family farms work full time in agriculture in EU-27.
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2.2.3.2. The type of farming may constitute a barrier

The type of farming is also determinant, as some activities are more labour intensive than others
or may require a constant presence of the farmer. As a consequence, farmers involved in
permanent cropping or field cropping are more available to choose pluriactivity (graph 2.2.5),
while farmers dealing with livestock may be more inclined towards on-farm diversification (graph
2.2.6).

Graph 2.2.5 Share of pluriactive family farm managers by farm type — EU-15 — 2000-2005
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Graph 2.2.6 Farms with a diversification activity according to the type of farming — EU-15
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Like the farm size, the type of farming may also influence the kind of diversification activity set
up (graph 2.2.7): contractual work is more frequent on farms specialised in field crops,
processing of farm products on farms specialised in permanent crops. As for tourism, its — so far
modest - development is mainly linked to farms specialised in grazing livestock.
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Graph 2.2.7 Frequency of diversification activities according to the farm specialisation —
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2.2.3.3. Farm location can bring in advantages

Farms specialised in grazing livestock may be located in places rated as attractive for
diversification activities such as tourism. Mountain areas, coastal areas or pleasant countryside
may provide critical advantages to attract potential clients.

Similarly, farmers located in predominantly urban areas may have more employment
opportunities than farmers located in predominantly rural areas, as well as better outlets for their
diversification activities: 37.5% of farmers living in predominantly urban regions are pluriactive,
against 34.8% of farmers living in predominantly rural regions.

At European level, the existence of farm diversification activities, as well as the type of activity
also differs between EU-15 and EU-12 (graph 2.2.8). Though small holdings are more diversified
in EU-12 than in EU-15, the trend is the opposite for farms with 10 ha or more.

Graph 2.2.8 Comparative share of farms with diversification in EU-15 and EU-12 according to
the physical size of the farm - 2005
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With regards to the type of activity set up, processing of farm products or tourism are twice more
popular in EU-15 than in EU-10%".

Table 2.2.1: Importance of three selected diversification activities - 2005

EU-27 55.8% From 1.6% in Latvia to 93.8% in Malta.
EU-15 41.4% Also important in Cyprus (92.5%), Portugal
% farms (86.2%), ltaly (84.0%), Romania (73.4%), and
diversified in EU-10: 17.1% Hungary (62.7%)
processing of
farm products
EU-12: 63.1%

Less than 5% only in UK (5.0%), FI (4.3%), PL
(4.0%) IE (3.6%), DK (3.2%) and LV (1.6%)

- 0,
EU-27 7% From 0% in Malta to 46.8% in the United
% farms EU-15 | 18.% | Kingdom.
diversified in . . .
. Also important in Austria (35%), Sweden (22.8%),
- - 0,
tourism EU-10: 6.6% Belgium (20.1%), Slovenia (20.0%) and Ireland
EU-12: 1.4% (19.6%)
EU-27 11.3%
% farms EU-15 19.8% From 0% in Czech Republic to 72.8% in Bulgaria.
diversified in o
contractual EU-10- 18.2% Also important in Finland (55.9%), Greece
work T e (55.4%), Sweden (46.7%), and Denmark (43.8%)
EU-12: 7.0%

Source: Eurostat - Farm Structure Survey

On top of this, the country agricultural specialisation is important in the distribution of the activity:
for example, processing of farms product is widespread in Southern Member States, where
permanent crops (such as vineyards and olive trees) are well represented.

2.2.3.4. Human capital is decisive

Last but not least, human capital can make a decisive contribution: older farmers are much less
pluriactive than younger ones: some 20% of family farm managers aged more than 65 years old
are pluriactive, against close to 50% for those aged less than 54 years old (graph 2.2.9).
Besides, a high educational attainment and an entrepreneur's mind are certainly advantages to
launch new activities on farm.

' The results for Romania strongly influence the overall picture for EU-12. Their evolution also raises doubts as to

their quality. When excluding them, the remaining of the group is much more homogeneous, that is why the
analysis focuses on EU-15 and EU-10.

22



Graph 2.2.9 Share of pluriactive family farm managers by age class - 2007
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2.2.4. Rural development support to diversification

As its impact on employment and income has been evaluated as rather positive —for example,
diversified holdings occupy on average more people than non-diversified ones-, the setting up of
diversification activities on farm has long been encouraged via rural development funds. A
specific measure is devoted to this aim®. It is planned that 1.6% of the total EAFRD contribution
- i.e. 12% of Axis 3 -will be devoted to this measure over 2007-2013, amounting to 1.442 billion
Euros from EAFRD (graph 2.2.10). When adding up co-financing and private investment, no less
than 6.47 billion Euros should be spent on this measure. It is quite popular in Slovakia (4.6% of
EAFRD contribution), Bulgaria (4.3%), Czech Republic (3.8%), Finland (3.7%), Italy (3.4%) or
Lithuania (3.3%), while it has not been retained in Estonia, Ireland, Cyprus, Latvia, Malta,
Portugal and Romania; though of course, it may be encouraged through other means, such as
Leader.

Graph 2.2.10 Programmed Rural Development (EAFRD) Expenditure on Measure (311) by
Member State — 2007- 2013
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Note: situation as of May 2008%.

z Corresponding to article 33 measure "p - diversification of agricultural activities and activities close to agriculture

to provide multiple activities or alternative incomes" in the 2000-2006 programming period, which has become
measure 311 in the current programming period. Some measures already existed in Objective 5B programmes.

2 The programming data used in this note refer to May 2008. At that time, data relative to voluntary modulation in

Northern Ireland, and a programme in Portugal were not yet available. Note that they may slightly differ from the
data presented in the chapter 4 of this report, which have been updated to a more recent date.
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The type of diversification activity encouraged, as well as their scale, have been very different
across the EU. It should nevertheless be noticed that none of the countries applying this
measure in a given programming period dropped it in the following one, which may be a first
positive indication on the success of this measure. Moreover, this measure has long been
implemented in the United Kingdom, France, the Netherlands, Austria, Italy or Finland, countries
where — with the exception of Italy** - a parallel development of diversification of farms has been
observed.

Table 2.2.2: Diversification of agricultural holdings in selected countries — 2000 - 2006

Country United Kingdom | Netherland Italy France Austria Finland
s

% Guarantee RD o o o o o o

spent 2000-2006 2.8% 21% 1.8% 1.1% 1.4% 1.0%

% farms with 2000 19.3% 2.9% 8.8% 22.7% 16.7% 21.4%

diversification 5005 24.0% 22.5% 6.1% | 25.0% | 21.4% | 29.0%

Sources: DG AGRI & Eurostat Farm Structure Survey

2.2.5. Conclusion

With more than one third of EU-27 family farmers being pluriactive and 12% of EU-27 holdings
having developed diversification activities, the existence of other gainful activities in the
agricultural sector is a reality. Nevertheless, neither farms nor farmers are equal in front of such
a choice. The analysis carried out suggests that factors such as the size of the farm, its location,
its specialisation as well as the age of the farmer or his level of education can facilitate or
prevent the setting-up of diversification activities on the farm, or the existence of a
complementary job for the farmer. It also underlines the fact that most of EU-27 agricultural
production is performed on farms where it is difficult for the farmers to diversify their income
sources via external employment: on farms with more than 16 ESU — representing 75% of the
economic potential of EU27 family farms - , pluriactivity is relatively modest (18%), and the
diversification activities set up often consist in the prolongation of agricultural activity (contract
work using the farm equipment, processing of farm products). Last but not least, the support to
diversification activities for farms provided through rural development funds seems to achieve its
goal and facilitate their setting-up.

% n the case of Italy, an analysis carried out at programme level — and not at global country level — could provide

more precise results.
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SECTION 2.3 Milk production and Agro Food industries in European
regions : which interactions and which impact?

A study of the operation of agro-food supply chain in the dairy sector in order to
identify the major factors influencing agricultural development at regional level.

2.3.1. Introduction

With a more market-oriented agricultural production in the wake of the last CAP reforms,
farmers, processors and retailers are more and more reciprocally dependent and have to
cooperate to ensure their sustainability and the development of their activities. Reflection on this
dependence and on the "filiere"® concept is particularly relevant in a context of policy
development in terms of nature of the support (transfer from pillar 1 to pillar 2, decoupling,
abolition of the milk quotas), of level of support and of liberalisation of world agri-food trade.

Therefore, it is important to determine

o firstly, the factors influencing the development of agricultural and agri-food production at
regional level,

e secondly the development prospects according to the various players,
thirdly the strategies envisaged or set up to accompany their development and

¢ finally the policy measures available.

The dairy sector seems emblematical to begin this reflection due to its strong territorial
anchoring and its structuring effect on the local agricultural economy.

2.3.2. Overview of the situation of the players of the EU dairy sector

Within the EU-27, the situation of the dairy sector varies from region to region. This difference is
reflected by diversity:

e in terms of economic importance (map 2.3.1), with countries or regions specialised in
dairy production (33% of the value of agricultural production in Estonia, 25% in Finland
and up to 39% in Franche-Comté (France) or in Vorarlberg (Austria)), but less than 1% in
some NUTS2 regions (Provence Alpes Cote d'Azur, Hamburg);

e in terms of system of production, with an average quota by holding ranging between 10
and 900 tonne (graph 2.3.1), an average yield by cow at NUTS2 level which varies from
3200 to more than 8000 litres, a very disparate farm structure with more than 90% of
holdings of very small size (1 or 2 ESU®) in Romania and in Slovakia, while almost 90%
of holdings having a "family" size (between 10 and 100 ESU) in France, in Ireland or in
Sweden (graph 2.3.2).

% “Filigre": this French concept is the sequence of activities induced by the design, production, processing and

marketing of a product.
% ESU: one European Size Unit represents €1200 of Standard Gross Margin
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Map 2.3.1: Economic importance of dairy production at regional level
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Graph 2.3.1: Average quota per farm in 2005
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Graph 2.3.2: Number of holdings per economic size (ESU) and per country
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e in terms of prices paid to the producers, time and space variability can go up to 50% from
one year to another and from one country to another (graph 2.3.3).

Graph 2.3.3: Time and space variation of milk price.
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Everywhere in the EU-27, farm restructuring is taking place at different pace leading to a
concentration of dairy production. In 2005, 50% of the volume of European production was
achieved on 11% of the territory (map 2.3.2).
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Map 2.3.2: Milk production density
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Milk is almost always processed into milk products (liquid milk, butter, powder, cheese) in a
place close to the collection area due to the perishable nature of raw milk and the difficulty of
transporting it (due to its weight and volume). These dairy products have specific characteristics
and generally are subject to specific market analysis. This study of the milk supply chain is
based on liquid milk equivalent and is therefore less accurate and detailed. Results should then
be used with care, in particular the cartographic ones, as, for example, it was not possible to
take into account the Protected Designation of Origin (PDO) areas.

The dairy industry is dual with some major groups making more than half of the European dairy
turnover and with numerous small and medium-sized enterprises (SMEs). The most important
milk processors are: Nestlé, with a turn-over of more than 14 billions euro in 2006, then a firm
under creation, which would result from the merger of Friesland and Campina and could lead
to a combined turnover of almost 8 billions euros in 2006, followed by Lactalis and Danone
(turnover of almost 6.5 billions euros), then Unilever and Bongrain, and the others with a
turnover lower than 2 billions euros.

Technical requirements and governance led these groups to concentration and specialisation. It
improves their negotiating power with the major retailers which are even more concentrated: the
top 15 European Purchase Central points account for almost 77% of the European food market
(table 2.3.1).

28



Table 2.3.1: The top 15 European purchase Central points.

Trade Groups ( Sale;r;rrr;?l\lliga euro) Market Share

1 EMD 131708 11.7%
2 Coopernic 100 000 8.9%
3 Carrefour Europe 82780 7.3%
4 AMS 80 100 71%
5 Agenor/Alidis 79 760 7.1%
6 Tesco Group 66 121 5.9%
7 Metro Group 64 300 5.7%
8 Schwarz Group 51 866 4.6%
9 Auchan Europe 39 278 3.5%
10 Aldi 38713 3.4%
11 Casino Euope 28 743 2.6%
12 Sainsbury 28 644 2.5%
13 Ahold Europe 27714 2.5%
14 Asda (WalMart UK) 26 965 2.4%
15 Morrisons UK 19 253 1.7%

TOP 15 865 945 76.9%

Other Trade Organizations 260 680 23.1%

Europe 1126 625 100.0%

Source: EMD www.emd-ag.com

The organisation of the chain is strongly influenced by the national framework in a rather flexible
European legal context. It plays a fundamental role in the distribution of the value added

between the players involved in the chain.

2.3.3. Potentialities of the EU dairy sector at regional level

The location of dairy production depends on a combination of multiple factors. The major
determinants which influence the regional location and therefore the geographical concentration

of dairy production are:

The first three determinants could be roughly evaluated at the EU-27 level and then combined to
give a favourable or unfavourable characteristic to the development of the dairy sector in the

European regions.

the competitiveness of dairy farms,

the collection costs for the dairy processing industries,
the conditions of market access,

the organization of the milk supply chain and

the national or regional legislations.
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2.3.3.1. The milk production factor

The competitiveness of the holdings depends on the dairy livestock farming system, which itself
is determined by interactions between the soil, the climate and the agricultural structures. This
dairy livestock farming system was then analysed according to zoning based on the climatic
areas and the land use. The favourable (+) or unfavourable (-) characteristic of dairy production

in EU-27 is then represented in map 2.3.2.

Map 2.3.2: F1 agricultural production factor
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2.3.3.2. The dairy processing factor

To determine the location of their investments, the dairy industries, among other considerations
(place availability in firm, local dynamism ...), seek a lower collection cost and therefore the
highest production density in the area. The favourable or unfavourable characteristic of a

specific area being relative, it has to be balanced by a comparison at a larger regional level (map
2.3.3).

Map 2.3.3: F2 Dairy Processing Factor

ER AW g i [ 0E a°E AI'E =
e F2: Dairy Processing
= Factor
Canarias (ES) Legend
E - [
5 C v ) 1
0
| [Malta (V1) R
Martinicue FR) P N
e |l
LY Source: EUROSTAT, DG AGRIL.2 =
Year: 2005 =
[ Calculations: DG AGRI - L2
Cartography: DG AGRI GIS-Team 07/2008

EuroGeographics for the administrative boundaries

J
Calculation
Q Regional averlay of NUTS 3 regions with LFA 00-06 (v2 4)
Assignrment of detailed milk production values to these zones
For ML, BEZ, LV, BG, RO: LFA flags not taken into account
Glyane (FR)

1} 260 500 TE0km -
\ . L ,

31



2.3.3.3. The consumption market factor

Eventually, the market encourages availability of milk near the area of consumption, even if
important flexibilities exist for high-value added products. An incentive to produce exists in the
areas with a milk deficit, contrary to the areas with a milk surplus where the price of milk should
be lower. The favourable or unfavourable characteristic of the market is measured by the dairy
balance (map 2.3.4).

Map 2.3.4: F3 Market factor
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2.3.3.4. Combined effects of the factors

The combination of the three factors gives a global favourable, neutral or unfavourable
characteristic for the dairy sector for each area (map 2.3.5). This regional analysis was only
based on 2005 data. It did not take into account specific situation or dynamic evolution.
Therefore, it must not be seen as the future of the milk production in EU, but rather as the
theoretical potential of each area.

Map 2.3.5: Global effect of the combination of factors
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Only a small part of the EU territory can be qualified as "very favourable" (5%), but it accounts
for 20% of European dairy production. The concentration of production should continue if the
environmental constraints allow it. Indeed, a major part of these areas are in zones classified as
vulnerable concerning nitrate surpluses.

The major part of the EU territory (71%) and of the dairy production (70%) is found, according
to the analysis, to be in a "neutral" situation, neither "favourable" nor "less favourable". In
these neutral regions, 2 scenarios seem possible:
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With the first one, if current dairy activities are sufficiently important to ensure a relative
competitiveness - for example due to specific productions (PDO/PGI) or to an important tourism
sector - the concentration of production with some competitive dairies could take place. Local
dynamics could even encourage the industries to invest in new dairy transformation tools in
some areas.

This will have then a positive impact on local or regional agricultural production. A territorial
strategy of maintenance and/or of development of the dairy activity can be set up with for
example promotion of local products, a quality product approach or the highlighting of public
goods provided by dairy farms, especially for the environment. Several measures proposed in
the rural development policy can encourage these actions (e.g. investment, diversification of
activities, agro-environmental measures).

With the second scenario, the decrease of milk price could lead less competitive farms to stop
production, especially if there are other possible activities like arable crops. This decrease of
milk production could have as a first consequence the disappearance of advice services
(technical advice, veterinary support) and dairy industry could move to invest in areas with
higher milk production density. The collection of milk could stop in these areas and cause socio-
economic problems for the region. By far, this would be the most critical situation as regional
specialisation in the dairy sector is important.

Finally, almost a quarter of the European territory (24%) is located in areas classified as
"less favourable", in which are produced 10% of the European milk production. In these
regions, milk production could be considered at risk.

It concerns in particular mountain areas: 43% of them, accounting for 36% of milk mountain
production, are located in "less favourable" areas, while it is often the only possible agricultural
activity. In case of cessation of milk production, there are not always alternatives for the
maintenance or conservation of natural areas. The abandonment of land could be taken into
account by the local public authorities to search for new solutions.

At European level, the CAP proposes several measures that could be used in order to deal with
these difficulties and to facilitate the adaptation of farms to the new economic and policy context,
in particular with the Health Check and the revision of the European strategy for rural
development.

The strategies to be envisaged by the farmers or by other players involved in the chain could be
based on:

e at the level of production: modernisation of agricultural holdings, diversification of
activities, in particular through tourism, or improving the quality of agricultural production
and products,

o at the level of processing: creation of producer groups to provide milk on a regular basis
(quantity and quality) or financing of SMEs to encourage research and development
activities.

Specific issues could be furthermore analysed such as the additional cost of milk collection in
mountains areas (with for example the setting up of collection points as in Austria), the
improvement of the gathering of the PDO product from producers and the need of promotion of
local products.
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SECTION 2.4 OVERVIEW OF THE EU RURAL DEVELOPMENT POLICY -
2007 - 2013 PROGRAMMING PERIOD

The Council Regulation (EC) No. 1698/2005 of 20 September 2005 on support for rural
development by the European Agricultural Fund for Rural Development (EAFRD) lays down the
general rules governing rural development policy for the period 2007 to 2013, as well as the
policy measures available to Member States and regions. The Rural Development Programmes
that the Member States and regions prepared for the period 2007-2013 are currently under
implementation. Therefore this section aims at providing a general overview of the content of the
programmes and of the implementation consolidated mainly at Member State level, based on
the situation as of 31/10/08.

2.4.1. Overview of the RD policy framework for the 2007-2013 programming period

Considerable simplification has been introduced in the new programming period 2007-2013 as
compared to the previous one. Rural Development is now financed by a single fund: the
European Agricultural Fund for Rural Development. The previous 5 types of programming have
been reduced to a single one, and there is now a single financial management and control
framework instead of three.

As before 2007, every Member State (or region, in cases where powers are delegated to
regional level) must set out a rural development programme, which specifies what funding will be
spent on which measures in the period 2007 to 2013.

A new feature for 2007 to 2013 is a greater emphasis on coherent strategy for rural development
across the EU as a whole. This is being achieved through the use of National Strategy Plans.
This strategic approach has been introduced by the EU Strategic Guidelines (adopted by the
Council in February 2006%") and should help to:

e Identify the areas where the use of EU support for rural development adds the most
value at EU level;

¢ Make the link with the main EU priorities (for example, those set out under the Lisbon
and Goteborg agendas);

e Ensure consistency with other EU policies, in particular those for economic cohesion and
the environment;

e Assist the implementation of the new market-oriented Common Agricultural Policy (CAP)
and the necessary restructuring. It will entail in the old and new Member States.

Following the purposes of the CAP reform launched in 2003 (to realise an aid system that is
independent from production, and to increase the population retention capacity of the rural
regions) three major objectives for Rural Development policy have been set for the period 2007-
2013:

Increasing the competitiveness of the agricultural and forestry sector;

Improving the environment and countryside through support for land management;
Enhancing the quality of life in rural areas and promoting diversification of economic
activities.

The reform integrates the Leader Community Initiative into mainstream RD programmes.

27 Council Decision 2006/144/EC of 20.02.2006
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Each of these objectives corresponds to an Axis, while Leader is considered as a
methodological axis. The Council Regulation 1698/2005 proposes a set of measures organised
by axis, following a hierarchy of objectives.

The measures of Axis 1 serve the aim of further modernisation of production by encouraging
farmers also to structural changes, resulting primarily in quality improvement. Efficiency and
competitiveness require that a reasonable balance is found between farm viability,
environmental protection, and the social dimension of rural development.

Measures linked to more rational land use and protection of the environment are grouped
around Axis 2, which aim at ensuring the delivery of environmental services by agri-environment
measures in rural areas, and preserving land management. These activities contribute to
sustainable rural development by encouraging the main actor to keep up land management so
as to preserve and enhance the natural space and landscape. Such measures also help prevent
the abandonment of agricultural land use through payments to compensate natural handicaps or
handicaps resulting from environmental restrictions. A general condition for measures under
Axis 2 is respect of the relevant EU and national mandatory requirements (cross-compliance).

The measures under Axis 3 are aimed at improving the income-producing possibilities and
quality of life of residents of rural areas by encouraging a 'living countryside' and helping
maintain and improve the social and economic fabric, in particular in the more remote rural areas
facing depopulation.

The Leader model is to be continued and consolidated at the EU level by integrating what used
to be a Community Initiative in the programming period 2000-2006 as an obligatory element into
the rural development programs to be implemented by the Member States during 2007-2013.
Each programme contains a Leader axis to finance the implementation of the local development
strategies of Local Action Groups, built on one or more of the three thematic axes, the
cooperation projects between them and the capacity building necessary for the preparation of
local development strategies and the animation of the territory.

As for the programming process, Member States had first to submit National Strategy Plans
(NSP), with the aim of translating the EU priorities agreed in the Community Strategic Guidelines
to the member state situation and ensuring complementarity with Cohesion policy. In a second
step, Member States or regions had to set up their Rural Development Programmes (RDP)
articulating the 4 axes.

To ensure some overall balance in the programme, a minimum funding for each axis is
required®®: 10% for Axis 1, 25% for Axis 2, 10% for Axis 3 and 5% for Leader axis (for the New
Member States a phasing in period is foreseen in such a way that at least 2.5% is reserved for
axis 4 over the period). It should be noticed that, as Leader axis is also a delivery mechanism of
the measures of the three thematic axes, it may overlap the minimum funding of these axis. As
an example, the minimum spending of 5% of Leader axis may partly correspond to the 10%
minimum spending of Axis 1.

8 Article 17 of Council Regulation (EC) 1698/2005
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2.4.2. The funding of Rural Development programming period 2007-2013

Within the framework of the new Financial Perspectives, rural development was allocated 88.3

billion euros from EAFRD envelope over the period 2007-2013%°.

National envelopes have been attributed to the Member States, by Commission Decision

2006/636/CE.

In addition, Council Regulation (EC) 378/2007 opens the possibility of a voluntary modulation,
i.e. reducing the direct payments and transferring the corresponding funds to increase the
financing of RD programs. It concerns Portugal and United-Kingdom.

Table 2.4.1 provides an overview of the RD funding on 14/08/08. It should be kept in mind that
all public funds are not covered in this overview, notably the support provided in the framework

of the state aids is not covered.

Table 2.4.1:  Share of EAFRD contribution by Member State in percentage, programming period

2007-2013
in €
EAFRD Contribution* Total Public
Member State (Including voluntary ) Private Expenditure
. Expenditure
modulation)

Belgium 418 610 306 1144 554 103 2 376 006 863
Bulgaria 2 609 098 596 3241 938 392 1 036 446 095
Czech Republic 2 815 506 354 3615803 370 1178 581 184
Denmark 444 660 796 830339 175 420 105 057
Germany 8112 517 055 13213670 127 7 957 032 558
Estonia 714 658 855 924 863 846 444 074 391
Ireland 2339914 590 4 298 753 800 217 000 000
Greece 3707 304 424 5077 995 174 1496 419 735
Spain 7213917 799 13 997 208 891 10 748 074 543
France 6 441 965 109 11 943 585 080 4 332693 742
Italy 8 292 009 883 16 687 394 435 7 012 502 959
Cyprus 162 523 574 325 047 148 114 063 467
Latvia 1041 113 504 1361 646 323 987 283 673
Lithuania 1743 360 093 2260 374 510 863 376 597
Luxembourg 90 037 826 368 457 903 224 119 314
Hungary 3 805 843 392 5159 109 183 3226 078 602
Malta 76 633 355 100 251 140 48 490 000
The Netherlads 486 521 167 973 042 334 620 340 000
Austria 3911469 992 7 822 289 054 2 884 680 419
Poland 13 230 038 156 17 217 817 440 7 842 534 128
Portugal 3929 325 028 4 996 309 768 2079119707
Romania 8 022 504 745 9970 795 597 3412 893 636
Slovenia 900 266 729 1158 928 915 407 915 328
Slovakia 1969 418 078 2 562 585 914 838 078 397
Finland 2 079 932 907 6 682 617 262 809 803 984
Sweden 1825 647 954 3917 170 025 1510 406 652
United Kingdom 4 441 369 546 8 634 789 043 1693 613 361
Grand Total 90 826 169 813 148 487 337 952 64 781 734 392

Source: European Commission, DG for Agriculture and Rural Development, Unit G.2, 08/2008
Note:  The total EAFRD Contribution for UK is 4 598 674 420 €, the amount in the table does not contain voluntary modulation

for Northern Ireland (157 304 874 €).

The amount of EAFRD contribution without voluntary modulation for PT and UK 3 929 325 028 € and 1 909 574 420 €
respectively. Therefore the total EAFRD 2007-2013 envelope is 88 294 374 687 €.

29 2007/383/EC: Commission Decision of 1 June 2007 amending Decision 2006/636/EC fixing the annual
breakdown by Member State of the amount for Community support to rural development for the period from 1
January 2007 to 31 December 2013 (notified under document number C(2007) 2274)
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At the end of October 2008, all the 27 National Strategy Plans have been submitted; and the
Commission has received the 94 rural development programmes expected until September
2008. They consist in 88 national or regional rural development programmes, 2 National
Frameworks, and 4 Programmes on National rural Development Network. 93 programmes have
already been adopted by the Commission. The Portuguese rural network is expected to be
presented in the November 2008 Rural Development Committee. It means, almost all the
programmes have already been approved by the Rural Development Committee, representing
nearly the 100% the number of programmes and the same percentage of the overall EAFRD
budget.

Graph 2.4.1: Share of EAFRD contribution by Member State in percentage, programming period
2007-2013

The following sections and the annex present an overview of the allocation of funds, limited to
EAFRD, between axis and measures based on information received at the 14™ of August 2008.
Due to the different stages of approval of the programmes, this may be still subject to changes.
Information has been consolidated at Member State level. Last but not least, data presented
include voluntary modulation for Member States who chose to apply it (UK & PT).

2.4.3. Financial structure of programming

The structure of programmed expenditure can broadly be described in 5 blocks, corresponding
to the 4 axes established in the Regulation and to the technical assistance™®.

2.4.3.1. Technical assistance

According to article 66 of Council Regulation (EC) 1698/2005, there are 2 types of technical
assistance, one that is at the initiative of the Commission or on its behalf, and one that is at the
initiative of the Member States. In the latter case, the EAFRD may finance preparation,
management, monitoring, evaluation information and control activities of programme assistance.
Up to 4% of the total amount of each programme may be devoted to these activities. This
percentage varies according to Member States, with a majority of the Member States who joined
in 2004 and 2007 applying the maximum percentage (Estonia, Latvia, Lithuania, Hungary,
Malta), Bulgaria and Romania (3.8%), while France (1.0%), Finland (0.9%), the Netherlands
(0.6%), Slovenia (0.5%), Czech Republic (0.5%), the United Kingdom (0.1%) and Ireland (0.1%)
dedicate less than 1% of the EAFRD contribution to this action. Luxembourg has no allocation
for the Technical assistance measure (0%).

At EU-27 level 2.1% of the total EAFRD contribution is devoted to this activity (1.9% in the EU-
15 and 2.3% in EU-12).

% The measure "Complements to direct payments" (measure code 611) is available only for Bulgaria and Romania.

This measure is a transfer of EAFRD funds to the Pillar 1 in these countries.
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Graph 2.4.2: Importance of Technical assistance measure by Member State, programming period
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2.4.3.2. The Leader axis and its contribution to the three core objectives

As previously mentioned, at least 5% of the EAFRD total contribution to the programme shall be
reserved for Leader axis, diminished to 2.5% for New Member States. As can be seen from
graph 2.4.3, at EU-27 level, Axis 4 represents 6% of the EAFRD contribution. Spain (11.3%),
Portugal (10.1%), Ireland (10.0%), the Netherlands (9.9%), Denmark (9.6%) and Estonia (9.6%)
are the Member States which attribute most importance to this bottom-up approach, while it is
less popular in Slovenia (3.0%), Slovakia (3.0%), Cyprus (2.7%), Latvia (2.5%), Bulgaria (2.5%)
and Romania (2.5%)".

Through Leader, support is granted to local action groups to implement local development
strategies with a view to achieving the objectives of one or more of the three other axes, as well
as to implement cooperation project involving the objectives selected, and to run and animate
the local action group. This way the amounts allocated to the Axis 4 contribute to the
achievement of the 3 core objectives, and are taken into account when determining the
percentage allocated to each axis.

Graph 2.4.3: Importance and composition of Leader by Member State, programming period 2007-
2013
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Strikingly, measures implemented via Leader contribute mainly to Axis 3. In Ireland, Latvia,
Lithuania, Poland and Portugal, Leader even contributes exclusively to Axis 3. On the other
hand, in Czech Republic and Slovakia, they are entirely devoted to Axis 1, while Axis 2 is in any
case the least represented. It is worth noting that in some programmes, Axis 3 is only
implemented via Leader (e.g. in Ireland).

3 According to the Annex VIII Section | Point E (5) of the BG/RO Accession Treaty, the contribution to

Complementary National Direct Payments (measure 611) shall not be taken into account for the calculation of the
balance between objectives under Article 17 of Regulation 1698/2005. Therefore the amounts for measure 611
were deducted from EAFRD contribution of Bulgaria and Romania before the calculation of these percentages.
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2.4.3.3. Relative importance of the three main axes

According to Article 17 of Council Regulation (EC) No 1698/2005 of 20 September 2005, at least
10% of the total EAFRD contribution should be devoted to Axis 1, at least 25% to Axis 2, and at
least 10% to Axis 3.

At EU-27 level, Axis 1 (including Leader actions contributing to this objective) represents 33% of
the total EAFRD contribution, while Axis 2 gets the lion's share with 46.4%, and Axis 3 with
16.5%.

Please note that these calculations have not taken into account two measures of Axis 4,
"Implementing co-operation projects" (measure code 421) and "Running the local action group,
acquiring skills and animating the territory" (measure code 431) because these are "horizontal"
and can contribute to the objectives of the three "thematic" axes.

Graph 2.4.4 presents the relative importance of the 3 main axes, as percentage of the EAFRD
contribution devoted to these 3 axes. Funds implemented through Leader have been reattributed
to the respective axes. Despite the common minimum percentages, the picture looks quite
different in the various Member States.

Measures of Axis 1 show the most important percentages in Belgium (48.6%), Latvia (47.2%),
Hungary (45.6%), Portugal (45.5%), Spain (45.1%), Cyprus (44%), Greece (43.7%), and
Romania (40.2%). Less than 20% is attributed to this axis in Sweden (15.4%), Austria (14.8%),
United Kingdom (12.5%), Finland (11.3%) and Ireland (10.3%).

Contribution to Axis 2 is the highest in Ireland (79.6%), Finland (73.5%), United Kingdom (73%),
Austria (72.4%), Sweden (70.3%), Denmark (63.3%), and Luxemburg (59.1%). Contribution to
Axis 2 is less then 30% in Latvia (28.1%), Malta (26.6%), Bulgaria (24.5%) and Romania
(23.6%).

EAFRD contribution allocated to Axis 3 never exceeds 40%. The highest rates of contribution
are found in Malta and in the Netherlands (33.7%), Bulgaria (27.9%), Germany (24.9%),
Romania (25.1%), Poland (23.1%), Latvia (20.1%) and Estonia (19.4%), and the lowest rates in
Cyprus and Austria (10.1%), France and Ireland (10%), Luxembourg (9%) and Portugal (8.3%).

Graph 2.4.4: Relative importance of the 3 thematic axes by Member State, programming
period 2007-2013
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2.4.4. Main Rural Development instruments®

Excluding the "511 — Technical assistance", a set of 42 measures is proposed to the Member
States. Two additional measures have also been made available specifically for Bulgaria and
Romania, namely measure "143 - Provision of farm advisory and extension services in Bulgaria
and Romania" and measure "611 - Complements to Direct Payments for Bulgaria and Romania".
They represent 0.6 billion euros for the whole period, or 0.7% of the whole EAFRD envelope.

%2 Reminder: the analysis only covers EAFRD.
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The measures of EAFRD are codified as follows®:

Vocational training, information actions, including diffusion of scientific knowledge and

" innovative practices for persons engaged in the agricultural, food and forestry sectors

112 | Setting up young farmers

113 Early retirement of farmers and farm workers

114 Use by farmers and forest holders of advisory services

Setting up farm management, farm relief and farm advisory services, as well as forestry

115 X X
advisory services

121 Farm modernisation

122 Improving the economic value of the forest

123 | Adding value to agricultural and forestry products

Cooperation for development of new products, processes and technologies in the agricultural

124 and food sector

125 Improving and developing infrastructure related to the development and adaptation of
agriculture and forestry

126 Restoring agricultural production potential damaged by natural disasters and introducing

appropriate prevention actions

131 Helping farmers to adapt to demanding standards based on Community legislation

132 | Supporting farmers who participate in food quality schemes

Supporting producer groups for information and promotion activities for products under food

133 quality schemes

141 Supporting semi-subsistence farms undergoing restructuring

142 | Setting up of producer groups

143 Provision of farm advisory and extension services in Bulgaria and Romania

211 Natural handicap payments to farmers in mountain areas

212 Payments to farmers in areas with handicaps, other than mountain areas

213 Natura 2000 payments and payments linked to Directive 2000/60/EC

214 | Agri-environmental payments

215 | Animal welfare payments

216 | Support for non-productive investments

221 First afforestration of agricultural land

222 First establishment of agroforestry systems on agricultural land

223 First afforestration of non-agricultural land

224 Natura 2000 payments

225 Forest environment payments

226 Restoring forestry potential and introducing prevention actions

227 Support for non-productive investments

311 Diversification into non-agricultural activities

¥ Commission Regulation (EC) No 1974/2006 of 15 December 2006 laying down detailed rules for the application of

Council Regulation (EC) No 1698/2005 on support for rural development by the European Agricultural Fund for
Rural Development (EAFRD)
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312 | Support for the creation and development of micro-enterprises

313 | Encouragement of tourism activities

321 Basic services for the economy and rural population

322 Village renewal and development

323 | Conservation and upgrading of the rural heritage

331 Training and information for economic actors operating in the field covered by Axis 3

341 Skills acquisition and animation with a view to preparing and implementing a local
development strategy

411 Local development strategies. Competitiveness.

412 Local development strategies. Environment/land management.

413 Local development strategies. Quality of life/diversification.

421 Transnational and inter-regional cooperation

431 Running the local action group, skills acquisition, animation

511 Technical assistance

611 Complements to direct payments for Bulgaria and Romania
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2.4.4.1. At EU level

Graph 2.4.5 presents the most important measures for the 2007-2013 programming period in
terms of percentage of EAFRD contribution at EU-27 level. All measures representing more than
2% of the EAFRD envelope are displayed on the graph, representing 85.2% of the total.

Graph 2.4.5: Main RD measures of the 2007-2013 programming period - EU-27
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2% Agri-environment payments (22%)

1M odernisation of agricultural holdings (11%)

212 Payments to farmers in areas with handicaps, other than.. (7%)
211Natural handicap payments to farmers in mountain areas (7%)
123 Adding value to agricultural and forestry products (6%)

15 Infrastructure related to the development and adaptation..(5%)

|:7 413 Implementing local development strategies. Quality of life (4%)

322 Village renewal and development (3%)

112 Setting up young farmers (3%)

321Basic services for the economy and rural population (3%)
113 Early retirement (3%)

221First afforestration of agricultural land (3%)

312 Business creation and development (2%)

511Technical assistance (2%)

226 Restoring forestry potential and introducing...(2%)

311Diversification into non-agricultural activities (2%)

At EU-27 level, the most important measures are agri-environment payments (22%),
modernisation of agricultural holdings (11%), and less favoured areas payments (7% in
mountain areas and 7% in other areas). Axis 2 gets therefore the lion share. The first measure
concerning Axis 3 is "413 — Implementing local development strategies. Quality of life", which
correspond to axis 3 measures implemented via Leader. It is followed by "322 - Village renewal
and development" measure (3%).

Graph 2.4.6 shows the relative importance of measures within their respective axis. As some of
them may be implemented via Leader, the picture may be slightly biased, especially for Axis 3.
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Graph 2.4.6: Relative importance of measures within axis for the 2007-2013 programming

period - EU-27
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Graph 2.4.7: Relative importance of axes and measures 511, 611 within the total EAFRD
contribution for the 2007-2013 programming period - EU-27
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In Axis 1, the measure "121 - Modernisation of agricultural holdings" is the most important (9.6
billion euro). It is followed by "123 - Adding value to agricultural and forestry products" (5.5 billion
euro) and "125 - Infrastructure related to the development of agriculture and forestry" (4.9 billion
euro). These 3 measures account for 65% of all funds under Axis 1.

Under Axis 2, the same concentration on a few measures can be observed, with "214 — Agri-
environment payments" (20.3 billion euro) representing more than half of all funds under Axis 2.
It is followed by LFA payments in and outside mountains areas (measures 211 & 212, which sum
up to 12.6 billion euro). These three measures account for 82% of all funds under Axis 2.

Last one, Axis 3 seems to be more balanced as the three main measures account only for 64%
of the total of funds allocated to this Axis. It is namely "322- Village renewal and development" (3
billion euro), "321- Basic services for the economy and rural population" (2.7 billion euro) and
"312- Business creation and development” (2.2 billion euro).

2.4.4.2. At measure level per Member State

If one focuses on the importance of each measure within an axis, one observes that the measure
"121 — Modernisation of agricultural holdings" is the most relevant almost in every Member
States, except in Spain, the Netherlands, Portugal, Romania, Slovenia, Finland and United
Kingdom. At EU-27 level, the share of this measure is 31% of the EAFRD contribution allocated
to Axis 1 globally. In Luxembourg, this share is 76%. In Latvia, Hungary and Lithuania this
measure has the highest EAFRD contribution among the other instruments of EAFRD. Generally,
this measure is followed by "123 - Adding value to agricultural and forestry products" and in
Spain this measure is the second main RD instrument just after the "214 — Agri-environment
payments".

As for the Axis 2 measures, the "214 - Agri-environment payments"” is the instrument with the
highest financial allocation in most Member States. At EU-27 level, it represents more than 50%
of the EAFRD contribution allocated to this Axis and his share is higher than 70% in Belgium
(82%), Sweden (78%), the Netherland (75%), Denmark (73%) and in United Kingdom (72%). 14
Member States out of 27 have integrated the measure "211 — Natural handicap payments to
farmers in mountain areas" that has the highest relative importance within Axis 2 in France
(51%).

Within Axis 3 measures, the "322 — Village renewal and development" has the highest share with
25% in the EU-27. This share is the highest in Romania (63%) and it is followed by Cyprus (48%)
and Estonia (40%). As for the measure "311 — Diversification into non-agricultural activities", it
represents 41% of the total EAFRD contribution devoted to Axis 3 in Italy and 39% in Finland.
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The measure "312 — Support for business creation and development" is the most significant one
within the axis in Estonia (60%) and in Latvia (49%). It is also observed that the measure "321 —
Basic services for the economy and rural population" plays the major role within Axis 3 in
Denmark (58%). In Malta, the measure "323 — Conservation and upgrading of the rural heritage"
is the main RD instrument with a share of 20.6% of the total EAFRD contribution and of 64% of
the Axis 3 contribution. In Portugal, this measure represents 75% of the EAFRD contribution
allocated to Axis 3. The only Member State which has no EAFRD financial allocation to the Axis
3 is Ireland, as this objective is fully implemented using Axis 4 (Leader) measure 413.

Graph 2.4.8 Relative importance of Axis 1 measures per Member States in % within the total
EAFRD contribution allocated to this axis, programming period 2007-2013
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Graph 2.4.9 Relative importance of Axis 2 measures per Member States in % within the total
EAFRD contribution allocated to this axis, programming period 2007-2013
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Graph 2.4.10 Relative importance of Axis 3 measures per Member States in % within the total
EAFRD contribution allocated to this axis, programming period 2007-2013

100% -

80% 1

60% 1

40%

20% A

0%

BE BG CZ DK DE EE [E GR E FR T C LV LT WU H MI N AT P PT RO SI SK F SE WK BUJ27

m 31 Diversification into non-agricultural activities @ 312 Support for business creation and dev. @ 313 Encouragement of tourisma. 0 321Basic services for the economy and r. p.
0322 Village renewal and dev. 0323 Conservationand upgr. Of ther. heritage @ 331 Training and information 0341Skills acquisition, animation ...

46



2.4.5. Overview of the financial implementation of Rural Development Policy 2007-2013
(tables and graphs 4.1.2.1t0 4.1.2.2)

Chapter 4 of this report presents information of the financial implementation of EU Rural
Development Policy for the period 2007-2013 at Member State level, such as:

e The Financial Plans;
o The relative importance of axes within EAFRD contribution;

e The main RD measures of the 2007-2013 programming period. One can notice that in
some cases, EAFRD allocation is concentrated on a very limited nhumber of measures
(e.g. Ireland), while in other, the allocation seems more widespread. It is also worth
looking at the large difference between the most popular measures among the Member
States;

e Comparisons of the financial contribution per axes and for specific measures "511-
Technical assistance" and, if relevant, “611- Complements to direct payments for Bulgaria
and Romania". Graphs show the proportion of EAFRD contribution, of Total Public
Expenditure and of the Private Expenditure at axis level.

The total financial plan for all Rural Development financial instruments of EAFRD amounts to
around 90.9 billion euros over the period 2007-2013.

This report only covers the situation of 2007 as the full set of financial implementation data for
2008 were not yet available. The sum of payment requested amounts to 421.2 million euro until
the end of 2007°*.

The financial implementation of 2007-2013 rural development programming period varies
between axes and measures. Aids granted under Axis 2 very often refer to agri-environment
measures or compensatory allowances for less favoured areas, which are often paid, either on
the basis of ongoing contracts from the previous programming period (agri-environment
payments) or as annual payments with a more or less continuous character. On the contrary,
financing projects under Axis 1 and 3 usually requires a preparatory work to be undertaken by
the managing authority of the programme. This work starts by publishing the conditions for
granting aid under the programmes and receiving claims from potential beneficiaries, and
continues with a selection procedure against selection criteria previously agreed by the
monitoring committee.

It is therefore easy to understand that, until the end of 2007, the rate of execution is the highest
for Axis 2 (81.9%) followed by Axis 1 (15.4%) and Axis 3 (2.2%). For Axis 4 and measure "611 —
Contribution to direct payments (BG and RO)", there are no payments requested in 2007. The
measure "511 — Technical assistance" represents 0.5% of the total. This profile is quite different
of the profile by axes for the whole programming period 2007-2013 (34 %for Axis 1, 44% for Axis
2 and 13% for Axis 3).

Under Axis 4 measure there was no payment requested in 2007. One of the main reasons of low
rate of execution in the case of Axis 3 and 4 measures is that these measures require relatively
high preparatory work, in particular, the Leader approach (improving governance and mobilising
the endogenous development potential of rural areas).

¥ Sum of payment requested (expenditure declared by Member States) in 2007 = 4™ quarter of 2006 and the 2", 3™

and 4" quarters of 2007
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2.4.6. General overview of the IPARD
(tables and graphs 4.2.1.1 t0 4.2.1.4)

The Council Regulation (EC) No 1085/2006 of 17 July 2006 established the IPA, the Instrument
for Pre-Accession Assistance in order to improve the efficiency of the Community's External Aid.
This Assistance is programmed and implemented according to the following components:

Transition Assistance and Institution Building;
Cross-Border Cooperation;

Regional Development;

Human Resources Development;

Rural Development.

The Rural development Component supports the policy development as well as the preparation
for the implementation and management of the Community's common agricultural policy in
Croatia, Turkey and The former Yugoslav Republic of Macedonia (FYROM). In particular, it
contributes to the sustainable adaptation of the agricultural sector and of the rural areas and to
the candidate countries' preparation for the implementation of the “acquis communautaire”
concerning the Common Agricultural Policy and the related policies.

The areas and forms of assistance (axes and measures) under the Rural Development
component are®:

¢ Improving market efficiency and implementation of Community standards (Priority Axis 1);

o Investments in agricultural holdings to restructure and to upgrade to Community
standards;
o Support for the setting-up of producer groups;
o Investments in the processing and marketing of agriculture and fishery products to
restructure those activities and to upgrade them to Community standards.
e Preparatory actions for implementation of the agri-environmental measures and local rural
development strategies (Priority Axis 2);

o Actions to improve the environment and countryside;
o Preparation and implementation of local rural development strategies.
e Development of rural economy (Priority Axis 3);

o Improvement and development of rural infrastructure;
o Diversification and development of rural economic activities;
o Improvement of training.

e Technical assistance.

In principle, public expenditure should not exceed 50% of the total eligible costs of the
investment. However, that ceiling can be raised up to 55% for investments in agricultural
holdings made by young farmers, to 60% for investments in agricultural holdings in mountain
areas, to 65% for investments in agricultural holdings in mountain areas made by young farmers,
for example.

Similarly, the Community contribution should not exceed 75% of the eligible expenditure but this
ceiling can be raised up, for instance, up to 80% for the measures covered by priority axis 2 and
technical assistance.

For the period covered by this report IPARD is existing in Croatia, Turkey and in the former
Yugoslav Republic of Macedonia (FYROM). According to the programming documents the total
EU contribution for the three countries amounts to 424.9 billion euro for the period 2007-2010.
The distribution of this total amount between the countries is the following: Croatia 24%, Turkey
69% and FYROM 7%.

%% Commission Regulation (EC) No 718/2007 of 12 June 2007.

48



Three IPARD programmes were adopted by the Commission in February 2008.

As for the share of EU Contribution between the 3 axes, all the three countries put the emphasis
on improving market efficiency and implementation of Community standards (Axis 1), Croatia
with 66%, Turkey with 71% and the FYROM with 75%, according to the approved programmes.
The relative importance of Axis 3 is between 18% (FYROM) and 30% (Croatia) and then the Axis
2 follows with 1% (Croatia) and 3% (FYROM and Turkey). The EU Contribution of Technical
assistance is the lowest in Turkey (2%) and the highest in the FROM (4%).

IPARD proposes 9 measures. Croatia and Turkey selected 7 measures and the FYROM chose
all of them. Croatia excluded "Support for producer groups"”, "Improvement of training", Turkey
excluded "Improvement of training" and "Improvement and development of rural infrastructure"
as well.

At this stage all the three countries have the approved programming documents and they are
now in the phase of preparation for the accreditation (conferral of the management). Therefore
until now the effective programme implementation such as commitments and payments has not
started yet.
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SECTION 2.5 ANALYSIS OF THE LEVERAGE EFFECT OF RURAL
DEVELOPMENT PROGRAMMES AND MEASURES, 2007-2013
PROGRAMMING PERIOD

2.5.1. National co-financing of Rural Development Policy

The Rural Development Policy is co-financed. The maximum Community co-financing rate (at the
level of the axis as a share of total eligible public expenditure) is fixed at 50% (75% in
Convergence regions) for Axes 1 and 3, at 55% (80% in Convergence regions) for Axes 2 and 4
and at 85% for all axes in outermost regions. It follows that EU support has a leverage effect on
the financing by other national/regional public funds. Furthermore, several measures, mainly of
Axis 1, also require a private contribution. The EU support therefore has also a leverage effect on
private expenditure. This means that by generating public and private co-financing, more
financial resources are available to achieve the objectives of the Common Agricultural Policy.

A higher co-financing rate is necessary in convergence regions of the EU-27, in view to mitigate
their specific structural problems and the possible difficulties of national public budget and private
actors to contribute to the financing of rural development programmes.

Graph 2.5.1: Comparison of average co-financing rates per axis and type of region, programming
period 2007-2013
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For the period 2007-2013, the real public co-financing rate is estimated to be globally around
61% (Table 2.5.1)*,

2.5.2. Methodology

However, since financial plans do not provide an exact distinction of the budget allocation
between convergence and non-convergence regions at measure level’’, and given the differing
the co-financing rates between the two types of regions, it need to be estimated*®.

% Excluding SAPARD, IPARD and national funds supporting rural development under state aids rules that may be

significant. It should be also noted that the analysis on leverage effect is based on the financial plans of
programmes for the period 2007-2013 approved until 25 April 2008.

¥ Financial plans of RD programmes give information on the allocation of EAFRD fund in convergence, non-

convergence and outermost regions per axis and the EAFRD contribution, total public expenditure, private
expenditure and total cost per measure.

% Jtis done by using the distinction between convergence and non-convergence regions given at axis level. For each

measure, the distribution of budget between convergence and non-convergence regions is done using the same
proportion observed at axis level. This method was also applied where modulation or "additional" fund is applicable
(Portugal — Continente).
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Table 2.5.1:  Co-financing rate and leverage effect of EU funds in convergence (CONV), non-
convergence (NCONV) and outermost regions (OUTERM)

EU-15 EU-15 EU-15 EU-10 EU-10 BG+RO TOTAL
CONV | NCONV OUTERM CONV NCONV
EU co-financing rate 68% 46% 67% 77% 51% 80% 61%
Leverage effect: 1€ of 1.47 2.16 1.48 1.30 1.95 1.24 1.63
EU funds = ? € of total
public expenditure

Leverage effect: 1€ of 2.35
EU funds = ? of total
public and private
expenditure

It means that when allocating 1 € of EU funds to RD Policy, the beneficiaries would receive on
average 1.63 € of total public support: 1 € from EU and 0.63 € from national/regional public
funds.

Taking into consideration the private expenditure indicated in financial plans of RD programmes
1 € from EU funds generates on average 2.35 €, namely 1€ from EU, 0.635 € from
national/regional public expenditure and 0.712 € private.

Table 2.5.2 Calculation method (the example below concerns the estimate when only public
expenditure is taken into account under measure "121 - Modernisation of
agricultural holdings™")

EU-15 non convergencerr. EU-10 non convergence r.
EU public expenditure for the measure 1000 € 1000 €
(observed)
EU co-financing rate of the measure 43.91% 50%

Leverage effect (ywthout private 1/43.91%=2.28 1/50%= 2

expenditure)
v v
Total public expenditure for the 1000 € x 2.28= 2 280 € 1000 € x 2=2 000 €
measure (observed)

It is obvious that the leverage effect is higher when the EU co-financing rate is lower: 1 €
of EU funds would generate 2 € (leverage effect = 2) with a co-financing rate of 50% but only 1.3
€ (leverage effect of 1.3) with a co-financing rate of 75%.

2.5.3. Assessment of leverage effect of Rural Development measures in EU-27

As regard to the regional aspects of the leverage effect, it can be seen that both in EU-15 and
EU-10 non-convergence regions, the leverage effect is higher than in convergence /and
outermost/ regions. In addition, for every measure, the average leverage effect is higher in EU-15
than in EU-10 because of the co-financing rate. The reasons for the relatively high difference in
leverage effect between Member States and measures are the difference between the co-
financing rates and between the proportion of private expenditure.
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Graph 2.5.2: Comparison of the leverage effect at axis level in different regions (convergence,
non-convergence and outermost) in the period 2007-2013

O EU-15 Conv
OEU-15 Nconv
E EU-15 Outerm
@ EU-10 Conv
B EU-10 Nconv
O BG+RO

Axis4

The leverage effect is higher when the EU co-financing rate is lower, but the relative importance
of the measure in the EAFRD budget plays also a major role on the final leverage effect (Table
2.5.3)

Table 2.5.3: Example of calculation concerning the measure "121 - Modernisation of agricultural
holdings" taken into account the budget allocation

Germany Spain Hungary
(EU-15, (EU-15, (EU-12
convergence convergence convergence
region) region) region)
(1) Importance of the measure in the o o o
programming (EAFRD) 6.1% 4.8% 26.8%
X X X
(2) Leverage effect of EU public expenditure
on total public expenditure for this 1.33 1.59 1.33
measure
(3) Final leverage effect in budget terms 8.1% 7.6% 35.6%
" T -
4) Addltlona! funqs in % of the EU public 2.0% 2.8% 8.8%
expenditure : (3) — (1)

Table 2.5.3 shows the impact of the financial allocation to "121 — Modernisation of agricultural
holdings™":

o Despite a higher leverage effect at measure level in Spain than in Germany (respectively
1.59 and 1.33), a lower allocation of funds to this measure (4.8% vs. 6.1%) will lead to a
lower total public support for this measure in Spain (7.6% vs. 8.1%);

¢ On the contrary, even with a lower leverage effect at measure level in Hungary than in
Spain (respectively 1.59 and 1.33), the higher importance of this measure in the financial
programming in Hungary (26.8% vs. 4.8% in Spain) will generate more additional funds
(equivalent to 8.8% of EU contribution in Hungary and to 2.8% in Spain).

Therefore, not only the leverage effect plays a crucial role but also the financial allocation to
certain measures. It means that if a Member State has a relatively low leverage effect for a
measure that he considers as important for its rural development objectives, he could
"compensate" this by targeting more financial allocation to this measure.
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Graph 2.5.3: Comparison of the average leverage effect at axis level by Member State,
programming period 2007-2013
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When comparing this assessment with an assessment on the leverage effect of RD measures for
the 2000-2006 period®, the results are slightly different: the average co-financing rate of RD
measures becomes higher (from 55% to 61%) and therefore the average leverage effect of RD
measures was higher in the 2000-2006 period than in the 2007-2013 period.

Besides the changes of aspects of RD policy (new measures, required balance between
objectives of rural development referred to in the Regulation), a key factor is different: the
territorial coverage of the assessment has changed due to the enlargement. As a consequence,
the leverage effects of each measure decreased because more funding is allocated to
convergence regions*® where the co-financing rate is higher.

2.5.4. Assessment of leverage effect of EAFRD measures only related to the new
challenges

In the context of the assessment of the implemented Common Agricultural Policy reforms of
2003, climate change, renewable energies, water management and biodiversity were identified
as crucial new challenges for European agriculture.

This sub-section presents an assessment of the leverage effect of RD measures related to the
new challenges*' and gives an overall comparison at Member State and measure level.

The same methodology and financial database*? has been used as in the previous section with
the following differences:

e Two countries — Bulgaria and Romania - and their funds (EAFRD, public and private
expenditure) were excluded (because they are not subject to modulation).

e Exclusion of Axis 4 and of the "511 - Technical assistance" and "611 — Complement to
direct payments to Bulgaria and Romania" measures.

e The calculations only focuses on the financial data of the measures related to the new
challenges in order to simplify the methodology. With this approach, the number of the
measures of each axis decreased significantly and the importance of each measure in
the EU budget has therefore also changed.

Mainly for measures of Axis 1 and Axis 3 related to the new challenges, the EU support has a
leverage effect not only on national/regional public funds, but also on private expenditure. This
means that by generating public — and private — co-financing, more financial resources are
available to achieve the objectives of the global strategy of the European Community for
combating climate change and the other challenges. Concerning the measures related to the
new challenges for European agriculture for the period 2007-2013, the real public co-financing
rate is estimated to be globally around 59%.

Since the co-financing rate determines the leverage effect, Axis 1 — with measures only related to
the new challenges - has the highest average leverage effect in EU-25 just before Axis 3, taking
into account the private expenditure or not (graph 2.5.4).

%9 Except LEADER and SAPARD measures

0 Almost the whole territory of the 10 New Member States, and the whole territory of Bulgaria and Romania

“1 List of measures: "121 — Modernisation of agricultural holdings", "123 — Adding value to agricultural and forestry

products"”, "125 -Infrastructure related to the development and adaptation...”, "213 — Natura 2000 payments and
payments linked to Dir. 2000/60/EC", "214 — Agri-environment payments", "216 — Non-productive investments",
"221 — First afforestration of agricultural land", "223 — First afforestration of non-agricultural land", "224 — Natura
2000 payments", "225 — Forest environment payments", "226 — Restoring forestry potential...", "311 —
Diversification into non-agricultural a.", "312 — Support for business creation and development", "321 — Basic
services for the economy and rural population” and "323 — Conservation and upgrading of the rural heritage”"

2 Pperiod: 2007-2013, source: financial plans of each programme until 25 April, 2008.
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Graph 2.5.4: Comparison of the average leverage effect per axis (when limiting to the measures
related to the new challenges) in EU-25 in the period 2007-2013 — with and without
private expenditure
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Graph 2.5.5: Comparison of average leverage effect per measures only related to the new
challenges in EU-25 in the period 2007-2013 — with and without private expenditure
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321Basic services for the economy and rural population

323 Conservation and upgrading of the rural heritage
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Among the measures related to the new challenges both with and without taking into
consideration the private expenditure, the measures "121 - Modernisation of agricultural
holdings" and "123 - Adding value to agricultural and forestry products" have the highest average
leverage effect (graph 2.5.5).

It can also be observed that both in EU-15 and EU-10 non-convergence regions, the leverage
effect is higher than in convergence (and outermost) regions and that the average leverage effect
of measures related to the new challenges is higher in EU-15 than in EU-10 because of the
different co-financing rates.

The comparison at measure and Member State level shows that for Axis 1, the two highest
leverage effects are found in Belgium and Luxembourg (graph 2.5.6). For example, the leverage
effect of "121 - Modernisation of agricultural holdings" in Belgium is 333%*.

Within EU-15 and Axis 2 level, the highest leverage effects — with private expenditure - were
observed in Austria, Italy and in United Kingdom. As for the average leverage effect of the
measures of this axis in EU-25, Ireland, Malta, Slovenia and Sweden show results under 50%
both with and without the involvement of private expenditure.

3 Any additional 1€ of EU spending generates 3.33 € in Belgium under co-financing. If private expenditure is taken

into consideration, the result is 15.87 €, which is 1 587% of the initial EU amount.

55



If one focuses on the leverage effect of the measures of Axis 3 in EU-25, one finds that the
highest percentage is in Belgium under the measure "311 - Diversification into non-agricultural
activities". It is also interesting to note that Denmark has the highest leverage effect under the
measure "321 - Basic services for the economy and rural population". In the context of the
priorities connected to the new challenges this measure would encourage the substitution of
fossil fuels with development of infrastructure using biomass as a renewable energy.

Graph 2.5.6: Comparison of average leverage effect of measures only related to the new
challenges in EU-25 in the period 2007-2013 — with and without private expenditure
— per axis
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CHAPTER 3
STATISTICAL DESCRIPTION
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Foreword

1. The following chapter - statistical description - provides tables, maps and graphs

organised by sections:

3.1 Importance of rural areas

3.2 Socio-economic situation in rural areas

3.3 Sectoral economic indicators

3.4 Environment

3.5 Diversification and quality of life in rural areas

3.6 Leader

2. Itis based on the lists of objective- & context-related baseline indicators defined
for the Common Monitoring and Evaluation Framework (CMEF) put in place for the rural
development policy over the 2007-2013 period.

e Initially organised by type (objective-related versus context-related) and
after the four axes defined in EC regulation n°1698/2005, the indicators have been
reallocated by section. A correspondence table between the new order and the CMEF
order is provided in this section.

e Yet the original names have been maintained, the indicators are
presented according the following nomenclature:
- objective xx / Oxx: baseline indicator objective-related n° xx in the CMEF
- context xx / Cxx: baseline indicator context-related n° xx in the CMEF

e The original measurement has been kept as well. Nevertheless, for
analysis needs, it may have been slightly changed for some indicators (mainly relative
value versus absolute number). In such a case, the reference of the indicator appears
into brackets, e.g. (Objective xx) — name of the indicator. Relevant information on
measurement, definition and sources used for each indicator are to be found in the
"Technical Annex" (Annex 3.C), a detailed presentation of the sources being available in
Annex 3.B.

3. For some of the indicators, data are available at regional level, whereas for some
others only data at national level are available.

e In the case of data at national level, (or of data at regional level, when the
focus is not on the rural aspect, but on the sectoral aspect) "summary thematic tables"
are provided, so as to allow an easy comparison between indicators referring to the
same topic (e.g. Food industry indicators). The table is then followed by the relevant
illustrations - graphs in most cases. For the every indicator, graph and table have the
same number.

e As for data at regional level, a description by rural character is provided
for the indicators relating to the following sections:
3.1 Importance of rural areas
3.2 Socio-economic situation in rural areas
3.5 Diversification and quality of life in rural areas
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This means that the following items are presented for each indicator:

- A map showing the indicator value at the most detailed geographical level (NUTS 2 or
3h;

- A "summary table" which presents the results according to the rural character:
Predominantly Rural (PR) / Intermediate Regions (IR) / Predominantly Urban (PU) following the
OECD definition as well as the national value.

This "summary table" is elaborated as follows: for each country, all the NUTS 2 (respectively
NUTS 3) regions are "flagged" according to the OECD methodology (see Box 1.1 in Chapter 1).
For a given indicator, each of these regions has a concrete value. To get the national value for
Predominantly Rural — respectively Intermediate Regions, and Predominantly Urban — we just
have to sum the indicator value for all the regions bearing the flag "PR"- respectively "IR" or
"PU".

For example: at NUTS 2 level, Hungary counts 7 regions, each of which being either Predominantly Rural (PR)
/ Intermediate Regions (IR) / Predominantly Urban (PU). If we consider the population within those regions, we
have:

NUTS2 region OECD Flag | Population
e RN
HU21 IR 11133
HU22 IR 1003.8
HU23 PR 986.5
HU31 IR 1284.5
HU32 PR 1 550.6
HU33 PR 1 363.6

Total = Hungary - 101295

If we now sum for each "category" the population in the NUTS regions flagged with the relevant flag, and
divide it by the country total to get the importance of population in each type of area we have:

1000 inhab. % of total

IR 3 401.6 33.6%
PR 3900.7 27.9%

These values do correspond to the values given in table 3.1.2.2.b for the indicator "Share of Population in rural
areas".

Tables providing results according to the rural character are based on the lowest geographical
breakdown available (NUTS 3 if possible). For some indicators, information is only available at
NUTS 2. To allow the reader to compare results according to the rural character of the areas for
all indicators, tables are also provided at NUTS 2 level even if the information is available at
NUTS 3 level. This presentation also highlights the importance of the geographical precision.
Namely, as shown on maps 3.1.1a & b for indicator Context 1-"Designation of rural areas", the
picture greatly changes whether the OECD definition is applied at NUTS 2 or NUTS 3 level. This
means that for the same indicator and same year, the value for rural or the other OECD types of
areas may significantly change between NUTS 2 and NUTS 3 level. Both values are true, but
the value at NUTS 3 level should be considered as the less distorting. For example, the
percentage of territory (indicator Context 2) in rural areas for EU27 is 52.6% at NUTS 3 level, but
only 36.4% at NUTS 2 level for 2004. For consistency of the analysis, the indicators should be
compared at the same level.

1 NUTS: Nomenclature of territorial units for statistics — See Glossary of Terms & Definitions (Annex 3.A) for more explanations
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areas for EU27 is 52.6% at NUTS 3 level, but only 36.4% at NUTS 2 level for 2004. For
consistency of the analysis, the indicators should be compared at the same level.

For the elaboration of this report, the NUTS classification revised in 2006 which came
into force on 1 January 2008 has been used for the first time?. This new version of
NUTS has affected several countries at different NUTS level (see table at Annex 3.A).
An important number of regional series has not been updated to this change, and the
availability of time series data -especially at NUTS 3 level- has been reduced. In any
case, the regions excluded from the calculations are shown in the summary table of
every indicator constructed from regional data.

-Tables providing the data for every particular NUTS2 and NUTS3 region are to
be found for all the indicators on the CD-ROM and in Annex 3.D for the Lead baseline
indicators. Indicators are then organised after the CMEF order.

4. Where possible and relevant, time series have been elaborated. Depending on
the indicator, a simple growth or an annual average growth rate have been calculated.

- The simple growth is calculated as: value in year T+N — value in year T

- The average annual growth rate measures the compound annual average increase
or reduction, as a percentage, of the variable concerned from a base year (T in the
following equation). It is calculated as:

100 x Anti-Log [Log ((Statistic for year T+N) / (Statistic for year T)) / N] — 100

It should be also noted that concerning economic data expressed in Euros, time series
are calculated at constant price, whereas data for the latest year available are presented
at current prices. As values at constant price are not available at regional level, they
have been estimated using national price index of the corresponding aggregate.

5. Additional warnings concerning the presentation of the data
In this report, the choice has been made to provide as much information as possible to
give a broad overview of the agri-food sector and of the situation of the environment and
of rural areas. Some "difficult" choices have been made in this context that the reader
should be aware of:

e The tables provide information for a "central year" at EU-27 level, i.e. the
most recent year for which data were available for most of the Member States. In some
cases, data are provided for a different year for some Member States or regions.

e For some indicators, information comes from different sources at national
and at regional level. Very often the updates or revisions/corrections of the data are not
made at the same time in the national and in the regional series. This may explain why
occasionally the sum of the regions does not correspond to the national figure. Indeed,
when different sources are used, the national results provided in the tables are based on
the series at national level (rather than on the sum of the regional data from regional
statistics).

e In some cases, data are not available for some regions of a Member
State. In spite of that, it has been decided, when the effect was considered as limited, to
provide tables according to the rural character of regions based on the data available. In
some cases (different years at national and regional level, large discrepancies reflecting
differences in updates, not homogeneous coverage at national and regional level, etc)

2 See Regulation No 176/2008 of the European Parliament and of the Council 20 February 2008.
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the national summary based on the regional results is also provided to allow evaluating
the difference with the national figure.

6. The following documents are also available
- Correspondence table between the NUTS level and the national administrative
units
- Correspondence table between country codes and country names
- Localisation maps of the NUTS codes by country, at NUTS 2 & NUTS 3 level
(CD ROM)
- Glossary of terms: Annex 3.A

64



Indicators for Rural Development report

Section CMEF Indicator N° Measurement
C1 |Designation of rural areas 3.1.1 Designation of rural areas with OECD methodology
C2 |Importance of rural areas 3.1.2.1 % territory in rural areas
3.1 Importance of 3.1.2.2 |% population in rural areas
rural areas
3.1.2.3 [|% GVAin rural areas
3.1.2.4 |% employment in rural areas
C17 |Population density 3.21 Population density
C18 |Age structure 3.