1. MAIN TRENDS IN THE EU AGRICULTURE

The contribution of the agriculture to EU GDP has felt from 3,3% in 1980 to 2,4% in
1990 and 1,6% in 1997. This decline reflects the drop of the total income of the
agricultural branch, which in the 90s has only increased during three exceptional years of
growth (1993-1995).

Though agriculture labour force has been declining everywhere in Europe, it has to be
remarked the sharp slow down in the reduction in agricultural labour recorded since the
implementation of the CAP reform, with a noticeable increase in Spain and the
Netherlands for a second successive year in 1998.

However, since the rate of fall in labour has been higher than that occurred in total
agricultural income, the income per labour unit in agriculture has been increasing since
1980 (graph 1.1).

Graph 1.1 Trends in agricultural net real value added at factor cost, labour
and income per labour unit in the European Union (1985=100) [1985-1998]
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Source: our calculation - Eurostat data

Wide differences in agricultural income per labour unit still exist across Member States;
but these differences appear to have declined over the last 20 years. Some countries
recorded a significant improvement in their relative position, particularly Denmark;
whereas Italy, Sweden the United Kingdom, the Netherlands and Belgium have seen their
position deteriorated. Spain has reached income level in line with the european average
level. The other cohesion countries, Greece, Ireland and Portugal are moving towards the
EU average; but the last country still presents income levels which are largely below the
EU average (graphl.2).



Graph 1.2 Deviation in the level of agricultural income in Member
States from the EU average in 1979-1981, 1989-91 and 1996-98
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Despite the important improvements in agricultural income, it should be noted that
income generated by agricultural activity still lags behind that generated in other sectors
of the economy in most EU Member States. In Denmark, income per labour unit
produced by agricultural activity is not below the national average. In Netherlands,
agricultural incomes are reaching those of the other sectors, but also in other countries it
seems that the gap has declined; whereas in UK, Belgium, Finland and Sweden,
agriculture has been loosing in relative terms (graphl.3).

Graph 1.3 Agricultural income per labour unit in the Member States in relation
to the total economy [total economy=100]
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Note:
Ratio of the gross value added at factor cost per AWU as percentage of the gross domestic product at factor cost per occupied person

Source : our calculation - Eurostat data



Considering subsidies in agricultural incomes

Subsidies provided by the European Union and National Governments affect significantly
the level of agricultural income. We have several income indicators and not all of them
are calculated by considering subsidies. If we use the Gross Value Added at Market
Prices (GVAmp), we focus on the receipts deriving from farming when agricultural
commodities are sold at market prices. Subsidies are paid to farmers to integrate the
receipts received through market transaction. Since we want to consider subsidies in
agricultural incomes, we have to introduce another parameter: the Value Added at Factor
Cost. The Gross Value Added at Factor Cost (GVAfc) is calculated by deducting taxes
linked to production from the Gross Value Added at Market Prices, and then adding
subsidies. When we deduct depreciation costs from the GV Afc; we obtain the Net Value
Added at Factor Cost (NVAfc).

In table 1.1, we can observe that the importance of agriculture in the total economy is
always higher when measured through the Value Added at Factor Cost. This is due to the
massive presence of public support in farming.

Table 1.1 Part of agriculture in the total economy [1996]

Part of agriculture in  Part of agriculture in total
total Value Added at Value Added at Factor Cost

Market Prices (%) (%)
EU-15 1,7 2,5
Belgium 1,1 1.4
Denmark 2,5 3,4
Germany 0,8 1,2
Greece 6,7 9,4
Spain 3,5 4.7
France 2,0 2,9
Ireland 4,2 6,6
Italy 2,7 3,5
Luxembourg 0,7 1,2
Netherlands 2,8 3,0
Austria 1,0 2,1
Portugal 2,9 4,0
Finland 0,8 3,1
Sweden 0,5 0,9
UK 0,8 1,4

Source : our calculations - Eurostat data

In 1998 subsidies represented 28,6% of agricultural income on average in the EU and
their share has been increasing. The growing role of subsidies in the composition and the
development of agricultural income - they only represented 5% and 15% of agricultural
income in 1980 and 1990 respectively - reflects the partial shift in the support of the
agricultural sector from market price support towards more direct income payments
brought about by the 1992 CAP reform (graph 1.4). This has generally contributed to
ensure the consolidation of agricultural income and the reduction in its variability.



Graph 1.4 Trend in subsidies (net of taxes) received by the agricultural sector in 1985 constant
values [1980-1998]
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Source : our calculations - Eurostat data

The contribution of subsidies to income is much higher in some countries and weaker in
others. For example, in Finland, Austria and Sweden, subsidies still play a great role as
we can deduct from graph 1.5. Among the cohesion countries, Ireland exhibits the highest
share of subsidies in total agricultural income, whilst Portugal presents the lowest levels.

Graph 1.5 Share of subsidies in agricultural incomes in 1998 by Member State
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Source: our calculations - Eurostat

Is agriculture still positively correlated with low development?

At regional level, agriculture still covers up to 20% of the labour force in many regions.
In Southern Europe, we have the very highest dependence on agriculture, whilst the
lowest shares of agricultural employment are recorded in metropolitan and industrial
areas (map 1.1).
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The relationship between per capita GDP and share of agricultural employment for the
EU regions is negative. In graph 1.4, the curve representing the scatter diagram has a
negative slope which declines at a decreasing rate, that is to say people are more willing
to leave the primary sector when per capita GDP is relatively lower.

Graph 1.6 Relationship between per capita GDP (EU15=100) and share of agricultural
employment across EU regions [1996]
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Source : our calculation - Eurostat data

On the other hand, we do not observe a clear trend of migration from regions with high
share of agricultural employment. The correlation coefficient between population change
and importance of agriculture in total employment is hardly —0,1. However, it is
remarkable that 8 out of the 15 regions, with the most negative levels of population
change between 1986 and 1996, have a share in agriculture employment higher than 10%.
On the contrary, some greek regions, having a per capita GDP below the EU average and
significant agricultural employment shares, have also increased their population, ranking
among the 15 regions with the most positive levels of population change (table1.2).

Table 1.2a The 15 EU regions with the most positive Table 1.2b The 15 EU regions with the most negative
population change from 1986 to 1996; shares of population change from 1986 to 1996; shares of agricultural
agricultural employment (1996) employment (1996)

Population change [% % of agricultural Population change [% %eor;ZE:;(r;\l::rljtral

variation, '86-96]  employment (1996) variation, '86-96] (1996)

Berlin 6,4 0,7 Sachsen-Anhalt -1 3,6
Flevoland 43 5,6 Sachsen -1 29
Sterea Ellada 1,8 26,2 Alentejo -0,9 12,8
Peloponnisos 1,3 36,6 Thiringen -0,8 3,7
Brabant Wallon 1,3 21 Mecklenburg-Vorpommem -0,7 6,7
Utrecht 1,3 1,7 Principado de Asturias -0,6 10,7
Ipeiros 1,2 23,6 Liguria -0,6 3
Niederbayern 12 6,1 Voreio Aigaio -0,5 15,8
Tulringen 1,2 3,6 Castillay Ledn -0,5 13
Detmold 1,2 35 Centro (P) -04 26,5
Luxembourg 1,2 2,9 Extremadura -0,4 16,6
Notio Aigaio 11 8 Brandenburg -04 43
Weser-Ems 11 57 Calabria -0,3 18,6
Salzburg 11 52 Aragon -0,3 10,1
Schwaben 11 46 Région Bruxelles-capitale -0,3 0,2

Source: our elaboration - Eurostat data



The localisation of the value of EU agricultural production is not directly correlated with
the incidence of agriculture in regional total employment. Indeed; many rich areas (for
example, Lombardia, Bavaria, Niedersachsen, Veneto, West-Nederland, Vlaams Gewest)
present considerable levels of agricultural production, even if they have low shares of
agricultural employment.

As a result, the EU agricultural production is mainly concentrated in more developed
countries and regions, with some significant areas of production also in southern Europe,
mainly we refer to some Spanish regions and some Southern Italy regions. Over time, the
agriculture in Spain has developed more rapidly than in the other mediterranean regions.

Andalucia is the region with the highest share in EU agricultural Value Added at Market
Prices, but with a per capita GDP equal to only 57% of EU15 average level; on the other
side, we have rich regions where agriculture is nearly insignificant (for example, Bremen,
Hamburg).

A detailed analysis of the regional dimension of the CAP will be provided in following
sections. In chapter 3, we will examine the relationship between CAP support and
performance of regional agriculture; in chapter 4 we will look at the elements of
concentration of final agricultural production by product. In chapter 5, we will evaluate
the overall impact of the CAP for each EU region, taken as a whole, and for the
agricultural sector of each EU region.
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