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Abstract

The decoupling of direct payments, caused by tlrednction of the Single Payment
Scheme (SPS), has generated an incentive for fartoetecrease the production of cereals,
oilseeds and protein crops (COP) and (becauseeofetiorm of sugar CMO) sugar beet. In
some cases, this has also provided a strong enoaghtive for farmers to let some of the
available land uncultivated in the years immediatellowing the introduction of the SPS.

However, in the last few years, cereal prices tshagply increased under the pressure
of a growing world demand. Under this situatiore 88U Commission has abrogated the set
aside requirement allowing the cultivation on i#led. In this way the Commission intends to
allow EU farmers to take advantage of the new ntackaditions and to stabilise cereal
market.

This paper aims at assessing how much the abrogaftiset aside requirement can be
effective in increasing cereal production. Thisn a trivial question given that in some
farms the introduction of SPS has also resultesbme of the land previously cultivated (i.e.
not set aside) to be left uncultivated. Under tisumstance, the set aside constraint could be
not binding and, therefore, its abrogation may mesult in an increase of production. The
second aim of the paper is to evaluate to whatnéxitereases of cereal prices could foster
cereal production and reduce the amount of un@aiéwv land.

The analysis has been carried out on a sample @fi\Ffarms of three study areas
located in two regions of Italy (Emilia Romagna avieneto) using Positive Mathematical
Programming (PMP) models.

The analysis has shown that the decoupling of tipsyments generates a not
negligible decrease of COP production and pushes darmers to let a limited amount of
land uncultivated. Therefore, the abrogation ofastle requirement per-se increases cereal
production, but this increase is not in all cases/welevant. The increases of cereal prices
could be more effective than the abrogation of astle requirement in increasing cereal
production. The combination of both considereddexcts expected to revert the decline of
cereal production experienced in the considerendafter the introduction of the SPS even
if the magnitude of this effect is strongly affettey the level of cereal prices.

Keywords: CAP, Decoupling, Set Aside, Cereal Prices, PMPmieas behaviour.

JEL Classification: Q10, Q18.



Introduction

The decoupling of direct payments, caused byirttreduction of the Single Payment
Scheme (SPS), has generated an incentive for fartoetecrease the production of cereals,
oilseeds and protein crops (COP) and (becauseeofetorm of sugar CMO and fruit and
vegetable CMO) sugar beet and vegetables. In s@®escthis has also provided a strong
enough incentive for farmers to let some of theilakke land uncultivated in the years
immediately following the introduction of the SPS.

However, in the last few years, cereal prices Isgeply increased under the pressure
of a growing world demand. Under this situatiore 88U Commission has abrogated the set
aside requirement allowing the cultivation on ilded. In this way the Commission intends to
allow EU farmers to take advantage of the new ntackaditions and to stabilise cereal
market.

This paper aims first at assessing how much thegaltion of set aside requirement
can be effective in increasing cereal productionisTis not a trivial question given that in
some farms the introduction of SPS has also raesuiteome of the land previously cultivated
(i.,e. not set aside) to be left uncultivated. Untles circumstance, the set aside constraint
could be not binding and, therefore, its abrogati@y not result in an increase of production.
The second aim of the paper is to evaluate to wktdnt increases of cereal prices could
foster cereal production and reduce the amounnotiltivated land. The third objective is to
analyse how the impact of the abrogation of seteasgquirement could differ under different
cereal price levels.

The analysis has been carried out on a sample F&IDNs located in two regions of
Italy (Emilia Romagna and Veneto) by means of Rasivlathematical Programming (PMP)
models. The sample has been stratified to takedntmunt of likely different behaviour of
farmers running small, medium and large farms. pbdormed simulations refer to: the
introduction of SPS and reforms of other CMOs; #teogation of set aside requirement;
increases of cereal prices without and with thegdion of set aside requirement.

Next paragraph recalls the evolution of cerealgwim the recent past; paragraph 3
provides information on the programming models, #eected farm samples, and the
simulation scenarios. Paragraph 4 describes simonlagsults while the last paragraph draws
some final conclusions on these results.

Background

In November 2007 the European Commission has addie document “Health
Check of the CAP Reform”. The aim is to complete decoupling of direct payments and to
reinforce modulation, to semplify the SPS by introdg the regionalization and the
minimum requirements for the access to direct paymelhe proposal for abrogation of the
set aside requirement as well as of cereal intéimefits in this framework.



The rationale for the set aside abrogation derik@®s the increasing demand of cereals (for
food, animal feeding and biofuels) that has takewein the last years (Tangermann, 2008).

The evolution of world market for cereals has hadnapact on cereal prices in Italy,
too. Figure 1 depicts the evolution of price indexar all crop products and for cereal in the
recent years (ISTAT).

Figure 1 - Evolution of price indexes for cerealsrad all crops products in Italy (2003-2007)
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Source: elaboration on ISTAT data.

This shows that the level of cereal prices, in cangon with the price index for all

crop products, has been relatively stable up teetiteof 2006 but has raised steadily in 2007.
This evolution has surely increased the relativdifability to grow cereals in the Italian farm
sector: the evolution of the ratio between thegnaexes for cereal and for all crop products
provides a mean to measure how strong this phenamieas been. Between 2003 and 2007
(yearly averages) this ratio has increased by 29H8wever, the data shows that the increase
of cereal prices has been even stronger in thenddbsof the 2007: in facts, from 2003 to the
second half of 2007 the price index ratio has iaseel by 47.7%.

There is no consensus on at what level cereal pridé stay in the future. Therefore,
the simulations performed by means of the farm Pidtlels consider the hypothesis of
relative increases of cereal prices of 30 and 5@¥h fbaseline levels i.e. similar in magnitude
to the ones observed in the recent past.



Material and methods.

The analysis is conducted by means of farm Positilghematical Programming
(PMP) models.

The PMP has been developed in the 90’s (Paris3;196witt, 1995; Arfini and Paris,
1995; Paris and Howitt, 1998) and it has been Igrgilized for agricultural policy analysis
in Europe (Heckeleet al, 1997, 2000; Parist al, 2000; Arfiniet al, 2003; Buysset al,
2005a, 2005b).

Despite this large utilization of PMP models, itmgportant to highlight some limits of
this methodology in order to consider correctly tdi#ained results. These models refer to
short-term conditions, thus they give quite conaeve results especially in case of large
changes of the market or policy framework. Anotlveit is that these models represent only
the evolution of the supply structure. For thiss@ait is necessary to assume exogenous price
conditions. Furthermore, it is not possible to i@ activities which are not part of the
baseline situation in these models even if thesPand Arfini approach has permitted to
increase the choice set within a homogenous grdufarms. In the empirical analysis
presented here, the introduction of the SPS repteserelevant change, therefore it is likely
that the utilised approach underestimates thedfitee real adjustment shown by the farms in
the post-reform periods

These models have been developed by using the agpnroposed by Paris and
Arfini (2000) and also used by Severini and ValRO({7). Therefore, the programming
models used for the simulations include in theieotive functions quadratic cost functions
recovered by using the Maximum Entropy approachld@et al, 1996; Pariset al, 1998).
This methodology derives from the theories of matical programming duality and
production cost.

Differently from the Paris and Arfini approach,tms model the set aside constraint is
also considered in the first step of PMP. The measstoreseen by SPS and sugar and fruit
and vegetable CMO reforms have been introducetidmtodels realised on the basis of the
pre-reform data (2003). Afterwards, the simulatiscenarios considering the set aside
abrogation and the increase of cereal prices haea hnalysed using this last version of the
model.

For each representative macro-farm (sum of a godlywmmogenous farms), the model
has the following quadratic objective functfon

(1) max m = (p' x+sh+uevhsp-%x Qx —cgaecdhgaec- mod)

! The analysis has been carried out when there stéf not available farm data referring to thessafter the
introduction of SPS.
2 Simbols inbold refer to vectors or matrixes; other symbols rédescalars.



where:

7 farm gross margin (€);
p vector of average prices of the j activifi§sx 1 dimension) (€/t);
X vector of the productions (j x 1) (t);
S vector of the aids coupled with land use (jx1)égf
h vector of lands cultivated with different cropx (1) (ha);
uev unitary entitlement value (€/ha);
hsp land considered for the single payment (ha);
Q matrix of the quadratic cost function coefficie(jts j) (€, €/t, €/f);
cgaec unitary cost for good agricultural and envimental practices (€/ha);
hgaec uncultivated land following good agricultumatl environmental practices (ha);
mod modulated aids (€).
Function (1) is subject to the following constraint
(2) Ax+hse<LAND land availability
(3) Dx=h balance between productions and cultivated areas
(4)  hse=hse set-aside
(5) hsp< Heleg [h availability of eligible land
(6) hsp< EntA\ entitlement availability
(7) aid < aid1+ aid2 aids within and over modulation threshold
(8) aidl< trest modulation threshold
9) moc = aid2[ modi definition of modulated aids
(10)  Xpee [YSUC< Qg ¢ sugar quota
where:
A vector of crop yields inverse (j x 1) (ha/t);
hse set aside land (scalar) (ha);
LAND availability of land for crops (scalar) (ha);
D matrix where yields inverse are inserted in ttegdnal (j x j) (ha/t);
hse set aside land according to the number of withdfantitlements (scalar) (ha);
% The models consider 20 crops for Veneto Regjon 1, ..., 20 wheat, durum wheat, maize, barley, millet,

rapeseed, sunflower, soybean, pea, sugar beeffaalfgassland, tomato, salad, garlic, watermelmejon,
shallot, asparagus, pumpkin, set-aside). For th#éi&Romagna Region the crops are 26 (, ..., 26 wheat,
durum wheat, maize, barley, sorghum, rice, sunflpweybean, sugar beet, alfalfa, grassland, grassiaw,
potato, tomato, salad, garlic, watermelon, shatiatrot, cabbage, onion, bean, fennel, bean, cetenyrgette,
set-aside).



Helec vector which identifies crop eligibility to be assate with entitlements (j x 1);

EntA\ available entitlements (scalar) (ha);

aid pre-modulation aids (€);

aidl aids within the threshold and not subject to matioh (€);
aidz aids over the threshold and subject to modulg&dn
modi modulation rate (0,05);

Xpee amount of sugar beets produced by the macrofgrm

YSUC beet processing output in sugar (t sugar/t sheetf;

Qsue guota of sugar assigned to the macro-farm (t).

Models have been developed on a sample of 133 |canelasugar beet producing
FADN farms of three study areas located in Emilanfagna (hilly and plain areas) and
Veneto. The samples have been chosen consideripganms belonging to Type of Farming
13 (specialist cereals, oilseeds and protein crapd)14 (general field cropping). The sample
has been stratified to take into account of likdijerent behaviour of farmers running small,
medium and large farms. Therefore, a total of éhfanodels have been developed and used
for the simulations (Table 1). Only land cultivatedth field crops has been considered.
Permanent crops and livestock have been excludadrenpresent, since they are not be
object of a short term planning.

Table 1 - Size of FADN samples in the different ages of study

Small Medium Large
(n. of farms) (0-20 ha) (20-50 ha) (> 50 ha)
Veneto Plain area 20 12 18
Emilia Romagna Plain area 16 26 25
Emilia Romagna Hilly area 5 3 8

Source: elaboration on FADN data (2003).

The sample farms are strongly specialised in C@Pscand sugar beet and they show
a low level of crop pattern differentiation (Tal®2¢. This is especially true in the case of
Veneto model where four crops (wheat, maize, saylaea sugar beet) use about 90% of the
UAA. In these farms about 70% of the land is usadGOP crops, while the 20% for sugar
beet (Table 2). Forage and vegetable crops represén 0,7% of the cultivated area. The

* Value obtained multiplying the ratio between FABNgar beet prices and the average national priciey
average coefficient of sugar output.



main cereals are maize (27%) and wheat (16%). dlss quite relevant the land cultivated
with soybean (27%).

The Emilia Romagna model farms (hilly and plainaaijeare less specialised because
more relevance is given to vegetable and forag@scr&ugar beet use the 14% of the
cultivated land (less than in the Veneto modeldekd, in these farms rice, forage and
vegetable crops cover a greater area than in Emitidels. The main cereals are maize and
wheat.

Table 2 - Crop patterns and economic results in thbaseline situation in the farm samples

Crop patterns Economic results

> - -

(% on field ;rOppmg UAA Em. Rom. Veneto (.000 €) Em. Rom. Veneto
Set aside 6,6 7,7 Total Production Value 19.605 9.024
COP 71,6 71,3 - cereals (%) 60,6 41,1

- cereals 63,1 43,5 - oilseeds & proteic (%) 4,1 19,6
- oilseeds & proteic 8,6 27,8 - sugar beet (%) 23,0 338,
Forage crops 5,7 0,6 Total costs/Reve(ag 44,9 35,2
Sugar beet 13,7 20,3 Total aids/Reve o 22,5 25,8
Vegetables 2,5 0,1 Total aids/Gh) 40,8 39,8
Cultivated land Unitary production value
(hafarm) 1911 156,8 (€/ha UAA) 1.236 1.151

"~ Revenue = Total Production value and total diraicts.
Source: elaboration on FADN data (2003).

Economic data also show this high specialisatiotheffarms (Table 2): in the plain
Veneto area about 61% of revenues is generatedd#®y €ops, while the 38% of it by sugar
beet. Instead, in the Emilia Romagna Region, dueide cultivation, these values are
respectively 65% and 23%.

In the Veneto sample the direct aids represent28% of the total income, while
variable costs the 35%. In the Emilia Romagna Regids are less influent (22%); indeed, in
these farms there are higher unitary revenues Bssvhigher unitary variable costs. For this
reason Veneto Region has a higher land unitarysgnuargin, whereas the farms of Emilia
Romagna have a higher unitary production value |€raj

The models have been calibrated using 2003 @&asel{ne). The first simulation has
simulated the impact of the introduction of the giénPayment Scheme considering the
decoupling of direct payments and other measurels as modulation and cross-compliance
on uncultivated landM TR scenario). Product and factor prices have beendepie original
2003 level to account only for the change of th&tey of payment. Furthermore, to account
for the reform of Common Market Organizations fogar and fruit and vegetables additional
scenario is consideredPdst-Reform scenario). This scenario considers a decreasegars



beet prices and the introduction of compensatorgctiipayments as expected after the
transitional period of the reform, and to accowntthe reform of CMO fruit and vegetable
this scenario considers a decrease of the pri¢enoéto for transformation, the introduction
of the compensatory direct payment for this crog tne abrogation of the art. 51 constraint
as expected at the end of the transition pefragt(Reform scenario).

The post reform resultdTR andPost Reform scenarios) have been compared to the
2003 condition to underline the effect of the cdesed reforms. Particular emphasis is given
to changes in crop patterns to show their effectenms of decreasing cereal and COP
production and of leaving some land uncultivatelde post reform condition has provided a
new baselineRost Reform scenario) to show the impact of the two factorssagred in this
paper: the abrogation of set aside requirementh@itSet Asidescenario) and the increase
of cereal prices. Regarding cereal prices, twativeagrice increases have been considered:
30% and 50% Gereal Price Increases: 30% and 508tenarios). The impact of these
increases has been considered without and witlséh@side requirement. In this way it is
possible to show the different impact of the abtimgeof set aside under different cereal price
conditions.

Simulation results’
Evolution from Baseline to post-reform conditions

In the Emilia Romagna models the MTR reform detessia strong decrease of COP
crops, especially cereals, oilseeds and protejscfdable 3). Sugar beet (within the available
guota) and forage crops slightly increases butraddi0% of the UAA remains uncultivated.

Also, in the Veneto models the MTR reform determimestrong decrease of COP
crops. The areas not cultivated with COP are swibati by sugar beet, forage and vegetable
crops. In this case no land is left uncultivated.

In both farm groups the CMO sugar and fruit & vedp¢ reforms lead to a cut of the
area cultivated with sugar beet (-22,5% in Emiliardgna and -15,7% in Veneto). This
decrease allows a little recover of COP: in congmariwith the baseline situation in the
Emilia Romagna models the decline is reduced ts tban 5% (in particular rice and
soybean), while in the Veneto models there is anegse of the COP crops (+2,3%). In the
Emilia Romagna models it is possible to notice duotion of the vegetable crops, in
particular tomato for processing.

In the Emilia Romagna models, the reduction ofdheas cultivated with sugar beet
and tomatoes determines a decrease of the undattivands from 10 to 5% of the UAA
intended for herbaceous crops. On the contraryeneto the reduction of the sugar beet
leads to the introduction of a small amount of uticated land. In general terms, it can be
stated that the increased availability of titleba@ +21% in Emilia Romagna and +26% in

® The shown results refer to the sum of all modéksash region.



Veneto) and their greater value, orient the choafdarmers towards cereals and oilseeds and

proteic crops.

Table 3 — Crop patterns under post-reform scenarias

Emilia Romagna

Veneto

(ha) Var. % on Baseline (ha) Var. % on Baseline
Baseline MTR? Post Baseline MTR? Post
Reform~ Reform~
COP 11.359 -15,3 -4,4 5.591 -7,8 2,3
- cereals 10.003 -14,9 -5,1 3.411 -6,0 3,0
- oilseeds & proteic 1.357 -18,3 0,7 2.180 -10,7 11
Forage crops 897 7,4 22,1 47 155,4 160,1
Sugar beet 2.170 7,5 -22,5 1.592 22,3 -15,7
Vegetables 394 1,2 -15,0 8 139,0 494
Field cropping land 14.820 -10,2 -5,7 7.239 - -0,6
Set aside 1.040 - - 604 - -
Uncultivated land% su UAA) 0,0 9,5 5,4 0,0 - 0,6
Total field cropping land 15.859 - - 7.842 - -
Uncult. with GAEC(ha)™ - - 24 - - -
Uncult. without GAECha)» - 1.507 828 - - 44

A MTR scenario includes SFP measures and the Creform. Post-Reform scenario includes also #ierm of
sugar and fruit and vegetables CMOs.

M GAEC = Good Agricultural and Ecological Conditions.
Source: elaboration on FADN data (2003). Estimatasied out by PMP models.

In the Emilia Romagna models the considered redatatermine a clear contraction of
both production value and production costs (tablélfiis is due to the reduction of the areas
cultivated with cereals, sugar beet and vegetalles¢ to the decrease of the sugar beet price
associated the CMO sugar reform and, above allth& decision to leave some land
uncultivated. On the other hand, the value of dieéds increase. Therefore, the impact on the
farm gross margins is quite small. Anyhow, it igoontant to highlight a relevant increase of
the gross margin net of the direct aids and of dhstained price of sugar beet (GM net
DA&P)®, which determines a market re-orientation of thesidered farms.

Also in the Veneto models both production valud aasts decrease, but less than in
Emilia Romagna since there are not uncultivatedsaréhe value of direct aids increases but,
differently than in Emilia Romagna, the impact @mnh gross margins is severely negative

® This gross margin does not account for the diaéd$ and for that portion of sugar beet (and aise in the
case of Emilia Romagna) derived from price policiEgis can be considered a rough estimation ofstieal
profitability of the farming activities as indicatdy the Policy Analysis Matrix (Monke and Pearst®89).
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because of the high production costs. Finally, éhisr a lower market re-orientation in
comparison with that observed in the Emilia’s medel

In conclusion, the analysis suggests that in thesidered relatively homogeneous
productive systems, farm behaviour consists in miing the production costs and in taking
complete advantage of the available entitlementsis Talso results in a process of
extensification proven by the decreasing valuthefunitary total production observed in the
post reform scenarios.

Table 4 — Farm economic results under post-reformcgnarios.

Emilia Romagna Veneto
(.000 €) Var. % on Baseline (.000 €) Var. % on Baseline
Baseline MTR? Post Baseline MTR? Post
Reform» Reform~
Total production value 19.605 -10,3 -18,0 9.024 5,7 -16,4
- cereals (%) 60,6 54,6 66,6 41,1 36,8 50,9
- oilseeds & proteic (%) 4,1 3,8 51 19,6 16,6 23,7
- sugar beet (%) 23,0 27,5 13,0 38,3 44,2 23,2
Total direct aids 5.688 19,9 43,1 3.131 -2,8 27,8
- coupled comp. (%) 100 23,7 18,3 100 8,3 10,4
Modulation(% on tot. aids) 0 4,73 4,75 0 4,63 4,69
Net total direst aids 5.688 14,3 36,3 3.131 -7,3 21,9
Total costs 11.353 -15,7 -13,8 4.282 9,3 -4,2
Gross Margin (GM) 13.939 4,2 0,8 7.872 -14 -7,8
GM net of direct aids 8.252 -2,8 -23,7 4,742 25 -27,5
GM net of DA&P 5.869 3,7 7,2 3.361 -5,6 2,4
Economic inde Economic inde
Unit. Prod. Valug€/ha UAA) 1.236 1.109 1.014 1.151 1.217 962
Tot. aids/Prod. Value & Tot. dir. aid%) 22,5 27,9 33,6 25,8 24,2 34,7
Total aids/GM(%) 40,8 47,0 57,9 39,8 39,2 55,2

N MTR scenario includes SFP measures and the CleEDrefform.. Post-Reform scenario includes alsaéierm of sugar and fruit
and vegetables CMOs.

"M GM net of DA&P: gross margin net of direct aasd price support for rice and sugar beet.
Source: elaboration on FADN data (2003). Estima@sied out by PMP models.

Abrogation of set aside under baseline price conditions

The exclusion of the set aside constraWiitious SAscenario) causes different effects
in the farm models of the two studied regions.

In the Emilia Romagna models, this makes availatleut 1,000 hectares of land.
Anyhow, under the price conditions of the pre-rafaituation, only a small amount of this
area is actually cultivated. Indeed, the totahareltivated increases of a little bit more than
1% (Table 5). This raise regards exclusively cearealkluding rice, oilseed crops (soybean)
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and sugar beet. The other land released from thexssde remains uncultivated even if
respecting the good agricultural and environmeotaiditions (GAEC) needed to obtain the
entittements. The economic impact is positive, laxtremely limited. Indeed, gross
production and coupled direct aids slightly incesasut at the same time production costs
increases, too (Table 6).

On the contrary, in the Veneto models all landaséel from set aside is reutilized
growing COP, forage crops and sugar beet (the ptoducultivated area increases of about
8%) (Table 5). This situation determines a conststaise of both gross production and
production costs, which leads to a slight increzgbe gross margins (Table 6).

Table 5 - Simulation results. Crop patterns.

Emilia Romagna Veneto

(ha) Var. % on post-riform scenario (ha) Var. % on post-riform scenario

Cereal price increases Cereal price increases

Post With SA Without SA Post with SA Without SA
~ Wi/oSA ~ W/oSA
Reform 30% 50%  30%  50% Reform 30% 50%  30%  50%
COP 10.857 1,2 9,1 12,8 12,0 20,4 5.718 8,8 3,2 4,9 11,7 13,3
- cereals 9.491 15 13,1 19,7 16,1 26,9 3.514 6,7 14,7 239 721 311
- 0il. & proteic 1.366 -0,4 -18,5 -35,2 -16,7 -24,8 2.204 2,2 -15,3 -25,4 -4,2 -15,1
Forage crops 1.095 -0,2 -12,1 -21,7 -10,4 -16,4 123 311 6 -9,-17,6 24,6 18,8
Sugar beet 1.682 1,1 -9,7 -17,6 -6,9 -11,9 1.343 4.4 9,6 ,4-16 -4,6 -11,1
Vegetables 335 -0,1 -3.4 -5,8 -2,5 -4,0 12 13,9 33,9 37,4 93,127,0
Field cropping land 13.968 1,1 4,9 6,0 7,6 13,0 7.194 8,4 6 0, 0,6 9,0 9,0
Set aside 1.040 -100,0 - - -100,0 -100,0 604 -100,0 -100;000,0
Uncultivated land
(% su UAA) 5,4 11,0 11 0,1 52 0,4 0,6 0,6
Total field 15.859 7.842
cropping land
Uncult. with
GAEC (hay™ 24 867
Uncult. Without
GAEC (hay™ 828 876 170 11 828 69 44 44

~ Post-Reform scenario includes SFP measure, th® @b reform andthe reform of sugar and fruit arefjetables CMOs.

M GAEC = Good Agricultural and Ecological Conditions.
Source: elaboration on FADN data (2003). Estimatsied out by PMP models.

On the whole, the impact of the removing the sédeasonstraint results, in both
regions, extremely limited in terms of economicuites In the Veneto region an increase of
some crops, including cereals, is shown. In the [lBmriRomagna region, current price
conditions prevent the cultivation of the areasaskd from the set aside, showing how these
farm models seem to have a greater level of riggslrend a scarce re-organization attitude

than in the Veneto’s farms.

Cereal priceincreases
In the Emilia Romagna models, a 30% increase inctreal prices determines the
immediate cultivation a large share of the area thathe post reform conditions was
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uncultivated (Table 5). This area is utilized tdaege cereals cultivation. To this destination

is also assigned part of the land previously cated with forage, oil seed, vegetable crops
and sugar beet. A 50% increase of cereal pricesmatates almost the total disappearance of
uncultivated areas (with the exception of compuylsset aside). In this setting the area

cultivated with cereals significantly overcomesoaise pre-reform levels.

In the Veneto models the cereal prices increas#sléa an expansion of these crops,
which subtracts land to oil seed, forage crops sunghr beet. In respect to the pre-reform

situation, the area assigned to cereals increases8% to 28% for the two considered price
raises (table 5).

Table 6 - Simulation results. Economic results.

Emilia Romagna

Veneto

(.000 €) Var. % on post-riform scenario (.000 €) Var. % on post-riform scenario
Cereal price increases Cereal price increases
POSt o sn With SA Without SA Post  Without With SA Without SA
(o]
Reform? 30%  50% 30%  50% Reform” SA 30%  50% 30%  50%

Total prod. value 16.075 0,8 282 47,3 31,1 559 7.541 7,3 19,9 34,9 200 452

- cereals (%) 66,6 66,9 76,5 81,3 76,6 81,3 50,9 50,1 63,6 0,77 62,4 69,2

- oil. & proteic (%) 51 5,0 3,2 2,2 3,2 2,5 23,7 24,8 16,7 13,1 17,6 13,8

- sugar beet (%) 13,0 13,0 9,2 73 73 23,2 225 175 414 171 142
Total direct aids 8.138 0,3 1,6 2,2 2,1 35 4.002 0,8 01 02 0,6 05

- coupled comp. (%) 18,3 185 195 200 200 21,0 104 111, 103 102 110 109
glilggulanon(% on tot. 4,75 4,75 475 4,75 475 476 4,69 4,69 469 4,69 469 4,69
Net total direst aids 7.752 03 15 2,2 21 35 3.815 0,8 01 02 0,6 05
Total costs 9.783 1,2 131 193 16,1 31,3 4.101 12,6 63 11,2 204 264
Gross Margin (GM) 14.044 0,3 240 418 255 44,1 7.255 0,9 171 29,8 190 324
GM net of direct aids 6.293 0,2 51,7 90,7 544 94,2 3.440 1,1 362 632 393 67,7

Economic inde Economic inde

Unitary production 1014 1022 1299 1493 1329 1580 962 1032 1153 1297 1240 1.397
value(€/ha UAA)
10ldl dius/FTouuc
value & total dir. aids 336 335 286 26,0 283 252 34,7 33,3 30,7 282 293 26,9
TOVAY
Total aids/GM(%) 57,9 58,0 474 418 471 416 55,2 55,1 470 424 467 41,9

~ Post-Reform scenario includes SFP measure, th® @b reform andthe reform of sugar and fruit arefjetables CMOs.
Source: elaboration on FADN data (2003). Estimatesie out by PMP models.

The cereal prices raise has a strong positive itnpache farm economic results. In
the Emilia Romagna farms, in comparison with thstgeform condition, the total production
value increases of the 28 and 47% and the grosgimsanf the 24 and 42% (Table 6). In the
Veneto models these increases are smaller thamitiaE(20 and 35% and 17 and 30%),
since in this region almost all land was alreadyivated (Table 6).

In both farm groups the gross margin increasesm@aler than those of the revenues
because of the steady raise of production costs. gfbss income net of aids remarkably
raises since aids provide a smaller contributioth determination of the revenues (Gross
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Sealable Production, GSP, and direct aids) andefgross margins if compared with the
post-reform condition.

Cereal priceincreases without set aside requirement

The effect of the exclusion of the set aside camstris more relevant if also cereals
prices raise. In the Emilia Romagna models the ass&gned to cereals increases of about 16
and 27% (while within set aside of 13 and 20%) thedtotal cultivated land reaches the 95
and 99.6% of the UAA (Table 5). In the case oD&3ereals price increases, most of the set
aside area becomes cultivated, while if the in@dasof the 50% also all the post-reform
uncultivated land is assigned to crops. In the Wemaodels the area assigned to cereals
increases of about 22 and 31% (while within setleasif 15 and 24%). On the contrary of
Emilia Romagna models, all available land is caitd.

The set aside exclusion permits to take a betteardgdge of the positive price
evolution. Indeed, the gross margins increase duihdé cereal prices raise is much more
consistent if associated with the exclusion of He¢ aside constraint (Table 6). In both
regions, additional increases of gross marginsracerded when cereal prices increase is
associated with the set aside exclusion. Indeedee set aside exclusion together with the
old cereal price condition generates a 0.3% iner@a&milia Romagna and a 0.9% increase
in Veneto, in case of higher cereal prices theeases are more consistent: about 1.7 and
2.5%. In both regions a significant increase of unéary revenues is confirmed, and at the
same time, a raise of the production in comparisgh the condition considering only the
cereal prices increase is shown. Indeed, totak@giw also a strong raise (table 6).

Conclusions

The introduction of the SPS has generated an iiveetd decrease the production of
cereals, oilseeds and protein crops and, in sorsescdo let a share of the available land
uncultivated. In the last few years, cereal pricage sharply increased under peculiar world
market conditions. Under these circumstances, thé&s abrogated the set aside requirement
to allow the cultivation on idle land.

This analysis has shown that, in the consideredhdarthe combined effect of
increasing cereal prices and set aside abrogatemergtes a relevant increase of cereal
production and farm economic performances. Howeawer role of these two factors is quite
different. First, the abrogation of set aside unther cereal price levels found in the pre-
reform period is generating only a negligible imipacthis respect. Second, the considered
increases in cereal prices provide (even maintgiriite set aside requirement) a strong
incentive for farmers to use all available landjrorease cereal production and to improve
the economic results of their farm enterpriseseéut] the considered price increases seem
able to significantly modify the economic envirommén which farmers operate. Third, the
set aside abrogatiguer seis able to foster cereal production and to imprfaren economic
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results only under the scenarios considering hegbal prices. Under these circumstances the
idle land founds a productive use and the increzfseereal production generates large
economic benefits.

To summarise, the analysis suggests that the awog# set aside constraint is very
appropriate under high cereal price conditionssTdiiows cereal producing farmers to take
advantage of the new market conditions, to resporide increasing demand for cereal in the
international markets and to eliminate the econodigtortions caused by the set aside
requirement. However, the analysis has shown #tateast in the considered farms, the
abrogation of the set aside requirement under ole dereal prices found in the period
immediately following the introduction of the SP8utd have generated only a negligible
impact on land use, cereal production and farm econresults.

The increases of cereal prices could be more efeethhan the abrogation of set aside
requirement in increasing cereal production. Thelmioation of both considered factors is
expected to revert the decline of cereal produatigperienced in the considered farms after
the introduction of the SPS even if the magnitufi¢hts effect is strongly affected by the
level of cereal prices.
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