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Abstract

The decoupling process of direct payments is affgcthe Italian olive oil sector’'s
economic structure and competitiveness. The imphieatien of the SPS regional model, as
proposed by European Commission with the Healtlelcpeoposals, might further affect this
sector and treat the survival of the olive-growfiagns in marginal areas.

This work aims to analyse the effects of the ongd@AP reform process on olive
growers’ behaviour and economic performance inteat Italy. In particular, the object area
is the Apulia region that is one of the most impottin Italy.

To analyse the economic impact of CAP reform orveolgrowers, we adopt a
simulation scheme of the farm economic balancedasehe definition and characterization
of Representative Olive-growing Farms (ROFs) that able to represent regional olive
sector.

The analysis shows a general income reductionh®motive-growing farms, which is
higher in the so-called “complete approximation eftittements” scenario and for the
medium-size holdings.

Key words: decoupling, CAP reform, olive tree farming, Repreagve Olive-growing Farms,
economic performance.

JEL Code: Q18



Introduction

During the last fifteen years, the European agtiral had to deal with a constantly
changing Common Agricultural Policy (CAP). The Malkarry’s reform in 1992, the Agenda
2000 and the Mid-Term Reform (also known as Figcigorm) in 2003 are the main
examples. The CAP has been deeply simplified tot me® international market equilibria,
stricter budget constraints, and incoming consuhmersds. The last reform imposed that the
largest part of economic aid for farmers have totrbasferred through a Single Payment
Scheme (SPS), decoupled from supply. This simplifbm process, as the European
Commission declared by the CAP Health Check doctsng@ommission of the European
Communities, 2007; Commission of the European Conities, 2008), will continue with
the constitution of a single CMO Regulation, harmong the European Union’s (EU) market
policies.

From a general standpoint, the decoupling criteatiars farmers the opportunity to
receive fixed revenue in place of variable paymeRtsmers can plan their activities and
choose those products that have a high market d&maroiding misleading resource
allocations. Nonetheless, in the specific caseliokdree farming the decoupling criterion
seems to offer fewer opportunities than the otketas. Olive growing differs from the other
crops for some peculiar features (perennial natd@ireroduction, late first production, etc.)
that heavily constraint the structural flexibiliby the olive holdings and their ability to take
advantage of market opportunities. Furthermordtaly a specific norm (National Law no.
144, February the 14th 1951) bans trees removaith (8ome exception) limiting crop
replacement.

Also, the national olive-growing sector, and paréely the southern Italian, has to
face the increasing competitiveness of the soutMediterranean Countries, a serious risk
for many olive-growing farms especially for those marginal areas using traditional
techniques.

The ltalian and southern Italian olive tree farmieag particularly sensitive to this
problem. In Italy the olive-growing area represahts 8% of the UAA, and the olive-growers
are the 47% of the total farms. The importancelwkeegrowing is higher in southern ltaly,
where the olive-growing area represents the 79%ehational olive-growing area. The first
three southern regions for this crop by UAA are Wgpuegion (33% of the national UAA),
Calabria (16%) and Sicily (14%).

If the CAP reform proposed in the Health Check (Guossion of the European
Communities, 2008) will be implemented, the hist@aiipport model will be converted into a
regional model. This change in SPS scheme is esgetd have relevant economic
consequences for many olive-growing farmers.

This study aims to draw two possible scenarios tbatild emerge from the
implementation of Health Check proposals (HC), daodesteem their effects on olive-
growers’ economic performance. The analysis wadoua case study in Apulia region. The



results will provide insights for the policy makesho will have to intervene to enhance
farms’ competitiveness and the sector survivalhladtregional and national level.

The study is structured in four paragraphs and losians. In the second paragraph
the main features of the Health Check proposalsheilpresented. In the third paragraph the
theoretical approach and the adopted methodolodly lvei explained. Results will be
discussed in the fourth paragraph.

The CAP reform process and the Health check proposa

The Fischler Reform (Reg. (EC) No 1782/03), deephanged the Common
Agricultural Policy (CAP). The driving principle,sawidely known, is decoupling of farm
aids, is to say the separation between the ecombraiupports and the farm supply. The
decoupling principle has been applied by transigrrall the various farm level supports
schemes into a single payment.

Even though the new Regulation was first applied testricted set of CMOs (arable
crops, beef and sheep, and dairy), it was extendetbbacco, sugar, wine, fruit and
vegetables, and olive oil. The latter one, havenbeformed by the Regulation (EC) No
864/2004 and Regulation (EC) No 865/2004.

While the regulation let the Member States applyguota of coupled support
(maximum 40%), the Italian Government decided fdulsy decoupled historic model and
planned a financial support for quality, tracedpjlimarket, and environmental programs.
These programs are managed by Producer Organisdfgds) in exchange of a 5% of the
direct payments. In Italy the new policy for thévetgrowing sector started in the olive years
2005/2006 (Ministry of Agriculture, 2005). Apartofn the limits imposed by the financial
discipline, wrote to keep the spending under céntno other expenditure containment
measures were provided to contain the national rekipee ceiling for the olive-growing
sector. So, the olive-growing farmers are actublyefiting from about 95% of payments
received in the four years of reference period.

In 2007, after a few years from the entry into @uaf the olive oil CMO reform, the
European Commission started the assessment o0& QAP reform implementation - the
so-called Health check - to evaluate any possib&drfor further changes. In order to further
simplify the CAP, to make it able to seize new nearkpportunities, and to meet new
challenges (as climate change, water managemerthartioenergy sector), on May the"20
the European Commission presented to the EuropadiarRent legislative proposals related
to the so-called Health check of the CAP. The psapm relate to three regulations: the
Regulation No 1782/2003 on the SPS, the Reguldiori234/2007 about the Single CMO,
and the Regulation No 1698/2005 on rural develogmafthile the former was substantially
rewritten, the others were only partially modifiéebr the purposes of this work we will only
briefly consider the proposals related to the fasthe above Regulations, and in particular
we will discuss the changes in SPS model.



After the experience of these last years, the Casionm considered necessary, or
desirable, the implementation of certain adjustméntthe SPS model. The Commission has
therefore proposed to allow the Member States aptatheir SPS model introducing rates
tending to flat-rate payments, in order to make3RS more effective, efficient and simple.
Essentially, the Commission’s proposals simplifyd astrengthen the modalities of
implementation of two key instruments of the presiaeform: the single payment scheme
(SPS) and the compulsory modulation.

With regard to the SPS proposal, while providing tpportunity for the Member
States which have adopted the historical modeétain thestatus quein the Health check
document “Preparing for the 'Health Check' of t&PGeform” the Commission points out
that ‘[...] as time goes by it will become more difficdtjtstify differences in this support,
especially in the historic model. It seems themfappropriate to allow MS to adjust their
chosen model towards a flatter rate during the @erirom 2009 to 2013{Commission of
the European Communities, 2007).

In this case, there are two possibilities: the alited “regionalization” or the
“approximation” of the SPS (Frascarelli, 2008).

By choosing the “regionalization” the Member Statasce defined the “regions”, will

have to split the national budget ceiling betwdenregions. A share of no more than the 50%
of the regional budget ceiling would be distributedong all farmers, including those that in
the historical model previously applied did not oemtitlements (because in the reporting
period were not receiving direct payments). Theaiemg part (at least the 50% of the
regional budget ceiling) will be distributed amahg historic beneficiaries (that is, those who
had entitlements) in proportion to the rights histally accrued. The number of entitlements
per farmer shall be equal to the number of hectdnesarmer declares in 2010. The proposal
also provides for the possibility of proceedingeathe regionalization and from 2011, to the
approximation of the entitlements’ values. This ragpmation has to be carried out over two
years.

The “approximation” criterion acts, instead, oniy@ng those farmers who hold the
entittements and it must be applied to an apprtggaographical level determined according
to objective and non-discriminatory criteria suck their institutional or administrative
structure and/or the regional agricultural poténfihe Member States may enforce the policy
using different intensities: they can point to reeldisparities in the value of entitlements, or
they can completely cancel the differences givilhdaamers the same value of entitlements
(“‘complete approximation”). To avoid excessive mepgsions on farmers’ income, the
proposed regulation requires that the approximabenachieved gradually within at least
three years. During this time the loss of valueeath title, must not exceed the 50% of
difference between its initial and final valuesasfg.

With regard to the modulation, it will become cortgauy and progressive especially
in order to balance the distribution of financiabources between the first and second PAC



pillars. The proposal provides for an increasehia basic rate of modulation (payments
between 5,000 and 99,999 €) from 5% to 13% to béeaed gradually over a 4 years period
(2009 - 2012). A progressive element is introdutded will further reduce the aid amount.

It is widely recognized that both the regionalizatiand the approximation if applied
in Italy would generate a significant redistributiof support among farms, and among sub-
regional areas within the “regions” as well. Thedistribution would be the result of the
different production systems and of the differenceproductivity levels (during the years
used as a reference for the calculation of thetlements “on the historical basis”). The
redistribution will be greater in the biggest “regs” when following a per hectare payment
uniformity (Anania, 2008). Also, the redistributionill be higher in those “regions” where
there was a high crop variety when the single paysweere introduced.

To assess the implications of the transition fréwa historical model to the regional
model in the olive-growing sector, there are asidao issues that we believe have to be
carefully considered:

a. the “drain” of resources from the olive-growsegtor to other sectors;

b. the impacts of these changes on the (oftenadr@recarious revenues of olive-growing
farms, which could, in some cases, start pathsridsM@arm abandoning.

To understand the changes in both the direct patgrteat the olive-growing farms
would receive and the resulting transfer from thieegrowing sector to other sectors,
assuming complete approximation of the entitlemettedministrative regional level, we
estimate an average per hectare support reductitme 3%, going from 905 to 429 € per
hectare, with a drain of resources about 147 milkoonly in Apulia region. Less serious
consequences would have the “regionalization” opti@ssuming again the administrative
regional level as the reference region, that woeddl to a reduction of the average title of
“only” the 28%, from 905 to 653 € per hectare, wathoss of 78 million € for the Apulian
olive-growing sector.

Obviously, it is not easy to predict what will beeteffects of the Health Check
proposals on the olive-growing farms’ profitabilignd on the olive-growing farms’ ability to
resist to this exogenous shock. Unpredictabilitynasinly due to the great variability of the
farms’ structure and organizational models thatratierizes this sector. In Apulia region,
particularly, farms greatly vary in size, managemsystem, production techniques and
cultivation features. All these factors lead toidewariability of economic performances that
makes it necessary to differentiate by area anch figpe to analyze the possible “micro”
impacts of the Health Check proposals.



Theoretical and methodological approach

The Representative Olive-growing Farms (ROFs): anadytic tool to evaluate economic
performances

The economic agricultural farms’ performances, te¢urn on inputs, and the
evolutionary pathways of the farming systems, dfedatermined by a combination of
endogenous and exogenous factors. The first saides the context’s features (physical,
economic and social characteristics), and the algui@l and rural policies. The second set
includes the structural and organizational chareties of the farming systems, the technical
and managerial entrepreneurs’ abilities, the probdncechnologies, the relations with the
input and output markets (Cafiero, Cembalo, Ci&@05).

As regards the olive oil sector, in Apulia regioherte is a broad territorial
differentiation that reflects the range of natusagial and institutional local features, so it is
possible to recognize more than one regional dlee farming. Furthermore, there is a great
variety of olive-growing farms depending on the rmmmic size, on the structural
characteristics, on the organizational featureghermanagerial and relational abilities.

To better understand this complexity, and to thetgotential impacts of the Health
Check proposals, it has been decided to use arcbseethodology that is structured around
four stages:

1. zoning the region to identify different homogenecemional olive growing’s areas;

2. identification and characterization of farm typdkxthat prevail in each homogeneous
area;

3. budget analysis to evaluate the current economfopeances of each farm typology;

4. simulation, through the budget analysis, of differecenarios with respect to the different
Health Check SPS’s reform proposals.

By zoning the region it is possible to grasp tharabteristics of the context, clustering
Apulia region in sub-provincial areas, homogenemugype of olive cultivation. The choice
of a provincial level enables to account for bodial and institutional differences, and for
the most relevant political-administrative competsin agriculture. It has been performed
an expert zoning combining the official olive-growgis statistics (ISTAT, 2000; INEA, 2006;
AGEA, 2006) with information gathered through austured questionnaire. The survey was
conducted by a panel of experts that operate irb thevinces of Apulia region. The criteria
included in the survey are: pedoclimatic and agmagoconditions, the prevailing farm
characteristics (age of the trees, cultivars, eand the main cultivation techniques.

To define the endogenous features of major regioheé-growing farm typologies
the most representative typologies have been ftsthtivithin each homogeneous area (De
Gennaro, Casieri, Roselli, 2007). This processltedun a set of farm models (hereinafter
referred to as ROF. Representative Olive-growingnfathat meet the structural,
organizational, and relational features and thévation techniques that prevails within each
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homogeneous area. To identify the ROFs of eachwaeegeferred to the Farm Accountancy
Data Network parameters of both the TF (Types ofriiag) and the ESU (European Size
Unit) and using data from the National Census aofi@dture (ISTAT, 2000).

Regarding the TF it has been decided to limit thedysis to the “TF specialist olives”,
is to say those farms that derive more than 2/3heif total standard gross margin (SGM)
from the olive-growing farming. These farms représen fact, the greatest quota of the
Apulian olive-growers: 70% of total olive-growingrins and 76% of UAA cultivated with
olives. Regarding the economic dimension (ESU) e&ided to ignore too small farms (less
than 1 ESU). Finally, four typological classes wielentified for each homogeneous area:

1. small size farms (TF: Olive growing; Economic SiZe4 ESU, farms with a SGM
between 1,200 and € € 4800)

2. small to medium size farms (TF: Olive growing; Econc Size: 4 and 8 ESU, farms with
a SGM between 4,800 and € € 9600);

3. medium to large size farms (TF: Olive growing; Ecomnc Size: 8 and 16 ESU, farms with
a SGM between 9,600 and € € 19,200);

4. large size farms (TF: Olive growing; Economic Simeore than 16 ESU, farms with a
SGM exceeding standards € 19,200).

The ROFs identified were subsequently charactertwethe basis of the information
resulting from official statistics available (ISTAROOO; INEA, 2006; AGEA, 2006) and,
above all, through structured questionnaires antnieal experts from different provincial
olive-growing area. The survey data include prevatharacteristic of each farm typology
and homogeneous area and their average produwaiioie, the input and output prices (olives
for oil, oil and wood production) refer to the hasting season 2005/2006.

The information collected (see table 1 for a bsafmary), namely structural and
organizational data, cultivation techniques, puselainput, output marketed and marketing
strategies, the relational position within the dygghain, were used for the budget analysis
using a specific software, “bilagro”, that enaltieslraw farm budgets (Marenco, 2005).



Table 1 - ROFs variables

Variables

Economic size (ESU)

Specialisation (TF)

Localization (homogeneous sub-provincial olive grays areas)
Total UAA of farm (Ha)

UAA cultivated to olive (Ha)

UAA irrigated (Ha)

Crop assortment (crops other than olive)

Type of holding management

Total labour (AWU)

Family labour (AWU)

Agricultural machinery and equipment

Olive's cultivation features

Cultivation techniques

Supply-chain position (market relations and marigestrategies)

The budget analysis was carried out according tassic outline (De Benedictis,

Cosentino, 1979) and it is based on the followiregmeriteria:

the use of machinery and labour was calculatedcasshattributable to the individual
farming operations;

the hourly cost of labour was calculated as theféum cost (including the contribution
charges) for each province;

the cost of family labour, given the labour markenditions in Southern Italy, has not
been estimated;

the cost of machinery was calculated accordinght @nnual costs of fuels, lubricants,
replacements, maintenance and insurance;

the olive trees replacement costs was calculateasbyming 100 years life-long, while for
the machinery and equipment it was used a varidbitation depending on the kind of
machine and/ or equipment;

the land interest’s rate, as well as those on alaias been calculated applying a 3% rate.

The first phase of the budget analysis served sesssthe current ability to generate

income for each specific farm typology. Subsequyenising again the budget analysis, the
effects of two different possible scenarios for Health Check SPS’s reform proposals were
simulated. Both for the assessment of the curré&EdR economic performance and for the
comparison between the different scenarios, it wsesl the Family Farm Incorhé&FI) and
the Labour, Land and Entrepreneurial remuneratimorhé (LLEI). To assess the current
economic performance of olive-growing farms, we ssdared both the total and per hectare

! Remuneration to fixed factors of production of tamily (work, land and capital) and remuneratioritte
entrepreneur’s risks (loss/profit) in the accougtyear.
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FFI and LLEI, the production costs per hectare ljeitpcosts), and the incidence of direct
payments (value of entitlements) on the two adopteadsures of income (FFI and LLEI).
Finally, to simulate the effects of different HC plamentation scenarios, the effects on
profitability were calculated as percentage chandbe FFI.

The policy scenarios

Over the past years, the EU support policy for dfige oil sector significantly
affected the farms’ economic performance, (the petidn function) the choice of the final
output (extra-virgin olive oil, virgin oil or lamp#&e virgin olive oil), and how to produce
(intensive or extensive techniques).

In this analysis two scenarios are simulated otine@n the maintaining thetatus quo
The two scenarios are: “complete approximation rdftlements” and a “regionalization of
50% of regional budget ceiling”. The short-term anfs of these two hypotheses are assessed
on each ROF. We chose a short term, because thesianzerified the effects on economic
performance using static farm models that only &wes changes of EU support on fixed
crop choices, cultivation techniques and marketltt@ns.

It is reasonable to assume that the farms do rsporal instantly to changes in the
economic scenario, so that in the short term, fadmsot change their operating framework.
Within a certain number of years, the farms wiljusti to reach the highest possible level of
income, given the qualitative and quantitative ebtarization of farm’s resources and
constraints. The analysis, then, allows only undeding the impact of policy changes on the
ROFs, highlighting the differences of responseh®oSPS variation.

The status quois the scenario that provides for the continuatadnthe support
currently provided the olive oil sector since tf#®2/2006 harvesting season. To calculate the
actual average value of entitlements given to thee-@rowing farms in Apulia region,
differentiated by province and homogeneous areayseel data supplied directly by AGEA
(National Agency for the management of aids in@gdture) about the average olive-growing
area eligible for SPS and the average budget referallocated to the olive-growing farms
during decoupling procedure (olive year 2005/20@8)the present, the budget provided as
entitlements to the olive oil sector in Apulia i@y amounted to approximately 279 millions
of euros, for a reference olive-growing area of 38usands of hectares, and an average
regional value of entitlements of 905 €/Ha.

The “complete approximation of the entitlementsthie scenario that provides for the
levelling of entitlements between all farmers thneficiated of the historic SPS. We
hypothesized that the reference regions adoptethdytalian Government match with the
regional administrative level, and that the levgjlof entitlements, in 2012, would result in a
value of entitlements equal for all the “historictdrms. To estimate the value of payments

2 Remuneration to fixed factors of production of tfamily, excepted capital, and remuneration to the
entrepreneurs risks (loss/profit) in the accountiegr.
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under this scenario we use AGEA data, both to edérthe total Apulian budget ceiling and
the “total historic area”.

The “regionalization” scenario was constructed aseg that regionalization is
implemented by 50% of the regional budget ceilingile the remaining 50% is allocated in
proportion to the value of the entitlements of thstoric farmers-beneficiaries of the SPS,
and that the reference regions adopted by theaftalovernment are the regional
administrative level. It has been neglected thaoapfor a future 2 stages entitlements
approximation. For this scenario the value of @tients for each ROF was estimated using
AGEA and ISTAT data, both to estimate the total Kgpubudget ceiling, the current average
value of entitlements of each ROF, the “historieaérand the future eligible area in 2010.

To construct both the scenarios (“approximatiormtitlements” and “regionalization
of 50% of regional budget ceiling”) we have hypaized a 10% reduction in the regional
budget ceiling to finance the measures providedhbyarticle no. 68 of the draft regulation
(ex-art. 69). To calculate the net value of entigmts of each ROF we applied the
compulsory modulation scheme proposed for 2012 eyEuUropean Commission’s proposal.

The analysis
Apulian olive tree farming

Apulia region is one of the Italian regions mostlyaracterized by the presence of
olive, which can be found in every municipality amctupies the 30% of the regional UAA,
corresponding to 339 thousand hectares of theear@gional UAA (ISTAT, 2000).

The olive regional heritage consists of approxinya# million olive trees (AGEA,

2008) and the farms involved in this production eyesiccording to census data, over 269
thousand (76% of the total number of farms) in 2080€cording to data provided by AGEA
(AGEA, 2008) there were just over 300 thousands$awith olive grows for oil production
during the reference period used to establish #igevof entitlements (harvesting seasons
1999/00, 2000/01, 2001/02, 2002/03), 225 thouséardss were awarded with entitlements in
olive year 2005/2006. These former farms cultivateolive-growing area, which is used to
calculate the entitlements, of about 308 thousdmetsares, approximately 41 million olive
trees.

In 2000 the average size of olive-growing farm#pulia region (1.2 Ha), although
higher than the national average (0.89 Ha), wag lew and it was even smaller than the
previous census (1.4 Ha). Intense fragmentatidheisnain feature of olive cultivation: many
small holdings, often farmed on a part-time basisall the farms that grow olive trees, about
the 73% has a dimension of less than 2 UAA hectarmas$ almost the 95% has a size of less
than 10 UAA hectares. Given, however, the allocatibthe area to olive trees, farms smaller
than the 2 hectares covers only the 33% of the arehfor the farms smaller than 10 hectares
the percentage rises to 68% of the regional olneaving area. The olive-growing farms with
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an economic dimension smaller than 4 ESU are appaigly the 74% of the total UAA, and
they cover a little over the 32% of the total aceidtivated to olive. On the other hand, the
farms larger than 40 ESU are less than the 2% laeydiold more than the 20% of the area.
The remaining 24% of the farms have a size betwleand 40 ESU and they cultivate nearly
the 47% of olive-growing area.

Most of the olive-growing farms (70%) are speciadi TF specialist olives), and they
cultivate about the 76% of the regional area cavevith olives. The 82% of these farms are
smaller than 4 ESU, they cultivate the 37% of th®AUo olive-growing, and the 89% of
them are conducted directly with the predominaréxausive use of family labour.

Apulia region includes many olive-growing areast tthiffer by several aspects: from
the natural, social and institutional conditions, the wide plurality of farm typologies,
production techniques and oil qualities. In thisrkvare presented the results of the economic
analysis of representative olive-growing farms amdassessment of the effects of two HC
scenarios in the province of Taranto. Using thehmgblogy described in paragraph above,
we identified two homogeneous areas within the ijmicey of Taranto. For each homogeneous
area were subsequently identified and characteriaad different types of olive-growing
farms (ROF) representative of each olive-growirgpar

Results

Olive tree farming in the Province of Taranto: theomogeneous olive-growing areas and
the ROFs

According to the National Agricultural Census (IST,A2000), the olive-growing in
the Province of Taranto involves more than 29 thads olive-growing farms, covering
almost 34 thousand hectares, the 10% of the relgodva-growing area, and counting about
4.6 million trees (AGEA, 2008). Almost all the adhgrowing farms produce olive for oil
production (98%), more than 17 thousands farmsspexialized (59% of total) and they
cover more than 22 thousand hectares (66% of thédbve-growing area). The specialized
farms smaller than 1 ESU are nearly the 37% otdtad number of farms, while the farms up
to 4 ESU reach the 87% and they cover just the dD#te olive-growing area of the Province
of Taranto.

Using an expert classification two homogeneous sareere firstly identified.
Secondly the ROFs were identified and characterize® homogeneous olive-growing areas
localized in the Province of Taranto (Figure 1) are

1. western area;

2. an eastern area.
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Figure 1 — The homogeneous olive-growing areas ihd Province of Taranto.

I western area
C] eastern area

APULIA REGION

The eastern area is characterized by the dominaihsecular olive trees, while the
western area presents a higher incidence of theé modern plantation. In addition, the two
areas differ mainly for crop varieties and cultivat techniques (De Gennaro, 1996; De
Gennaro, 2005). The two areas present the samedtiany techniques, same olive oil quality
(extra-virgin olive oil) and a low economic releeanof cooperatives. In both the areas the
olive-growing farms cultivated, in addition to odivree, vineyards and wheat in rotation with
fodder. Irrigation is widespread, with the only egtion of the small size ROF. The water
source comes mainly from public water network,@ligih the largest farms are equipped with
artesian wells. The most widely spread irrigatigstem is the drop irrigation system.

ROFs’ budget analysis: the status quo

To evaluate the ROF’s economic performance, afsetdexes was calculated (Table
2). These indexes highlight the differences in meo(FFI and LLEI), production cost
(explicit costs), and relative incidence of thegknPayment on income.

Figure 2 shows the trend of the average valueds=bkd FFI (total values and values
per hectare) for all the ROFs analyzed in the prowriof Taranto.
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Table 2 - Economic performance of ROFs: statusamadysis

Representative Olive-growing Farms - western area

Indexes - - - - - -
small size small to medium size medium to large size arge size
UAA (Ha) 0.81 2.16 3.80 20.25
FFI (€) 1,904 3,097 2,449 32,947
LLEI (€) 1,699 1,890 191 27,588
FFl/Ha (€/Ha) 2,351 1,434 644 1,627
LLEl/Ha (€/Ha) 2,098 875 50 1,362
SP Subsidies/FFI (%) 31.9 52.3 116.5 46.1
SP Subsidies/LLEI (%) 35.8 85.8 1496.3 55.1
Explicit costs/Ha (€/Ha) 737 556 864 1,103
Indexes Representative Olive-growing Farms - eastern area
small size small to medium size medium to large size arge size

UAA (Ha) 0.87 2.19 3.84 15.02
FFI (€) 613 2,272 4,717 36,137
LLEI (€) -155 1,330 2,891 31,365
FFI/Ha (€/Ha) 704 1,037 1,228 2,406
LLEI/Ha (€/Ha) -178 607 753 2,088
SP Subsidies/FFI (%) 122.0 82.8 69.9 35.7
SP Subsidies/LLEI (%) 481.6 141.4 114.1 411
Explicit costs/Ha (€/Ha) 483 382 1,310 1,314
Figure 2 — Average values of FFI of ROF.
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A detailed analysis of the indexes produced fohdROF immediately shows how the
FFI is always positive, and, as we could exped, ERl improves with the growth of the

ROFs’ economic size.

The ROF with the highest FFI is the largest ROEhm eastern province. It excesses,
albeit slightly, 36 thousand euros of income. Tigsult depends on several factors ranging
from relatively young olive groves, to the regutinsity plantings and the use of irrigation
systems, that leverage the production. By contrh&t, ROF with the lowest FFI is the
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smallest ROF in the eastern province of Tarantdhis case the FFI amounts to 612 euros.
This result can be addressed, in addition to thedlssize, to the low per hectare output, to the
absence of irrigation, to the failure of assocmsystems.

The situation remains basically unchanged when mnalyae the FFI per hectare.
Again, the ROF with the best result is in the easpgovince of Taranto and, once again, it is
the greatest ROF (2.406 € / Ha). The lowest FFlheetare, just 644 euros, can be found in
the western area, in the medium-sized ROF. Thisedsonsequence of an oversized stock of
agricultural machinery and equipment, that affeadtsthe analyzed ROFs, particularly the
medium sized. This result is even more evidentiloplat the LLEI indexes. In this case, the
small ROF in the eastern province of Taranto hasgative LLEI, suggesting that this ROF
is not able to payback the entrepreneurial and Iyafactors. The same ROF shows the
highest rate of subsidies on income, then the @A$'s aid dependent

Finally, we calculated the explicit costs per hextdigure 3 shows the trend of the
explicit average costs per hectare.

Figure 3 — Average values of explicit costs of ROFs
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The per hectare explicit costs index, calculatedtlie olive-growing area, allows to
infer about the different farm typologies by theusture of the production costs. The average
per hectare explicit costs, that includes the @pgeific costs and the external labour costs,
shows a decreasing trend, moving from the smal@F o the small-mid-sized ROF. From
this point the trend becomes positively sloped, @ndkaches its maximum value at the
greatest farm typology.

The crop-specific costs, that include all coststha crop-specific inputs and external
services (basically outsourcing contracts for th@aultivation), increase moving from the
small ROF toward the medium-sized ROF, but theyabse for the large farm typology,
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mainly because of economies of scale. The costsonffamily labour matters only in the
medium-sized and large farms.

Analysis of two possible HC scenarios: “completepapximation of entitlements” and
“regionalization of 50% of regional budget ceiling”

The next two tables (Tables 3 and 4) show the sadexes already discussed in the
status quoscenario, calculated for the two hypothetical aces drawn in this study: the
“complete approximation of entitlements” and thedionalization of 50% of regional budget
ceiling”. In these two simulations the explicit tdsare not reported, because the costs
structure was assumed to be (at least in the stron) the same of th&tatus quolt has been
calculated the percentage change in FFIl in the deemarios with respect to the economic
result in thestatus quo All the ROFs show a generalized worsening of rtiegonomic
performance. Particularly, in both the scenaribthal ROFs have a FFI reduction (Figure 5).

Like in thestatus quascenario, the negative effects are more relevanthie average
size ROFs (both small to medium size and mediunhatge size). In the approximation
scenario the percentage variation of FFI rangewdmt the -13.8% for small ROF in the
western area, and the -61.0% for the small ROReneastern area. On the other side, in the
regionalization scenario the percentage variatibRFd ranges from - 7.6% to the - 32.6%.
The biggest and the smallest ROFs are the sanie gsdvious scenario.

Table 3 - Economic performance of ROFs: "complgtgreximation of entitlements” scenario

Representative Olive-growing Farms - western area
Indexes

small size small to medium size medium to large size arbe size
UAA (Ha) 0.81 2.16 3.80 20.25
FFI (€) 1,642 2,402 1,228 25,961
LLEI (€) 1,437 1,195 -1,030 20,603
FFI/Ha (€/Ha) 2,027 1,112 323 1,282
LLEI/Ha (€/Ha) 1,774 553 -271 1,017
SP Subsidies/FFI (%) 21.1 38.6 132.8 31.6
SP Subsidies/LLEI (%) 24.1 775 158.4 39.9
Variation of FFI (%) -13.8 -22.4 -49.8 -21.2
Indexes Representative Olive-growing Farms - eastern area

small size small to medium size medium to large size arge size
UAA (Ha) 0.87 2.19 3.84 15.02
FFI (€) 239 1,331 3,068 29,497
LLEI (€) -529 389 1,242 24,725
FFI/Ha (€/Ha) 275 608 799 1,964
LLEI/Ha (€/Ha) -608 178 323 1,646
SP Subsidies/FFI (%) 156.4 70.6 53.7 21.2
SP Subsidies/LLEI (%) 70.6 241.6 132.8 25.3
Variation of FFI (%) -61.0 -41.4 -35 -18.4
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Table 4 - Economic performance of ROFs: "regioraion of 50% of regional budget ceiling”

Representative Olive-growing Farms - western area

Indexes - - - . - -

small size small to medium size medium to large size arbe size
UAA (Ha) 0.81 2.16 3.80 20.25
FFI (€) 1,760 2,717 1,783 28,532
LLEI (€) 1,554 1,510 -475 23,174
FFI/Ha (€/Ha) 2,172 1,258 469 1,409
LLEI/Ha (€/Ha) 1,919 699 -125 1,144
SP Subsidies/FFI (%) 26.3 45.7 122.6 37.8
SP Subsidies/LLEI (%) 29.8 82.2 460.0 46.5
Variation of FFI (%) -7.6 -12.3 -27.2 -13.4
Indexes Representative Olive-growing Farms - eastern area

small size small to medium size medium to large size arge size
UAA (Ha) 0.87 2.19 3.84 15.02
FFI (€) 413 1,770 3,837 32,112
LLEI (€) -355 827 2,010 27,340
FFI/Ha (€/Ha) 475 808 999 2,138
LLEI/Ha (€/Ha) -408 378 524 1,820
SP Subsidies/FFI (%) 132.6 77.9 63.0 27.6
SP Subsidies/LLE! (%) 154.4 166.6 120.2 32.5
Variation of FFI (%) -32.6 -22.1 -18.7 -11.1

Figure 4 — Average percentage variation of FFI shiing from status quato two hypothesized scenarios.

ROF

%

= "complete approximation of entitlements"
= "regionalization of 50% of regional budget ceiling"

Concluding remarks

When evaluating the Health check reform proposptdicy makers should pay
attention to the impacts that the CAP reform immamtion tout court might have on the
maintenance of regional olive oil sector. The asiglyclearly shows a general income
reduction for the olive-growing farms in Apulia reg, which is higher in the so-called
“complete approximation of entitlements” scenafibe medium-sized holdings are the most
affected, with broader income reductions. Thesmd$amore than others, struggle to find an
economic equilibrium.
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The income support reduction provided so far todlne-growing farms would also
imply a higher income instability resulting frometitiwofold effect of uncertainty of market
prices and of lower level of guaranteed income.other words, farms would be more
vulnerable to the market fluctuations. In this melgat should be pointed out that the
unexpected situation of the global and nationalkcafiure in 2007, the general and substantial
rising prices of many agricultural products (ceseaoya, milk, etc..), has not involved the
olive oil sector that is paying, instead, strongégatively sloped price trends.

Within this difficult market scenario, not all thalive-growing farms that today
survive with low margins of profitability, given éhcurrent level of income support, will be
able to face further direct payments reductionragsaged by the HC proposals. These farms
will probably not be able to face an increasingdynpetitive market.

A policy instruments to offset, in particular sitioms, the reduction of farm support
could come from the article No. 68 of the draftulagion (former art. 69), that has a more
flexible application and a broadened scope. The beerstates, in fact, may take up to 10% of
the national ceiling:

a) to grant an additional annual payment to farmvdte undertake in the following areas:
specific types of farming, agricultural products atity improvements, improved
marketing;

b) to grant a per head or per hectare paymentddoeas specific disadvantages that affect
farmers in the dairy, beef, sheep and goat meatie@dectors, in economically vulnerable
or environmentally sensitive areas;

C) to increase the entitlements amount and/or themmber, in those areas subject to
restructuring and/or development programs, in otdgrevent the abandon of the land or
to address specific disadvantages for farmersasdlareas;

d) to provide a compensatory payment on crop imsiga
e) to provide a mutual funds for animal or plarsedises.

In particular, option c) could be a useful poliogtruments to promote olive plantation
restructuring in mountainous and hilly areas, ideorto avoid the olive-growing farmers to
abandon, that in many cases have no real econdteimatives, play an important role
defending from hydrogeological damages and offiendamental contribution in defining the
rural landscape. These aspects are addressedathea superficially way in the Regulation
proposal, not consistent with the implicit aim aftinability. The criterion for the proposed
redistribution of direct payments, in fact, does$ taie into account the positive externalities
that these kinds of farms offer the community. Tiisespecially true for the olive tree
farming that is crucial for the characterizationMéditerranean landscapes, but also because
of the large use of techniques with low environmaéritnpact, including an effective
ecological and sustainable crop management.

18



On the basis of these considerations, it seems ttiah it is not possible to give an
unambiguous and definitive judgment on the eff@ftthe proposed reform on the sector’s
stability. Much will depend on the policy choiceslie made in the incoming months.
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