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Abstract

This paper sets out the results of a research giroggried out by the University of
Palermo and financed by the Sicilian Region, whigims to establish the impact of the
Fischler Reform on Sicilian agriculture, and tojpob future scenarios that take into account
some of the changes that the production processumadgrgo in the Region, following both
the application of the Reform itself (now in fora)d the eventual application of indications
contained in the Health check.

The impacts of the Fischler Reform, and especitily application of the Single
Payment scheme to companies, were examined inlcem@aping companies, especially
considering the significant amount of durum whadtiwation in vast areas of the Region’s
hilly and its strategic importance for many aredsere there is a risk of farming being
abandoned, with grave consequences for the terraind its farmland, for employment and
for the encouragement of food and processing imesst

The chosen means for assessing the effects oéther was that of direct interviews
at a statistically representative sample made upOO6f agricultural companies, determining
possible earnings within the current situation, bl#o in the eventuality of some of the
indications in the Health check being applied.

The results indicate that Community aid plays aialurole in the companies looked
at, allowing them to remain on the market. Indebd,elimination of the aid planned within
the framework of the Common Agricultural Policy time hypothetical scenarios showed a
negative impact on earnings for the companies anddccause their exclusion from the
market.
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Introduction

This paper sets out some of the results of a relseproject carried out by the
University of Palermb and financed by the Sicilian Region, which aimsestablish the
impact of the Fischler Reform on Sicilian agriceétuand to project possible future scenarios
which take into account some of the changes tleptbduction process may undergo in the
Region, both as a result of applying the Reforrelfit¢already in force), and due to the
eventual application of some of the indicationstaored in the Health Check.

The first regulations package adopted by the Cdumdhe area of the Reform took
effect right across the whole agricultural suppsystem (Reg.CE 1782/2003), in the first
place, bringing in substantial changes to aid s@seior arable crops, live-stock breeding and
nut production; it also brought about changes toalridevelopment policy (Reg.CE
1783/2003) and more specifically, affected the qped of sectors of particular interest to
Mediterranean agriculture.

This process of simplifying the Common AgricultuRalicy included a project for the
Organisation of a single market which, since theJeuary 2008 has united 21 common
market organisations under a single regulation (R3¢ 1234/2007), temporarily excluding
the wine and horticultural CMOs, which have onlgertly been reformed.

More recently, carrying out a “Health-check” of tBemmon Agricultural Policy, the
European Commission presented legislative proposdigh changed the three main
regulations on which CAP is currently based. RegutaCE 1782/03, regarding direct
payments, was re-drafted with the aim of makingdimgle payment process more effective
and efficient, by: granting flat-rate aid, whichnche introduced to member States via two
different systems (homogenisation or regionalisgtidhe decoupling of aid that was still
coupled; revision of art.69.

Responding to new opportunities offered by the migarkhe Commission also
intervened in market-based instruments (regula@@&n1234/07), proposing the abolition of
milk quotas (progressively over the following feways), of the set-aside (starting from 2009)
and of some other aid schemes, amongst which aididoum wheat producers. Finally,
regarding rural development policy (regulation C&8/05) new aims were introduced in
response to the new challenges of climate changggerwresource management, and
bioenergy. The aim of the Health Check, then, isdnclude a process which began with the
Fischler Reform in 2003, making CAP more adaptébliearket changes and focussing more
on the second pillar of CAP by using new finanogsources.

The proposals contained in the CAP Health Checkjeunart.69, foresee the
continuation of some coupled aid, leaving the mantbimtes the discretionary power to
choose according to the widest range of aid taidige. As well as granting aid to farmers
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working in the three classic areas listed unde6@ar{improving environment, food quality
and market conditions), payment may also be madeli farmers who take out insurance
policies to protect themselves from risks causechétyral calamities, and who belong to
mutual trusts to cover economic losses due to mlaahimal diseases; other aid schemes are
also planned aiming at reducing the phenomenon eviaeeas characterised by specific
disadvantages, and vulnerable sectors (cattle, pstae goat farming, and rice) are
abandoned. Regarding durum wheat in particulagraaneg the Commission’s proposal, from
2010 onwards the quality bonus (whose current visld® euros per hectare) and some other
aid that is still coupled, will be decoupled anansferred into the single payment process for
the period 2005-08.

First, the research team chose to examine thetefdéthe Fischler Reform, especially
the application of the Single Payment scheme (SEBA)cilian cereal cropping companies,
for two main reasons: the significant amount ofuthuirwheat cultivation in vast areas of the
Region’s hilly interior and its strategic importaor many areas where there is a high risk of
farming being abandoned, with grave consequenceshéo territory and its farmland, for
employment and for the growth of the food and psst® industry; the initial application of
the reform being mainly focussed on arable cropvgrg and coinciding with the beginning
of the research project (2005).

Regarding the first aspect, it should be notedith&icily during the three-year period
2005-2007, an average of about 303,000 hectares aeenmitted to durum wheat cultivation
(12% less compared to the average figure for theetgear pre-Reform period 2002-2004)
representing 21.1% of the national figure. In tewhgroduction, the island has contributed
19% to national production, with 779,000 tonnesrdte last three years (5% more than the
pre-Reform period).

This is the background, then, of the present studych assessed the profitability of
the farming by direct enquiry at the companies thaies, in order to assess not only the
technical-economic aspects, but also how many cormepavere aware of the real impact of
the new CAP and how they intended to respond to¢eform community aid.

As well as meeting an important need for informatfeedback, then, this present
study is also intended as a reference point foridRed policy-makers, of further use in
applying the CAP Health Check.

Adopted method of work

The procedure adopted to assess the impact of E®iP on cereal cropping in the
Sicilian region was based, as mentioned, on fadade interviews, and was carried out in
five phases that are illustrated below.



1% phase: Structural analysis of the cereal croppawor on the basis of cyclical and
tax-based data provided by ISTAT, this being thé dody able to provide information
according to town locality.

2nd phase: Establishing key locations to be ingattd; it was decided that the
greatest attention should be concentrated on aveghshigh level of specialisation in wheat
cultivation. To identify these areas, a specifieficient was used, known as thecalization
Index (W. Isard, E. Del Colle, G. F. Esposito), whickkes into account the Utilised
Agricultural Area (UAA), both as a total and inres of crop production, based on data from
tax assessment, using the following formula:

UAAjm UAAtotm
UAAjr UAAtotr

where “” refers to type of farming in question, ¥eh“m” and “r’ indicate
respectively the municipality, and the overall Regi

The results show a high level of specialisatiopriaduction amongst certain Sicilian
provinces, especially those of Palermo (0.82), Efth&9), Caltanissetta (0.64), Agrigento
(0.55) and Catania (0.53); on the other hand, whaléitation is of little significance in terms
of the total production of the region, in the pruse of Messina, where the coefficient takes
on a negative value (-0.06), but also in SyracQsE2), Ragusa (0.13) and Trapani (0.27) .

Indicators were then established for each of theiomalities of the nine Sicilian
provinces, so that it was possible to identify theations where the importance of wheat
farming was higher in relation to the overall Regibdata.

3rd phase: Choice of the sample group; once thasashowing high levels of
specialisation in wheat production had been ideatifthere followed the calculation of a
sample group of companies to represent the univewb®le, which were distributed
according to the regional specialisation in theaarthat had been identified. The stratified
sample consists of 400 companies (a=5%; (1-a)=98lributed across the different
provinces and municipalities and apportioned on lasis of the number of companies
dedicated to durum wheat production (Table 1).

4th phase: Drawing up of a questionnaire to givénterviewees during th&ace to
facein order to analyse management and company steyjcand the effects of the reform in
terms of structural and organisational changes rfalbaving its application.

5th phase: Processing collected data. Initiallgreéhwas a decision to concentrate this
phase on a more limited sample of companies thar4@0 that were interviewed — 187
companies located within the three provinces thetewnost representative of Sicilian cereal
cropping (Caltanissetta, Palermo and Enna) acogrtirthe data emerging from reading the
localisation index. Out of this group, those companwhere the GSP of durum wheat
contributed more than 50% to the total company @8Fe selected, as they were considered



the most affected by European Community aid scheegdation, but also by the application

of new proposals contained in the Health Checks the number of companies was reduced
to 90.

Table 1 - Companies & their relative wheat-growingareas in Sicily

Sicilian Company % of total Area % of totale Localization Companies
Sicilian Sicilian

province n. weight (ha) weight Index in sample
Agrigento 15,510 21.0 49,127.91 14.4 0.551765 84
Caltanissetta 11,401 155 52,346.99 15.4 0.640192 62
Catania 8,366 11.3  46,558.30 13.7 0.530073 45
Enna 9,642 13.1  58,522.09 17.2 0.692722 52
Messina 2,212 3.0 3,874.28 1.1 -0.061654 12
Palermo 13,449 18.2 72,696.25 21.4 0.820813 73
Ragusa 3,787 51 15,328.11 4.5 0.134215 21
Siracusa 2,469 3.3 14,499.58 4.3 0.121965 13
Trapani 6,940 94  27,112.92 8.0 0.272601 38
Sicilia 73,776 100.0 340,066.43 100.0 400

Source: Our processing of data from V Censimento generalbAgricoltura.

To process the economic figures, the companies Wweyken down into two sub-
groups according to the contribution of gross potidm (GP)? of wheat to the company’s
total GP, one group representing between 50 and @Bécthe other group more than 75%.

An economic analysis based on information obtantieectly from the companies and
the processing of the data from the 2006-2007 cagnpallowed the economic results to be
examined by establishing the Net Farm Product (RFBased on this, it was possible to
effect simulations taking into account variationsthe price of durum wheat (average price,
maximum price and minimum price at which the prdduas sold in the two subgroups in
question) and hypothesize, in a simulated scendhe, total removal of any form of
community aid to the companies.

General characteristics of the companies studied

The field study initially involved 187 companiescapying a total area of 8,146.8
hectares, of which 7,441.9 hectares are used fogudtyre. Concerning localization, most of
the companies studied are located within the paa/of Palermo, with 73 companies (39% of
the sample) occupying 2,563.4 hectares of landb#81of total land area); 62 companies are
located in the province of Caltanissetta (33.2%) eover an area of 2,778.6 hectares (34.1%

2 Gross production (GP): value of crops, livestonll ather farm products, including sales, redeplaysieown
consumption, variations in live stock and storemfgroducts. To this value is added the amountubsislies
received by each farm; the variable thus obtainedsures the effective amount received by the fafarenis
products.

* Net Farm Product (NFP): equivalent to value addedus depreciation. Represents remuneration ofifixe
production factors, independently of whether thelphg to the family or are from outside the family.



of the total); finally, in the province of Ennagtie are 52 companies (27.8%) with a total area
of 2,804.8 hectares (34.4% of the sample areal(€it).

Figure 1 - Distribution of companies interviewed acording to company
size, area of land used for durum wheat, and provice
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In terms of distribution of the studied companiasrelation to the importance of
durum wheat cultivation, it becomes evident thatrtiost significant province is that of Enna,
where durum wheat cultivation represents about%5d UAA; more modest weights of
grain come from Caltanissetta (32.0%) and Pale24b060).

The companies that were analysed were medium-lémgall, average land area was
43 hectares, with an average of 39.8 hectares oh.UMere were substantial differences
within the provinces, however. The largest aversiges may be found in the province of
Enna (53.9 hectares), followed by Caltanissetta8(dctares) and Palermo (35.1 hectares).
However, averages are very much influenced by thegmce of large-sized companies in the
sample taken.

Economic analysis and simulations

The companies examined in the simulation phase 9@reg all; these are farms where
durum wheat production is important in terms o&td&P (contributing more than 50%). As
stated above, the sample group was divided into swb-groups, the first including
companies where the GP of durum wheat represetisbér 50% and 75% of total GP, and
the second group including companies where theriboition to total GP exceeds 75%.

Amongst companies in the first group, the NFP aadean average value of 97.7 €
per hectare of farmed land, with a wide margin afiation in company size and farming
techniques (Table 2). The study shows the impoetasfccommunity aid contributions in
terms of average impact on the value of GP, reptegg55.7%.



Table 2 - Net Farm Product (NFP) and main results fosimulations (values in €/ha)

Scenario 1 Scenario 2 Scenario 3
Mean price Max. price Min.price
NFP (€/100 kg NFP (€/100 kg NFP (€/100 kg NFP
1st Group 97.7 23.1 96.1 35.3 283.0 17.7 20.5
2nd Group 97.6 25.1 102.8 40.8 418.7 18.0 -20.3

Source: Our processing of directly received data.

Hypothesizing that the grain is sold at the averpgee calculated for the sample
companies during the year of research, the sinmnatshow an almost negligible reduction in
NFP. In this scenario, however, removing commuaity would cause a swift fall in NFP
from a starting point of 96.1 €/ha, down to -208/6a (Table 3 and Fig.2). In the second
scenario, hypothesizing a maximum price of gramdsethe NFP sharply up to 283 €/ha, a
value which, were community aid to be removed, Walgcrease dramatically to about -16.1
€/ha. Finally, in the third scenario, applying anirmium price of grain would reduce the NFP
to 20.5 €/ha; also in this case, the eliminatioray form of community aid would cause a
dramatic fall to an earning of -278.7 €/ha.

Table 3 - Main results of simulations where communy support is eliminated (values in €/ha)

Scenario 1 Scenario 2 Scenario 3
Average NFP minus NFP minus NFP minus
CAP aim A CAP aim NFP CAP aim A CAP aim
1st Group 299.1 96.1 -203.0 283.0 -16.1 20.5 -278.7
2nd Group 272.7 102.8 -169.9 418.7 146.1 -20.3 -293.0

Source: Our processing of directly received data.

In the second group of companies, the average MFRqztare of utilised agricultural area
is 97.6 €/ha, a figure that is strongly affectedtby company size and farming techniques
adopted. Community aid is also an important fadtmr the companies in this group,
representing an average of 52.4% of GP.



Figure 2 - Effect of eliminating community aid on profitabilit y of the
companies studied (values in €/ha)

2nd Group
1st Grou
-500 -300 -100 100 300 500
= NFP scenario = NFP 1- CAP contr. = NFP scenario
= NFP 2- CAP contr. = NFP scenario = NFP 3- CAP contr.

In a hypothetical scenario where farmers sell theumh wheat produced by the
company at an average price (scenario 1), the N&#Hdiwbe 102.8 €/ha, showing a slight
increase (5%) compared to the initial figure; irsthcenario, the removal of community aid
would cause a sharp fall in NFP, to -169.9 €/hahtnsecond scenario, the NFP is 418.7 €/ha
when selling at the higher price, which falls to614 €/ha in the absence of CAP aid,
maintaining positive values, however. Finally, icesario 3, where changes in NFP are
simulated with the application of the minimum price grain it may be seen that the NFP
would be -20.3 €/ha, a value which would fall dréicadly to -293.0 €/ha if all forms of aid
under the CAP were to be removed.

Conclusions

The conclusions emerging from the research carpatl are not in the least
comforting; only in the case of selling grain atmaximum price are the companies that were
studied able to significantly improve their profitity. The simulations carried out also show
how community aid is of fundamental importance e tcompanies that were studied,
allowing them to stay on the market. In the simedagcenarios, the removal of the aid that is
planned in the framework of CAP, has clear negattffects on the profitability of the
companies interviewed and would probably cause tioetinop out of the market.

Further information acquired during the interviest®ws the farmers expressing deep
perplexity regarding the method used for calcutpttheir assets, which did not reward
producers during the three-year period of 2000/Z002dopting the “good crop rotation”. It
also emerges that there is a widening gap betweeodst of production, which has increased
exponentially over recent years, and the pricdeffinal product.

Furthermore, in view of the real probability of themoval of community aid from
2013 onwards, or a reduction in coupled aid (&te&2 of Reg.CE 1782/03), more than 50%
of the interviewees believed they would not corgitoi cultivate durum wheat



A certain interest was shown in other types of srdpat might be destined for
producing biofuels.

Overall, there is a general sense of unease thaffesting the whole world of
agriculture.As shown in the simulations, an inceeisthe price of durum wheat grain is not
enough to ensure increased competitivity (beamngnind the dramatic fluctuations in prices
over recent years) and good cereal cropping pesstion the contrary, significant
interventions are required on a structural lewvelresolve some of the main difficulties that
characterise the sector, including, for example,gbor concentration of services, the lack of
production-line agreements and more generallylatwvempact of policies that have aimed at
raising the profile of the product.

This research was financed by the Assessorato @dlgra e Foreste della Regione
Sicilian, under a Convention stipulated with th@®&timento di Economia dei Sistemi Agro-
Forestali.
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