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Preface

In 2005 significant and far-reaching decisions on agricultural and rural policy
were made concerning, for example, the sugar policy of the Community and EU
budget. The discussion on the increasingly important role of rural policy gave
Finland well justified reasons to expect that expenses due to the EU enlargement
would be divided equally between the old Member States by cutting the market
support for agriculture, the so-called CAP support. This did not happen, but the
views on the importance of rural support took the opposite direction as the large
agricultural countries of the EU held on to their own interests. This meant that
in the old Member States the budget cuts were directed to rural support, such
as environmental support and compensatory allowances, which are particularly
important in Finland, which is a very rural country and suffers from permanent
natural handicap due to the northern climate. The decisions made gave rise to
general questions on how the agricultural and rural policy of the EU is responding
to the tightening requirements for environmental protection and management and
the challenges of globalisation. The way the reform of the EU’s sugar policy was
carried through gave indications that in major decisions on agriculture the interests
of the large Member States have more weight than those of the small countries, not
to say anything about the perspective of the poorest developing countries.

The events of the year 2005 again reminded us that the extremely high
risks involved in food security and energy supply are very real and every effort
is needed to protect us against them. The spread of dangerous animal diseases
such as avian influenza or foot-and-mouth disease causes high costs to the society.
Proper protection against dangerous animal diseases and food safety risks inevitably
increases the food production costs even if serious epidemics could be avoided. In
Finland, for example, the cost-efficiency of livestock production which is scattered
in different parts of the country cannot be as high as in the intensive livestock
production regions of the EU, but the Finnish production units are less susceptible
to the dangerous animal diseases.

The rise in the prices of energy and the production inputs derived from it
has increased the production costs of agriculture and reduced agricultural income.
Policies emphasising renewable bioenergy and shortage of the energy raw material
have not yet been reflected on the agricultural product market in Finland. The price
parity of ethanol and petrol for transportation was disrupted in the world as the
price for ethanol continued to rise but the trend in petrol prices was more stable.
If the markets function efficiently, the demand for the raw material for ethanol and
biodiesel should reinforce the prices of cereals and oilseed crops in Finland as well.
Especially towards the end of the year there were positive expectations that Finland
1s taking serious action to reduce its dependence on fossil fuels and increase the use
of bioenergy for transportation.

Agrifood Research Finland MTT wishes to thank Professor Jyrki Niemi and
Research Secretary Jaana Ahlstedt for compiling and editing this publication, as
well as all the researchers who contributed to the writing process.

Helsinki 8 March 2006
Kyosti Pietola

Director of Economic Research
Agrifood Research Finland MTT
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SUMMARY

During 2006 no major decisions or policy
reforms will be prepared in the agricultu-
ral and regional policy of the EU, but the
tocus will be on the implementation of the
CAP and sugar reforms decided earlier as
well as in the national preparation of the
regional and rural programmes for the next
programming period for 2007-2013.

The negotiations on world trade place
great demand on the EU as the WTO ne-
gotiations proceed to the decision-making
stage in 2006. During the Doha round,
which has been going on for four years, de-
cisions have been made on only few major
issues concerning agricultural or industrial
products, as well as the trade in services.

So far the most significant step forward
has been the decision on the abolition of
exports subsidies by 2013 reached at the
WTO Ministerial Conference in Hong
Kong in December 2005. In 2006 the fo-
cus in the negotiations on agriculture will
be on how much the WTO countries agree
to lower the duties on agricultural products
and what the schedule will be.

The preparation of the legislation for
the upcoming programming period is one
of the main issues in agriculture during
2006. The rural development funding was
cut quite dramatically at the EU summit
in December 2005 when the financial
frameworks for 2007-2013 were decided.
In Finland this will lead to a reduction in
rural development funding by about € 100
million.

In the early part of 2006 the EU mi-
nisters of agriculture should agree on how
the € 18.9 billion available for rural deve-
lopment will finally be divided between
the Member States. These negotiations
are decisive for Finnish agriculture becau-
se, unlike in many other Member States,
in Finland a major share of support for
agriculture is paid from these rural deve-
lopment funds.

The financial framework agreed in
December 2005 cuts also the regional
and structural policy support for Finland
by about a quarter. Eastern and northern
parts of Finland are excluded from the re-
gions eligible for the highest support from
the Structural Funds now that the poorer
regions in Eastern Europe have joined the
Union.

All this means that the net payments of
Finland to the EU will be increasing con-
siderably. Agricultural support paid by the
EU is threatened by further cuts of several
percentage units towards the end of the
programming period, because in the finan-
cial framework no additional funding for
agriculture was reserved for the accession
of Rumania and Bulgaria to the EU.

Promoting the use of bioenergy

Decisions made in the energy policy have
far-reaching consequences in the rural are-
as as well. In 2005 the price of crude oil
started to rise more steeply than had been
expected, which raised concerns about the
poor self-sufficiency of Europe in energy
supply. There is a need and will to replace
part of the oil with bioenergy.

The public interest in bioenergy is also
tounded on objectives related to agricultu-
ral policy and prevention of climate change.
The tensions in the EU’s sugar sector made
this discussion even more topical.

According to the objectives, the EU
Member States should try to triple the
use of biofuels for transportation from the
current about two per cent to almost six
per cent by 2010. In December 2005 the
European Commission presented a highly
ambitious action plan concerning all forms
of bioenergy.

During 2005 bioenergy of agricultural
origin made the final breakthrough to the
domestic discussion forums as well. The im-



portance of developing biofuels was stressed
by the Minister of Agriculture and Forestry,
Minister of Trade and Industry and all the
presidential candidates. The EU has already
reproached Finland for the slow progress in
the use of biofuels for transportation.
Bioenergy is hoped to contribute to
the objectives concerning entrepreneur-
ship, employment and general viability of
regions. The production alternatives offe-
red are biogas, reed canary grass, energy
oats and straw for electricity and heat pro-
duction and oilseed crops, bioethanol and
biogas for biofuel for transportation.

Time for implementation in
agricultural policy

The single payment scheme adopted in the
context of the CAP reform was introduced
in Finland in 2006. Most of the support
funded in full by the EU, so-called CAP
support, will now be paid through this
scheme. CAP support has two main com-
ponents: single payments decoupled from
production and payments which continue
to be coupled to the production. In Finland
the coupled CAP support is paid for suckler
cows, male bovines, ewes and starch potato,
while the CAP support for arable crops will
be almost completely decoupled from the
production as of 2006. This means that
about 90% of the CAP support paid in
Finland is decoupled.

Cross compliance is a further conditi-
on for CAP support. Arable lands must be
kept in good farming condition and certain
minimum requirements concerning animal
welfare and state of the environment must
be met. In addition to this, Finland has
made the national decision that if a farmer
sets aside more than the mandatory area,
this uncultivated land must be covered with
grass to be eligible for the payment.

In Finland the single payment scheme
is implemented on the basis of the hybrid
model. Former CAP support is converted
into payment entitlements which consist of
a regional flat-rate payment and possible

farm-specific top-ups. Certain payments
continue to be coupled to the production.
The values of the payment entitlements will
be established towards the end of 2006.

Reform of the environmental
support scheme

The Ministry of Agriculture and Forestry
appointed a working group in 2005 to
prepare a proposal for a new agri-environ-
mental support scheme for 2007-2013.
The draft proposal of the working group
submitted in February 2006 contains an
assessment of the current state of the ag-
ricultural environment and objectives of
environmental support, description of the
proposed measures, their objectives and es-
timated impacts and an estimate of the costs
of the measures and levels of support.
According to the proposal, the gene-
ral objectives of the new environmental
support would be basically the same as in
the current programme, i.e. the focus is
on water protection, but biodiversity and
landscapes will not be neglected, either.
Maintenance liming and inventory of the
biodiversity sites on farms will be introdu-
ced as new basic measures. Requirements
concerning fertilisation will be tightened
especially on livestock farms because of
the raise of the usability percentage of the
phosphorus contained in animal manure.
There are also plans to introduce a specific
support scheme for promoting the welfare
of production animals.
Agri-environmental support constitu-
tes the greatest single expenditure item that
the State has allocated to environmental
protection. In 2005 altogether € 322 milli-
on were used for environmental support.

Rapid increase in the costs of
agriculture

The year 2005 was the third year in a row
when the agricultural income of the agri-
cultural and horticultural sector decreased.
Agricultural income totalled a little under



Agricultural support in Finland, million euros.

Support financed by EU
CAP payments

Support co-financed by EU
LFA support
Environmental support

National support
Northern support
National support for Southern Finland
National supplement to environmental support
National supplement to the LFA support
Other national support

Total
EU contribution
National financing

€ 918 million, which was 14%, i.e. more
than € 152 million less than the year be-
fore. The reasons for the decrease were
the increase in the costs of agriculture and
horticulture by 4%, decrease in total return
and delays in the payment of agricultural
support.

In recent years the total costs of agri-
culture and horticulture have risen especi-
ally due to the increase in oil prices, which
influence the energy costs directly, as well
as the costs of various other inputs, such as
tertilisers, indirectly. The rise in the prices
of machines and building has also exceeded
clearly the general rate of inflation.
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The income formation of agriculture
and horticulture is strongly dependent on
the amount of support. In 2005 the total
amount of support rose to almost € 1.9
billion, which represents about 47% of
the total return on agriculture and horti-
culture.

Progress in structural development

The structure of Finnish agriculture has
changed considerably in recent years. In
1995 there were still more than 95,000
farms, while now, ten years later, the num-
ber of farms is a little over 69,000. The
number of farms has decreased by a
little more than 3% a year, in lives-
tock farming even more. For example,

the annual decrease in the number of
farms specialised in milk production

has been almost 7%. Proportionally

the number of farms has fallen the
most in eastern Finland (32%) and

the least in northern Finland (23%).

The average size of farms has

grown as their number has decreased.

In 1995-2005 the average size of
active farms grew by 44% from less
than 23 hectares to almost 33 hecta-

res. About two-thirds of the growth

has taken place through leasing of



Number of active farms and agricultural income in 1994-2005.

Number Change from
of farms previous year
%
2005 69,088 -2,8
2004 71,100 -1,3
2003 72,000 -1,9
2002 73,386 2,7
2001 75,384 -3,2
2000 77,896 -5,2
1999 82,142 4.1
1998 85,690 =-3,0
1997 88,370 -3,2
1996 91,281 )
1995 95,562 7,2
1994 103,000!

Change from Agricultural Index
1994 income at 2005 1992-94
% prices, € million  average: 100
-33 918 62
-31 1,080 73
=30 1,133 76
-29 1,171 78
=27 1,141 76
—24 1,095 73
—-20 1,033 69
=17 989 66
-14 1,201 80
-11 1,247 84
—7 1,427 96
1,630 109

! Estimate of the MTT Economic Research, Agrifood Research Finland.
Sources: Total calculation of the MTT Economic Research, Agrifood Research Finland, Support register of the Ministry

of Agriculture and Forestry (MMM).

arable land. In 2005 705,000 hectares
(about 31%) of the total cultivated area of
2.24 million hectares was leased.

Despite the rapid structural develop-
ment, the improvement in profitability
has been relatively slow. In 2005 the same
amount of inputs yielded about 13% more
than in 1992. On average the productivity
of agriculture has increased a little less than
1% a year.

Decrease in the market prices for
cereals

The yield of 2005 was better than normal-
ly. The total cereal yield was 4.1 billion kg,
which is 12% higher than in 2004. The
area sown was about the same as before, a
little under 1.2 million hectares.

The prices paid for cereals were about
6% lower than the year before. The ave-
rage price of feed barley fell by 7% from
2004 to about € 100/tonne. In the early
part of the year the price for oats decreased
rapidly, like in the previous year, but then
increased during the last three months of
the year. The average price quoted for the
year was € 88/tonne, which is about the

same as in 2004.

The average prices for bread cereals
were lower than in the previous years, but
towards the end of 2005 the price of rye
started to rise closer to the long-term ave-
rage. In the early part of the year the price
of wheat was 14% lower than during the
same period in the previous year and the
opening prices for the autumn were 6%
lower than in the previous autumn. In the
main wheat producing countries of the EU
the fall was even more dramatic, and the
average was more than 20%.

Growth in cheese imports

In 2005 altogether about 2,293 million lit-
res of milk was delivered to dairies, which
was 0.5% (10 million litres) less than the
year before. At the end of the year the to-
tal number of milk suppliers was 15,300,
which i1s 6% less than in the previous year.
The average herd size exceeded 20 cows
and the average yield of dairy cows rose
to 7,505 litres.

The prices paid to Finnish milk pro-
ducers are still higher than in the EU on
average. In 2005 the average price for milk



was € 0.33/litres, which is 4% lower than
the year before.

The import of dairy products from the
new EU Member States has weakened the
profitability of Finnish dairies. Yoghurt is
imported from the Baltic States and espe-
cially cheeses from Poland.

The cheap imports aftect the Finnish
dairies especially on the cheese market. In
2005 the cheese imports mainly from Ger-
many, Denmark and Poland rose by 14%.
Already about a third of the cheese consu-
med in Finland is imported. The situation
1s balanced by the fact that a growing share
of the cheese produced in Finland is sold
on the export market.

The domestic consumption of chee-
se has also grown. Especially the special
cheeses have increased their market share
at the cost of the traditional Emmenthal
and Edam cheeses.

New record in pigmeat production

Finland’s position as a net importer of beef
strengthened in 2005, when as much as
15% of the consumption was imported
beef. Beef consumption fell by about 1%
from the year before to about 96 million kg.
Beef production in Finland totalled about
84 million kg, which is almost 7% less than
in 2004.

Beef exports fell by almost 70% to
only about 1.5 million kg. Imports grew
by 47% to 14.6 million kg. Imports from
Brazil and Denmark grew the most, while
beef imports from Sweden decreased.

The role of pigmeat as the most sig-
nificant export article of the Finnish meat
industry became stronger and the exports
grew by 6% to almost 41 million kg. Most
of the exports go to Japan, Russia, Esto-
nia and Sweden, which represented almost
70% of the carcass meat exports. Exports
to Russia grew by about a fifth.

Pigmeat imports to Finland increased
by 12% and those of processed meats by
42% from the previous year. The most sig-
nificant trade partners are Denmark, Ger-

many and Sweden. The share of Denmark
and Germany in the carcass meat imports
has been around 80%.

Exports represented about 20% of
the pigmeat production, while the share
of imports in the consumption was about
9%. In 2005 pigmeat production totalled
a little more than 203 million kg, which
is 3% more than the year before. Pigmeat
consumption totalled 176 million kg.

The growth in poultry meat producti-
on has slowed down, and in the past couple
of years the production has been about 87
million kg. However, poultry meat con-
sumption grew again in 2005 by about 1%
to 84 million kg.

Foreign trade in poultry meat grew as
well. Poultry meat exports grew by 4% and
imports by 9%. Especially the imports of
frozen broiler fillets from the cheapest pro-
ducing country, Brazil, are on the increase.
This is sold at a lower price than domestic
broiler, which causes pressures on the price
of domestic broiler.

Growing deficit in food trade

In 2005 the value of food exports from Fin-
land totalled € 980 million, which is a little
over 4% more than in 2004. The value
of food imports totalled € 2,601 million,
which is 7% higher than the year before.

In recent years food imports have
grown more rapidly than exports, which
has led to a rapid growth in the deficitin the
food trade balance. Traditionally the deficit
has been due to the high imports of fruits,
raw coffee, alcoholic beverages and tobacco.
Other important import articles are vege-
tables, cheeses and cereal products.

In 2005 the food prices in Finland rose
by 0.2%. The annual change in the consu-
mer price index was 0.7%, which means
that the rise in food prices stayed below
the general rate of inflation. Between 2000
and 2005 the food prices in nominal terms
rose by 8.8%, while during the same period
the general consumer price index rose by

5.5%.
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1. OPERATING ENVIRONMENT OF AGRICULTURE

1.1. Agriculture and food
sector in the national
economy

In Finland the total annual consumer ex-
penditure on food and beverages is about
€ 16.4 billion, which is about 11% of the
GDPT. Without alcoholic beverages, the
tood consumed at home represents a little
under 13% of the consumer expenditure.
When alcoholic beverages and eating out
are included, food represents about 22% of
the consumer expenditure of households.
The total value of the annual money
tflows in the food sector is almost € 20 bil-
lion, when food exports and the supports
directly related to the food chain are tak-
en into account, in addition to the total
consumer expenditure. The money flows
in the food sector include agricultural and
horticultural production, food processing,
tood imports, margins of trade, restaurant
and catering services, taxes collected by the
State and supports paid to the food chain.

Agriculture and horticulture

The food economy is founded on agri-
cultural and horticultural production. Ac-
cording to the national accounting, the
gross value of the domestic basic produc-
tion is about € 4.3 billion. The production
is largely based on the use of inputs pur-
chased from outside the farms. Of the total
return more than 60%, about € 2.8 billion,
is used for purchasing inputs manufactured
in the other sectors of the national econ-
omy and from abroad. Inputs for agricul-
ture and horticulture are manufactured in
several sectors, such as feed, chemical and
metal industries.

In 2004 the value added produced by
agriculture and horticulture to the Finn-
ish GDP totalled a little over € 1.5 billion,
which is 1.2% of the total GDP of all sec-

tors. The share of agriculture in the GDP
has decreased over the years, because pro-
duction has grown clearly more in sectors
other than primary production.

Agriculture and horticulture are closely
linked to the industry processing agricul-
tural and horticultural products. In recent
years almost 80% of the output of agricul-
ture and horticulture has gone to the do-
mestic processing industry. Food process-
ing is highly concentrated and due to the
tightening competition even more concen-
tration is needed, which means that the
number of alternative marketing channels
tor the producers continues to fall.

Food processing

In 2004 the gross value of the production
of the food industry was almost € 9 bil-
lion, which is a little less than 7% of the
gross value of all industrial production.
The value added of the food industry was
€ 2.1 billion, which is 1.6% of the corre-
sponding value added of the whole nation-
al economy.

Measured by the value added of the
production, food industry is the fifth larg-
est sector in Finland after the electronics,
forest, metal and machine industries. Most
of the Finnish food companies engage in
meat processing or bakery, beverage or
dairy industry.

Finnish food processing industry still
purchases most of its raw material from
the domestic agriculture and horticulture,
even if raw materials may also be imported.
In practice food industry is largely depend-
ent on the domestic raw material due to
the high transportation costs. In the dairy
and meat processing industries most of the
raw material is domestic, and thus the link
to the domestic basic production is almost
seamless.
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Other industries
(e.g. energy, transport, real estates)

Value added in agriculture
and horticulture + supports

. Value added in food industry
Margin of domestic trade
in foodstuffs

Value added in restaurant
and catering services

Total about € 19.8 billion

Estimated money flows in the Finnish food sector in 2004.

Joining the EU in 1995 was a signifi-
cant milestone for the Finnish food indus-
try as it led to a radical change in the oper-
ating environment. Serious efforts to im-
prove competitiveness were started in in-
dividual companies already in the 1980s.
Excess capacity was cut, production costs
were reduced, inefficient units were closed
down and investments were made to create
new and modern processing capacity.

Food industry has traditionally func-
tioned mainly on the domestic market, but
in the past few years the internationalisa-
tion has proceeded rapidly. Before 1995
very few Finnish food companies had any
operations abroad, but now the situation
has changed radically. Finnish companies,
especially in the meat and bakery industries,
have expanded to the Baltic States, Sweden,
Russia and Poland.

Domestic trade in foodstuffs

In addition to the primary production and
processing sectors, the role of the whole-
sale and retail trade is also highly significant
in the domestic food chain. The functions
of trade include the sale of raw materials
and other inputs to agriculture, horticul-
ture and the food industry as well as sell-

ing the finished products to the consum-
ers. However, the domestic wholesale and
retail trade is far less dependent on the do-
mestic primary production than most of
the food industry.

The share of the wholesale and retail
trade in the use of intermediary products
of agriculture is quite high. The share of
trade in the use of intermediary products of
food industry is smaller, because the indus-
try purchases most of the raw material di-
rectly from the producers and other inputs
directly from other industrial sectors.

The share of wholesale and retail trade
of the food expenditure of consumers is
about € 2.4 billion.

It is somewhat difficult to estimate the
share of trade in the money flows of the
food chain, because the available statistics
do not distinguish the sale of food from the
other articles and the exact percentages of
the margins of trade are not known.

The EU membership clearly reinforced
the position of trade in the food chain rela-
tive to the domestic raw material produc-
tion and food industry. The trade sector is
able to take advantage of the competition
between the domestic food companies and
between the domestic companies and for-
eign ones.

11
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Domestic traders were faced with a
new competitive situation especially when
the German food chain Lidl entered the
Finnish market in 2002. The new compet-
itor tightened the price competition. This
internationalisation of the Finnish food
chain is going to measure the value and
significance of the domestic origin.

Foreign trade in foodstuffs

Free import and export between the Mem-
ber States of the EU has made it neces-
sary to adjust the operations in agriculture,
processing and trade according to the mar-
ket demand. In 2004 the value of food im-
ports was about € 2.3 billion, which is a
little less than 6% of the total value of im-
ports. The value of exports was about € 1
billion, which is about 2% of the total val-
ue of exports.

During the EU membership in 1995-
2005 the share of foreign foods in food
sales have increased by a few percentage
units to 15%. Part of the imports are pri-
mary products which cannot be produced
in Finland or the quantities produced are
not sufficient, while part of the foreign
trade is cross-trading.

Support and taxes in the food sector

The State supports the food chain, but it
also collects various kinds of taxes from the
different operators involved. Tax funds are
used to support the food sector in order to
secure its competitiveness.

In 2004 the support payments to the
Finnish agriculture and horticulture under
the common agricultural policy of the EU
totalled € 1.2 billion. Some of the sup-
ports are financed by the EU alone, some
are co-financed. The national aids com-
plementing the payments from the EU to-
talled about € 0.6 billion.

At the same time, however, the State
collects a value added tax of 17% on staple
toodstufts, which is quite high compared
to the EU average. The State revenue from
the value added tax on food totals about
€ 1.4 billion per year. The revenue from
the excise tax on alcoholic beverages fell
from € 1.4 to 1.1 billion as the tax rate was
lowered in 2004.

Economic linkages in the food sector

The inputs used in agriculture and food
industry and the inputs they produce to

Central Ostrobothnia
South Ostrobothnia
Eteld-Savo
Ostrobothnia
Pohjois-Savo

North Karelia
Kainuu

North Ostrobothnia
Satakunta
[td-Uusimaa
Kanta-Hdme

South Karelia
Lapland

Central Finland
Varsinais-Suomi
Kymenlaakso
Aland

Péijat-Hame
Pirkanmaa
Uusimaa

I Agriculture
1 Food industry

6 8 10 12 14 16 %

Employment shares of agriculture and food industry (%) in different regions. Source: Alueellinen
tydssakayntitilasto (Regional employment statistics) 2004 (preliminary), Statistics Finland.



the other sectors create a network of de-
pendencies between the different sectors
of the national economy. Through these
dependencies the impacts of changes in
the production in the different parts of the
food chain are reflected in the production,
income and employment in the national
economy and regional economies.

The demand induced by agriculture is
highly significant for maintaining various
kinds of services in the rural areas, such as
shops, traftic and public services. Similarly,
part of the processing of agricultural prod-
ucts is linked to the regional and local raw
material production.

According to the regions, the GDP
share of agriculture is the highest in Cen-
tral and Southern Ostrobothnia (5%) and
the lowest in the southernmost Finland in
Uusimaa (0.2%) The GDP share of the
tfood industry is the highest in south-cen-
tral Finland (5%) and South Ostroboth-
nia (4%).

Direct and indirect employment
effects of the food chain

The food sector is a significant employer,
both directly in agriculture and food in-
dustry and indirectly in sectors producing

inputs for the food chain and in transpor-
tation and delivery services.

The total employment in the food
economy is almost 300,000 AWU, when
the domestic use and export of foodstuffs
are taken into account. This represents
about 13% of the employed labour force.

In 2004 the number of people em-
ployed in agriculture was almost 93,000
persons, which is 3.9% of the employed
labour force. Agriculture is still a very sig-
nificant employer in many rural regions.
Today every fifth women and every fourth
man of the working age living in the coun-
tryside is employed in agriculture. Because
of the decrease in the number of farms jobs
in agriculture have become less significant
for the total employment in the rural ar-
eas. Production and jobs are concentrat-
ing to southern and western parts of the
country

Food processing industry employs a lit-
tle less than 40,000 people, restaurants and
catering services a little over 59,000 people,
and the share of food trade is estimated at
about 50,000 people. The number of peo-
ple working in the food industry has been
decreasing, even if since 2000 each year
100-150 new food processing companies
have been set up.

The GDP share of agriculture and the food sector, at basic price (current prices).

GDP Share in GDP

Total Agriculture  Food industry Agriculture Food industry
Vuosi € million € million € million % %
2004 129,929 1,539 2,113 1.2 1.6
2003 124,433 1,547 2,109 1.2 1.7
2002 122,594 1,688 2,075 1.4 1.7
2001 119,110 1,608 1,981 1.4 1.7
2000 113,769 1,602 1,752 1.4 1.5
1999 104,421 1,332 1,910 1.3 1.8
1998 101,618 1,185 2,018 1.2 2.0
1997 93,162 1,578 1,978 1.7 2.1
1996 86,460 1,610 1,989 1.9 2.3

Source: National Accounts 1996-2004, Statistics Finland. Revised figures.
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1.2. Rural enterprises

Small rural enterprises can be divided into
three groups: farms engaged in basic agri-
cultural production, diversified farms and
other rural enterprises. In basic agricultural
production, farms are engaged in agricul-
ture and farm forestry. Diversified farms
practise both agriculture and forestry and
non-agricultural entrepreneurial activity.
The third category comprises small rural
enterprises with no connection to farms.

In 2003 there were over 130,000 small
rural enterprises, of which 39% were en-
gaged in basic agriculture, 18% were di-
versified farms and 43% were other small
enterprises. During the EU membership
the total number of small rural enterprises
has fallen as the number of basic farms has
decreased very strongly. The number and
relative share of diversified farms and other
small enterprises has increased slightly.

About a third of the Finnish popula-
tion live in rural areas, i.e. postal code areas
where the population density is less than 50
persons/km?. This means that the income
of the rural population and rural industries
are highly significant for the national econ-
omy. The concept “rural area” can be de-
fined in a number of ways, depending on
the perspective.

Diversified farms

Engaging in different kinds of activities has
traditionally been common among farm-
ers, but in the 1990s new kinds of opera-
tions were started more than ever before.
Starting other business activities is often
connected to changes in the operating en-
vironment of farms, creating new demand
for the rural products and services, while
new challenges to agriculture may have
encouraged the farm families to seek new
sources of livelihood. New operations have
been started especially in the service sector.
Of the new enterprises 45% engaged in
machine contracting, 6% in tourism and
11% in the class “other services”.

Il 40.00-
[ 35.00-39.99
[ 30.00-34.99
[ 0-29.99

Share of diversified farms (%). Source: Infor-
mation Centre of the Ministry of Agriculture and
Forestry.

In 2003 the number of farms practis-
ing another industry besides agriculture
was 23,550, which is 32% of the Finnish
farms. The number of diversified farms
grew by 8% from 2000.

However, there is a great deal of varia-
tion within the group of diversified farms.
In 2003 about 30% of farms engaged in
other business had started this after 2000,
while 27% of farms which had engaged in
other business in 2000 had stopped this
by 2003.

In 2003 the number of diversified
farms was the greatest in Varsinais-Suomi
and South Ostrobothnia, but in propor-
tion to the number of farms in different
regions their share was the highest in Uusi-
maa. The farms engage in various kinds
of activities. The most common ones are
machine contracting (38% of diversified
farms), tourism, other services, and wood
and food processing.

About a third of the diversified farms
practice more than one business activity be-
sides agriculture. These are often connected



to agriculture so that the farm equipment,
buildings, land or products are used and
the owner of the farm, the spouse, other
family member or a partner in a farm com-
pany is involved in the other business.

Most of these activities (65% of farms)
were also taxed together with agriculture
under the Agricultural Tax Act. About a
third of the other business activities prac-
tised on diversified farms is included in the
Register of Enterprises and Establishments
of the Statistics Finland.

Entrepreneurial activities on farms are
usually quite small in scale. In 2003 on
39% of the farms their turnover was less

Number of diversified farms in 2000 and 2003.

Sector
Diversified farms, total

Industry

Food processing

Other further processing

Wood processing

Handicraft

Energy production
Manufacturing of metal products
Other manufacturing

Construction™
Trade

Services

Tourism, accommodation, recreation services
Contracting

Care services

Transportation

Services to business

Horse husbandry services (renting of stables, horse training)

Other services

Primary production other than agriculture and forestry

Fish, crayfish etc. farming on farms
Fur farming

Reindeer husbandry

Fishing

Other

than € 10,000. However, on about 7% of
these farms the turnover of other business
activity was more than € 200,000. In re-
cent years the share of farms with the high-
est turnover has been on the increase while
the share of farms with the lowest turnover
has been decreasing.

Other small rural enterprises

In 2002 the number of small rural enter-
prises was 65,400. Their turnover totalled
€ 12.4 billion and they employed 107,300
persons (entrepreneur + staff). In 1997-
2002 the number of small enterprises grew

2000 2003
21,838 23,551
4,786 4,141
1,065 846
134 78
1,349 1,134
274 337
959 969
625 580
380 197

. 697
1,056 1,234
15,019 16,143
2,272 2,041
8,880 9,039
263 249
1,055 1,083
. 736

. 7
2,549 2,278
1,328

112 102
632 647

. 423

. 156

233 .

“Different classification of sectors, this sector not accounted for in the year concerned.
**Clearing, demolition and groundwork building included in machine contracting.
Source: Information Centre of the Ministry of Agriculture and Forestry.
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by 2%, staft 9% and turnover by as much
as 15%. Small enterprise means a company
with one place of business with a turnover
of at least € 8,409 which employs less than
20 persons.

Every tenth small rural enterprise oper-
ates in primary production other than ag-
riculture. In 2003 about 14% engaged in
manufacturing industry, 17% in construc-
tion and trade and 40% in services.

Service sector is the largest individu-
al sector in rural areas as well, and it has
grown further in recent years. Between
1997 and 2002 the number of enterprises
increased by 7%, staft by 15% and turno-
ver by 26%. The development of the pri-
vate service sector and regional strengths
receive considerable emphasis in the cur-
rent Special Rural Policy Programme.

In recent decades rural tourism has re-
ceived considerable emphasis as a signifi-
cant industry with good development pros-
pects. According to the rural business reg-
ister, there are about 3,200 enterprises of-
tering tourism, accommodation and recre-
ation services in the countryside which are
not linked to a farm and about 2,100 di-
versified farms engaged in tourism. A con-
siderable number of enterprises are exclud-
ed from the official statistics, and the year-
round accommodation capacity of these is
estimated at 30,000 bed places.

Maintaining and increasing the number
of jobs in manufacturing industry is con-
sidered important for the development and
competitiveness of the countryside. Manu-
facturing industry employs about a fifth of
the people working in small rural enterpris-
es, while in the whole country 14% of the
staff of small enterprises work in manufac-
turing industry. In recent years the number
of industrial plants has decreased slightly in
the rural areas, but their average size and
total staft have grown.

Rural policy has emphasised the need
to develop food and wood processing,
which are characteristically located in the
rural areas: 55% of the small food com-

panies and 67% of small wood processing
plants are in the countryside. During the
first years in the EU the number of com-
panies in both sectors grew rapidly, but the
growth stopped around the year 2000.

Equine industry

Equine industry is a rapidly growing activi-
ty, which relies heavily on the rural resourc-
es and local strengths. Equine industry
comprises the raising of horses, care serv-
ices for horses, training, riding schools and
related tourism. The total number of sta-
bles in Finland is about 15,000 and about a
quarter of these are companies. About 73%
of the stables operate on farms.

Each year about 200 new enterprises
are established in the sector, which now
employs altogether about 10,000 people,
4,000 of them full-time. The number of
new jobs created annually is estimated at
250-500. In addition to this, feed pro-
duction, trade, building, manufacture of
equipment, veterinary medicine, competi-
tions, and training and advice employ over
4,000 persons full-time or part-time time.
The number of horses has grown by about
40% since 1995. In 2005 there were about
70,000 horses in Finland, of which about
40% were owned by farm enterprises. An
estimated 90,000 ha of arable land is tied
to the production of basic feed for horses.

Estimated according to the total costs,
the money flows in equine industries are
about € 0.34 billion. Trotting is a very
popular sport in Finland. Altogether 8,000
horses start oft each year at trotting races
and the annual turnover of betting in horse
races totals almost € 250 million. About
50,000 persons enjoy trotting races and to-
talizator wagering as a hobby. The number
of riding schools and stables oftering horse
activities approved by the Equestrian Fed-
eration of Finland is more than 200 and
riding is a hobby for about 120,000. The
number of horse owners is 35,000.



In the past five years altogether about
€ 80 million has been invested in the op-
erating environment of horse husbandry
(stables, riding manages, etc.). In the next
five years these investments are estimated
to total over € 115 million. The invest-
ments made correspond to 40-50% of the
investments in pig houses and 50-75% of
those in cattle buildings.

Fur farming

In 2005 there were about 1,600 fur farms
in Finland. According to the Finnish Fur
Breeders® Association, fur production em-
ploys about 22,000 persons, 5,600 of them
directly and 17,000 indirectly. In terms of
numbers the most common fur animals
are blue fox and mink. Other fur animals
farmed in Finland are silver fox, finraccoon
and fitchew. Great fluctuations in the trade
cycle are characteristic to the field. 98%
of the fur production is exported. Finland
produces 6% of the mink and 50% of the
blue foxes sold in the world. The annu-
al revenue from fur exports totals € 200
million.

Reindeer herding

Reindeer herding is a highly significant ru-
ral business in northern Finland, also in
terms of other activities such as tourism.
In the reindeer herding year 2004/2005
the number of reindeer owners was 5,134,
which is almost a fifth less than ten years

earlier, but the number of reindeer has
stayed about the same. In 2004/2005 the
number of reindeer totalled about 207,000,
of which 116,600 were slaughtered. Meat
production rose to about 2.86 million kg.

1.3. Finnish farm

Number and size distribution of
farms

In 2005 the total number of farms (over
1 ha) which had applied for agricultural
support was about 69,000. During the
EU membership (1995-2005) the number
of Finnish farms has fallen by 28% (3.2%
annually) from 95,562 by about 26,500
farms. Proportionally the decrease has been
the greatest in eastern Finland (32%) and
the smallest in northern Finland (23%),
while in central and southern Finland the
number of farms has fallen by 27%.

From 2004 until 2005 the number of
farms which applied for support fell by
about 2,000 (2.8%). In both absolute and
relative terms decrease in the number of
farms was close to the long-term average.
During the EU membership the decrease
was the greatest in 1995-1996 and 1999-
2000, when the number of farms fell by
about 4,000, which is about 5% of the to-
tal number of farms.

While the number of farms is decreas-
ing rapidly, the average farm size is on the
increase. In 1995-2005 the average size of

Number of farms receiving agricultural support in 1995-2005.

1995 1996 1997 1998

Whole country 95,562 91,281 88,370 85,690

Southern Finland'
Eastern Finland
Central Finland
Northern Finland

43,104 41,351 39,998 38,623
17,708 16,652 16,067 15,446
24,794 23,694 22,914 22,072
9,956 9,584 9,391 9,549

1999 2000 2001 2002 2003 2004 2005

82,142 77,896 75,384 73,386 72,000 71,100 69,088

37,037 35,319 34,192 33,375 32,771 32,245 31,272
14,658 13,675 13,219 12,935 12,630 12,498 12,121
21,108 20,019 19,443 19,023 18,656 18,458 17,986
9,339 8,883

8,530 8,053 7,943 7,899 7,709

"Main regions of Uusimaa and Aland according to NUTS Il have been included in Southern Finland.
Source: Support register of the Ministry of Agriculture and Forestry/Information Centre.
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farms receiving agricultural support grew
by 44.3% from 22.8 ha of arable land to
32.9 ha. The annual growth in the average
farm size has varied from 0.5 ha to 1.5 ha.
The growth is due to both the decrease in
the number of small farms and increase in
the number of large farms.

The structural change is reflected in the
proportional share of the different size cat-
egories: in the past ten years the share of
farms with less than 20 ha has fallen from
56% to 42% and the share of farms with
more than 50 ha has almost tripled from
7% to 19.3%. However, the share of small
farms is still high in Finland, and the very

Whole country
100000 ; 95562
80000
60000
40000
20000
0

Northern
Finland
50000
40000

69088

1995 2005

1995 2005

Number of farms receiving agricultural support in 1995
and 2005 (main regions of Uusimaa and Aland according to
NUTS Il have been included in Southern Finland). Source:
Support register of the Ministry of Agriculture and Forestry/

Information Centre.

large farms with more than 100 ha arable
land represent only about 4% of the Finn-
ish farms.

In the past decade about two-thirds of
the growth in the farm size has occurred
through leasing. In 2005 the total culti-
vated arable area of farms receiving agri-
cultural support was 2.24 million ha, and
about 705,000 ha (31%) of this was leased.
In 2005 the leasing of arable land decreased
tor the first time. The leased arable area
was about 35,000 ha smaller than in 2004.
There is considerable regional variation in
the leased area: in the territory of the La-
pland and Aland Employment and Eco-
nomic Development Centres al-
most 42% of the arable area is
leased, while in central Finland
the share of leased area is less
than 30%. The rapid growth in
land leasing can be considered
to have accelerated the structural
development. The possibility to
lease land has released capital of
active farmers to production in-
vestments to, for example, build-
ings, machinery and animals.
However, research results have
shown some indications that the
trends in the land improvements
of leased land may not be as posi-
tive as that of land cultivated by
the owner. The recent decrease in
land leasing cannot be explained
through the trade in arable land
alone because, according to pre-
liminary data, only about 6,500
of arable land was sold.

The machine capacity needed
for arable farming is quite high
relative to the average cultivated
area. Besides the small farm size,
this is due to the short growing
season and uncertain cultivation
conditions. Cooperation in the
use of machinery is difficult due
to the short optimal periods for
arable farming operations and



Size class distribution and average arable area of farms receiving agricultural support in 2005

Whole country

Arable land Southern Finland? Eastern Finland Central Finland Northern Finland 1995 2005
Number Number Number Number Number Number
offaims % offarms % offarms % offarms % of farms %  of farms %

<10 ha 5,466 18 2,649 22 3419 19 1,582 21 22,850 24 13,116 19

10-20 ha 6,757 22 3105 26 4484 25 1,538 20 30,698 32 15,884 23

20-30 ha 5209 17 2,169 18 3,360 19 1,230 16 19,669 21 11,968 18

30-50 ha 6,408 21 2,379 20 3,666 21 1,628 21 15,414 16 14,081 21

50-100 ha 5470 18 1,409 12 2402 13 1,319 17 5706 6 10,600 16

>100 ha 1,706 6 223 2 469 3 307 4 784 1 2705 4

Number of farms 31,016 11,934 17,800 7,604 95,121 68,354

Average arable area,

ha/farm 36.23 28.24 29.82 33.53 22.77 32.86

"The figures do not include hort{cu/tura/ enterprises if they have no fields under cultivation.
2Main regions of Uusimaa and Aland according to NUTS I have been included in Southern Finland.
Source: Support register of the Ministry of Agriculture and Forestry/Information Centre.

small size of the parcels, which does not
allow farmers to take full advantage of ef-
ficient machines. In 2004 the average size
of base parcels was 2.3 ha. It varied from
over 3 ha in southern Finland to less than
2 ha in eastern and northern Finland.
Finnish agriculture is based on fami-
ly farms: 88.5% of farms receiving sup-
port are privately owned and 10.4% are
owned by heirs and family companies and
corporations. Cooperatives, limited com-
panies and production rings own 0.8% of
the farms and 0.1% are owned by the State,
municipalities, schools and parishes.

1000 ha
800

The average age of farmers is 50 years.
Since 1995 the average age of farmers has
risen by almost three years, partly as a re-
sult of the small number of farms trans-
terred to the next generation.

The Agricultural Enterprise and In-
come Statistics show that, on the average,
there has been no major change in the re-
lationship between the turnover and result
of agriculture and the debts. However, the
data of these statistics involve certain prob-
lems, for example, the value of leased land,
which is comparable to loan capital, is not
taken into account when considering the
debts and obligations. Depending on
the valuation of leased land, its capi-
tal value may even have exceeded the

700
600
500 -
400 -
300 7
200 1
100 -

95 96 97 98 99 00 01 02 03 04 05

Area of leased arable land (ha) in 1995-2005.

sum of the other debts, both because
of the rapid increase in leasing and the
increase in land prices.

The loan capital derived from fi-
nancial institutions is quite unevenly
distributed. About 15% of dairy and
pig farms and 40% of cereal farms
were free from debt. The share of farms
where the debts exceed the annual turn-
over was 18% in dairy and pig farming
and 22% in cereal farming.
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Production structure of farms

Measured by the number of farms, the pro-
duction structure of Finnish agriculture has
changed considerably during the EU mem-
bership. The share of livestock farms has
fallen while the share of crop farms has in-
creased clearly. In 2005 36% of the farms
which applied for support were livestock
farms and 59% were crop farms, while in
1995 the share of livestock farms was 52%
and that of crop farms was 39%. How-
ever, no major change has occurred in the
share of livestock production in the return
at market price, which was 82% in 2005.

In 2005 about 16,400 farms practised
dairy husbandry as their main production
line. This is almost 24% of the farms that
received agricultural support. In 1995-
2005 the number of dairy farms fell by
about 15,600, by about 6.5% a year. Based
on the total value of the production dairy
husbandry is still the most significant type
of agricultural production in Finland. In
recent years it has accounted for about half
of the return on agricultural production at
market price (47% in 2005). Proportion-
ally the share of dairy farms is the greatest
in eastern and northern Finland (39%).

The number of farms specialising in pig
husbandry was about 3,150, and these rep-
resent about 4.6% of the farms that applied
for support. In 1995-2005 the number of
pig farms fell by almost 50%, i.c. 7% per
year. Of the pig farms 1,175 specialised in
piglet production, 933 farms specialised in
pigmeat and 1,041 farms practised com-
bined pig production. Most of the piglet
and pigmeat farms are located in southern
and western Finland. Pigmeat represents
about 16% of the return on agricultural
production at market price, and in terms
of the value of the production it is the sec-
ond most important agricultural product
after milk.

In 2005 about 4,430 farms (6.4% of
all farms), specialised in beef production,
and the share of beef in the value of agri-
cultural production was almost 11%. In

1995-2005 the number of these farms fell
by about 4,600, which is about 7% per
year. The decrease in the number of farms
tell much more rapidly during the first
years in the EU than in 2001-2005.

The number of poultry farms was 972,
which is about 1.5% of the farms that ap-
plied for support. During the EU member-
ship the number of poultry farms has de-
creased the most, by about 9% per year. In
2005 about 60% of these specialised in egg
production, 28% in poultry meat produc-
tion and 12% were breeding units. The re-
gional distribution is similar to that of pig
husbandry, 1.e. the production is concen-
trated to southern and western Finland

More than half of the farms that receive
agricultural support specialise in crop pro-
duction (59%). This is the only main agri-
cultural sector where the number of farms
has been growing in recent years. In 2005
there were about 3,500 crop farms more
than in 1995. More than half of the crop
farms are located in southern Finland and
about a quarter are in central Finland. In
2005 the share of crop production in the
return on agricultural production at market
price was almost 18%.

Forest is an integral part of Finnish
farms. In 2005 the average forest area of
farms receiving agricultural support was 46
ha. Regional variation is great: in central
Finland the average forest area of farms is
less than 30 ha, while in Lapland it is over
100 ha. The income from forestry per farm
is the highest in South Savo and lowest in
Aland.

The preconditions for agriculture, its
current structure and development pros-
pects vary considerably in the different
parts of Finland. During the EU member-
ship agriculture has concentrated both re-
gionally and on the farm level. The produc-
tion is falling rapidly in the remote areas,
both nationally and regionally. The produc-
tion is concentrating to large farms, which
means that the share of the large units in
the total production is growing.
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2. AGRICULTURAL AND FOOD MARKET

2.1. Arable crops

The crop year 2005 was better than nor-
mal. The total cereal yield was 4.058 bill.
kg, which was 12% higher than in 2004.
The area sown was about the same, a lit-
tle under 1.2 million ha. One indication
of the good conditions is that the differ-
ence between the sown and harvested area
was only 2,000 ha, while in 2004 it was as
much as 94,000 ha.

Weather conditions

The weather of summer 2005 was charac-
terised by quite long record warm spells.
The average temperature of the year varied
from about 6 degrees Celcius in the south
to about zero in northern Lapland. In the
southern and central parts of the country
the year was the tenth warmest in the past
hundred years, while in the north it was the
third warmest.

January and November were excep-
tionally mild in Lapland, 5-6 degrees
warmer than the average of 1971-2000.
The lowest temperature of 2005, —-36.5
degrees, was measured on 29 January in
Salla in Lapland and the highest, 30.8 de-
grees was reached in Inari on 9 July; also
in Lapland.

The conditions during the growing pe-
riod were normal. In the south the growing
season started at about the usual time (25—
26 April), but it lasted longer than usual-
ly (until 22 October). In central Finland
the growing period started and ended at
about the normal time, but in Lapland the
growing season was shorter than usually.
However, even if the growing season was
somewhat short in the north, it was very
intensive. The temperature sum was clearly
above the normal, in certain areas such a
high temperature sum is reached only once
in one hundred years. In Helsinki the tem-

perature sum was 1,558 degrees (long-
term average 1,337), in Jyviskyld 1,304
degrees (1,127) and in Sodankyld 931 de-
grees (770).

The months of May, July and August
were quite rainy. The early part of the
growing season was very wet especially in
eastern Finland, and at the worst the sow-
ing had to be stopped for two weeks due
to the rains.

In 2005 the precipitation was between
550 and 750 mm in almost all parts of Fin-
land, on the coast and in Lapland about
500 mm. In many places in southern and
central Finland this is only slightly above
the normal, but in northern Finland the
precipitation was as much as 20-40%

higher than the average.

Areas and yields

The surface area of Finland is 33.8 mill. ha,
of which about 2.2 mill. ha (6.5%) is uti-
lised agricultural area. The total cultivated
area (incl. fallow) is 2,234,000 ha. Since
1999 the cultivated area has grown stead-
ily by altogether 57,800 ha. Between 2004
and 2005 the cereal area decreased by 3%,
grass area stayed about the same and area
set aside grew by 23%. In the past five
years the cereal area has grown by 2%,
while the grass area has decreased by 7%.
Of the cereals the area under winter wheat
decreased proportionally the most, by 76%
(over 36,000 ha), while the area of spring
wheat grew the most, by 8% (15,700 ha).
Of the area under grasses the pasture area
grew by 5% and the area of dry hay by
16%.

The total yield of fodder cereals, oats
and barley, was 5% higher than in 2004.
The area under fodder cereals was about
the same, which means that the growth was
due to higher hectarage yields. In the earli-
er years the area under barley was growing



while the oats area has been on the de-
crease. The hectarage yield of barley
was 3,540 kg/ha and oats 3,110 kg/
ha. The quality was quite good.

The production area of bread ce-
reals has grown over the past seven
years, but the variation from one year
to another has been great. In 2005
the total yield of bread cereals was
833 mill. kg, which is 1% less than
the year before. The area under bread
cereals was 14% smaller than the year
before, but the yield levels of winter
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and spring wheat were higher. The | Total yield without straw in 1985-2005, f.u./ha.

area of spring wheat has almost dou-

bled in the past seven years, but the

area of winter wheat has varied strongly in
recent years and in 2005 it fell to about a
quarter from the year before.

The total spring and winter wheat
yield harvested in 2005 was 801 mill. kg.
The annual domestic need for wheat is
650 mill. kg. On the average the hectarage

yields of bread cereals were slightly higher
than before, but wheat suffered from quality
problems. The production of wheat which
meets the quality requirements for bread
cereal, i.e. protein at least 11.5%, Hag-
berg falling number 180 and minimum
weight per hectolitre 78 kg, totalled about
257 mill. kg, which was 32% of the total

Harvested areas and yields of main crops in 2004 and 2005.

2004
Area Yield
1000 ha 100 kg/ha
Winter wheat 46.7 35.3
Spring wheat 178.5 34.6
Rye 26.9 23.2
Barley 531.8 324
Oats 325.8 30.8
Mixed cereals 16.2 27.3
Peas 2.7 20.5
Potatoes 27.3 227.0
Sugar beets 30.3 350.9
Dry hay 91.1 37.3
Green fodder 16.4 99.7
Silage 412.4 184.5
Turnip rape 65.7 10.9
Other crops 35.2
Pasture 86.9
Total 1,894.7 3,5921
Set aside 195.9

2005

Total Area Yield Total
million kg 1000 ha 100 kg/ha  million kg
165 11.6 38.5 45
617 203.2 37.2 756
62 14.2 22.9 32
1,725 594.0 35.4 2,103
1,002 345.4 31.1 1,073
44 16.3 29.4 48
6 3.7 22.0 8
619 28.9 257.0 743
1,064 31.2 379.3 1,183
339 107.1 558 338
163 16.4 116.1 190
7,611 397.5 174.0 6,915
72 72.6 13.8 100

44.8

91.5
6,3882 1,978.4 3,616! 6,7962

241.0

Tf.u./ha without straw, 2 million f.u. without straw, -2 new feed unit coefficients.
Source: Information Centre of the Ministry of Agriculture and Forestry.
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wheat yield. Of the winter wheat 10% and
33% of the spring wheat met the require-
ments for bread cereal. 64% of the wheat,
515 mill. kg, qualified for intervention.
The total yield of rye was 32.4 mill. kg,
which was only about half of the crop in the
previous year. The reasons for this were the
poor sowing conditions in the autumn and
about 50% smaller areas sown. The har-
vesting of rye suffered from the abundant
rains, and the Hagberg falling number col-
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lapsed. Only about a third of the small rye
crop qualified to be used as bread cereal.
The average weight per hectolitre, 71 kg,
was a little higher than in the two previous
years and the Hagberg falling number was
also lower. In only 30% of the samples the
Hagberg falling number was over 120 and
in 50% of the samples it remained below
90. The share of stunted grains was a little
lower than the year before.

The area sown with winter cereals in
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Yields of main crops in Finland from 1985 to 2005. Source: Information Centre of the Ministry of
Agriculture and Forestry.



autumn 2005 was almost a third larger
than the year before. 13,000 ha of rye was
sown, which was almost a third more than
the rye area harvested in the autumn. Di-
rect sowing was used on about 3,300 ha,
i.e. about a quarter of the area. The rye area
is still so small that the share of foreign rye
in Finnish rye bread will stay high. The self-
sufficiency in rye is 32%.

In 2005 winter wheat was sown on
30,300 ha. In recent years the wheat area
has varied considerably. Now the area sown
was almost three times larger than the har-
vested wheat area. Direct sowing was used
on about a third of the winter wheat area,
11,000 ha.

The total silage yield was 6,915
mill. kg, which was 9% smaller than the
year before. The dry hay area grew slightly
to 107,200 ha. The area under silage was
397,500 ha, which was a little smaller than
the year before.

The total potato yield was 742.7 mill.
kg, which was 21% higher than the year
before. The hectarage yield was the second
highest ever. The average hectarage yield
was 25,700 kg.

The yield of sugar beets totalled
1,183.3 mill. kg, which was 11% high-
er than in 2004. The cultivated area grew
by 2% from the year before to a total of
31,300 ha. The hectarage yield grew by 8%
from the year before. The quality of most
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of the crop was good and there was little
dirt. In the Salo processing plant the sugar
content was 16.7-18.2 and in the Sikyld
plant 15.8-17.3%.

In 2005 turnip rape and oilseed rape
were cultivated on 76,500 ha and the yield
totalled 106 mill. kg. The yield was clearly
higher than the year before and in fact the
best in the past decade. The average hec-
tarage yield was 1,380 kg. The quality of
turnip rape was also above the average: the
average chlorophyll content was 5 mg/kg
and oil content was 39.8%, while the weed
content was only 3.2%.

Market prices for arable crops

On average the prices paid for all cereals in
2005 were 6% lower than the year before.
The average price for fodder barley fell by
7% from the year before to 100 €/tonne.
A similar decrease took place in the price
for malting barley, which has been falling
steadily for a couple of years. In December
2005 it was only 108.53 €/tonne, while in
January 2004 it was still 133.06 €/tonne.
In the early part of the year the oats
prices fell clearly in the same way as the year
before, but the prices rose again strongly in
the last three months of the year. The av-
erage price quoted for the year was 88.15
€/tonne, which was about the same as the
year before. After the decrease in the price
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Market prices of cereals in Finland from 2000 to 2005. Source: Information Centre of the Ministry of

Agriculture and Forestry.
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for barley, the price levels of oats and bar-
ley are again getting closer to each other. In
January 2005 the price for fodder barley was
15% higher than that for oats, but in De-
cember the price difference was only 3%.

In autumn 2005 about 1.1 bill. kg of
oats were harvested, of which 830 mill. kg
goes to domestic consumption and almost
300 mill. kg remains to be exported. Oats
Is not an intervention crop, which means
that it is more sensitive to price fluctuations
than the other cereals.

The oats crop harvested in Canada in
autumn 2005 totalled 3.4 mill. kg, which
was 7% less than the previous year. The
average vield was 2.59 tonnes per hec-
tare. The decrease in the total yield kept
the world market prices on a high level.
In November-December the world market
price for oats rose by 20% to 97 €/tonne.
The rise was caused by the poor harvesting
conditions in Canada, which left an unu-
sually large share of the crop to the fields
and the harvested crop also suffered from
quality problems. The rise in the world
market price has not been directly reflect-
ed in the Finnish producer prices, which
have risen mainly because of the demand
on the internal market of the EU. The de-
crease in export subsidies has also curbed
the increase in the prices in Finland. The
decrease in export subsidies has followed
the increase in the oats prices quite closely.
In the next growing season oats produc-

Market prices of cereals in 2005, €/1000 kg'.

Rye Wheat Barley Oats
Finland 118.09 109.58 101.70 87.84
Sweden 97.14 100.65 90.91 69.97
Denmark 91.26 100.44 102.45 98.52
Germany 85.78 9472 9451 76.87
France - - - -
England - 103.22 99.05 95.04
Spain 116.49 132.86 119.19 129.95

"The prices of the 1st haif of the year as unweighted
averages.
Source: Eurostat.

Market prices of cereals in Finland from 1995
to 2005, €/1000 kg.

Rye  Wheat Barley Oats
2005  118.41 106.21 9951  87.13
2004 12090 119.80 106.51  87.32
2003  124.88 126.66 10557  92.21
2002 126,57 131.79 106.00 104.38
2001 131.31 132.36 109.66 111.37
2000 13119 13455 11941 117.73
1999 14296 137.91 12278 114.37
1998  146.32 14296 122.78 111.00
1997  149.69 148.01 124.46 117.73
1996  151.37 153.05 126.14 124.46
1995  149.69 146.32 122.78 117.73

Source: Information Centre of the Ministry of Agricul-
ture and Forestry (Grain bulletin and Monthly Review of
Agricultural Statistics).

tion is expected to increase in Canada be-
cause of the reasonable price level and low
production costs of oats compared to the
other crops.

The average prices for bread cereals
in 2005 were lower than in the preceding
year, but towards the end of the year the
price for rye started to rise closer to the
long-term average. In the early part of the
year the market price for wheat was 14%
lower than during the same period the year
before and the opening prices in the au-
tumn were 6% lower than in the previous
autumn. In the main wheat producing
countries of the EU the prices fell even
more, on average more than 20%.

In 2005 the average price for turnip
rape and oilseed rape was 16% lower than
in 2004. In the early part of 2005 the pric-
es for oilseed crops were low, but the long-
term average was reached towards the end
of the year. The price is determined accord-
ing to the world market prices quoted in
MATIF in Paris.

Because of the high potato yield har-
vested in autumn 2005 the prices fell to a
lowest level for many years. The average
price for food potato, 187.36 €/tonne, was
18% lower than in 2004.



Climate change brings new opportunities and
challenges to Finnish crop production

Pirjo Peltonen-Sainio, Kaija Hakala, Timo Kaukoranta, Kristiina Regina and
Kari Tiilikkala

Climate change progresses as a self-reinforcing process. Measures to mitigate it allow us
to slow down the change, but it cannot be stopped. So far we also do not know whether
the recent exceptional weather events are to be seen as indications or even results of
climate change. Last year was exceptionally warm in the history of the world’s climate
and the names for extreme weather events, hurricanes and typhoons, also typical of
climate change almost started to run out before the year was over. In recent summers
the Mediterranean countries have suffered from extreme drought and forest fires. These
observations are surprisingly close to the anticipated impacts of climate change. How-
ever, as yet we cannot be sure which of the events are still to be attributed to random
variation and which are caused by warming. Because random variation may obscure
the trends, the “truth” will only be revealed later on, as the years go by

Focus of European agriculture shifts to the north

Climate change will not treat different regions in an equitable way, and it may not be
the harshest to those who promote it or vice versa. Strengthening greenhouse effect will
neither change production conditions similarly within Europe. Southern Europe and
gradually also Central Europe is likely to suffer from an increasingly severe drought,
which restricts agricultural production very strongly and may in some places even put
an end to it, as well as noxiously high temperatures. The climate in northern Europe
will become milder, which means that the focus of European agricultural production is
likely to move gradually to the north. Many of the anticipated changes benefit farming
in the north, but the rate of the change, dramatic variations in the weather that are to
be expected and the negative factors involved give justified cause for uncertainty.

The rate at which climate change proceeds is not known, and there are several cli-
mate scenarios instead of just one. What the scenarios have in common is the change
in temperatures over a couple of nearest decades, but when forecasting the situation in
the middle of the current century the scenarios start to differ from each other consid-
erably. Compared to the figures for 1961-1990, the mean temperature in Finland is
forecast to rise, taking account of the annual variation, from a little more than 1 degree
to about 3 degrees by 2040. The temperatures of the winter and spring months will
rise much more strongly than those of the summer and autumn.

According to the slowest forecast the changes will remain almost invisible in the
next couple of decades, but in the scenario with the most rapid trend the temperature
conditions in Finland will start to resemble those now prevailing in southern Sweden,
the Baltic States and Poland quite rapidly. In this case the conditions now prevailing
in southern Finland would move to the central parts of the country. The temperature
sum for each following decade would be 50-200 degree days higher, which means that
the growing period would be a couple of days to one and a half weeks longer. Accord-
ing to the forecasts, the warming would continue after this, but how strong it will be
depends on the amount of greenhouse gas emissions.
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Responding to the challenges is required to fulfil the potential

Sectors to be affected the most by climate change are forestry as well as agriculture and
horticulture. The longer growing season described above offers the opportunity to in-
crease the diversity of farming through new crops and varieties with a longer growing
season, possibly with new winter crops and varieties. Horticulture may also become
increasingly diverse and spread to a wider area. However, the impact of climate change
on the production of perennial horticultural crops in Finland and northern Europe has
not been studied. In Canada there is one, partly model-based study on the impacts of
the change. In the same way as in the case of forest trees, the weather during the winter
season will determine the location where the plants will survive.

Work under the Finnish Research Programme on Climate Change (SILMU)
showed through model plants how the rise in the temperature and increase in the
carbon dioxide content of the atmosphere increase the production potential of arable
crops considerably. However, growth in the yield potential alone does not mean that
this phenomenon would be positive for agricultural production in Finland. There are
other important questions, such as how the climate as a whole will change, do the
risks and uncertainties increase so that the anticipated yield potential will not be fully
realised, and if this is the case, to what extent. The most significant factors that may
restrict plant production concern the sufficiency and annual distribution of precipita-
tion, success of autumn sown plants and varieties, incidence of pests, and the long day
conditions.

Production risks and uncertainty may increase

Annual precipitation is forecast to increase slightly, but the rains are more abundant
especially during winter. Dry spells in the early part of the growing season are the most
significant factor which causes uncertainty and annual variation in the production of
arable crops in Finland. Drought may become even more decisive in the future. The
longer growing season and increased growth potential lead to more luxurious vegeta-
tion which requires more water. If the total precipitation during the growing season
stays almost at the current level, the shortage of water may become a serious obstacle
to the production. There is also the risk that extreme weather events typical of climate
change, such as heavy rains, become increasingly common. If a larger share of the rain-
fall during the growing season comes as heavy rain, the cost-benefit ratio of the pre-
cipitation becomes much weaker.

It is customary to associate the future growing conditions in Finland with those
now prevailing in Central Europe simply by comparing the changes in the tempera-
ture. However, the future growing conditions in Finland cannot be associated with the
conditions prevailing anywhere in the world. Climate change will not alter the length
of the day and amount of daylight, which are the main factors why our conditions are
so exceptional, also in the future. The abundant daylight is likely to restrict the realisa-
tion of the higher yield potential resulting from climate change, because it accelerates
the development of many crops. This means that it may not be possible to take full
advantage of the opportunities offered by the longer growing season. On the other
hand, the possibility to increase the cultivation area of winter varieties is an important
opportunity with various implications. However, the anticipated milder winters do
not reduce the risks and uncertainty of overwintering because of the possible increase
in extreme weather events.



Mean temperature and precipitation changes and their upper and lower ranges (in parentheses) in Fin-
land according to two IPCC climate scenarios. The CO, emissions are growing rapidly in the consumer
society scenario (A2) and slowly in the scenario aimed at sustainable development (B2).

Time Temperature rise (°C) Precipitation change (%)
Scenario A2 Scenario B2 Scenario A2 Scenario B2

Winter

2010-2039 2.2 (1.2-4.5) 2.6 (1.8-4.4) 9 (-1-32) 11 (1-26)

2070-2099 6.8 (5.9-8.7) 5.1 (3.8-7.4) 28 (14-60) 20 (7-49)

Spring

2010-2039 2.1 (1.1-3.4) 2.2 (1.1-4.2) 6 (-2-16) 12 (2-25)

2070-2099 5.6 (3.5-9.4) 4.4 (2.8-8.1) 21 (8-44) 17 (5-31)

Summer

2010-2039 1.2 (0.6-1.6) 1.3 (1.1-1.5) 4 (-5-12) 4 (-7-17)

2070-2099 3.4 (2.4-4.3) 2.5 (2.0-3.2) 3(-8-12) 5 (-3-14)

Autumn

2010-2039 1.8 (1.1-2.6) 1.7 (0.9-2.9) 6 (1-14) 7 (3-15)

2070-2099 4.5 (2.9-5.6) 3.3 (2.1-4.4) 15 (8-28) 15 (3-31)

Year

2010-2039 1.8 (1.3-2.8) 2.0 (1.5-2.8) 6 (2-13) 8 (3-16)

2070-2099 5.1 (4.4-5.9) 3.8 (3.0-5.0) 15 (8-29) 14 (6-28)

Source: Jylhd, K., Tuomenvirta, H. & Ruosteenoja, K. 2004. Climate change projections for Finland during the 21st
century. Boreal Environmental Research 9: 127-152.

Experience from the practical farming at present has already produced anticipation
on the effects and risks of possible climatic changes on plant production. In addition to
the problems due to the varying wintering conditions and drought, new diseases have
already now increased the use of pesticides, as the occurrence of pathogens and pests
(plant lice, mites, sugar beet nematode) have increased, and immigrant species (Colo-
rado beetle, Arion lucitanicus/Spanish slug) have spread further to the north. The sales
statistics of plant protection products have already turned into an increase. Uncertain-
ties weaken the cost-benefit ratio of the input use considerably, which erodes our com-
petitiveness and poses special challenges to the sustainable use of natural resources.

Milder spells during winter and higher summer temperatures accelerate the mi-
crobial activity in the soil, while the runoft through the soil in winter increases. These
changes are going to increase the leaching of nitrogen in the future. Recent results also
indicate that soil erosion may increase during mild winters on lands that are not cov-
ered by vegetation, while land that is under permanent vegetation reacts far less casily.
Annual greenhouse gas emissions from arable lands will also be growing, which in-
volves the risk that the carbon stocks in agricultural land may be diminishing.

Adjustment to climate change calls for anticipation

The expected growth in the yield potential due to climate change and increasingly di-
verse range of species and varieties available cannot be taken full advantage of without
proper anticipation and preparation. For the success of our agriculture and horticulture
it is important to recognise both the positive and negative factors influencing the future
success of the crops and our competitiveness. We may be capable of adjusting to many
factors, especially the positive ones, quite spontaneously; but we should also prepare for
the possible restrictions to allow enough reaction time to correct the situation.
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2.2. Livestock production
Milk

The amount of milk delivered to dair-
ies in 2005 totalled about 2,293 mill. li-
tres, which was 0.5% (10 mill. litres) less
than the year before. According to the fig-
ures for the yield in the early part of the
year, the production was decreasing even
more than this, but the change remained
smaller as the production increased after
July. The high yields towards the end of the
year were affected by the high quality and
quantity of grass crop yield. The average
yield of dairy cows rose by 1.4% from the
year before, up to 7,505 litres.

Milk production in Finland fell 46 mill.
litres short of the national quota for the pe-
riod that ended in 2005. According to the
torecast of the Gallup Food and Farm Facts,
in the quota period 2005/2006 milk pro-
duction in Finland remained 36 mill. litres
below the national quota, in which case the
quota would be filled up to 98.5%. Calv-
ing is forecast to decrease but the yield lev-
el should rise during 2006. Thus in 2006
milk production would total 2,295 mill. li-
tres.

At the end of 2005 there were 15,351
milk producing farms in Finland. Accord-
ing to the data for December, organic milk
was produced on 133 farms. A little over
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dairies in Finland from 1995 to 2005.

a thousand farms quit milk production,
which means that the number of farms de-
livering milk to dairies decreased by 6.5%.
By December 2005 the number of dairy
cows had fallen to 312,900 (—4,900 cows
and -1.5%). The change in the number of
cows was smaller than the year before. The
slaughtering of cows decreased by 7%.

In the summer the average herd size
exceeded 20 cows. During the year 2005
the average herd size grew by about 0.9
cows. However, the herd size in Finland is
still clearly smaller than on the most other
EU-15 Member States.

The consumption of milk and butter-
milk fell by about 1%. The consumption
of yoghurt grew by almost 5% and the im-
ports increased by 7%. The total imports
of fresh dairy products increased as well.
The production of milk powder increased
to over 23 mill. kg.

The production of butter fell by 2%
and domestic consumption of butter by
12% in 2004-2005. The butter stocks di-
minished, despite the slight decrease in ex-
ports. The ratio of domestic consumption
to domestic production in butter fell to
24%. Butter-vegetable oil mixes are manu-
factured for the domestic market.

Cheese consumption increased by 2%.
The share of other cheeses in the consump-
tion grew at the cost of the traditional Em-
menthal and Edam cheeses. Cheese imports

increased by 14%, and now imports
represent approximately a third of the
cheese consumption in Finland. The
situation is balanced by the fact that a
growing share (38% in 2005) of the
domestic cheeses are sold on the ex-
port market.

Beef

Finland’s position as a net importer of
beef strengthened, and now imports
satisfy already 14% of the consump-
tion. Beef production of slaughter-
houses totalled 84.6 mill. kg (-7%)



and slaughtering at farms 2.1 mill. kg.
The production remained smaller than
the year before especially in the early
part of the year. Beef consumption fell
by about 1% to 95.4 mill. kg.

In 2005 altogether 158,000 adult
male bovines and 97,000 cows were
slaughtered at slaughterhouses. The
average slaughter weight of bovines
was about the same as in 2004, but
in the long term the average slaugh-
ter weights have risen considerably.

million kg
250

200 —
/

150 Pigmeat
100 Beef
— e
Eggs S
50

"""
Poultry|meat

0
1995 1997 1999 2001 2003 2005

For example, the average weight of = Production of beef, pigmeat, poultry meat and eggs in
male bovines slaughtered in 2005 was ~  Finland from 1995 to 2005.

about 318 kg, while in 2000 it was
only about 275 kg.

The number of suckler cows was 13%
higher than in 2004, and in December
2005 the total number of suckler cows in

Finland was 35,700. The number is fore-

cast to increase further in 2006.

Beef exports decreased by almost 70%
to only 1.6 mill. kg, while imports grew by
37% to 13.6 mill. kg. Almost 80% of the
exports went to Sweden. Beef exports from
Brazil and Denmark grew the most, while
imports from Sweden decreased.

Beef production in the EU is likely to
decrease in 2006, due to the decoupling of
CAP subsidy payments.

Pigmeat

Pigmeat production totalled a little over
203 mill. kg in 2005, which is 3% more
than the year before. The average slaughter
weight of pigs rose by almost 0.5 kg. The
number of pigs slaughtered, 2.4 mill., was
2% higher than in 2004. In recent years the
average slaughter weight of fattening pigs

has been 82-83 kg, but the seasonal varia-

tion has been greater.

Pigmeat consumption totalled about
175 mill. kg, which was about 1% less than
the year before. It was estimated that the
position of domestic ham strengthened on
the Christmas market.

Pigmeat is the most important export

article of the Finnish meat industry. In
2005 pigmeat exports exceeded 40 mill.
kg (+4%). Most of the pigmeat exports
are to Japan, Russia, Estonia and Sweden,
which represent almost 70% of the carcass
meat exports. Exports to Russia grew by
about a fifth and the amount of pigmeat
in the stocks by about a third. Imports of

fresh pigmeat to Finland decreased where-

as the imports of meat products increased
by 28% from 2004. The most important

trade partners were Denmark and Germa-

ny, which in the past couple of years have
represented about 80% of the carcass meat
imports. Most of the meat products come

from Sweden and Germany. Pigmeat ex-
ports represented about 20% of the pro-

duction and the share of imports in the
consumption was 9%.

The number of piglets traded via the
largest slaughterhouses was almost 5%
higher than in 2004. The number of sow
tarms fell by 11%, whereas the number of
sows was almost the same as in 2004. No

increase in the number of pig places is ex-

pected in 2006, because the ban on the

application for investment aid for pig hus-

bandry remains in effect.

According to a forecast by the Gallup

Food and Farm Facts, pigmeat produc-

tion should rise to 205 mill. kg in 2006.
The consumption is forecast to rise by 1%
to about 178 mill. kg. In the EU, 15 old
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Livestock production in Finland from 1995 to 2005'.

Dairy milk Beef
million | million kg

2005 2,293 85
2004 2,304 91
2003 2,323 94
2002 2,376 91
2001 2,378 90
2000 2,371 91
1999 2,325 90
1998 2,300 93
1997 2,301 99
1996 2,261 96
1995 2,296 96

1Starting from July 1, 1995 the hot weight reduction is 2%.

Pigmeat Eggs Poultry meat
million kg million kg million kg
203 57 87
198 57 87
193 56 84
184 55 83
174 57 76
173 59 64
182 59 66
184 64 61
180 67 53
172 71 49
168 75 43

Sources: Information Centre of the Ministry of Agriculture and Forestry, Gallup Food and Farm Facts.

Member States produce 85% of the pig-
meat, but production is expected to shift
to the new Member States, where the pro-
duction costs are low and the demand is
expected to increase. According to an es-
timate by the European Commission, in
2006 pigmeat production in the EU should
be about 21.3 mill. tonnes and consump-
tion 19.9 mill. tonnes.

Poultry meat

Production of poultry meat seems to no
longer increase in Finland as in 2004 and
2005 the production has been around
87 mill. kg. Instead, poultry meat consump-
tionincreased by about 1% to 84 mill. kgin
2005. Poultry meat exports increase by 3%
and imports by 14%. In 2006 poultry meat
consumption is estimated to rise to 85 mill.
kg and production to 88 mill. kg.

Broiler production totalled 72.2 mill.
kg (+1%) in 2005. Broiler consumption
rose to 69.5 mill. kg (+3%). Broiler ex-
ports grew by more than 4% and imports
by as much as one third. Especially the ex-
ports to Estonia and Germany increased
considerably whereas exports to Russia and
Lithuania decreased. Of the product labels
the exports of winged pieces, which rep-

resent about a third of the exports, grew
the most. Most of the broiler meat im-
ports were from Brazil, Denmark, Germa-
ny and France. Imports from Brazil dou-
bled. Broiler meat imports as boneless piec-
es more than doubled as well.

Towards the end of the 1990s and in
the early part of the 21st century the growth
in poultry meat production was driven by
the increase in turkey meat production.
Now both the production and consump-
tion seem to stay a little under 14 mill. kg.
Compared to 2004 the production fell by
5% and consumption by 4%. In 2005 tur-
key meat imports were 16% and exports
3% smaller than the year before. Almost
half of the turkey meat exports were to
Russia or Poland, and most of the imports
were from Brazil and Germany:.

The share of domestic broiler in the
consumption is 93% while domestic pro-
duction accounts for 85% of the turkey
meat consumption. The figures are higher
than in many other EU countries. One likely
reason for this is that the poultry meat con-
sumed in Finland is more highly processed
and most of the meat is consumed as un-
trozen fresh products, which gives the do-
mestic production a competitive advantage
compared to the foreign mass producers.



Eggs

In 2005 the amount eggs packed by pack-
aging plants and farms rose to about 57
mill. kg, which was about 1% higher than
the year before. The increase was mainly
due to the growth in farm packaging by
about a third, because the production of
the central packaging plants fell by 5%. In
the autumn more chicks were hatched than
the year before, which means that egg pro-
duction may grow slightly in 2006.

The domestic sale of eggs totalled 49
mill. kg, which is 0.4 % more than the
year before. The sales of shell eggs of the
central packaging plants on the domestic
market were 1% larger than in 2004 and
the sale of egg products decreased as well.
The need to export grew like in the previ-
ous year, now by 5% (to 11 mill. kg). The
export of egg products more than doubled
compared to 2004.

Producer prices

The prices paid to the Finnish milk
producers are slightly higher than the prices
paid to the producers in the EU on average.
In 2005 the average producer price for
milk (incl. quality supplements) was about
32.99 €/1001 (—4%). In addition to this,
production aid averaging 7.62 €/100 1
was paid. The average producer price fell

Market prices for livestock products in certain
EU countries in 2005, €/100 kg.

Milk  Pigmeat Beef Poultry Eggs
(E) (bully  meat

Finland ~ 32.54 138.49 255.49 197.07 86.65
Sweden  29.65 139.01 250.80 177.99 133.31
Denmark 28.82 121.81 271.61 162.83 132.89
Estonia ~ 25.46 135.56 185.74 147.68 78.14
Germany 27.15 147.00 289.55 169.92 76.51
France 28.18 135.56 306.40 171.46 75.96

1Statistics have changed from the previous year. For milk
the average of January-September, for other products
the average of the prices of January-December or av-
erage price.

Source: European Commission.

The producer prices of the most important live-
stock products in Finland from 1995 to 2005
including production support (€/100 kg, milk
€/1001).

Milk Beef  Pigmeat  Eggs
2005 4196 205.00 129.00 60.00
2004 4556  190.00 120.00 74.00
2003 4580 186.00 115.00 80.00
2002 4599  190.00 137.00 79.00
2001 4545 208.00 150.00 69.00
2000 4421 206.05 129.18 81.58
1999 43.76  215.97 11253 74.34
1998 4471 223.71 126.15 64.59
1997 4584 209.24 139.94 60.89
1996 4488 222.87 133.89 70.31
1995 47.04 348.68 177.62 89.48

Source: Information Centre of the Ministry of Agricul-
ture and Forestry.

especially due to the low prices in the
summer. The final price for milk will only
be known when the dairies complete their
financial statements and the retroactive
payments based on the result are decided.
In 2004 the average retroactive payment
for milk was 1.35 €/100 1.

The seasonal differentiation of the price
for milk leads to great variation between
the seasons. In November 2005 the price
paid to the producers for milk with stand-
ard fat and protein content (norm milk)
was 34.92 €/100 I, which was 5 cents less
than the year before and €7 less than in
May 2005. In November the difference
between the highest and lowest producer
price for norm milk was 4.15 €/100 L

The market situation of beef in the
EU is quite stable and the producer pric-
es continued to rise in 2005. One reason
for this was the ban on beef imports from
Brazil. The average price of, for example,
bull’s meat in Finland, 2.41 €/kg, was 6%
higher than the year before. At the end of
2005 the average price for bull’s meat was
2.51 €/kg. the average price for cow’s meat
was 1.39 €/kg. The price paid for bull’s
meat was the highest in September, while
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Producer price of milk in Finland from 2000 to 2005.
Source: Information Centre of the Ministry of Agricul-

ture and Forestry.

in the early part of the year the price paid
in Finland was below the EU average. In
the autumn the price for bull’s meat, as
well as other beef, rose then being close to
the EU average.

The average price for a male calf rose
by 2% from the previous year. In January-
September the price for male suckler calf
varied between € 166 and 175. Thereafter
a larger number of calves were traded and
the price fell gradually to €154. Instead,
the purchase prices of dairy calves rose
in the autumn. The price variations were
mainly due to changes in the weights.

The producer prices for pigmeat and
piglets rose by 8% from the year before.
The producer price level of pigmeat is ex-
ceptionally stable in Finland. For example,

€/100 kg
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Producer prices of beef, pigmeat, poultry meat and eggs
in FInland from 2000 to 2005. Source: Information Cen-

tre of the Ministry of Agriculture and Forestry.

the price for Grade E pigmeat was
between 1.34 and 1.40 €/kg. The
average price for a fattening pig was

1.33 €/kg and that for all pigmeat

1.29 €/kg. In the autumn the prices
started to decrease slightly, and this

trend was forecast to continue in

2006. The purchase price for a piglet

(25 kg) was €56-58.

Pigmeat producers in the EU ben-
efited from the animal disease prob-
lems faced by the other meat sectors.
The Finnish pigmeat prices followed
the average price level in the EU, ex-
cept that the variation from one week
to another was smaller. The producer
price in Finland was 10-15% higher than
in Denmark. In the EU countries it is easy
to see the connection between the coun-
try’s self-sufficiency in pigmeat and pig-
meat prices. Hence, the increase in pigmeat
exports is might affect on the pigmeat price
in Finland as well.

The producer price for broiler meat de-
creased in Finland in 2005. In January the
price for a kilogram of broiler meat was
€1.17, whereas at the end of the year it was
only €1.13. Previously the price was this
low in 2000. The average price for turkey
meat was 1.53 €/kg. The average price for
both broiler and turkey meat fell by 2%
trom the year before.

The excess supply in eggs has beaten
their producer price down. In 2005
the price fell to about 0.60 €/kg
(-19%), which is less than the price
on most other EU countries. At the
end of the year the producer price
was 10-15 cents lower than in Swe-
den or Denmark. The share of pack-
aging plants in the consumer price
for eggs decreased towards the end
of the year.

The news on the spread of avian
influenza virus affected the poultry
meat market of the EU as well. The
demand for poultry products fell in
some Member States. In Finland, the
demand was quite unaffected.



Productive and sustainable animal breeding

Asko Maki-Tanila

Animal breeding is the key link in the production chain

The animal product chain starts from the breeding decision and from the new produc-
tion generation. These two elements determine what kind of animals we have avail-
able for food production — or for other purposes, depending on the animal species.
Selection 1s an efficient tool for improving animal production, because the changes
achieved are cumulative and permanent and their impacts are reflected in the whole
production chain.

The opportunities offered by selection and breeding technology become even more
interesting when they are viewed from the perspective of the society, economy and sus-
tainable development. Sustainability stems from on three entities — people and the so-
ciety, environment and its state, and profitability and economic benefit. The objectives
in the use of genetic information and reproduction technology can be summarised as 1)
safe and wholesome food, 2) robust and healthy animals, 3) balance between intensive
selection and sustainable management of genetic variation, 4) social responsibility and
5) competitive self-sufficiency that distinguishes us from the others.

These objectives can be elaborated further with the descriptions: better quality of
tood, lower disease (especially zoonosis) and residue risk, robust animals suited to vari-
able production environments and, in the case of species such as fur animals and fish,
strains that are selected for use as domestic and production animals. Genetic variation
should be utilised to match the regional differences (local breeds, regional products
and culture). The new technology applications should be discussed openly with the
society.

Economic value of animal

breeding genetic level
The total market value of livestock (11016 enetic SD)

production in Finland (on the
farm level) is €1.38 bill. (€116 100
bill. in EU-15), which is some

70% of the total value of prima- 90

ry production (incl. horticulture)

in Finland (40% in EU-15). The 801

Finnish figures do not include Great Britain
horse sector, fur farming and fish- 70

eries. The return on fur farming is
some € 250 mill., which is about
the same as the market income on
pig production.

60 Il Il Il

1980 1985 1990 1995 2000
birth year of Al bulls

Thanks to programme coor-
dination, artificial insemination,
cooperation between farms and

Genetic trend of protein yield in red dairy breeds. The val-
ues computed by the Interbull organisation are compa-
rable through the Al bulls used jointly in different coun-
tries.
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R&D work, Finnish animal breeding has achieved internationally good results in all
animal species (Figure). The strategic influence of animal breeding and artificial in-
semination is many times greater than the size of the organisations carrying out the
work. The genetic level improves by 1 to 2% a year, and a cautious estimate could be
that Europe benefits annually almost € 2 bill. from animal breeding.

In Finland the economic impact of pig breeding has been studied most. The MTT
Agrifood Research Finland/Economic Research has estimated the impact of breeding
work in terms of a capacity unit for a fattening pig and found that breeding improves
the annual contribution margin of a unit by € 1.5. Because the genetic improvement
in animals is disseminating and prevailing over the years, its impact in a 10-year time
span compared to present would be €6 at a 5% interest rate (including some uncer-
tainties). When this is multiplied by the number of units in the whole country (roughly
500,000), the value of one year’s breeding work is 500,000 X €6 = €3 mill., and in
a 20-year time perspective € 7.5 mill.

The animal breeding organisations, which may even operate on a global scale, are
only of the size of SMEs. In Finland the farms are actively taking part in animal breed-
ing and therefore it is not easy to distinguish the breeding costs from the other de-
velopment costs — the surveys indicate that breeding would cost less than 10% of the
benefits — thus the cost-benefit ratio is excellent. Efficient breeding organisations also
export products and services, which further improves their financial status.

Similar calculations can be made for dairy cattle. The efficiency in the selection
of cows can be improved through embryo flushing and transfer. The MTT Agrifood
Research Finland and Embryo Centre Ltd. have a joint ASMO (MOET) programme
for the Ayrshire cows. Its impact is disseminated through artificial insemination to the
whole Finnish dairy cattle. The additional income to the producers due to the improved
milk traits is €6 mill. after the first 10 years and more than €20 mill. after 20 years.
The benefit is manifold compared to the operation costs.

Animal health is an income of a qualitative nature — diseases are an
irretrievable loss

In Finland the animal health is of prime quality giving an enormous advantage for
the economy and image of the production and for public health. Good health status
guarantees that the food processing industry is enjoying the best raw material for ani-
mal products in the world. Good animal health and - its reverse — the disease risk have
implications for the breeding operations. Because the results of Finnish breeding have
been good, there is little demand for genetic importations, and on the other hand,
hardly any restrictions to export Finnish breeding animals or sperm.

The increased transport of animals, sperm, and embryos means higher disease risk
on farms. Imports without control constitute a serious hazard for animal health, and
even a well coordinated import is a risk. For example, in pigs there are several diseases
not encountered in Finland.

In Finland, so far there are no cases of PRRS (porcine reproduction and respiratory
syndrome), PMWC (postweaning multisystemic wasting syndrome) or swine influ-
enza, which are quite common elsewhere. In Denmark the diseases occur frequently,
in Sweden they are quite common, and the first cases have been found in Norway:
Finland has set an ambitious but feasible goal to eradicate even much milder disease
such as the enzootic pneumonia in pigs, which is very common in Sweden and is also



found in Swedish farms involved in the national pig breeding programme. Far more
serious threats include the swine fever and foot-and-mouth disease, which occasionally
have scattered outbursts in Europe. The same applies to the types of salmonella that are
hazard for public health. A few years ago the Swedish authorities banned the regular
import of Danish breeding pigs due to salmonella.

Finally, a corollary that is often forgotten. Because of the good health situation in
Finland, it is easy to set up the centralised testing of pigs coming from a wide range
of farms. This is a great benefit and cost advantage for Finnish pig breeding. Earlier
there were several testing stations, but now all the testing operations take place at a
single station located in central part of the country. Such a cost-efficient centralisation
of operations is not possible in other countries.

Breeding objectives and their reassessment

Animal breeding and reproduction technology offer opportunities to develop the bio-
logical efficiency of production and the robustness and welfare of animals. The feed
efficiency has been improved through selection. Animal breeding can make a signifi-
cant contribution to the more efficient use of nitrogen and phosphorus and thereby to
reduction of nutrient leaks.

Large bodies of varying type of collected records are used in selection: feed intake,
growth, yield, health, behaviour. The weight of the individual components in selection
can be deduced from the additional economic advantage gained and the input needed
to achieve it. The selection goal for production efficiency has been widened to include
the physiology (welfare, health, reproduction) of the whole animal (Figure).

There is one more decisive factor. In terms of genetic potential, it is always possible
to change the direction of the selection — we never run out of the genetic variation.
During each generation the increment 0.1% of the genetic variation enters the animal
populations through recurrent mutations. Large bodies of recorded data and under-
standing the genetic variation and the influence of selection are the backbone of the
breeding programmes. Genomics research produces new information on animals and

their physiology and gives ad-
ditional means to balance the
relative value selection.

50% |\ In pigs it is a norm to have
crossbred production animals.
Crossing as such is not selec-
tion and for full utilisation of
the resources it must be found-
ed on efficient genetic im-
provement of the pure breeds.
The economic benefits from

feed efficiency

25%

growth rate

sow productivity, robustRS 3T ingreased viability of t.he hy—
e resistance brids and from combining dif-
I meat quality ferent traits have to be assessed

against the costs of coordinat-
ing selection programmes in

The breeding goals in pigs keep changing. The graph is an il- several breeds.
lustration of the recent main trends.

1980 2005
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2.3. Horticultural production

In 2005 the value of horticultural produc-
tion totalled about € 352 mill. This was
€ 10 mill. (about 3%) lower than the year
before. The decrease was mainly due to
the clearly weaker price level of vegetables
grown in the open.

The weather conditions of 2005 were
quite good for plant production. The early
part of the summer was cool and dry and
the growth of especially vegetables grown
in the open got started somewhat slowly.
The middle of the summer was warm with
a suitable amount of rain and the yields of
vegetables grown in the open were very
good in the whole country. The apple crop
was exceptionally good and the yields of
berries were also high.

According to the Horticultural Enter-
prise Register, there were altogether 6,563
enterprises in the sector in 2004. Of these,
2,307 practised greenhouse production and
5,265 engaged in horticultural production
in the open, i.e. they were vegetable, berry
or fruit farms or nurseries. Some of the en-
terprises engaged in both greenhouse pro-
duction and production in the open.

Production in the open is often prac-
tised in connection with basic agriculture.
Most of the outdoor production is located
in south-western Finland, berries are pro-
duced in the eastern parts of the country
and apples in Aland and in south-western
Finland. A little under a half of the green-

house vegetable area is in Ostrobothnia.
The production of ornamental plants is
more evenly distributed in different parts
of the country.

Greenhouse production represents
about 60% and production in the open
about 40% of the value of horticultural
production.

Greenhouse production

In recent years the cultivated areas in green-
house production have not changed very
much. In 2005 the area eligible for sup-
port was a little larger than the year be-
fore (6 ha, 1.5%), but the number of en-
terprises fell by about 70 (4.3%). The total
number of greenhouse enterprises receiv-
ing support was 1,522 and their average
size was 2,660 m2. The total greenhouse
area was about 405 ha.

Of the greenhouse area 60% is used
tor vegetable production and 40% for the
production of ornamental plants. Toma-
toes are produced on about half of the veg-
etable area and about a third is under cu-
cumber (76 ha). Tomato and cucumber
represent 95% of the total yield of green-
house vegetables.

The production area of tomato was
about the same as the year before, about
117 ha. Tomato production round the year
using artificial lighting has increased rap-
idly in recent years and now this is used on
about a fifth of the tomato area.

Areas under horticultural production in 2000-2005, ha.

2000
Production in the open, total 16,948
Vegetables grown in the open 9,107
Berries 7,355
Fruits 486
Greenhouse production, total 398
Vegetable production 234
Ornamental plants 164

2001 2002 2003 2004 2005
16,515 16,466 16,469 16,025 15417
8797 8918 8,983 8,837 8,254
7,200 7,004 6,886 6,552 6,495

519 544 600 636 667

400 400 398 399 405

236 237 236 239 245
164 164 163 161 160

Source: Ministry of Agriculture and Forestry, Support Register.



Areas under the most important horticultural products grown

in the open and yields in 2004.

Area Yield
ha kg/ha

Vegetables grown in the open
Garden pea 2,335 2,525
Carrot 1,698 33,569
Onion 1,020 23,149
White cabbage 593 30,216
Outdoor cucumber 339 30,479
Chinese cabbage 297 18,789
Swede 470 32,911
Beetroot 414 28,894
Cauliflower 409 7,938
Other plants 1,353
Total 8,927 18,498
— share of contract production 2,304 21,735
Berries and apples’
Strawberry 3,060 3,135
Black and green currant 1,751 914
Raspberries 409 925
Other berries 542
Total 5,763 2,113
— share of contract production 1,109 1,621
Apple 497 5,383
'Crop yielding area

Source: Information Centre of the Ministry of Agriculture and Forestry,

Register of Horticulture Enterprises 2004.

The cucumber area grew by a few hec-
tares from 2004. More advanced cultiva-
tion methods have increased the average
yields per square metre and now more than

Areas under greenhouse vegetables (m2) and
yields (kg/m2) in 2004.

Area  Yield Total

1000 m®  kg/m2 1000 kg
Total 2,588 27 69,308
Tomato 1,171 30 34,599
Cucumber 757 41 31,018

Other vegetables 660

Source: Information Centre of the Ministry of Agricul-
ture and Forestry, Register of Horticulture Enterprises
2004.

a third of the cucumber area is
cultivated round the year.
In 2004 the number of pot-

Total ted vegetables produced in Fin-
1000kg  land rose to 59 mill. Their pro-
duction has doubled during the
5896 EU membership: in 1995 only
56,987 30 mill. potted vegetables were
23,602 produced.
17,929 The production area of or-
10,343 namental plants has decreased
5,574 i recent years by a few hectares
15,452 cent years by )
11‘976 and in 2005 it was 160 ha. The
3:2 44 area eligible for support used for
the production of cut flowers
was 36 ha. Roses were produced
165,131 on about 78% of this area. The
50,084 area under potted and bedding
plants was 99 ha. About 25 ha
9,593 were used for mixed production
1,601 of both cut flowers and potted
378  and bedding plants.
In 2004 altogether 45 mil-
12,174 lion bedding plants and 12.1 mil-
1,798  lionflowering potted plants were
produced. The most common
2,675 bedding plants are violet, petu-

nia, lobelia and geranium and
the most popular flowering pot-
ted plants are poinsettia, begonia
and saintpaulia. Hanging pots of
summer flowers have become increasingly
common in recent years and in 2003 about
2 mill. of these were sold.

Production in the open

The area used for vegetable production in
the open decreased by about 600 ha (4%)
in 2005. The total area was 15,417, of
which 10,500 ha received aid for vegetable
production in the open. Of the cultivated
area 55% was under vegetables, 42% was
under berries and 4% were used for apple
production. The area of nursery produc-
tion, which is not included in the support
register, was 630 ha. The most common
outdoor vegetables in Finland are garden
pea, carrot, onion and white cabbage.
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In 2004 production contracts with
processing industry covered about 26%
of the area used for commercial outdoor
production. The most significant crops for
contract production are garden pea, gher-
kin, red beet and carrot. During the EU
membership, i.e. since 1995, the area un-
der production contracts has decreased by
17% (474 ha). The number of enterpris-
es producing for the industry under pro-
duction contracts was only a third of that
in 1995, but the quantities produced have
stayed about the same.

Strawberry is cultivated on about 53%
(3,400 ha) of the berry production area and
it represents about 80% of the production
volume. In 2003-2005 the strawberry area
decreased by 7% (250 ha). The yield levels
of strawberry production have risen con-
siderably because of the more efficient pro-
duction methods used, which means that
the decrease in the area is not reflected in
the total output. Variations in the crop be-
tween years are great, depending on the
wintering of the plants and weather condi-
tions during the growing period.

The apple production area has been in-
creasing so that in 2005 it was 630 ha. Be-
tween 2003 and 2005 the area under black-
berry bushes grew to 72 ha (33%), while
the areas of raspberry and black currant
have been about the same since 2003. In
2004 about 15% of the total yield of ber-
ries was covered by production contracts.

The area of nurseries, which are includ-
ed in the production in the open, was 630
ha. No significant changes have occurred
in this in recent years.

Horticultural product market

In 2005 the prices for greenhouse vege-
tables changed slightly from the year be-
tore. The average price for tomato has been
about the same for several years, and in
2005 it was 1.15 €/kg. The monthly price
for tomato was the lowest, about 0.66 €/
kg, during the peak production season in
July. The average price of cucumber fell
by 8% from the year before to 0.99 €/kg,
which was the lowest price in four years.
Due to the hot weather and abundant rains
in July the cucumber price fell to as low as
0.71 €/kg.

The average price for cut roses was a
little higher than the year before. The culti-
vation area of cut roses has decreased in re-
cent years, which has had positive impacts
on the producer price. The markets of seed-
lings and bedding plants functioned well
thanks to the steady sales all through the
summer. After the peak season in the early
part of the summer, the steady demand for
bedding plants continued until August.

In 2005 the average price level of veg-
etables grown in the open was much lower
than the year before. The prices for white
cabbage and carrot fell by 18% from 2004

Producer prices for the most important horticultural products in 2000-2005, €/kg.

2000 2001
Greenhouse production
Rose (€/unit) 0.32 0.32
Tomato 0.99 1.18
Cucumber 1.08 0.98
Production in the open
White cabbage 0.17 0.21
Onion 0.42 0.41
Carrot 0.41 0.48
Strawberry 2.01 1.66

Sources: Finnish Association of Fruit and Berry Growers, Kasvistieto Ltd., Glasshouse Growers Association.

2002 2003 2004 2005
0.32 0.36 0.40 0.41
112 1.15 1.16 1.15
1.05 1.16 1.08 0.99
0.32 0.38 0.33 0.27
0.52 0.50 0.47 0.33
0.39 0.47 0.45 0.37
2.33 3.52 3.05 2.68
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Producer prices for certain vegetables grown in the
open 2004 and 2005, €/kg. Source: Kasvistieto Ltd.

to a lowest level in three years. The yield
of onions was good for the second year in
a row and the price fell by 31% from the
year before to 0.33 €/kg. The last time the
onion price was this low was in 1996.

The average price of strawberry fell
by 12% from 2004 to 2.68 €/kg main-
ly because of the relatively high output
(12 mill. kg). The middle of the summer
was very warm, which shortened the straw-
berry season, but the markets functioned
quite well.

The total yields of black currants and
raspberries were also good. The yield of
apples was about 40% higher than usually.
The amount of apples produced in home
gardens was also high, which reduced the
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Producer prices for greenhouse cucumbers and toma-
toes in 2004 and 2005, €/kg. Source: Kasvistieto Ltd.

demand and the average price was

very low (0.87 €/kg). The price was

41% lower than in 2004.
Horticultural product market

is often characterised by strong sea-

sonal variation in the producer price,

caused by the ripening of the domes-
tic crop, conditions during the grow-
ing season and the resulting domes-

tic supply on the market. The price
level is also influenced by imports. It

should be kept in mind that the an-
nual averages of the prices for vegeta-

bles grown in the open include output
from two different years, because the
crop of 2004 was still being sold in
the early part of 2005. The yields of, for

example, cabbages, including white cab-
bage, were better in 2005 than in the pre-

vious year, which was reflected in the about
6 cents/kg lower producer prices towards
the end of 2005.

The average price for vegetables de-

pends a great deal on the sales during the
early summer season. The producer price
of the early carrot was particularly high

in 2005. The producer prices for green-

house cucumber and tomato are typically
the highest in winter, when the production
volume are low and production costs high.
Thanks to the cultivation of cucumber and

tomato round the year by means of artifi-

cial lighting the price level in the spring is

getting closer to the summer prices
carlier than before.

No major changes have occurred

in vegetable consumption in Finland

since 2000. The annual consumption

of fresh vegetables, including pota-
to, is about 115 kg/capita. The con-

sumption of other vegetables and root

plants is 53 kg/capita. The most pop-

ular vegetable is tomato, whose an-

nual per capita consumption is about

11 kg in Finland. Carrot comes sec-

ond, with a per capita consumption

of about 9 kg, and the third is green-

house cucumber, whose consumption

is about 8 kg/capita/year.
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2.4. Food market

Consumer prices

In 2005 the food prices in Finland rose by
only 0.2%. The annual change in the con-
sumer price index was 0.7%, which means
that the increase in food prices remained
below the general rate of inflation.

In the long term, however, the food
prices have risen somewhat more rapidly
than consumer prices in general. Between
2000 and 2005 the food prices in nominal
terms rose by 8.8%, while the general con-
sumer price index rose by 5.5%.

A comparison of the trends in the
consumer price levels of food in eight EU
countries between 1996 and 2004 shows
that no major changes have occurred in
the relative positions of the countries.
The price level in Finland was lower than
in Denmark and Sweden but higher than
in the other countries in both 1996 and
2004. The differences in prices are partly
caused by the great variation in the indirect
taxes between the countries and products.
For example, the value added tax (VAT)
on food in Finland is 17%, which is about
10% higher than the average in the coun-
tries using the euro, and this obviously in-
creased the reference prices for Finland by
this percentage.

140
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Consumer price index level of foodstuffs in certain EU
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Average consumer price index and develop-
ment of the consumer price index of foodstuffs
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Consumer Price index

price index of foodstuffs
2005 114.1 111.2
2004 113.3 111.0
2003 113.1 110.2
2002 112.5 109.5
2001 110.8 106.5
2000 108.0 102.0
1999 104.4 101.0
1998 103.2 101.3
1997 101.8 99.6
1996 100.6 98.2
1995 100.0 100.0

Besides the trends in food prices it is
interesting to observe the distribution of
the retail price paid by the consumer with-
in the food chain. A growing share of the
price of food is left to the wholesale and
retail sector, whose negotiation power in
the food chain relative to the food indus-
try and domestic raw material production
has strengthened in recent years. Farmers,
in turn, have been receiving an increasing-
ly lower proportion of the retail price of
food.

The share of wholesale and retail sec-
tor in the price for basic dairy products,
such as light milk and Edam cheese,
has grown by several percentage units
relative to the sale prices of the dair-
ies. In the case of eggs the margins
of retailers have also grown consider-
ably. For example, in 1999 about 11
cents of a litre of light milk was left
to the retail sector, but five years later
this was as much as 17-18 cents. In-
stead, the price paid for the raw ma-
terial of light milk to the milk pro-
ducer stayed about the same in 1999-
2004, 24 cents per litre. The process-
ing margin of the dairy industry did
not change very much, either, but it
stayed around 19-20 cents per litre.



Consumption of milk products, margarine, meat and eggs per capita in 1995-2005, kg.

Liquid Butter Margarine Cheese

milk
20058 184.8 2.3 6.6 18.8
2004 186.2 2.6 6.6 18.4
2003 185.1 2.4 6.8 16.7
2002 190.0 3.0 7.6 16.6
2001 191.7 3.5 7.8 16.5
2000 193.9 3.8 7.7 16.5
1999 195.8 3.9 8.1 16.6
1998 198.5 4.3 8.4 15.9
1997 1994 45 8.5 14.8
1996 203.8 4.9 8.6 14.8
1995 203.2 5.3 8.3 14.8

T Including liquid milk, sour milk products and cream.

Ice- Beef2 Pigmeat> Poultry  Eggs®
cream meat

14.0 18.6 88l 16.1 94
13.4 18.6 33.8 16.0 94
13.8 18.0 33.5 15.8 9.3
13.5 17.9 31.9 15.4 9.7
133 17.9 32.7 14.5 9.7
13.5 19.0 33.0 13.2 10.1
13.9 18.8 34.3 12.6 10.0
13.2 19.2 34.1 11.9 10.3
13.8 19.3 32.2 10.7 10.4
13.4 191 32.9 9.9 11.0
141 19.4 8.8 8.7 11.8

2 Hot weight reduction of 2% has been made in slaughter weights from July 1995.
3 Method of statistical compilation changed from January 2001.
Sources: Food Facts Ltd., Information Centre of the Ministry of Agriculture and Forestry.

Rising retail margins and a declining
share for the farmer have come during a
period of considerable change in the struc-
ture of both the retail and wholesale sec-
tors. The concentration of the retail sector,
with fewer outlets and the growth of the
large supermarket chains, has been partic-
ularly rapid in Finland. The two leading
retail chains of food and daily goods in-
creased their market share from 55 per cent
in 1990 to nearly 80 per cent by 2005.

The Finnish food sector is not alone in
witnessing a growth in retail margins. This
phenomenon appears to be happening
across other EU markets where falling farm
gate prices don’t always lead to the fall in
retail prices, which increases retail margins.
This reflects the increased market power
of the retail sector, although some other
factors, including more value-added at the
retail level, including better service and a
greater variety, play a role as well.

Average consumer prices of some foodstuffs in 20012005, €/kg.

2001 2002
Light milk, €/1 0.67 0.71
Butter 4.94 4.83
Margarine 2.30 2.26
Emmental cheese 9.62 9.84
Beef joint 8.50 8.35
Pork chops 7.26 7.84
Legs of broiler 2.65 2.71
Eggs 2.21 2.13
Wheat flour 0.62 0.63
Rye bread 2.78 2.81
Tomato 2.53 3.03
Potato 0.60 0.61

Source: Statistics Finland, consumer price statistics.

2003 2004 2005 Change %
2001-2005
0.72 0.73 0.74 10.0
4.87 4.92 4.96 0.3
2.37 2.36 2.35 2.0
10.35 10.65 10.58 10.0
8.26 8.34 9.05 6.5
7.64 7.69 7.87 8.3
2.47 2.10 2.03 -23.4
2.24 2.36 2.33 5.5
0.62 0.61 0.59 -4.5
2.97 3.09 3.15 13.3
3.04 2.94 2.99 18.2
0.58 0.72 0.65 8.9
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Structural changes in retail trade

During Finland’s EU membership since
1995 the grocery sales have expanded rap-
idly in Finland. The fall in food prices as
Finland joined the EU led to a 3% decrease
in the value of the sales to € 8,569 mil-
lion in 1995, but since then the retail sales
have been growing steadily. In 2005 they
totalled € 11,908 million, which is 2.3%
higher than the year before. The sales vol-
ume grew by 2.4% but the prices decreased
by 0.1%. The decrease in the prices reflects
the tightening competition in the retail
sector. The retail trade in foodstuffs has
changed rapidly and structural changes in
the sector increase the competition in the
tood chain.

Retail trade is concentrating to larger
units. The concentration is reflected both
in the rapid decrease in the number of re-
tail outlets and in the market shares of
the leading chains. The number of small
shops in the rural and sparsely populated
areas, 1.e. village shops, has fallen by almost
50% during the time Finland has been in
the EU. In 1995 the number of small re-
tail stores was still almost 2,300, but only
1,200 of these survived by 2004 and their
share in the sales had decreased from 11 to
6%. During the same period the share of
hypermarkets in the sales grew from 15 to
23% and the share of large supermarkets
from 20% to as high as 32%. In 2004 the

€ billion
12

10 1
8

1995 2000 2001 2002 2003 2004 2005

Value of retail sales in Finland. Source: AC Nielsen.

Market shares of retail companies in 2000-
2005.

2000 2001 2002 2003 2004 2005

K Group 376 365 36.0 358 353 359
S Group 28.9 305 311 311 343 339
Tradeka/Elanto 12.4 12.6 129 127 10.0 10.8

Spar 91 87 81 74 68 62
Other 12.0 117 119 13.0 136 13.2
Total 100 100 100 100 100 100

Source: AC Nielsen.

total number of retail outlets was almost
4,200 and about half of the sales took place
in the 396 largest stores.

Significant reorganisations have taken
place among the largest chains in the recent
years. The market share of the S Group
has increased rapidly and by the merger
of HOK-Elanto it reached the K Group in
2004 and overtook it in 2005. The share of
the K Group has been diminishing in the
past few years. The share of Tradeka has
stayed about the same, when the transfer
of the 3% share of Elanto to the S Group
in 2004 is taken into account. Instead, the
share of Spar has been on the decrease for
some time. The share of the group of “oth-
er” companies has increased due to the en-
try and rapid spread of the German Lidl
on the Finnish market. Its share was esti-
mated at 1.8% in 2003, 2.8% in 2004 and
3.7% in 2005.

There are also structural chang-
es according to types of products. In
2004 the share of the private labels
in sales was about 10% in Finland,
but elsewhere on the European mar-
ket their share was as high as 23%.
In 2004 these private labels increased
their share the seventh rapidly in Fin-
land, by 16%, in a comparison of al-
together 38 countries.

Private labels take over the mar-
kets in all countries as the retail trade
is concentrating and the number of
soft and hard discount stores is in-
creasing. The leading Finnish chains
have been active in developing their



Key figures on the Finnish food industry in 1995-2004.

1995 1996
Turnover (at current price, bill. €) 7.7 78
Turnover (at 2003 price, bill. €) 88 88
Personnel (thousands) 449 446
Real turnover per person (thousand €) 172 175

Source: Statistics Finland, Finnish Enterprises 1995—-2004.

own private labels and the rapid spread of
discount chains has accelerated this trend.

Challenges to the food industry

Structural changes in the retail sector create
serious challenges to the domestic food in-
dustry. It is becoming more and more dif-
ficult to maintain the negotiating power
against the concentrating retail chains. In
their efforts to improve the logistics the re-
tail chains purchase a growing share of the
foodstuffs from large processors, but the
structural changes in the wholesale and re-
tail sector are also putting large food com-
panies to a serious test.

The progress of both private labels and

the discount chain concept are pushing

0 100

200 300

1997 1998 1999 2000 2001 2002 2003 2004

80 78 75 79 83 84 85 89
90 86 82 84 85 85 85 89
442 428 407 399 386 380 382 375
182 183 184 198 214 220 222 237

down the food prices. The average price
difference between the private labels and
processors’ labels was 36%, which was one
reason for the decrease in the sales of food
processors’ labels by 3% in 2004.

Competitive tendering to produce
private label products, threat of imports
and the low price level and narrow prod-
uct range of the discount stores tighten the
competition between the domestic suppli-
ers and reduce the margins of production.
The processors have responded to the chal-
lenges by improving the efficiency and out-
sourcing certain production stages as well
as through specialisation.

The turnover of the food industry rose
by a little over € 400 million to € 8.9 bil-
lion in 2004. At fixed prices the turnover

Real turnover per person (thousand €)
4op 500 600 700 800

Meat processing and slaughter' :
Fish processing
Fruit and vegetable processing

100.4%

140.5%

104.0%

Manufacture of plant and animal oil and fat

104.3%

Manufacture of dairy products and ice-cream ‘115.6%
Manufacture of milling products 130.3%

Manufacture of starch

159.0%

Manufacture of animal feed
Manufacture of soft bread

130.6 %

125.6%

Sugar manufacture* = 130.5%
Manufacture of cocoa, chocolate and sweets 0 1995
Other food manufacture 92.7% m 2003
Manufacture of distilled alcoholic beverages* 119.9% B 2004
Beer manufacture 123.8% Percents of change
Manufacture of mineral waters 186.7% | B
*1997 instead of 1995.

Turnover per person in the food industries. Sources: Statistics Finland, Finnish enterprises 1995—

2004.
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Turnover of Finnish meat and dairy industry and certain other sub-sectors of food industry at 2003

prices.

of the sector increased to the level of 1995
and were almost as high as in 1997, the
best year during the early part of the EU
membership, which was a highly success-
tul time for Finnish exports. However, the
growth in recent years originates mainly
from the domestic market, because in 2004
exports represented only about 10.3% of
the sales, which was 0.4% less than the
year before. In 1997 the share of exports
was 12.9%.

Employment in the sector continued
its downward trend. In 2004 the staff de-
creased by 630 employees. As a result of
this and the increased sales revenues, the
turnover per person improved consider-
ably. After the slower trend in the earlier
years, this increased by more than 6% in
2004 to € 237,000.

2003

Brewery 9.0% Tobacco 17.3%

There were certain differences in the
development of the turnover per person
between sectors. However, compared to
1995 the figures for 2004 showed that
there had been growth in all sectors except
tor the continuously varying mixed group

of “other foodstufts”.

Structural development of the
sectors

Among the largest industries the year 2004
was highly successful for the meat indus-
try, whose turnover in real terms rose by
almost 12% to € 2.2 billion. This increase
of € 267 million accounts for 70% of the
growth in the total turnover of the food
processing industry. Exports have been
growing steadily, but they represent only a

2004

Brewery 8.7% Tobacco 0.7%

Alcoholic drinks 3.0% Meat 25.2%
Other 4.6% e

Alcoholic drinks 2.3% ,
Other 4.6% Meat 23.1%

Confectionary 3.9% Confectionary 3.7%
Sugar 3.6% Fish 1.3% Sugar 3.4% Fish 1.3%
Vedtable 5.5% Fruit.
Bakery 10.9% Vegetable : Bakery 10.9% vegetable 5.5%
0il2.6% Vegetable
Feedingstuffs 5.7% : ' Feedingstuffs 5.6% 0il 2.2%
Milling2.9% Dairy 23.5% Milling 2.6% Dairy 22.7%

Structural change among sub-sectors of Finnish food industry.



little over 5% of the turnover of the meat
industry. Most of the growth came from
the domestic market, where meat con-
sumption was again higher than in the
previous year.

The turnover in real terms in the sec-
ond large sector, the dairy industry, rose by
€ 6 million to about € 2 billion. The sig-
nificance of the domestic market has grown
in the dairy industry as its share in the sales
grew from 80% at the turn of the millen-
nium to 83% in 2004. Difficulties for ex-
ports were caused by the EU enlargement
and tightening competition from the new
Member States especially on the markets of
the third, i.e. non-EU, countries.

The turnover of the bakery industry
grew by € 38 million to more than € 978
million. Thus it exceeded the sales reached
in 1999, which had been its best year dur-
ing the EU membership. Because of the
requirements for freshness and consumer
habits the bakery industry focuses its op-
erations on the domestic market. The pric-
es for bakery products rose on average by
1.2% in 2004, but the prices for flour de-
creased. The price trends reflect the chang-
es of the sales in real terms of these two
industries.

Certain significant changes took place
in the sales structure among the industries
between 2003 and 2004. The share of the
meat industry grew by 2 percentage points
and now it represents already more
than a quarter of the turnover of the
whole food industry. The share of the
dairy industry decreased by 0.8 per-
centage points to 22.7%. Of the
smaller sectors the share of the pro-
duction of alcoholic beverages rose
from 2.3 to 3% partly as a result of
the increased consumption generat-
ed by the reduction of the tax on al-
cohol.

Foreign trade

In 2005 the value of the Finnish food
exports totalled € 980 million, which

is 4.5% higher than the year before. The
Finnish food exports have been character-
ised by the fluctuation of up- and down-
ward periods. After the difficulties during
the first years in the EU the exports grew
to a record high level in 1997, but the de-
valuation of the Russian rouble led to a
sharp decline in Finnish exports in 1998
and 1999. Since 2001 the level of exports
has been quite stable and the growth in
2005 brought it again close to the record
levels of the 1990s.

Almost half of the exports go to the
neighbouring countries. Russia is still
the main target for the Finnish food ex-
ports with a share of about a fifth, Sweden
comes second (16%) and the third is Es-
tonia (10%). The most important export
articles are cheese, butter, sugar industry
products, pigmeat, cereals and alcoholic
beverages.

The value of food imports to Finland
was € 2,601 million in 2005, which was
7% more than in the previous year. Im-
ports have been growing more rapidly than
exports, which means that the deficit in the
food trade balance increased considerably:
Traditionally the deficit has been due to the
extensive import of fruits, raw coffee, alco-
holic beverages and tobacco. Other impor-
tant import articles are vegetables, cheeses
and cereal products.
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Exports and imports of agricultural products (CN 01—
24) in 1993-2005, € million. Source: National Board
of Customs.
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Consumers, municipal decision-makers and future of
local food

Sari Forsman-Hugg!, Johanna Mikeld? and Anne Arvola®

The membership in the EU in 1995 led to a wide discussion on the role and future of
Finnish primary production and food economy. Local aspects and values have received
a great deal of attention, besides the globalisation trends. In Finland this has drawn
attention to both domestic food production in general and local food production in
particular. It seems that Finnish food production, too, is simultaneously influenced
by globalisation and localisation trends. The role and nature of local food have been
discussed in various kinds of working groups and its use has been promoted through
strategies, initiatives and concrete actions. The proposal for a national programme of
the Committee on Sustainable Consumption and Production highlights the role of lo-
cal food as a means to maintain Finnish agricultural and food production.

Local food has also attracted the interest of researchers. If we consider local food as
aserious alternative to be supported, we should consider the views and images attached
to local food in Finland. We should also reflect on the potential future of local Finnish
foods on the increasingly global food market and how local food should be marketed.
These are the questions addressed in the project “Consumers, decision-makers and lo-
cal or organic food: Opportunities for the SMEs”, a joint endeavour by National Con-
sumer Research Centre, MTT Agrifood Research Finland and VTT Technical Research
Centre of Finland. Altogether 1,695 consumers, 212 representatives of municipal in-
stitutional kitchens and 144 municipal officials from different parts of Finland replied
to the questionnaire sent to the consumers and municipalities.

Interesting but unspecified and challenging local food

The attitudes of both consumers and decision-makers to local food were positive.
When assessing the properties of local food, they were considered slightly better than
those of “conventional” Finnish food. The problem is, however, that the profile of lo-
cal food is not clearly specified. Local food does not always differ from other domestic
food and, according to the consumers it is difficult to identify local food at the food
store. The views on local food also vary, partly because there is no unambiguous defi-
nition for it, unlike for organic food, whose production method is written down in
the law. This is reflected in, for example, the dimensions related to distance that the
consumers and decision-makers associate with local food. For most of them the word
local meant that the food was Finnish and produced close to the place where it was
sold. However, for some people local food and Finnish food seem to be two difterent
things. For example, about a third of the consumers considered that all food produced
in Finland could be local food, but about the same number of respondents were of the
opposite opinion. Instead, very few consumers or decision-makers were prepared to
accept food produced abroad or from foreign raw material as local food.

One solution for clarifying the profile of local food could be to tie this concept
more closely to the specific locality, such as the culinary tradition of a certain region.
Through this the content of the concept of local food could be constructed through

T MTT Agrifood Research Finland, 2 National Consumer Research Centre, 8 VIT Technical Research Centre of Finland/
Food Biotechnology



the local identity, which would make it easier to highlight the benefits related to the lo-
cal image or regional economy often associated with local food. It is also possible that
this local aspect could add new meaning to the domestic origin. Local food could gain
new impetus if it were more strongly integrated to the Finnish and regional culinary
culture. Finnish culinary tradition has always consisted of the many regional culinary
cultures of the country.

Consumers and decision-makers hope for more local food but do not
believe in its prospects

In respect of the future of local food, certain interesting aspects of the food economy
until 2010 were raised. The consumers and decision-makers were asked to express their
positions concerning a development that they considered likely and one that they saw
as desirable. 90% of the consumers and representatives of institutional kitchens and as
many as 94% of the municipal leaders hope that the use of local food would increase
until 2010, while only about half of them considered such increase as likely. Instead,
there was a strong belief in the growing globalisation of the food economy. Both the
consumers and decision-makers expect that food trade will become increasingly inter-
national, transportation distances will be increasing and raw material production and
processing will move to countries where the production costs are low. At the same time,
however, there were hopes that the significance of local food cultures would grow and
the competitiveness of small Finnish food companies would improve.

The role of mass catering and institutional kitchens as a channel for promoting the
use of local food has been recognised. However, the representatives of institutional
kitchens and municipal leaders had less faith in the increase of the use of local food in
the food service of their own municipality than in the increase in the use of local food
in the food economy in general. Of the municipal leaders only a third and slightly fewer
of the representatives of municipal kitchens believed that the use of local food would
increase in their own services, while three out of four decision-makers considered this
desirable. More than half of the representatives of institutional kitchens believed that
tood preparation in the municipalities will become increasingly concentrated, the funds
for municipal food service will decrease and the use of convenience and semi-finished
toods will be growing.

Positive development calls for action

In the views of the consumers and decisions-makers concerning the future of local food
it is noteworthy how much their assessment of the likely development trend and the
desirable future differs from each other. We can well ask whether the citizens really see
that their possibilities to influence the future development are so limited. Considering
the decision-makers we can question whether it is not through their own decisions,
initiatives and choices that they can promote the increased use of local food? Will alone
is not enough. If we wish to bring the likely trend closer to the desirable trend we also
need policy decisions to this direction.

Even if local food is seen as a positive concept and its increased use is considered
desirable, the future involves serious challenges. One constructive approach could be
to give up the strict opposition between globalisation and localisation and incorporate
the discussion on local food as one potential aspect to the internationalisation of the
tfood economy.
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3. AGRICULTURAL POLICY

The national objectives of Finnish agricul-
tural policy are founded on the view that
the permanent competitive disadvantage
due to adverse natural conditions must be
compensated for so that Finnish agricul-
ture can succeed on the common EU mar-
ket. Efforts to reach these objectives have
been made by developing the common ag-
ricultural policy of the EU to take better
into account the special needs of Finland as
well as through national measures allowed
by the Accession Treaty.

3.1. Common agricultural
policy of the EU

The EU markets of agricultural products
are steered by administrative means in the
same way as in most other industrialised
countries. The price level on the internal
market is kept above the world market pric-
es mainly through price policy instruments.
Common policy is implemented through
common organisations of the markets for
specific products. The basic idea is that the
fall of the prices within the EU below a cer-
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The price system of the EU.

tain level is prevented by means of public
intervention, while the prices of import-
ed foodstuffs are raised to the EU level
through import duties. Exports are subsi-
dised by export refunds.

The EU markets are also regulated
through production quotas and support en-
titlements. Production quotas are applied
in the milk and sugar sectors and support
entitlements are used for the area under ce-
reals and oilseed crops, potato starch, and
suckler cows, male bovines and ewes. The
Finnish quotas and support entitlements
were determined in the Accession Treaty.

As a result of the policy reforms of
1992 and 1999, the intervention prices of
cereals and beef were lowered closer to the
world market prices. The price reductions
were compensated for by means of direct
payments, which is why support based on
the area or number of animals (headage
and area related payments) gained a central
position in the product-specific price and
market organisations.

Agricultural policy reform

As a result of the reform of the com-
mon agricultural policy agreed in June
2003 most of the payments for ara-
ble crops and livestock are decoupled
from the production and a new single
payment scheme (SPS) is set up in the
Member States. Most of the payments
financed by the EU alone will be in-
cluded in the SPS, and new conditions
relating to the environment, maintain-
ing the productivity of the land, food
safety, animal welfare and occupation-
al safety will be incorporated into the
scheme (cross-compliance).

The reform includes so-called
modulation, through which a grad-
ually increasing share of the CAP
support is transferred to rural devel-
opment measures through the EU



budget. Modulation does not apply to the
first € 5,000 of each farm. The cut for the
share exceeding this is 4% in 2006 and 5%
from 2007 onwards.

The dairy policy was reformed by low-
ering the intervention price for butter by
altogether 25% and that for skimmed-milk
powder by 15% in 2004-2007. This means
that the prices for butter and milk fat are
going to decrease considerably in the EU.

To compensate for the quite radical
cuts, the milk quota system will continue
until 2015. The reduction in the producer
price for milk due to the cuts in the inter-
vention prices 20042007 is compensated
for through a dairy cow premium, which
must be decoupled from the production by
2007 and incorporated into the single pay-
ment scheme. In Finland this takes place
in 2006.

EU agricultural policy in Finland

In 2006 the support under the common
agricultural policy to the Finnish agricul-
ture will total about € 1,293 mill. This con-
sists of the CAP support for arable crops
and livestock (€ 543 mill.), compensatory
allowances for less-favoured farming areas
(€ 423 mill.) and environmental support
(€ 327 mill.). The supports are funded ei-
ther by the EU alone or co-financed by the
EU and Finland.

CAP payments are an integral element
of the functioning of the common market
organisations and they funded in full from
the EU budget. The EU contributes about
32% of the compensatory allowances and
55% of the environmental supports. The
rest is paid from national funds.

In 2006 the national aid for Finnish ag-
riculture and horticulture will total about
€ 614 mill. National aid scheme compris-
es the northern aid (€ 329 mill.), national
aid for southern Finland (€ 97 mill.), na-
tional supplement to environmental sup-
port (€ 55 mill.), national supplement to
compensatory allowances (€ 120 mill.)
and certain other aids.

Finland has been divided into seven
support areas for the allocation of the pay-
ments. CAP support, environmental sup-
port, compensatory allowances and the na-
tional supplement to this are paid in the
whole country. Northern aid is paid only
in support area C. This has been divided
into five areas for the differentiation of the
aid. National aid for southern Finland (so-
called aid for serious difficulties) and the
national supplement to environmental sup-
port are paid in areas A and B.

CAP support

The application of the single payment
scheme introduced in the context of the
CAP reform of 2003 starts in Finland in
2006. In the future most of the so-called
CAP support financed in full by the EU
will be paid through this scheme. CAP sup-
port has two main components: decou-
pled single payments and payments which
continue to be coupled to the production.

Support areas.
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In Finland coupled payments will con-
tinue to be applied for suckler cows, male
bovines and ewes, starch potato and tim-
othy, while the CAP support for arable
crops will be almost completely decoupled
from the production as of 2006. In Fin-
land about 90% of the CAP support will
be decoupled.

According to the cross-compliance
conditions included in the CAP support,
the arable lands must be kept in good farm-
ing condition and minimum requirements
for animal welfare and state of the environ-
ment must be met. Finland has also decid-
ed that if a farmer sets aside more than the
mandatory area, this managed, uncultivat-
ed land must be under grass to be eligible
for the payment.

In Finland the single payment scheme
is implemented as the so-called hybrid
model. Former CAP payments are con-
verted into payment entitlements, which
consist of a regional flat-rate payment and
possible farm-specific top-ups. The values
of the payment entitlements are established
towards the end of 2006. By decision of the
Member State, production premiums cou-
pled to the production may be paid for cer-
tain products. In Finland these will be ap-
plied to certain arable crops and bovines.

Compensatory allowances
(LFA support)

Certain rural regions in the EU have been
defined as less favoured areas. The purpose
of compensatory allowances, or LFA sup-
port, is to ensure the continuation of farm-
ing in these regions and keep them populat-
ed. In Finland this support covers the whole
cultivated area of about 2.16 mill. ha.

In 2005 the LFA support paid to Finn-
ish farmers totalled € 423 mill. and the
same amount is budgeted for 2006. In Fin-
land the EU contributes 50% of the com-
pensatory allowances in Objective 1 areas
and 25% in the other parts of the country.
The average EU contribution is 32%. The
support is 150 €/ha in area A, 200 €/ha
in areas B and CI and 210 €/ha in areas
C2-C4.

Environmental support

Agri-environmental support introduced in
1995 compensates the farmers for income
losses resulting from the reduction in the
production and increased costs as the farm-
ers give a commitment to undertake meas-
ures aimed to reduce environmental load-
ing caused by agriculture.

Agricultural support based on the CAP in Finland (financed in full and part-financed by the EU), € mil-

lion.
2001 2002 2003  2004Prelim. pppspreim.  2pQpe

Total 1,134 1,148 1,185 1,220 1,260 1,293
CAP income support 435 443 456 502 515 543

Support for arable crops 345 345 345 362 351

Other area-based support 10 10 10 10 10

CAP support for animals 80 88 101 130 154
Compensatory allowances 418 422 423 423 423 423

EU contribution 130 131 137 137 137 137

National financing 288 291 286 286 286 286
Environmental support 281 283 306 295 322 327

EU contribution 157 158 167 166 177 117

National financing 124 125 139 129 145 210
EU financing, total 722 732 760 805 829 797
National financing, total 412 416 425 415 431 496



The support consists of basic
measures, additional measures

million euro

. . 2000
and contracts concerning special

423
LFA support

950 {350 435 443 456 502

CAP support

measures. In terms of the envi- 17501
ronment the main emphasis is 1500
on water protection, but efforts 1950
are also made to restrict emis-
sions into the air, reduce risks 1000
due to the use of pesticides and 750
take care of the rural landscape 500
and biological diversity.

In 2005 environmental
support paid to Finnish farm- 0+

ers totalled € 322 mill. and the
amount budgeted for 2006 is
€ 327 mill.

In Finland the agri-environ-
mental scheme covers 94% of the farm-
ers and 98% of the arable area. Under the
scheme filter strips have been established
along waters, use of fertilisers has been re-
duced, plant protection sprayers have been
tested and animal manure is used more ef-
ficiently.

3.2. National aid

The national aids paid in Finland comprise
the northern aid, national aid for southern
Finland, national supplements to environ-
mental support and compensatory allow-
ances, and certain other forms of support.
The aim is to ensure the preconditions for
Finnish agriculture in different parts of the
country and sectors of agricultural produc-
tion.

The principles to be applied in deter-
mining the level and regional distribution
of national aid were agreed in the member-
ship negotiations. The aid may not increase
production, nor may the total amount of
support exceed the level before the EU
membership. The aid was to be degressive
over the transitional period, because the
competitiveness of Finnish agriculture was
expected to improve thanks to the increase
in the farm size and other adaptation.

The national aid for agriculture and

2000 2001

2002 2003 2004 2005 2006

Agricultural support in 2000-2006, € million.

horticulture paid for the production of
2005 totalled € 619 mill. and € 614 mill.
have been allocated for this purpose for the
production of 2006. Aid is paid on the ba-
sis of the area and number of animals and as
additional price for milk. The aid for horti-
culture is paid as storage aid, area payments
for horticultural production in the open
and aid for greenhouse production.

Northern aid

The Accession Treaty of Finland (Article
142) allows the payment of national north-
ern aid to areas north of the 62nd paral-
lel and adjacent areas, i.e. support area C.
A little over 1.4 mill., which is 55.5% of
the cultivable arable area in Finland, is eli-
gible for this aid.

Northern aid consists of milk produc-
tion aid and aids based on the number of
animals and cultivated area. The northern
scheme also includes the aid for greenhouse
production, storage aid for horticultural
products and wild berries and mushrooms
and headage-related aid for reindeer.

Northernaid paid for the production of
2005 totalled about € 330 mill., of which
€ 200 mill. was paid as northern aid for
milk production and € 105 mill. as north-
ern aid based on livestock units.
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National aid for southern Finland

The national aid for southern Finland, i.e.
support areas A and B, is based on Article
141 of the Accession Treaty. This article has
allowed the payment of aid due to serious
difficulties resulting from the accession to
the EU, but it does not define the concept
of serious difficulties in any more detail or
limit the duration of the measure.

The Finns have interpreted the article
so that it gives the authorisation to the pay-
ment of the aid in the long term, while
the Commission has seen it as a temporary
solution. The Commission considers that
Finland should increase the farm size to
improve competitiveness so that eventually
national aids would no longer be needed.

Finland must negotiate with the Com-
mission on the continuation of the aid based
on Article 141 every few years. According
to the outcome of the negotiations reached
in October 2003, Finland may grant both
national direct aids and raised investment
aid for livestock production and horticul-
ture in southern Finland until the end of
2007. The future of the aid scheme after
that will be reviewed on the basis of in-
formation that Finland will deliver to the
Commission in 2006.

National supplement to
environmental aid

The national supplement to crop produc-
tion was paid from 1997 until 2003, and

during this time the total amount paid
per year grew from € 21 million to about
€ 100 million. This area-based aid was paid
mainly for the most significant arable crops
and vegetables grown in the open in sup-
port areas A and B, as well as for silage
grass in the whole country:.

From 2004 the aid for crop produc-
tion has been paid as national supplement
to environmental support. The supplement
is determined relative to the environmental
support for the crop concerned (%). The
supplement is also paid in areas A and B,
while in the north a corresponding amount
is paid as northern aid.

National supplement to
compensatory allowances

The national supplement to compensato-
ry allowances has been paid in the whole
country since 2005. A preliminary agree-
ment on this supplement was reached in
the negotiations between Finland and the
Commission on the aid under Article 141.
The basic supplement paid for the arable
area may not exceed 20 €/ha in areas A, B
and CI1 and 25 €/ha in areas C2-C4. A
raise for livestock not exceeding 80 €/ha is
paid for the arable area of livestock farms.
In 2005 the payments totalled 93.7% of
the maximum according to the hectares.
The total amount of the compensatory al-
lowances part-financed by the EU and the
national supplement may not exceed the
average of 250 €/ha.

National aid for agriculture in Finland, € million (aid per production year).

2001 2002 2003 2004 2005 2006

prelim. prelim. prelim.  estimate

Total 583.5 5947 601.8 588.6 6194 614.2
Northern aid 3549 3538 357.6 387.1 3304 3287
National aid for Southern Finland 1349 1336 1308 1273 99.0 97.0

National aid for crop production

National supplement to environmental support
National supplement to the LFA support

Other national aid

80.5 93.0 98.7

60.0 55.0 55.0
1204 1204

13.2 14.3 14.7 14.2 146 131



Impacts of the CAP reform on agricultural
production in Finland

Heikki Lehtonen

The majority of the so-called CAP supports paid directly from the agricultural budget
of the EU will be completely decoupled from the production in 2006. Now the CAP
support is divided into two main components: single payments decoupled from the
production and certain coupled payments. In many EU countries, including Finland,
Sweden and Denmark, some of the headage-related payments for bovines continue to
be coupled to the production while in others (Great Britain, Ireland) all CAP support
has been decoupled. Coupled CAP support is paid for suckler cows, bulls and ewes
and starch potato, but the CAP support for arable crops will be completely decoupled
from the production as of 2006, i.e. about 90% of the CAP support will be decoupled
in Finland.

Cross-compliance conditions were included as a new element to CAP support.
Arable lands must be kept in good farming condition and certain minimum require-
ments concerning animal welfare and state of the environment must be met. In ad-
dition to this, Finland has decided nationally that if a farmer sets aside more than the
mandatory area, this unused arable area must be under grass (perennial green fallow)
to be eligible for CAP support. LFA support (average of 250 €/ha) is paid in full only
if the set aside area is less than half of the total arable area of the farm.

In Finland the farm-specific supplements to the CAP support will stay on the same
level until 2010 and then they will be abolished gradually by 2016. This means that
CAP support capitalises into the land prices and the payment entitlements and lease
prices of even neighbouring parcels may differ considerably. This may become an
obstacle to land acquisition for farms that would need additional land and may increase
the costs of expanding farms.

Balancing cereal markets and increase in green fallow

Finland decouples the support for arable crops, including compensation for drying,
completely from the production. According to studies made at the MTT Agrifood Re-
search Finland, this will lead to a reduction in the cereal area by 10-20% and further
decrease in cereal export, which may even stop completely. The set aside area will grow
from the present 200,000 ha to 500,000-600,000 ha during the next decade. Part of
the poorest cereal production area will be set aside, which could reduce the produc-
tion volume up to about 10%. The production of fodder cereals would be sufficient to
meet the domestic need. In Sweden the cereal area fell by 9% in the first year after the
reform. It is noteworthy that the Finnish cereal area has grown by 20% since 1994,
largely as a result of the initiative offered by CAP support.

The growing voluntary set aside area would be green fallow, because this is an eli-
gibility condition for support. Replacing the arable area by perennial set aside would
be beneficial, not only because of the current oversupply on the cereal market, but also
in terms of biodiversity of agricultural land and the reduced loading of waters caused
by farming. Land released from cereal production offers new opportunities to produce
crops other than traditional agricultural plants, such as certain special crops and bio-
energy, to respond to the demand.

95



56

CAP reform calls for functioning markets

According to the theory, it would be ideal if the markets were regulated by the prices
instead of support, which means that, if the markets function well, each product would
be produced at a certain price in quantities which meet the demand. However, produc-
tion continues only on the condition that the market prices and remaining production
linked support for the production are sufficient to cover the production costs in the
long term. This may not be the case in the EU in conditions where the global agricul-
tural trade is liberalising. In the other parts of the world there are regions where many
of the products can be produced at a lower cost than even the most efficient enterprise
in the EU would be capable of. Studies have shown that the abolition of export sub-
sidies by 2013 would lead to oversupply in the EU and reduce the prices for fodder
cereals on the internal market by 5-6%. Because of the internal market of the EU the
Finnish prices cannot rise to a level that would correspond to the production costs,
and thus the indirect coupling of support to production through cross-compliance and
restrictions on LFA support may be well justified in Finland in the future if we wish
to maintain production motivation and continue farming. This coupling does not,
however, extend to the level of products or crops, but in respect of these the production
decisions will be increasingly dependent on the market situation.

The impacts of the CAP reform will be decided on the markets, which determine
the changes in product prices if production decreases. What is also crucial is whether
enough producers give up production so that there are enough arable hectares and
milk quotas available at a reasonable price. The reform may facilitate the transfer of
arable land to farms which continue in production if, for example, small cereal farms
find leasing the lands a better alternative than investing in the renewal of production
equipment at their poor margins. The land prices are still going to stay high.

Average income will not decrease — how about production?

Because part of the coupled support is used for covering the production costs, decou-
pled support improves and stabilises farmers’ incomes. Farmers may reduce the least
profitable activities without losing support. Decrease in the production may increase
the market prices. In the impact analyses of the European Commission in 2003 it was
estimated that the CAP reform may lead to a reduction in the production of certain
products, such as beef, and the price level within the EU may rise. Some decrease has
indeed taken place in beef production and the price increased in the EU in 2005. The EU
has become a net importer of beef. In Finland, where beef production is 12% smaller
than the domestic consumption, the price for bull’s meat rose by 6% and that for cow’s
meat by 13%. The incomes of beef farms increased and their profitability improved in
2004 and 2005. The partial decoupling of the support from production at the EU level
seems to have improved the incomes of cattle farms, at least for the time being. In the
other production sectors the incomes and profitability fell in Finland in 2005.

On farms producing beef and milk the contribution margin per animal place de-
creases considerably when CAP support is decoupled from the production. The con-
tribution margin is highly important in terms of the profitability of investments in
livestock production and production motivation. It is possible that a significant share
of the small beef and milk producing farms will no longer make any investments in
maintaining or expanding the production.



In the future part of the efficient producers will be able to increase the production in
a profitable way, for example, by increasing the slaughter weights. In Finland we have
often seen that the price for beef does not even cover the variable costs, which is why
the selected CAP support based on the number of bulls and suckler cows is justified to
ensure that production is continued. It is likely, however, that in Finland the increase in
beef prices alone is not enough to encourage the producers to any significant increase
in the production that would substitute for the falling trend due to the decrease in
the number of dairy cattle. Beef production may continue to fall in both Europe and
Finland, especially if the growing deficit between the consumption and production is
readily covered by imports and the prices do not increase. The CAP reform provides
much fewer support policy instruments than before to encourage the producers to
increase beef production.

Within each sector 10% of the CAP support may be coupled to the production. In
the case of beef most of this will be used for the support for suckler cows and heifers of
the meat breeds, which would remain much lower than the payments to male bovines.
In the same way a small share of the CAP support for arable crops will be paid for
oilseed crops and winter cereals, but the maximum limit for this is 50 €/ha. This alone
is not enough to raise the profitability of e.g. rye to the same level with other cereals.

Decoupling of CAP support from the production and the simultaneous reduction
in the price for milk lead to a decrease in investments especially on small and medium-
sized dairy farms. As the contribution margin to fixed production factors decreases, the
repayment of loans takes longer and financing risks of investments increase. Decou-
pling of the CAP support may also slow down the investments in large and efficient
dairy farms. The weaker profitability of the investments is partly compensated by the
lower prices for milk quotas, i.e. release of quotas from farms that quit production.
However, farms whose production is already quite large in scale are in the best posi-
tion. Large and efficient farms produce better margins and they are capable of making
profitable investments in expanding their production even if the product prices were
lower. In Finland the problem is that the number of such large farms is still relatively
small. Investments in larger units should continue for years before most of the produc-
tion would come from the large farms, which is already the case in most of the large
milk producers of the EU.

Opportunities offered by CAP support

Decoupling of the support from production creates opportunities also for Finland,
where the production costs are high. For example, because of the reduction in milk
production and decrease in butter exports, the fall in milk prices could remain smaller.
If the price reduction remained quite moderate, say 10-15%, the prospects of the farms
that continue or expand their production are reasonable, albeit challenging, because
there will be more room for them on the market. As small farms quit production and
investments concentrate to large farms, structural change in agriculture is likely to
accelerate in the next few years. However, no major change is expected in the steadily
falling trend in the number of farms, but most of the farms continue some form of
production. Decoupled support encourages to a shift from livestock production to
crop production or set aside, but it also offers better opportunities to concentrate on
the production of new crops and products and to seek income from outside the farm,
if such alternatives are available.
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4. ECONOMIC SITUATION OF AGRICULTURE

4.1. Agricultural income

The returns and costs of agriculture and
horticulture as well as the economic result
are followed by means of a total calcula-
tion made at MTT Economic Research.
Income development is assessed through
the concept of family farm income, which
indicates the compensation for farm fami-
ly’s labour and own capital invested in ag-
riculture. In 2005 the total family farm in-
come was a little under € 918 mill., which
was € 152 mill. (14.3%) lower than the
year before.

Between 1994 and 2005 the nominal
family farm income fell by about 35%.
Since 1995, when Finland joined the EU,
family farm income fell until 1998, when
the decrease was particularly great due to
the very bad crop. In 1999-2002 family
farm income was growing steadily, but in
2003 it turned again into a decrease. Fam-
ily farm income at fixed prices was about
449% lower in 2005 than in 1994.

The main reasons for the decrease be-
tween 2004 and 2005 were the poor mar-
ket prices for crops, which reduced the

farm sales, and fall in the return on milk
due to the lower producer price. Some of
the support payments for 2005 were also
transferred to the following year. Horti-
cultural income decreased as well. Costs
rose especially due to the high price for
fuel oil.

The total return on agriculture and
horticulture fell by about 1% from the
year before to € 3.93 bill. The total return
consists of the revenue from selling agricul-
tural products and agricultural support. In
2005 the sales revenue of agriculture and
horticulture totalled € 2.04 bill., which is
much less than the year before. Most of the
sales revenue, € 1.38 bill. in 2005, comes
trom livestock production. The sales rev-
enue of crop production totalled € 0.3 bill.
and that of horticulture € 0.35 bill.

Return on livestock production fell by
more than 3% in 2005, even if the average
meat and milk production volumes were
about the same as in the previous year.
The main reason for the decrease was the
lower producer price for milk. Return on
pigmeat rose by more than 7% thanks to
the favourable trend in both volumes and

Agricultural income at nominal and 2005 prices in 1994-2005¢, € million.

Year Total return Total cost

at nominal at nominal
prices prices
20058 3,927 3,009
2004 3,968 2,897
2003 3,932 2,811
2002 3,960 2,812
2001 3,900 2,798
2000 8,758 2,722
1999 3,520 2,579
1998 3,484 2,594
1997 3,609 2,542
1996 3,650 2,556
1995 3,759 2,515
1994 4,270 2,864

Agricultural Agricultural Annual change
income at income at at 2005 prices,
nominal prices 2005 prices %

918 918 -15.0
1,070 1,080 -4.7
1,121 1,133 -3.3
1,148 1,171 2.6
1,102 1,141 4.2
1,031 1,095 6.0

941 1,033 4.4

890 989 -17.7
1,067 1,201 -3.6
1,093 1,247 -12.7
1,245 1,427 -12.4
1,407 1,630 26.4



prices. Return on beef fell by a little more
than 3% and that on poultry meat by about
6%.

The sales revenue of crop production
decreased by almost 5%. The total yield
of both cereals and potato was good, but
the producer prices fell considerably. Be-
cause of the price reduction the amounts
of especially rye and oats traded fell clearly.
Return on sugar beets decreased by almost
16% from 2004, even if the crop was 10%
higher. Instead, the sales revenue of oilseed
crops increased by more than 40% as a
result of the high total yield.

Sales revenue of horticulture fell by al-
most 3%. Because of the low price level of
vegetables grown in the open the value of
the production fell by more than 6%. The
market return on greenhouse production
stayed about the same as the year before
even if the prices for ornamental plants
decreased by almost 4%. Sales revenue de-
creased especially due to the low prices for
white cabbage and carrot. The high prices
tor heating fuel increased the costs.

The amounts of support payments in-
fluence the income formation of Finnish
agriculture and horticulture a great deal.
In 2005 the payments were about 0.6%
(€ 10 mill.) higher than the year before.
About € 40% of the anticipated payments

Return on agriculture

Horticulture 353  Other 87

Other
livestock
583 Support
1,798
Milk
802

Crop production 304
Total € 3,927 million

for 2005 were transferred to the following
year. Support payments totalled € 1.8 bill.,
which is almost 47% of the total return on
agriculture and horticulture.

There are two main types of agricul-
tural support: support paid under the com-
mon agricultural policy of the EU and na-
tional aid. Support funded completely or
in part by the EU totalled € 1.18 bill. in
2005 and the national aids paid to farms
totalled € 0.62 bill.

In 2005 the total costs of agriculture
and horticulture were € 3.0 bill., which
was 3.9% higher than the year before. The
cost of artificial feed fell by a little under
1% and the plant protection cost by almost
7% due to the lower prices. Fuel cost rose
by almost 27% as a result of the price in-
creases in the previous year. Overheads of
agriculture grew by more than 3%, follow-
ing the general price trends. Lower inter-
est rates did not cause any changes in the
interest costs, but the credit portfolio of
agriculture increased slightly.

The total calculation of agriculture and
horticulture is based on the money flows
of the sectors according to calendar years.
Changes in the stock of the final products
or production inputs are not taken into
account.

Costs of agriculture

Interest and
rent payments 269

Buildings 321

Other costs
727

Machinery and ;ﬁ?;i‘fﬁgs
implements
£80 199

Fodder 349
Wages and
side costs 231

Energy 323
Total € 3,009 million

Return on agriculture and costs of agriculture in 2005, € million.




4.2. Productivity development
in agriculture

Positive development in the productivity
of agriculture is one of the main objectives
of the common agricultural policy of the
EU. The national objective for the devel-
opment of productivity in agriculture has
been formulated as follows: “Agricultural
policy creates the conditions for efficient
tood production which respects the nature
and meets the consumer expectations.”
Thus the national objective is well in line
with the objective of the EU but somewhat
more specific.

Productivity means the ratio between
the volume produced and the use of in-
puts. Productivity improves if the same use
of inputs, such as arable land, labour and
capital, yields larger volume of output or
if the same volume of output is achieved
by means of less input. The predominat-
ing trend in Finnish agriculture has been
that the production volume has been quite
stable while the use of inputs has decreased
as a result of the rapid reduction in labour
input.

Positive productivity development is
an important objective and precondition
for the growth of the national economy,
which also largely determines how the
competitiveness of Finnish agriculture
develops on the common EU markets
and what kind of income level the
farmers may reach. In recent years
the productivity of livestock farms
has improved rapidly because of the
structural change. However the pro-
ductivity on farms specialised in cereal
cultivation has stagnated.

Different productivity trends
are often explained in international
comparisons through investments in
physical production equipment or
human capacity as well as product
development and technical innova-
tion. Attention has also been drawn
to basic factors such as stable social

conditions, clearly defined ownership and
role of the society on the market.

In Finland the productivity develop-
ment cannot suffer from mental capac-
ity or shortage of capital. The research is
constantly producing technical innovation
which can be refined into new products.
The fact is, however, that various kinds of
decoupled support payments represent a
growing share, now more than half, of the
turnover of cereal farms, which is why the
true incentive to improve the productivity
may be lacking on some of them.

In Finland we have also experience on
the rights of ownership or possession of the
means of production which have not been
defined in a sustainable way. The problem
of land tenure insecurity is contributing
to a decreasing productivity growth in the
Finnish arable crop cultivation. It is expect-
ed that this trend will continue, driving the
sector into a low productivity trap if the
problem is not solved by better contract
design.

In 2003 about 13.3% of more output
was reached by means of the same use of
inputs as in 1992. The total production
volume was 98.2% and use of inputs
86.7% of the levels in 1992. The average
productivity growth in agriculture was
0.97% per year.

It seems that the new economic envi-
ronment under the EU since 1995 has not
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accelerated the productivity development
as had been hoped for. The improvement
of the competitiveness of Finnish agricul-
ture on the common market would call for
faster productivity growth.

From 1992 to 2005 the total quantities
of inputs used for the production decreased
until 2000. In recent years the total use of
inputs has increased, even if 2,800 employ-
ees, in average, leave the sector each year.

During the EU membership the av-
erage productivity development has been
positive on livestock farms, while the de-
velopment of crop farms has stagnated. In
2004 the same use of inputs yielded, on av-
erage, 21% more production than in 1995
on dairy farms, while on pig farms the
productivity grew by 17.5%. On livestock
farms the relative prices of the products
and inputs have provided an incentive to
improve productivity. On cereal farms the
same use of inputs yielded 93.8% of the
production volumes of 1995.

The productivity development in agri-
culture presented here is restricted to the
products and inputs which can be traded on
the market. The calculation does not take
account of the externalities of agriculture,
such as decrease in nutrient loading. The
figures indicating the production volumes
and use of inputs have been calculated by
the Divisia index method.

1.50
Pig farms
1.25
Dairy farms —
1.00 = ~ N
075 Cereal farms
0.50
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Productivity development in different types of farming

in 1995-2004.

4.3. Development of the
economic result
and profitability
of agriculture and
horticulture

The average profitability of Finnish agri-
culture and horticulture enterprises im-
proved in 2004, partly as a result of the
strong growth in the farm size. The ar-
able land area of the holdings grew by 8%
and the number of animals by 10%. The
profitability of cattle and horticulture farms
improved the most, but the profitability of
cereal farms weakened.

The figures indicating profitability
are based on the results of the profitabil-
ity bookkeeping of the MTT Economic
Research. These are calculated from
results of about 900 bookkeeping farms
by weighting them so that the results indi-
cate the average results of the 45,000 larg-
est Finnish agriculture and horticulture
enterprises. On these farms the standard
gross margin indicating the farm size ex-
ceeds € 9,600 and together they produce
over 90% of the output of Finnish agri-
culture.

Development of returns

The gross return of the enterprises, which
is the sum of the sale proceeds and
support payments, grew by 11% to
€ 110,000. On the average, 61% of
the gross return of the bookkeeping
farms came from the market and the
rest consisted of various kinds of sup-
port payments.

In horticulture enterprises sale
proceeds represented 85% and on
dairy, pig and other crop farms about
65% of the gross return. On cereals
farms and other cattle farms the share
of sale proceeds in the gross return
was about 40%.



Development of costs

On the average the costs grew by 11%, i.e.
in the same proportion as the gross return.
On the average level the costs can be di-
vided into four almost equal parts: materi-
als and implements, capital costs (deprecia-
tions, paid interest and interest claim for
net worth), wage claim for the labour of
the farm family and, as a remainder, other
variable and fixed costs. The shares of these
cost items differ considerably between the
production sectors.

After the costs had been deducted, the
average family farm income left as com-
pensation for farm family’s labour and own
capital was € 25,000, which is 11% more
than in 2003. Family farm income was the
highest, € 34,000, on dairy farms and the
lowest, € 8,000, on cereal farms.

Costs of own labour and capital

Family farm income should cover the costs
due to the use of own labour and capital.
The number of annual working hours re-
corded by the farm family increased slightly
to 3,210 hours. The cost of this was about
€ 37,600, when € 11.7 based on the hourly
wages of agricultural employees was used
as the hourly wage claim in the calculation.
The wage claim cost calculated in this way
increased by 6% in 2004. The hourly wage
claim also includes the additional costs due
to holidays, sick leave, etc. so that the cal-
culated cost of own labour to the enterprise
is the same as that of an hour of work done
by hired labour.

Because of the increase in the farm
size and growth in capital intensity the
amount of own capital rose by 12% to
€ 219,000. By a calculated interest rate of
5% the interest claim cost of the average
own capital during the accounting period

was € 10,700.

Profitability development

When the sum of the wage claim and in-
terest claim for net worth are deducted
from family farm income we arrive at the
entrepreneurial profit indicating profitabil-
ity. On average this was minus € 23,000,
varying between € -15,000 and -30,000.
The returns should be this much higher
to give the agricultural entrepreneur the
compensation for labour according to the
hourly wage claim and the 5% return on
own capital.

When the family farm income of
£ 25,000, which remains as compensation
tor own labour and capital, is divided by
the total of the wage claim and interest
claim for net worth, € 48,300, we obtain
the profitability coefficient. As a relative
concept this is better suited for the com-
parison between different years as well as
farms representing different size classes
and production sectors.

In the accounting year 2004 the profit-
ability coefficient rose from 0.50 to 0.52,
which means that the entrepreneur reached
52% of the wages and interest set as the
objective, i.e. hourly wages of € 6.1 and
2.6% interest on own capital. Because the
profitability coefticient is less than 1, fam-
ily farm income did not cover the interest
and wage claim, as was already seen in the
entrepreneurial profit, which was negative.
On dairy farms the profitability coefficient
was 0.54, on other cattle farms it was 0.63,
on pig farms 0.47, horticulture enterpris-
es 0.59, cereal farms 0.35 and other crop
farms 0.58. In this context horticulture
enterprises refers mainly to greenhouse
enterprises.

The individual income and cost items
have been entered as return and costs of
the year when the production took place
in accordance with the accrual principle.
Support payments have also been allocated
to the year when they were determined



independent of the time of payment. This
means that the annual variations in the
yields and returns are directly reflected in
the annual profitability figures of the en-
terprises.

However, no far-reaching conclusions
on the long-term trends in profitabil-
ity should be drawn from relatively small
changes in profitability. When analysing
the differences in profitability between
production sectors it should also be kept
in mind that a temporary decrease in prof-
itability relative to the other sectors is by
no means alarming if the result of the pre-
ceding years has been better. The situation
1s alarming in production sectors where
the profitability has been low for quite a
long time. This means that, for example,
the weaker profitability in pig husbandry
gives far less cause for concern than the
profitability of cereal farming, which has

been low for a long time.

Variation and dispersion of
profitability

In about half of the enterprises the profit-
ability is between 0.25 and 0.75 (lower and
upper quartiles). In the best 12% of the en-
terprises the profitability coefficient is high-
er than 1, which means that compensations
for own capital and an hour of labour were
over 5% and € 11.7, respectively. However,
there are an equal number of farms where
the profitability coefticient was negative,
which means that there was no compensa-
tion for own labour and capital.

The variation in the profitability was
the smallest on dairy farms. Of the cereal,
horticulture, pig and other cattle farms the
profitability coefticient was negative in the
lowest 10% (1st decile), while only in the
groups of horticulture, other crop and oth-
er cattle farms the profitability coefficient
was more than one on all farms included
in the best 10% (9th decile).

Partly as a result of the weak profitabil-
ity of cereal farming the profitability was

poorer in southern Finland than in central
and northern Finland. The variation in the
profitability was also the greatest in sup-
portareas A and B, 1.e. in southern Finland.
In support areas C the profitability varied
less than in the south.

When considered according to the pro-
duction sectors, the differences between
the support areas have decreased and, for
example, in milk production the profitabil-
ity is about the same in all support areas al-
ready in the size class with about 30 cows.

In most production sectors the profit-
ability was clearly the better the larger the
tarm size. For example, on cereal farms the
profitability coefficient was less than 0.2
but in the class of farms with 40-100 ha
it was 0.48.

However, this should not lead to the
conclusion that all farms should aim to in-
crease their size to improve the profitability
without considering the cost aspect. The
final result depends on how and in what
conditions the farms have reached their
current size.

Solvency and liquidity

In agriculture and horticulture the net
profit which remained as interest on own
capital was negative, € —12,500. The prof-
itability figure used by businesses, return
on own capital, is obtained when the net
profit is divided by the average own capital
of the accounting period. In agriculture
and horticulture enterprises this return on
own capital was about —6%. This means
that further capital needs to be invested
to continue the production activity in the
current extent. This further capital may
be external, but often it consists of the
compensation for own labour left to the
enterprise or funding from other opera-
tions left to ensure liquidity with the same
conditions as own capital (forest and wage
income, investment subsidies, etc.). This
is one reason why the average debt of the
enterprises was only about € 70,000 and



the equity ratio, 1.e. the average share of
own capital in total capital, is still very high,
76%. However, there is considerable varia-
tion between the sectors from the average
of 53% in horticulture enterprises to 80%
on cereal farms.

The equity ratio is improved by the fact
that all investment subsidies are included
in own capital in the balance sheet. Of the
bookkeeping farms about 80% make some
investments annually and about 20% of
these take advantage of investment sub-
sidies. One-oft depreciation of these, i.e.
excluding them from the balance, would
distort both the equity ratio and the pic-
ture of the capital needed for agricultural
production in general.

Property acquired by means of invest-
ment subsidies is included in the balance
and depreciations are calculated from this
as well. In the profit and profitability calcu-
lation this depreciation cost is compensat-
ed for by the same amount of investment
subsidy entered as return. Because of the
subsidy entered as return, the profitability
shown in the calculation is higher on farms
which have received investment subsidies
than on similar farms which have not. If
the investment subsidy is used for a pur-
pose on which no depreciation is made, the
tigure of 5% is used to enter the subsidy
as return.

When calculating the total capital, the
balance values of arable land have since
2003 been based on regional five-year av-
erages in the real estate market price regis-
ter (statistics). A 30% reduction was made
to these and the average value of subsur-
face drainage in the region concerned was
deducted, because subsurface drainage is
already included in fixed assets. This revi-
sion corrected the values of arable land in
different regions to correspond to the real
situation, but it did not increase the average
amount of capital tied to arable land in the
whole country. This procedure is used to
determine the value of arable land in the

bookkeeping, but the value of the purchased
lands of bookkeeping farms for the balance
is determined by the purchase price.

The capital turnover (gross return
relative to total assets) was low, i.e. capi-
tal is tied for a long time. This may cause
liquidity problems in production founded
on external capital, because the interest
payments and repayments often need to
be made over a shorter time period. High
equity ratio may in fact be a basic condi-
tion for agricultural production in terms of
maintaining liquidity.

However, high equity ratio may not be
reflected as high profitability, as can be seen
on cereal farms. To a smaller extent this may
be due to the fact that the capital invested
by the entrepreneur is risk capital which
the entrepreneur gets back in a liquidation
situation only if any of it is left after the
financial institutions have taken their own
share. This is why an interest demand of
5% is used on own capital invested, which
as such is quite low compared to the about
10% rate normally used by businesses. In
many cases external capital may be avail-
able at a much lower interest rate and thus
a higher share of this would improve the
profitability.

Earnings of farmers compared to
other occupations

When the interest claim for net worth of
5% is deducted from family farm income,
what are left are the earnings, € 14,300.
By dividing this by the hours of labour we
arrive at the hourly earnings, which can be
compared with the earnings of the other
occupations. The average earnings in ag-
riculture are € 4.5, while the earnings of
industrial workers are about four times
higher. At the current low rate of inflation,
however, part of the 5% interest on own
capital can be use for consumer expendi-
ture without lowering the real value of the
capital.
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4.4. Production costs of
agriculture

High production costs per unit produced
have always been one of the main prob-
lems in Finnish agriculture. Success on the
common European market, where the com-
petition is tightening and producer prices
are on the decrease, calls for more atten-
tion to the unit costs of farm products and
possibilities to reduce them. During the
EU membership the farms have increased
in size with the aim of lowering the unit
costs and improving their profitability. The
production costs of milk and cereals from
1995-2004 presented below are based on
the profitability bookkeeping data of the
MTT Agrifood Research Finland. The costs
have been deflated to the price level of 2004
by means of the cost-of-living index.

Milk

In 2004 the average production cost of
milk was 59 cents/kg. The producer price
without support was 34.4 cents/kg and the
average production support in the whole
country was 9.8 cents/kg. In 2004 the unit
cost of milk was about a fifth lower than
in the beginning of the EU membership,
mainly as a result of the increase in the farm
size and milk yield of dairy cows.

Milk production costs in 2004, cents/kg.

The average arable area of dairy farms
included in the calculation was 49 ha and
the average number of cows was 26. The
average annual milk yield per cow was
8,100 kg. The size of farms has grown
strongly during the EU membership: in
2004 the arable area was almost 20 ha
larger than in 1995 and the number of
cows had increased by nine. The annual
milk yield per cow had risen, on average,
by 1,200 kg over the past decade.

The unit cost of milk decreases as the
farm size grows. The labour cost of the
farm family, which is one of the fixed costs,
is the most important factor explaining the
differences in the costs in different farm
size classes. On farms with over 50 cows
it represented 22% of the unit costs and on
average it was 61% lower on these farms
than on farms with 10-20 cows. Relative
to the production volumes the use of hu-
man labour is higher than on large farms,
where capital is substituted for labour.

Cereals

In 2004 the average production cost of
cereals on the bookkeeping farms was 46
cents/kg. The average market price for all
cereals was 11.2 cents/kg.

The unit cost of cereals was about the
same in 2004 as in 1995 when Finland

under 10
Variable costs 26.9
— purchased feed 5.6
— other livestock expenses 34
— energy 2.3
— maintenance 34
— other 12.2
Fixed costs 61.2
— cost of farm family labour 50.4
— depreciations 5.3
— interest on capital 5.5
Production costs, total 88.1

Number of cows/farm Average
10-20 20-30 30-50 over50
24.3 23.8 23.0 23.5 23.9
5.9 6.1 6.7 7.2 6.2
2.6 2.5 2.3 2.3 2.5
2.1 2.0 1.8 1.7 2.0
3.3 33 2.9 2.9 3.2
10.4 9.9 9.3 9.4 10.0
40.5 32.8 27.7 25.6 35.1
28.3 19.6 13.9 11.0 221
7.0 7.9 8.6 9.7 7.8
5.2 5.3 5.2 49 5.2
64.8 56.6 50.7 491 59.0



Production costs of cereals in 2004, cents/kg.

Arable area, ha/farm
under 30 30-50 50-100 over 100

Variable costs 23.7 22.0
— purchased fertilisers 3.1 2.9
— other expenses of crop 3.0 2.6
production
— energy 3.3 3.4
— maintenance 4.7 3.8
— other 9.6 9.3
Fixed costs 341 32.5
— cost of farm family labour 14.2 12.5
— depreciations 10.3 10.9
— interest on capital 9.6 9.1
Production costs, total 57.8 54.5

joined the EU. In 1998 and 1999 the crop
was poor and the unit costs were high. The
year 2000 was again a good year and the
unit costs were the lowest during Finland’s
EU membership.

The average arable area on the farms in-
cluded in the calculation in 2004 was 60 ha,
of which the average cereal area was 44 ha.
The average cereal crop was 3,300 kg/ha.
The arable area of cereal farms has grown
by only 10 ha during the EU membership.
The profitability bookkeeping data do not
allow the calculation of the production
costs for the different cereals, because the

cents/kg
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costs cannot be
divided between
these in a reliable
way, and thus the
costs indicate the

Average

148 156  19.1
2.6 28 29 average cost of
1.9 2.2 2.4 both bread and

fodder cereals.

The unit cost
of cereals decreas-
es as the farm size
grows. On cereals
farms, too, the dif-
ferences between
farm size classes
were the greatest
in the labour cost
of the farm family. In 2004 the labour cost
on large cereals farms with over 100 ha was
about half of the costs on farms with 30-50
ha. The variable costs of cereal production
were, on average, about the same in the
farm size classes of 50-100 and over 100
ha of arable land. In farm size classes with
under 50 ha both the fixed and variable
costs per unit produced were higher than in
the other size classes. In cereal production
the share of depreciations and interest on
capital in the unit cost is quite high, while
on dairy farms the share of the labour cost
is more significant.
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Unit costs of milk and cereals and prices in 1995-2004 (at 2004 prices).




Addressing challenges within the WTO

Ellen Huan-Niemi

The members of the World Trade Organization (WTO) are growing with 149 mem-
ber countries in December 2005. Thus, there are different groups within the WTO
that have diverse interests in agriculture. The developing countries are keen to lower
protection and support given to the food and agricultural markets in the developed
countries and increase market access to these lucrative markets. Until now, the WTO
membership has approved to eliminate export subsidies by 2013.

The United States (US) has recommended a three-stage approach to the reduction
of domestic support with the European Union (EU) having a higher reduction rate
compared to the US. As a result, the EU’s Common Agricultural Policy (CAP) will be
further reformed whereby direct payments to producers are being decoupled from pro-
duction and market supports for agricultural production are being dismantled. Finn-
ish agriculture has to survive the reforms made to enhance the competitiveness and
market-orientation of the CAP in order to strengthen the EU’s negotiating position in
the WTO. The EU has proposed to drastically reduce domestic support by 70% in the
form of Aggregate Measure of Support (AMS). According to MTT projections, the
EU may not be able to fulfil this obligation with the current agreed reforms that include
the radical reform of the EU sugar regime. Finland will have to face challenges within
the CAP as well being a high cost producer that is dependent on protection and sup-
port. Producers in Finland have been receiving high market prices for their agricultural
products with the help of protection. In addition, producers have been eligible for pay-
ments that are coupled to production. In the quest to fulfil commitments made under
the WTO, producer prices and agricultural income in Finland will decrease further.

The US proposal for tarift reductions exceeds the so called Harbinson proposal
put forward by the former chairman of the agriculture negotiating body for the Doha
Round in 2003. In the first stage of application, over five years from 2008, tariffs
would be reduced by from 65% to 90%, with the largest cuts for tariffs greater than
60%. This anticipates a more rapid and severe reduction than the EU proposal. The
highest cut under the EU proposal is 60% for tarifts greater than 90%. According to
MTT projections, the agricultural products most sustainable to acute erosion of border
protection would be butter, poultry, beef, and sugar. Furthermore, the US proposal also
specifies a low percentage of tarift lines which would qualify for “sensitive products”
status —only 1%. This percentage level is not enough even for the tariff lines for poultry
meat alone not to mention the other sensitive products. Thus, the EU would have great
difficulty in protecting its most sensitive sectors. On the other hand, the EU has pro-
posed up to 8% of the total number of tariff lines may be designed as “sensitive prod-
ucts” status. The EU may be able to shield the sensitive sectors from the full force of
the tariff reductions if 8% of tariff lines could be nominated as “sensitive products.”

The severe cut in tariffs plus phasing out of export subsidies would pose consider-
able problems for the Finnish dairy sector. The acute erosion of border protection for
butter would result further cut in the intervention price for butter in order to ensure
the competitiveness and market-orientation of the CAP. Hence, market prices for milk
in Finland would drop and the income of dairy farmers would decline as well. The
dairy sector is the largest and most important agricultural sector in Finland. The Doha
Round would be a tough challenge for the Finnish dairy sector if there will be drastic
reduction in border protection due to inadequate tariff protection.



5. AGRICULTURE AND THE ENVIRONMENT

Modern societies direct various kinds of
expectations to farming. Apart from pro-
ducing staple foods, agriculture should
contribute to, for instance, beautiful land-
scapes, biological diversity and rural viabil-
ity. This so-called multifunctional agricul-
ture is not a new issue. After World War
II secure food supply received considera-
ble attention, while ensuring the viability
of the rural areas has been a major topic
since the 1970s. In recent years the role of
environmental amenities as a product of
multifunctional agriculture has become in-
creasingly important. Environmental pol-
icy of agriculture is closely linked to other
trends in the society, because the state has
always been active in steering agricultural
production.

Since 1995, when Finland joined the
European Union, agricultural production
has been influenced by the agricultural and
environmental policy of the Community.
The main EU instrument for environmen-
tal policy of agriculture is the Agri-Envi-
ronmental Scheme, which aims to reduce
the loading on surface waters and ground-
water, reduce emissions to air, protect the
biodiversity of farming environments and
manage the rural landscapes.

The Finnish Agri-Environmental
Scheme consists of basic and addition-
al measures as well as special measures
which call for more efficient environmen-
tal protection and management. The aim
has been that the basic measures would be
adopted by as many farmers as possible. In
2004 the scheme covered 91% of the Finn-
ish farms and 96% of the arable area. The
role of special measures has been smaller
than expected, accounting for less than
10% of the funding.

Agri-environmental support is the
largest item in the state expenditure on
environmental protection. In 2005 about
€ 969 million was used for environmental
protection and agri-environmental sup-

port accounted for about a third of this,
€ 322 million. The amount of environ-
mental support was about € 28 million
higher than the year before.

The majority of the five-year environ-
mental contracts ended in 2005, and these
were continued by two-year contracts with
the same terms. At the beginning of the
new programming period in 2007 the
farmers conclude new contracts according
to the conditions of the new scheme. The
preparation of the Rural Development
Programme, which includes the compen-
satory allowances for less-favoured are-
as and environmental support, began in
2005 (see special topic “Revision of envi-
ronmental support“ on page 78).

5.1. Environmental impacts of
agriculture

Agriculture has an important role in main-
taining biodiversity and as a producer of
rural landscape and recreational services.
In the future agriculture may have a new
significant role as a producer of renewable
energy to substitute for the imported fossil
tuels. However, agriculture also has nega-
tive impacts on the environment concern-
ing the soil and its structure, surface and
groundwater and the air.

Biodiversity and rural landscape

Agricultural production is based on uti-
lising biological diversity. Similarly, many
wild plant and animal species have over
centuries adjusted to utilising agricultur-
al environments created by man. As the
production methods of agriculture have
changed and become more intensive, the
diversity of species has declined in farm-
ing environments. There are fewer species
in intensive plant production regions with
little diversity in the landscape structure



than in extensive and mixed farming and
livestock production regions. Due to the
decrease in grazing and animal husbandry
organisms that depend on meadows and
forest pastures have declined and become
endangered.

In the past fifty years, agricultural
landscape has lost many of its small fea-
tures. Headlands of open ditches and
barns in the fields have become increas-
ingly rare. Especially subsurface drainage,
regional differentiation of plant and ani-
mal production, and concentration of ani-
mal husbandry to larger units have affected
agricultural land use and landscapes.

Based on the results of the follow-up
study on the impacts of the Finnish Agri-
Environmental Programme (MYTVAS),
the agri-environmental measures have con-
tributed to the preservation of biodiversi-
ty and open farming landscapes. Howev-
er, the current measures are not likely to
be sufficient to stop the negative effects
caused by long continued development to-
wards more intensive farming practices.

Loading of waters

Agriculture is a significant source of non-
point source pollution. Load on waters is
caused by both arable farming and live-
stock production. Nutrients, mainly phos-
phorus and nitrogen, leach to rivers, lakes

Sources of nitrogen emissions

Peat productio

t_her indu_stry
Scattered settlemen\

‘) ish farm]ng

and holiday homes
Pulp and paper industry
Forestry

Communities

Fallout

and the sea from arable land, causing eu-
trophication. This can be seen as turbid-
ity of the water, increase in algae and the
mass blooming of toxic blue-green algae
in the summer.

Environmental support has improved
the farming practices considerably. For ex-
ample, filter strips are left along water bod-
ies, a larger share of the arable lands is cov-
ered by plants during the winter and the
use of phosphorus fertilisers has decreased
by almost 70% and that of nitrogen fer-
tilisers by 30% from the levels in 1990.
However, agriculture is still the greatest
single source of nutrient loading on wa-
ters. The Finnish Environment Institute
estimates that at present about 50% of the
nitrogen loading and 60% of phosphorus
loading comes from agricultural sources.
Even if the emissions have been reduced,
the eutrophication of waters continues
and the state of waters has not improved
as expected.

The use of pesticides began to increase
in Finland towards the end of the 1990s af-
ter a long downward trend. The main rea-
son for this was the wider use of direct sow-
ing and the shift to pesticides that need to
be used in larger doses. On the European
scale, however, the quantities of pesticides
used in Finland are still relatively moder-
ate. In 2004 the use decreased again after
a ten-year upward trend.

Sources of phosphorus emissions
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Most of the greenhouse gas emis-
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and the decomposition of manure.
Minor emission sources include ni-
trogen fertilisation, liming of arable
land and use of fossil energy in agri-
culture. One common feature in all
emissions from agriculture is that it
is difticult to reduce them without di-
rectly influencing the volume of agri-

04

Use of pesticides (active substance g/ha). Source: In-  -;|cural production.
formation Centre of the Ministry of Agriculture and For-

estry.

The load on waters from arable farm-
ing depends on the soil structure. Soil
compaction reduces the permeability of
the soil, which increases the risk of nutri-
ent runoftf and erosion. It also weakens the
nutrient intake of the plants, which lowers
the utilisation rate of nutrients. Poor soil
structure may also increase the release of
greenhouse gases.

Emissions to the air

Climate change poses new challenges to
Finnish agriculture. The measures of ad-
aptation to climatic changes are likely to
change the relative profitability of differ-
ent crops and production methods. Ag-
riculture also contributes to climate
change. The greenhouse gas emis-
sions from the agricultural sector
represent about 9% of the total emis-
sion in Finland. Since 1990 the emis-
sions from agriculture have decreased
by about a fifth as a result of the de-
crease in agricultural production. In
relative terms the emissions from ag-
riculture have decreased even more
as the total emissions from other sec-
tors have grown. Despite the positive
trend, agriculture will continue to be

Agri-environmental regulation

Besides factors causing emissions and en-
vironmental load, the structural change in
agriculture and growth in the farm size in-
crease the environmental risks of farming.
Various kinds of administrative measures
have been taken to mitigate the negative
impacts, including normative regulations
and support for environmentally sound
production practices.

Environmental protection in the agri-
cultural sector is influenced by both na-
tional and international environmental le-
gislation. National regulation includes for
instance environmental permission proce-
dure and waste legislation. The EU envi-
ronmental legislation related to agricul-
ture includes for instance the Natura 2000

kg/ha
250

200

150

100

50

0
1985 1990 1995 2000 2005

seen as one source of environmental | Use of fertilizers (kg/ha). Source: Information Centre of
pollution also in this respect. the Ministry of Agriculture and Forestry.




network, the Nitrates Directive and the
Water Framework Directive.

The Water Services Act of 2004 im-
plements the Water Framework Directive
in Finland. The aim of the Directive is to
protect, improve and restore waters so that
their status will not deteriorate any further
and the chemical and ecological status of
waters is good in the whole EU by 2015.
Water protection is founded on the assess-
ment of the status of waters, where the cur-
rent status is compared to the natural state.
Management and action plans are drawn
up for each water management area.

Another significant regulatory instru-
ment concerning agriculture is the Agri-
Environmental Scheme, which also em-
phasises water protection and thus most of
the support is directed to water protection
measures. In contrast, only about 2—-3% of
the support is used for measures that are
primarily targeted at enhancing biodiversi-
ty. However, the impact of environmental
support on biodiversity is larger, because
many of the water protection measures,
such as filter strips and headlands, have
positive impacts on biodiversity.

5.2. Agricultural bioenergy

In 2005 the price of crude oil started to
rise more steeply than had been anticipat-
ed. The low self-sufficiency of Europe in
energy supply became a topical issue, lead-
ing to a need and desire to develop back-
stop technology through biofuels to re-
spond to the possible future price shocks
of oil. According to the recent targets, the
EU Member States aim to triple the use
of biofuels for transportation from the
current about 2% to almost 6% by 2010.
In December 2005 the European Com-
mission presented a highly ambitious ac-
tion plan concerning all forms of bioen-
ergy. The public attention to bioenergy is
also related to the objectives of agricultural
policy and efforts to mitigate the impacts

of climate change. The tensions and uncer-
tainties in the sugar sector of the EU also
promoted the discussion on bioenergy.

Agricultural bioenergy made the final
breakthrough on the domestic forums as
well. The efforts to develop bioenergy are
no longer considered superfluous, even if
the Finnish energy policy has traditionally
been driven by the industry and favoured
centralised solutions. The importance of
developing agricultural bioenergy prod-
ucts was stressed by the Minister of Ag-
riculture, Minister of Trade and Industry
and the candidates for the President of Fin-
land. The topic was also widely discussed
in major newspapers.

Bioenergy is hoped to contribute to
reaching various kinds of objectives con-
cerning entrepreneurship, employment
and rural viability. The alternative forms
of bioenergy production are reed canary
grass, biogas, energy oats and straw for
electricity and heat production and oil-
seed crops, bioethanol and biogas for bio-
tuel for transportation.

Production of biogas and field
biomass energy

Biogas can be produced from animal ma-
nure, arable biomass and other organic
matter by anaerobic digestion, and it can
be used for the production of heat and
electricity or refined into biofuel for trans-
portation. The production of agricultural
biogas has already started in Finland. The
breakthroughs in recent years have created
a positive impetus and today both farmers
and decision-makers show interest in bi-
ogas production.

The simplest concept for biogas pro-
duction is to produce electricity and heat
for farm’s own use. The most productive
solutions are found on large sow farms,
where the need for heat and electricity
corresponds most closely to the amount
of biogas energy derived from animal ma-
nure. The profitability of using farms’ own



energy is founded on the fact that no trans-
ter charges, emergency supply fees or VAT
need to be paid for it.

In 2005, the first large-scale agricul-
tural biogas power plant in Finland was
opened in Vehmaa. The power plant proc-
esses liquid manure from 20 pig farms as
well as community waste, and functions
primarily as a waste treatment plant for en-
vironmental purposes. The profitability of
such plants is based on the charges for re-
ceiving waste from industry and commu-
nities for processing.

Economically the most promising al-
ternative is the refining of biogas to be
used for transport. The problem is that
there are still very few filling stations and
vehicles which could use gas as fuel. The
most readily usable potential obviously ex-
ists in public transportation, which uses a
single filling station.

Arable biomass, such as reed canary
grass and energy oats, can be cultivated di-
rectly for burning, both for heat and com-
bined production. Especially reed canary
grass has attracted a lot of interest. Expe-
riences from cultivation have been partly
encouraging, partly somewhat disappoint-
ing.

The burning of reed canary grass suc-
ceeds best in fluidized bed boilers, mixed
with other fuel (max 25% of the fuel vol-
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ume). The potential for using reed canary
grass depends on the existing power plants
in the region and availability of the other
tuels for the mixture. Energy oats is main-
ly suited as a heat production solution for
farms and as a way to utilise the sorting
waste and cereals which cannot be sold on
the cereal market.

Need for regulatory instruments

The support for arable energy (45 €/ha) in-
volves rules that are directed at preventing
the abuse of the scheme.In practice these
rules make it quite difficult to apply this
support instrument. For example, farmers
may not produce energy from crops them-
selves, but the processor must be another
party (so-called primary processor). This
other party must lodge a security (60 €/
ha) to the Ministry of Agriculture and For-
estry, which may be lost if the set norms
cannot be complied with. Area under CAP
set-aside (10% in 2005) is not eligible for
the support for energy crops.

Increased use of biodiesel and ethanol
as biofuels for transportation is restricted
by the excise duty collected as a kind of pu-
nitive damage tax. The tax is founded on
the fear of reduced tax revenue if foreign
biofuels take over the markets. In the case
of biogas such an import threat is unlikely,

[] Value added tax cents/MJ

[ Excise duty and emergency supply
fee cents/MJ

[ Estimated production cost cents/MJ
I Sale price excl. tax' cents/MJ

'Price in December 2005

?Rape Methyl Ester, rape oil as raw material (0.35 €/1)
3Free Fatty Acid Methyl Ester, oils of plant and animal
origin as raw material (0.10 €/1)

“Network price of natural gas is over 50% lower than
that of fuel for transportation

Price formation of fossil and renewable fuels for transportation, cents/MJ.
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because transferring gas takes a lot of space
and is very costly. The use of both biogas
and natural gas for transportation is very
likely to increase, as the energy taxation on
these fuels is rather light.

The present legislation restricts the
large-scale use of vehicles which could uti-
lise gas, because the gas vehicles registered
in Finland must meet the future Euro 4
emission norm. This is no problem for
new vehicles, but the rule prevents the im-
port of used vehicles or conversion of cars
using petrol to the use of gas.

5.3. Recreational use of nature

The countryside surrounding towns and
cities with forests and fields offers an im-
portant recreation setting for the Finns.
According to studies, 97% of the Finns
use nature for recreation at least once a
year. A third of the Finns engage in out-
door recreation in the nature almost daily
and only 4% less than once a month. On
the average, Finns have eleven hobbies
which involve outdoor recreation in the
nature. Activities relating to rural environ-
ments which the majority of Finns engage
in at least once a year include walking and
hiking, swimming, picking of berries and
mushrooms, cycling and spending time at
summer cottages.

The recreational use of the nature is di-
rected both to the immediate surroundings
of people’s homes and nature sites located
turther away. The concept of nature tour-
1smis used when the main purpose of travel
1s outdoor recreation and the trip involves
spending the night at site. A little under half
of the Finns make at least one such trip per
year, the average number is nine and the
average number of days per year is 25. Al-
most 40% of the days used for nature tour-
ism are spent at summer cottages.

Almost 90% of the Finnish land area
can be freely used for outdoor activities
under the everyman’s right, the public

right of access. The access to forests, roads
across arable areas, headlands and in win-
ter also arable lands is free. Furthermore,
municipalities and the state offer recrea-
tional services in areas designated specifi-
cally for outdoor recreation and activities.
The total surface area of these is more than
3 million hectares.

Role of farming environments

The role of forests as recreational environ-
ments has been widely recognised for a
long time. Managed arable lands are ap-
preciated as landscape features, but tradi-
tionally agricultural land has not been un-
derstood as an important element of the
recreation environment. However, almost
40% of the day trips takes place in farming
environments, which makes up altogether
180 million visits to these environments.
Of over night nature trips about a third
are directed to regions with agriculture, in
addition to forests. Altogether this makes
up 4.6 million days of nature tourism.

Even if recreational use of nature
mainly takes place under the everyman’s
right and most of the trips are made to
summer cottages owned by families, na-
ture tourism also offers business opportu-
nities for the rural areas. Nowadays about
3,600 small rural enterprises offer tour-
ism and recreation services. They employ
about 6,000 persons and their turnover to-
tals about 461 million euros.

Agricultural environments are particu-
larly important for outdoor recreation in
areas where the share of agricultural land
is large or there are fewer waters bodies.
Hence farming environments are common
recreation areas especially in southern Fin-
land. The visits to agricultural environ-
ments differ from other visits in that peo-
ple often do these visits alone and they are
prepared to spend less money on them than
on recreation in other types of sites. Agri-
cultural environments are commonly used
for hunting, walking the dog or cycling.



Outdoor recreation in nearby agricultural en-
vironments (% of events). Source: LVVI data
(National inventory of the recreational use of
nature)

Benefits from recreational use

The perceived benefits of outdoor rec-
reation often relate to physical and spir-
itual health, experiencing the nature and
landscape, social relationships and self-im-
provement. The monetary value of the
personal experiences can be estimated by
considering the choices people make. Out-
door recreation often involves at least the
cost of getting to the site or that the time
spent there is not available for other uses.
In monetary terms the benefits can be es-
timated according to the number of times
the site is visited and the costs involved.
The estimates of the benefits of one out-
door recreation event vary from € 10 to
60.

When assessing the benefits of recrea-
tion it is also possible to consider the im-
pact of the environment on the perceived
benefits. In home surroundings the ben-

efits from outdoor recreation seem to be
equal in agricultural and in forest environ-
ments. The preliminary results of research
on nature tourism show that people are
willing to pay more for travelling to a na-
ture site which does not include agricultur-
al environment than for a trip to agricul-
tural environment. Thus it seems that the
present farming environments reduce the
benefits from nature tourism.

There are expectations for rural tour-
ism to become a significant industry in
the countryside. Therefore it is important
to consider how the agricultural environ-
ment could be developed as an attraction
especially in rural tourism sites. Farming
practices that promote landscape values
and outdoor recreation would increase
the benefits from outdoor activities. Such
practices would be particularly important
in southern Finland, where agricultural ar-
eas are commonly used for outdoor recrea-
tion in home surroundings.

Promoting the recreational use of na-
ture and nature tourism have not been in-
cluded in the objectives of the Agri-Envi-
ronmental Scheme. However, certain ba-
sic and special measures contribute to out-
door recreation in farming areas. These
measures include for instance traditional
biotopes, plant cover during winter, ripar-
1an zones, biodiversity of arable lands, and
development and management of land-
scapes.

5.4. Biosecurity in agriculture

The biosecurity of agriculture and the food
sector has recently become a very topical
issue in several countries. In this context
biosecurity means the protection of pro-
duction (including agricultural and food
production), the environment and human
health against various kinds of pathogens,
weeds and pests. Biosecurity deals largely
with the same questions as the traditional
quarantine policy.

75



However, biosecurity differs from
quarantine policy in two important re-
spects. First, its objectives are more var-
ied: besides sustainable production (sup-
ply security, economic profitability) and
tood safety, the role of the environment
and cultural values (traditional food, land
use) are also important. Second, biosecu-
rity aims at a comprehensive approach in
preventing the threats: the prevention of
animal and plant diseases, zoonoses (dis-
eases communicable between animals and
humans) and pests are interlinked, threats
are prevented on several levels and deci-
sions on selections between threats are
transparent and prioritised. Biosecurity
stresses the fact that the problem is shared
and efforts to mitigate the problems and
their consequences are made through ex-
tensive cooperation.

One reason for the growing impor-
tance of biosecurity is globalisation, which
offers the diseases and pests unprecedent-
ed opportunities to move rapidly and effi-
ciently from one place to another via tour-
ism, transport and trade. In 2005, espe-
cially the avian influenza was widely dis-
cussed as a potentially very dangerous dis-
ease relating to agriculture. Such diseases
have serious consequences because even
if a pandemic (epidemic of a global scale)
could be prevented, the economic impacts
on agricultural production and interna-
tional trade could be enormous. Especial-
ly in poor countries killing for instance all
the poultry of a village would have serious
economic and nutritional implications.

Economic impacts of biosecurity

The costs to the society may be considerable
should the biosecurity policy fail. The foot-
and-mouth disease epidemic cost Great
Britain billions of euros and, according to
recent estimates, the costs of a one-year
avian influenza epidemic could rise to 800
billion dollars. The concern of the interna-
tional community is reflected in its prepar-

edness to increase funding to prevent the
spread of the problems. We can only guess
whether the motive is a genuine desire to
help or the fear that this lethal problem may
move to the western countries.

Biosecurity is characterised by the ex-
ternalities of the threats and the public
good nature of the measures to prevent
them. Individual actors may have an im-
portant role in the degradation of biose-
curity — anyone could risk it, for example,
by importing a pet without the appropri-
ate quarantine arrangements. Thus an act
by an individual agent produces a negative
externality which weakens biosecurity. The
benefits from the prevention extend to the
whole community, while the party carry-
ing out the preventive actions is responsi-
ble for all the costs. This is why the market
will not produce sufficient amounts of pre-
vention and the public sector has an im-
portant role in producing biosecurity:.

The public resources, however, are lim-
ited. The societies need to decide how much
they are prepared to invest in biosecurity
and how to optimise the allocation used for
biosecurity to reach the best possible result.
This involves decisions on prioritising the
species and diseases to be prevented, se-
lecting the most cost-efficient means and

dividing the costs in the society.

Challenging policy measures

Even if the prevention of a certain species
would be economically profitable (bene-
fits are greater than the costs), the meas-
ure may not be economically rational if
the limited resources would lead to insuffi-
cient attention being paid to a species caus-
ing possibly even greater damage. The pri-
oritisation of the species and diseases to be
prevented is challenging — no comprehen-
sive cost-benefit analyses can be carried out
tor all the organisms. The creation of joint
optimisation policy also sufters from the
scattered responsibility between different
administrative sectors and bodies and the



many elements of uncertainty involved.

Further, in addition to the potential
risks, various international agreements
must be taken into account in formulation
of the biosecurity policy. Of these the most
significant is the WTO Agreement on the
Application of Sanitary and Phytosanitary
Measures (SPS Agreement), which allows
the protection of human, animal, plant and
ecosystem health through measures which
restrict international trade. The measures
must be founded on scientific evidence and
treat all trade partners in a non-discrimina-
tory manner, and they may not be more
trade-restricting than is necessary. Studies
have revealed some cases where a threat
which may appear relatively minor in the
western countries leads to trade-restricting
standards which may indirectly cause very
serious economic and health problems in,
for example, Africa.

Biosecurity will become increasingly
important in the modern world. Protect-
ing supply security against diseases and
pests spread either intentionally or unin-
tentionally is in itself a matter of security
policy. On a smaller scale biosecurity has
significant impacts on the profitability of
agriculture, state of the environment, and
finances of the consumers and tax-payers.

5.5. Pressures for change in
agri-environmental policy

Agri-environmental policy is faced with
pressures due to changes in both the soci-
ety and the environment. The Agri-Envi-
ronmental Scheme and the overall increase
in environmental awareness have shaped
the farmers’ attitudes. Also consumer
awareness has grown, resulting in pres-
sures on the EU to reform its agricultur-
al policy to respond to the public opinion
and demands. On the global scale meeting
the obligations relating to the WTO mem-
bership binds the EU to reform the sup-
port payments to agricultural production.

In view of the implementation of the
CAP reform and preparing for the new
programming period 2007-2013, the
concept of multifunctional agriculture is
again topical. Decoupling support from
production and the new single payment
scheme introduced the cross-compliance
conditions, according to which agricultur-
al land must be maintained in good con-
dition from both production and environ-
mental perspectives.

The implementation of the Water
Framework Directive will highlight the
need to reduce non-point source water
pollution, posing challenges to agricul-
ture. The nutrients now stored in waters
alone will continue to deteriorate their sta-
tus for years. Biodiversity in farming en-
vironments has not been successfully pre-
served by the Agri-Environmental Scheme
applied so far. Climate change is going to
alter the relative profitability of different
production crops and increase the risk of
spreading new diseases and pests. Rational
management of biosecurity will thus be in-
creasingly important in the future.

At present there are no genetically
modified crops in cultivation in Finland,
but according to a study of expert opin-
ions on future prospects this is very likely
to begin by 2010-2012. The development
trends in genetically modified and organic
production offer both threats and oppor-
tunities for future agriculture. A big chal-
lenge is to find out how the coexistence of
the different types of production can be
organised in a way that meets the needs
of the society.

New opportunities for rural areas are
presented by production of bioenergy and
use of rural nature for recreation and tour-
ism. Topical themes to be studied during
2006 include environmental indicators,
green GDD, harmonisation of new policy
measures and broader environmental wa-
ter impacts. There is a lot of work to be
done on these and other emerging envi-
ronmental topics.
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Reform of environmental support

Kauko Koikkalainen

The Ministry of Agriculture and Forestry appointed a working group to prepare a
national strategy plan for the implementation of the rural development programmes
during the programming period 2007-2013. The task of the strategy group was to
incorporate the support systems prepared in different groups into a single Rural De-
velopment Programme for Mainland Finland. Of the measures to be included in the
programme, environmental support is the only measure that is compulsory to all Mem-
ber States.

Preparation of environmental support

A working group to prepare a proposal for the new environmental support scheme
for 2007-2013 was set up in February 2005. The proposal of the working group was
also to contain an assessment of the current state of the rural environment, objectives
of environmental support, description of the proposed measures, their objectives and
impacts, and an estimate of the costs of the measures and the levels of support. Further,
the working group was to prepare a proposal for the possible aid for non-production
investments and Natura 2000 support for agricultural and forestry areas. The working
group consisted of representatives of the Ministry of Agriculture and Forestry, Minis-
try of Finance, Ministry of the Environment, Environment Centres, Employment and
Economic Development Centres, research institutes, producer organisations and advi-
sory and environmental organisations.

When the working group started its work in the beginning of March 2005 the prep-
aration of the Rural Development Regulation was not yet completed and the financial
framework had not been approved. The main elements of the Regulation had been
decided, so that the working group had a clear picture of the guidelines to be applied
when preparing for the new programming period. One of the most significant changes
compared to the previous programming period are the so-called cross-compliance re-
quirements incorporated into the 2003 Common Agricultural Policy reform. The new
measures in the environmental support scheme must exceed these requirements to be
eligible for support. Limits must also be set for the use of pesticides and fertilisers, and
actions which go beyond these may be eligible for compensation.

Structure of the new support scheme

The general objectives of the new environmental support are about the same as those
of the current scheme: the focus is on water protection, without neglecting biological
diversity and landscape. The extent and income effects of the support were also impor-
tant topics during the preparation. The efficiency of environmental support should be
improved through more careful targeting and regional allocation of the measures.
The first draft proposal for the agri-environmental support scheme for 2007-2013,
non-production investments, Natura 2000 support and support related to the im-
plementation of the Water Framework Directive was circulated for comment in No-
vember 2005. The structure of the proposal was similar to that of the current pro-
gramme and the measures were divided into basic measures which all those who join



the programme must take, additional measures complementing the former, and more
demanding special measures.

Like in the current programme, there are separate additional measures for horticul-
tural producers, and the limits for nitrogen and phosphorus fertilisation are established
for different groups of plants. The greatest change in the basic measures is that the re-
quirements concerning mandatory training and acquisition of plant protection guides
have been abolished and the measures are no longer divided into those intended for
plant or livestock farms.

The proposed new requirements for nitrogen fertilisation are closer to the earlier
additional measure of more accurate fertilisation, where the amount of nutrients the
plant needs is better taken into account than in the earlier fertilisation base level. The
requirements concerning phosphorus fertilisation become stricter as the usability per-
centage of phosphorus contained in animal manure is raised. Liming and inventory of
biodiversity sites on the farm are introduced as new basic measures. Set aside area taken
into account as support entitlements will also be incorporated into the environmental
scheme. The support for basic measures is estimated at about 90 €/ha.

The changes made in the additional measures are greater. Of the earlier measures
only plant cover on arable land during winter is left in the proposal, and the content
of this also differs to some extent from the earlier scheme.

The new additional measures presented in the proposal are reduced fertilisation,
more accurate nitrogen fertilisation through measurement of liquid nitrogen, spread-
ing of manure during the growing season, nutrient balance and inventory of the pro-
ductive capacity of arable lands. The level of support for these measures is estimated
to vary between 10 and 30 €/ha. A specific support scheme is proposed for promoting
the welfare of the production animals.

Most of the contracts concerning special measures are the same as in the current
programme. The contracts concerning the management of traditional biotopes and
wetlands would continue to be included in the special measures. In the proposal the
current support for conversion into organic production and contract concerning or-
ganic production are combined into one single contract and the contracts concerning
organic livestock production continue to be applied.

Through the non-production investments support could be granted to the estab-
lishment of multifunctional wetlands and clearing and fencing of traditional biotopes.
This measure was not present in the earlier programme. The management of Natura
2000 sites in agricultural and forestry areas should continue as a special environmen-
tal measure, as is the case at present. The preparation of supports relating to the im-
plementation of the Water Framework Directive has not been started yet, because the
water management plans will not be completed until 2009, while the new Rural De-
velopment Programme will be introduced on 1 January 2007. However, the environ-
mental support scheme will be the most important means for reaching the objectives
set in the Water Framework Directive.

The draft environmental support programme was submitted to the strategy group
at the end of 2006, even if the views of the members of the working group differed
from each other in certain respects (e.g. fertilisation and liming, plant cover during
winter, biodiversity and landscape, spreading of manure during the growing season,
organic production and LEADER methodology). The National Strategy for Rural
Development in the Programming Period 2007-2013 was completed in April 2006
and the work on the Rural Development Programme for Mainland Finland continues
during the spring and summer 2006.
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6. RURAL AND REGIONAL POLICY

The rural and regional policy efforts aim to
improve the living conditions and welfare
in the rural areas and slow down the mi-
gration away from the countryside. Action
to development in the Finnish rural areas
and regions in general are taken under re-
gional development programmes funded
both by the EU and nationally. The na-
tional Rural Policy Programme combines
and directs rural development work of
as well the public and private sector as
NGOs. Regional structural development
programmes, such as the Objective 1 Pro-
grammes for Eastern and Northern Fin-
land (support for regions lagging behind
in development), the Regional Rural De-
velopment Programme for areas outside
Objective 1 (ALMA) and Community
initiatives such as Interreg (transboundary
cooperation between nations and regions)
consist of extensive regional and transre-
gional development projects. On the level
of sub-regions development work is done
by local action groups, (LLAGs). These are
funded under the LEADER + Programme,
Objective 1 Programmes and Regional
Rural Development Programme and the
national Rural Programme Based on Local
Initiative (POMO). The Regional Centre
Programme, aimed at reinforcing the ur-
ban areas, has impacts on rural develop-
ment as well.

The development of regions is found-
ed on their own needs and objectives, as
well as their own investments, natural re-
sources, human and social capital, and abil-
ity to attract investments from elsewhere.
Regional development programmes are
used as channels for public support for
solving problems faced by the regions and
promoting and coordinating their devel-
opment. The programmes aim to activate
and reinforce the development efforts of
the regions themselves. The programmes
are implemented through projects, which

may be business or community develop-
ment projects aimed to support the target
area or investments and subsidies for indi-
vidual enterprises.

Local rural development is one ele-
ment of the rural and regional policy aim-
ing at comprehensive development of the
countryside. The following chapters deal
with the methods and policy instruments
applied in local rural development work.
Local rural development is divided into
village action, local action groups and the
contribution of regional centres to rural
development.

6.1. Local rural development

The roots of local development work rest
in neighbourly help and cooperation, vil-
lage activities and strong local associations.
The rural residents have long traditions in
understanding joint action and organisa-
tion, both in the production operations
and local community affairs, as the means
for developing their own regions and live-
lihoods. This has made it easier for Finland
to take advantage of the new opportunities
tor local development brought along by
the EU membership in regional and rural
policy and development.

The local perspective is very strong in
the Finnish rural policy. The fundamental
idea is that the local residents are the best
experts in the development of their own
area. Locally-oriented development work
aims at mobilising local, grass-root level
actors and promoting participatory deci-
sion-making in the rural areas to be able
to transfer the responsibility for the imple-
mentation of regional development to the
local people. Local development follows
the so-called bottom-up approach, which
means that the development work starts
trom the grass-root level.



6.2. Village action

Village action is an important form of
organisation for the rural residents. The
development of village communities is
one of the key areas in rural development.
Community development means joint ac-
tion by villagers for common interest: tak-
ing the initiative and assuming the power
and responsibility in the development of
their own village. Village action possesses
a number of important strengths. It takes
advantage of local people and actors. The
activity is flexible and open to local needs.
Village action is specifically directed and
focused according to the local needs. Vil-
lage action is comprehensive, which means
that no matter that may relate to the village
in an essential way is excluded. The role of
village action in local development is even
more important if the financial basis of the
State and municipalities weakens, munici-
palities become larger and the bureaucracy,
division of tasks according to sectors and
privatisation increase.

Still in the mid-1970s there was rela-
tively little village action based on the lo-
cal initiative in Finland. Village action got
started towards the end of the 1970s as
a radical and powerful movement against
the depopulation of the rural areas, con-
centration of the population and policies
and decline of services. Since then the vil-
lage action has developed rapidly.

The first village committees were estab-
lished in 1965 to respond to the need for
better coordination and to develop villages
in a comprehensive way. The organisation
of villages made rapid progress during the
1970s and 1980s so that by the mid-1980s
there were more than 2,000 and by 1990
some 3,000 village committees. In No-
vember 2005 the total number of Finnish
village committees was 3,800. This is very
high indeed, because altogether there are
a little more than 4,000 villages in Finland,
and many of the committees cover more
than one village. The total number of peo-
ple working directly in the committees is
40,000 and an even greater number of

people are indirectly involved.

Many village committees have estab-
lished their position as statutory organisa-
tions, village associations. The idea is that
the planning of villages and municipalities
should be harmonised. Organisation into
associations is important to make it pos-
sible for the groups to use public funding.
In 2005 the number of registered village
associations was 2,400 and the number of
unregistered ones was 1,390. The regis-
tration of village committees into associa-
tions continues.

Village activity can be divided into tra-
ditional and new village activity, or first and
second generation village activity. The first
generation activities include the supervision
of the interests of the villages and action fo-
cused on the attractiveness and leisure time,
which has long traditions. The second gen-
eration activity comprises work to develop
villages and their environment, services and
economy through various kinds of projects.
One example of the new activity is the ac-
tive input of village associations to the work
of the local action groups.

6.3. Local action groups

Local action groups (LLAGs) are registered
regional rural development associations,
which encourage the rural residents to de-
velop their own region, improve its ameni-
ties and create jobs and enterprises. The
group implements a regional development
plan based on an extensive and participa-
tory brainstorming and negotiation proc-
ess. The development plan is drawn up for
each programming period of the EU, and
the current period covers the years 2000-
2006. The local action groups and regional
actors have presented their proposals to be
included in the new Regional Rural Devel-
opment Programme for 2007-2013. The
activity is strongly founded on the plan,
because it brings forward the needs and
wishes of the local residents and actors and
commits them to developing their own
region. Based on the development plan,



Principles of the LAG work in Finland:

e LAGs are registered rural development associations which are open to all.

 Three-way representation in the board: 1/3 municipal officials and holders of positions of trust, 1/3
representatives of associations and enterprises and 1/3 individual rural residents.

 Activity is based on a development plan drawn up together with the local residents.

e Municipalities are committed to the LAG work.

» LAGs make the decisions on financing the projects, whose validity is checked by the Employment and

Economic Development Centres.

individual persons, enterprises and associ-
ations can prepare their own project plans
to be funded by the local action groups.
In accordance with the principle of the
three-way negotiation procedure, the rep-
resentatives of municipalities, associations
and enterprises and individual residents
are present in the boards of the LAGs.
Finland is the only country where the
representation in the LAG boards must
tollow the three-way procedure, while in
the other countries it is only required that
at least half of the representatives of the
decision-making bodies, i.e. boards, must
be other than official authorities. In Fin-
land the official authorities are the munici-
pal officials and people holding municipal

LEADER+
Regional Programme Based
on Local Initiative (POMO)
Regional Rural Development
Programme (ALMA)
Objective 1 Programme
Border of the territory
of the LAG

D 0 00

Local action groups under different pro-
grammes. Source: Ministry of Agriculture and
Forestry.

positions of trust, which make up a third
of the representatives. Finnish LAGs dif-
fer from those in the other countries in
that the local rural residents must also be
represented in the boards to reinforce the
rural development work founded on the
grass-root level. Finland has been praised
tor adopting this approach.

The work of the LAGs got started in
1995, when Finland joined the EU and the
LEADER II Programme and correspond-
ing national Rural Programme Based on
Local Initiative (POMO) were launched.
The good results and inspiring experi-
ences led to the extension of the work to
the whole country during the current pro-
gramming period. Besides Finland, such
comprehensive LAG work is being done
only in Ireland.

In Finland there are altogether 58
LAGs, whose territories vary from 1,000 to
49,000 square kilometres and the number
of people in these from 14,000 to 80,000.
The average territory is about the size of
a sub-regional unit with 40,000 residents.
LAGs receive their funding from various
sources, but the most significant source is
the development programmes part-fund-
ed by the EU. In the current programming
period of the EU (2000-2006) the public
funding for all Finnish LAGs totals about
€ 220 million of which the EU contributes
85 million, the State 90 million and the
remaining 20% comes from the munici-
palities. All LAGs also search for funding
from private sources. The average funding
for a LAG during the whole programming
period totals € 3.9 million.

The LAG work covers the whole
mainland Finland except for the largest
cities and a few individual municipalities.



The municipalities in the LAG territories
have an important role in both the admin-
istrative work and funding of the projects.
The project implementers also contribute
to the resources through voluntary work,
materials or own funding.

The range of projects reflects the
creative imagination and innovativeness
present in the regions. Various kinds of
community projects constitute one key
area in the development work. Often the
work starts from improving the common
environment and renovation of joint fa-
cilities for meetings. This is quite naturally
tollowed by search for ideas for develop-
ment projects concerning the economic
activities in the rural areas. Good business
ideas are further refined into investments
and new business activity. The regional
economy can be activated and reinforced
through various kinds of training, net-
working and marketing projects directed
to groups of enterprises. Financial support
for investments, development of opera-
tions and starting a new business may be
granted to individual enterprises.

The main task of the LAGs is to find
new developers and development ideas and
getting them started, provide the opportu-
nities for this work and launch and encour-
age more extensive development action.
At best the LAGs influence the regional
economies in diverse ways. The direct im-
pacts include the creation of new jobs and
enterprises and attracting new investments,
residents and tourists to the region, which
increases the tax revenue and demand for
services. The LAGs also create new solu-
tions for offering services to all residents.
The LAGs have an important role in the
accumulation of social capital, community
spirit and cooperation. This lays the foun-
dation for various kinds of development
projects concerning the rural industries
and influences the amenities and popula-
tion trend in the region. Through this, the
work of the LAGs aims for long-lasting im-
pacts on the regional economies, some of
which may only be seen after some time.

The evaluations of the development
programmes have shown that local action
groups as a development method and part
of the rural policy have produced significant
results and created added value. Besides the
direct economic impacts the work of the
LAGs has been important for accumulating
especially the human and social capital.

6.4. Regional Centre Program-
me in rural development

The Regional Centre Programme is an ur-
ban policy development programme of the
Finnish Government to be implemented
until the end of 2006. The programme
work was started in 2002 and it will con-
tinue under a new programme from the
beginning of 2007. The objective of the
Regional Centre Programme is to rein-
force a more balanced regional structure
based on the strengths inherent in urban
areas of different sizes, know-how and
collaboration. The work is founded on
functional and natural regional units in

Regional Centre
Programme area Pe

@ Network pilot

Regional Centre Programme areas. Source:
Ministry of the Interior.




view of working, residence, production
of services and demand, which in the pro-
gramme are called regional centre districts
or programme areas. The total number of
such programme areas is 35.

The Regional Centre Programme
aims to bring vitality to the urban areas,
which also has positive impacts on the ru-
ral areas. According to the current Gov-
ernment Programme, the regional centre
work needs to focus more on the margin
areas surrounding the centres, which in
practice refers to the rural areas. The Re-
gional Centre Programme for the Raahe
region is the only one to contain a par-
ticular rural development section, which
has made greater progress than expected.
The achievements include a professorship
in rural studies, reinforcing the potato re-
search of the Agrifood Research Finland
as a top unit and the network of specialists
in rural development Oras. In an evalua-
tion published recently the network pilot
project of the only clearly rural area among
the regional centre district, Kauhajoki re-
gion, has been presented as an example of
an area where the resources of the differ-
ent actors have been successfully brought
together to achieve dynamic development
and improved viability. Because this is the
only network pilot project in the Regional
Centre Programme, development work
based on partnership and close coopera-
tion between the different regional actors
and stakeholders receives a great deal of
emphasis.

Indeveloping the cooperation between
urban and rural regions the cooperation
between regional centres and LAGs has
produced good experiences which have
benefited all the parties involved. Howev-
er, tensions along the urban-rural axis have
emerged in several regions. The Regional
Centre Programme has encouraged the
discussion on the relationship between the
regional and rural policy and the two dis-
tinct trends in the rural areas which have
divided them into winners and losers.

6.5. Local development as
a resource of the rural
areas

The strong tradition of joint action has
helped Finland to take full advantage of
the new opportunities for local develop-
ment work in the regional and rural policy
and development of the rural areas brought
along by the EU membership.

The work on rural development
through the local action groups has won
international recognition. The local action
groups constitute an important spiritual
and financial resource in their own areas.
They contribute to the mobilisation of lo-
cal expertise, diverse knowledge and skills
and voluntary work, which might not be
utilised without the opportunities offered
by the LAGs. Work to reach goals con-
sidered important by the local residents is
done under various projects. The signifi-
cance of the local action groups has also
been recognised in the programme evalu-
ations. In the Regional Centre Programme
the focus is on urban centres, but there are
also indications of positive impacts on the
countryside. However, further achieve-
ments in this call for a significant role for
urban-rural interaction in the development
of the regions.

Local regional development founded
specifically on the grass-root level has been
widely recognised as a development meth-
od. The good results achieved speak in fa-
vour of the continuation of the local rural
development work, which now has gotten
off to a good start. However, in some cases
rural development is beginning to sufter
from the frustration of the actors, which
may be due to the great inputs of certain
key actors into the development of the
region, often founded on voluntary work,
and uncertainty concerning the availabil-
ity and continuation of the project funding
and other resources. This may be a serious
threat to the continuation of rural develop-
ment work in the long-term perspective.



Countryside in municipal policy

Ella Mustakangas

Programme-based implementation of rural and regional policies has led to the frag-
mentation of the municipal development. The rise of bottom-up approach and local
action groups have reinforced the position of villages. At the same time sub-regional
entities, like local enterprise companies, have taken the central role in implementing
the municipal industrial policy.

There is a great variety of the opportunities of the municipalities to take advantage
of the rural policy instruments. The capacity of the municipalities to establish their
own agency has been increased but their real autonomy calls for sufticient economic
resources. However, the economic factors alone cannot explain the varying roles of the
municipalities in implementing the rural policy. Could emerging control over the local
development contribute to the strategic manoeuvring space of the municipalities? The
scope of the traditional municipal policy can change into a wider sub-regional policy
if the activity of the municipalities extends between the municipality and the other
municipal organisations and associations operating in the same area. The municipality
could function as the key institutional actor of the network and take initiatives together
with neighbouring municipalities, companies and other actors.

As a strategic junction, new opportunities open up for the municipality concern-
ing its rural areas. However, incorporating the countryside to the municipal policy
requires changes to certain practices. Rural perspective should be integrated into the
sub-regional development policy, while village activities and industrial policy should
be brought together. Rural development in the municipalities is also linked to the na-
tional municipal policy. At the moment a comprehensive reform of the municipal and
service structure is being prepared.

Sub-regionalisation as a challenge for rural municipalities

Sub-regionalisation, the localisation of the economic-development of the municipali-
ties, is a major challenge for municipal rural development. Typically, the sub-regional
growth impulses are unevenly distributed both among the municipalities and within
a single municipality. In the latter, certain villages lose their population while those
located closer to the sub-regional centre become more attractive. However, the sub-
regional growth impulses do not reach every rural municipality, and several municipali-
ties are seeking to join a group of municipalities that could support their development
in the best possible way.

In some rural municipalities, the sub-region has been taken as the strategic level of
development. This kind of strategic thinking is linked with the implementation of the
Regional Centre Programme which tends to influence the politics of the municipal
policy. The sub-regional orientation in the municipal policy signals that hardly any at-
tention is paid to the problems of the rural areas, and the countryside is not regarded
as a strategic potential of the municipality.

Some municipalities, however, recognise the opportunities of the rural policy and
do not regard the sub-regional strategy as the only option. Cooperation with the sub-
regional growth centre does not have to exclude the development of the rural areas
from the agenda of municipal policy. In a sub-regionalising municipality, the crucial




question is whether the development of the rural areas is considered as a political issue
and whether any efforts are made to bring it to the sub-regional decision-making.

Development of village communities and objectives of industrial policy

Nowadays, the municipal industrial policy aims at comprehensive development of the
municipality, including the improvements of residential environment and high-qual-
ity services. Rural policy offers an arena to expand the industrial policy to this kind
of wider municipal policy. However, there have been numerous conflicts between the
development of industries and village projects. Because of the meagre municipal re-
sources, the village actions are expected to produce rapid and concrete results, such as
new entrepreneurial activity and jobs.

On the other hand, the potential of villages is highly valued and room is given to
village activities. At the extreme, however, this could create a breach in rural develop-
ment. If the initiative is considered to belong only to one party, the countryside tends
to be developed either by the municipality or by the villages. To reach real cooperation
between the actors, the municipalities should be involved in the development of vil-
lages at very early stage, like when villages are drafting their plans.

In the municipalities, the rural policy is also fragmented by projectification. This
trend has altered the work of the municipal staff and their conceptions of the objectives
of their actions. New opportunities have opened up especially for those who know the
project practices best, such as the municipal agriculture officials. They do the ground-
work for the funding of the projects by presenting them to the elected officials. The stra-
tegic links of individual projects to the municipal policy is difficult to assess, and yet each
project decision steers the development of the municipality to a certain direction.

Overhaul of municipal and service structure — rural perspective?

In the beginning of 2006, there were 431 municipalities in Finland but this number
is likely to fall dramatically in the near future. In autumn 2005, three different models
were presented, the model of basic municipalities, the regional model and the district
model, and the legislation of the municipal and service structure should be reformed
on the basis of these by 2007.

The project to structure the municipalities and services gives rise to several ques-
tions concerning rural development. How does the reform change the municipality as a
partner? Where will the municipal policy be formulated? The answers are not yet avail-
able. However, it should be noted that the reform offers the opportunity for a redefi-
nition of the division of responsibilities of the individual and the community. During
the last decade, rural policy has contributed to the emergence of new operating models
based on the partnership between the public, private and voluntary sectors. Simultane-
ously, alternative service production has been initiated. Yet, the definition of the divi-
sion of responsibilities between the public sector and the NGOs calls for serious effort.
The issue needs to be addressed both nationally and on the local level.

A smaller number of municipalities do not guarantee the efficiency of implementa-
tion. In eastern and northern Finland municipal amalgamations will not bring the same
benefits as in the other parts of the country due to the long distances. It is probable that
in these areas greater emphasis will be put on the cooperation between municipalities
and the alternative forms of service delivery.
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Producer price index and index of purchase prices of means of agricultural production (2000=100)."

Producer price The index of purchase prices of means agricultural production
index of Total Goods and Investments Buildings
agriculture? index Services

2005 98.1¢ 110.8 108.2 116.8 114.0
2004 101.5 107.1 105.1 111.8 109.5
2003 99.0 104.2 102.5 108.1 106.3
2002 103.7 102.8 101.5 105.5 104.6
2001 105.2 102.2 101.8 103.1 102.4
2000 100.0 100.0 100.0 100.0 100.0
1999 96.6 95.0 94.2 97.2 96.4
1998 101.3 96.2 96.4 95.1 95.1
1997 102.5 97.5 98.4 94.0 93.7
1996 108.1 95.6 96.4 92.5 89.7
1995 103.6 94.2 94.6 92.3 90.5

TIndices are based on EU's classifications.
2Incl. fur production.
Source: Statistics Finland.

Some figures of the agricultural structure.

Number Average' Number of Employed in agriculture?
of farms size of farms, milk suppliers 1,000 % of

1,000 hectares 1,000 persons employed
2005 . . 16 93 3.9
2004 72 315 17 93 3.9
2003 74 30.6 18 99 4.2
2002 75 30.0 19 106 4.5
2001 77 29.1 21 112 4.7
2000 80 28.0 22 118 5.1
1999 . . 24 121 5.3
1998 88 25.0 26 120 5.4
1997 90 24.0 28 130 6.0
1996 94 22.9 30 133 6.3
1995 100 21.7 32 141 6.7
1994 115 19.2 34 153 7.4
1993 116 18.8 35 154 7.4
1992 121 18.1 36 166 7.5
1991 126 17.7 40 177 7.5
1990 129 17.3 45 183 7.3

TA farm refers to a unit with more than 1 ha of arable land that practise agriculture of other entrepreneurial activity.
Sources: Information Centre of the Ministry of Agriculture and Forestry, Ministry of Labour.



Number of animals in June and the average yield per cow.

Dairy cows Yield per cow Pigs Hens

1,000 litres 1,000 1,000

2005 319 7,505 1,401 3,128
20041 324 7,404 1,365 3,069
2003 334 7,251 1,375 3,016
20021 348 7117 1,315 3,212
2001 355 6,932 1,261 3,202
2000 364 6,786 1,296 3,110
1999 372 6,443 1,351 3,361
1998 383 6,225 1,401 3,802
1997 391 6,183 1,467 4,152
1996 392 5,993 1,395 4,184
1995 399 5,982 1,400 4179
1994 417 5,869 1,298 4,090
1993 426 5,648 1,273 4,025
1992 428 5,613 1,298 3,969
1991 446 5,619 1,344 4,138
1990 490 5,547 1,394 4,845

5
Source: Information Centre of the Ministry of Agriculture and Forestry.

Sales of fertilizers, kg/ha and hectarage yield, f.u./ha.

Nitrogen Phosphorus Potassium Fu.yield
(incl. straw)
kg/ha kg/ha kg/ha f.u./ha
2004-05 75.0 9.2 25.9 4,826'
2003-04 76.5 9.3 26.4 4,630"
2002-03 80.0 9.8 27.8 4,478!
2001-02 80.5 10.1 28.3 4,6921
2000-01 83.2 10.8 31.1 4,531
1999-00 84.2 10.4 30.5 4,900!
1998-99 81.0 11.0 311 3,146
1997-98 85.0 11.4 32.6 2,980
1996-97 86.0 11.8 32.5 3,816
1995-96 92.3 16.1 34.3 3,736
1994-95 101.6 20.0 38.5 3,655
1993-94 941 19.0 40.0 3,810
1992-93 94.3 19.4 39.8 3,912
1991-92 92.8 19.9 39.7 3,269
1990-91 109.4 26.3 53.4 3,771

T New feed unit coefficients.
Sources: Kemira, Information Centre of the Ministry of Agriculture and Forestry.



Total calculation of agriculture (excl. horticulture) at current prices, million euros.

CROP PRODUCTION
Rye

Wheat

Barley

QOats

Potatoes

Potatoes for processing
Sugar beet

Qil plants

Other crop production
Total

ANIMAL PRODUCTION
Milk

Beef (excl. veal)

Pork

Mutton

Poultry meat

Eggs

Other animal production
Total

Gross return at market prices
COMPENSATIONS FOR CROP DAMAGES

INCOME FROM RENTS
Means of production
Buildings and land
Total

SUBSIDIES

CAP subsidy for fields crops

CAP subsidy for livestock

LFA

Environmental subsidies

Subsidy for animal units (nordic subsidy)
Subsidy of animal units (subs. of tr.period)
Subs. for animals slaught. (subs. of tr.period)
Other national subsidies for animals
Subsidy for field area (subs. of tr.period)
Other national subsidies for field areas
Production subsidies

- milk

-rye

- wheat

- barley (malt)

- sugar beet

- potatoes (starch)

Subsidy paid by the common measures of
the EU

National subsidies
Total subsidies

GROSS RETURN TOTAL

1999

3.5
39.7
76.9
42.0
94.3
21.0
53.0
14.9

4.9

350.2

808.0
196.5
206.6
1.5
75.7
414
1.0
1,330.6

1,680.9
50.7

33.4
271
60.5

563.0

2000

7.2
45.6
87.7
50.1
54.2
21.1
52.7
13.6

6.1

338.3

842.9
189.0
2241
1.1
2.7
447
1.0
1,375.5

1,713.8
28.1

35.9
29.2
65.1

341.8
39.9
414.5
266.9
97.3
0.1

0.2
1,063.0

515.6

2001

1.7
52.3
99.2
721
431
195
61.6
21.7

5.8

383.0

867.5
185.4
261.1
1.0
92.0
40.5
0.4
1,447.9

1,830.9
1.2

36.0
29.3
65.3

343.6
78.5
418.4
274.6
100.5
0.0

0.0
1,115.1

521.7

2002

7.1
48.9
80.4
56.3
50.3
22.7
47.8
222

6.1

342.0

888.9
168.7
255.9
1.2
104.2
454
0.3
1,464.6

1,806.6
4.0

36.0
29.3
65.3

3411
8r.7
4221
277.4
102.0
0.0

0.0
1,128.4

544.9

2003

6.1
55.2
69.3
45.5
38.5
18.2
56.8
19.8
10.5

319.9

871.1
185.5
229.7

110.2
42.4
0.2
1,440.2

1,760.1
2.7

36.4
29.6
66.0

0.0
1,150.1

541.5

2004

5.1
54.6
67.1
36.9
51.2
19.2
60.9
13.2
10.8

319.0

844.0
185.0
246.1

111.1
41.8
0.2
1,429.6

1,748.6
2.7

36.5
29.7
66.2

0.0
1,165.0

569.1

2005¢

3.4
53.3
64.3
33.5
50.9
20.3
51.4
18.7

303.9

801.5
178.5
264.4

104.5
34.4
0.2
1,384.8

1,688.7
19.6

36.8

572.0

1,387.6 1,578.6 1,636.8 1,673.3 1,691.6 1,734.1 1,744.1

3,179.6 3,385.6 3,534.2 3,549.2 3,520.5 3,551.6 3,519.4



Total calculation of agriculture (excl. horticulture) at current prices, million euros.

COSTS

Fertilizers

Lime

Feed concentrates

- mixture

- other

Feed conserving chemicals
Plant protection products
Purchased seeds

Fuel and lubricants
Electricity

Agricultural firewood and timber
Delivery of calves and pigs
Overhead costs

Hired labor costs

- wages

- social expenses
Machinery and equipment expenses
- depreciations

- maintenance

Equipment

Building expenses

- depreciations

- maintenance

Ditches, bridges, etc.

- depreciations

- maintenance

Interest payment

Imports of animals

Rent expenses

- means of production

- buildings and land
Farmers' share of cost from
- accident insurance payment
- outside help

- day-off scheme

TOTAL COSTS

FARM INCOME EXCL. HORTICULTURE

1999

155.3
41.2

351.4
7.1
211
49.8
40.5
98.2
65.0
10.0
8.6
234.8

81.1
56.0

338.2
133.6
41.0

218.9
38.5

62.8
19.0
108.6
0.5

374
74.0

9.7
10.7
2.8

2,316.0

863.6

2000

168.0
30.3

371.5
5.1
20.6
44.5
39.1
142.4
63.5
10.9
8.7
253.7

82.9
57.4

340.6
136.7
42.5

227.4
40.0

65.0
20.3
130.7
0.5

40.2
79.7

9.2
10.9
29

2,445.3

940.3

2001

177.0
29.4

379.3
5.2
21.0
51.8
42.0
145.2
65.4
11.2
8.7
2715

81.0
56.1

344.8
139.4
43.9

231.9
40.8

66.3
211
138.6
0.5

40.7
80.4

9.4
12.1
3.5

2002

180.0
32.5

378.5
5.4
21.0
49.8
41.0
145.2
66.4
11.2
5.1
272.0

81.0
54.6

354.8
146.4
44.0

232.0
41.6

67.0
211
137.3
0.5

41.0
81.0

9.4
13.0
3.8

2,518.1 2,536.4

1,016.1 1,012.8

2003

176.9
22.8

340.7
5.3
20.8
59.2
46.9
135.6
79.0
7.5
5.1
273.1

90.0
60.8

366.1
149.8
43.9

235.9
42.6

68.1
21.6
126.8
0.6

41.5
81.9

11.8
15.2
4.4

2,533.9

986.6

2004

166.5
20.0

3451

21.6
60.2
57.5
157.5
80.0
7.5
5.3
280.8

92.1
63.2

381.3
155.0
45.8

2431
43.5

70.2
22.1
128.4
0.6

41.5
82.1

11.7
15.6
5.2

2,608.8

942.8

2005°

169.9
21.4

343.3

22.2
56.1
58.4
199.6
78.9
7.6
4.2
290.0

92.3
63.2

404.5
159.5
48.5

252.9
45.3

73.0
23.0
128.9

42.2
84.2

11.6
16.3
915)

2,708.4

811.0




Gross return of horticulture at current prices, million euros.

FIELD PRODUCTION
Vegetables

Berries and fruits
Others

Total

GREENHOUSE PRODUCTION
Ornamental plants
Vegetables

Total

Gross return at market prices

SUBSIDIES

Subsidies for greenhouses
Subsidies for field production
Other subsidies

Total

GROSS RETURN TOTAL

COSTS

Fertilizers, lime

Plant protection products
Seeds, seedings, plants
Other material

Hired labor costs

Fuel and lubricants
Electricity

Interests paid
Depreciation of machinery
Depreciation of buildings
Depreciation of ditches, etc.
Other costs

TOTAL COSTS

HORTICULTURAL INCOME

1999

64.9
28.5
18.2
111.6

91.8
88.3
180.1

291.7

34.6

3.8
10.4
48.8

340.5

7.8

4.7
14.0
34.0
65.0
141
20.3
13.2
19.9
18.9

1.5
49.7

263.1

113

2000

75.8
32.3
18.5
126.6

90.1
96.6
186.7

313.2

40.7

2.5
11.2
54.3

367.6

7.9

5.1
14.4
34.4
73.1
16.9
16.9
15.4
20.3
19.7

1.6
50.8

276.6

90.9

2001

734
28.5
18.5
120.4

89.7
101.6
191.3

311.8

40.9

2.5
10.5
53.9

365.7

7.9

5.1
14.5
34.7
74.5
15.4
171
16.4
20.9
20.3

1.6
51.3

279.7

86.0

2002

80.0
37.0
20.2
137.2

110.1
112.9
223.1

360.3

7.7

5.0
14.1
34.8
69.7
14.6
17.8
15.2
21.9
20.7

1.7
52.0

275.2

135.4

2003

83.3
39.2
20.2
142.7

99.6
115.2
214.8

357.5

40.3

11.4
53.6

4111

7.6

5.6
13.6
34.8
65.2
15.7
21.5
15.2
22.3
21.0

1.7
52.7

276.9

134.2

Total calculation of agriculture (incl. horticulture) at current prices, million euros.

RETURN ON AGRICULTURE
RETURN ON HORTICULTURE
RETURN, TOTAL

COSTS OF AGRICULTURE
COSTS OF HORTICULTURE
COSTS, TOTAL

AGRICULTURAL INCOME

1999

3,179.6

340.5

3,520.1
2,316.0

263.1

2,579.2

940.9

2000

2001

2002

2003

3,385.6 3,534.2 3,549.3 3,520.5

367.6

365.7

410.7

4111

3,753.2 3,899.9 3,960.0 3,931.6

24453 2,518.1

276.6

279.7

2,536.4 2,533.9

275.2

276.9

2,721.9 2,797.8 2,811.6 2,810.8

1,031.3 1,102.1 1,148.3 1,120.7

2004

80.0
37.2
21.2
138.4

104.8
119.0
223.8

362.2

40.1

11.8
53.9

416.1

7.8

5.6
13.4
35.7
4.7
17.8
21.8
14.5
23.3
21.7

1.8
50.5

288.6

127.6

2004

3,551.6
416.1
3,967.7

2,608.8
288.6
2,897.3

1,070.4

2005°

741
34.4
21.2
129.7

100.8
122.7
223.5

353.2

40.1

11.9
54.0

407.2

8.2

5.5
13.9
36.7
75.9
23.4
21.5
141
24.7
22.5

19
52.1

300.4

106.8

2005¢

3,519.4
407.2
3,926.6

2,708.4
300.4

3,008.8

917.8



Agricultural support”.

SUPPORT FINANCED COMPLETELY OR PARTLY BY THE EU IN 2005
€/ha or €/unit

Aid area A B C1 C2 (G2 North. C3 C4

CAP ARABLE AREA PAYMENT', €/ha

Cereals? 295 243 243 200 200 200 200
0il seed plants? 295 243 243 200 200 200 200
Protein crops 269 231 231 199 199 199 199
Silage grass 214 176 176 145 145 145 145
Starch potatoes® 707 707 707 707 707 707 707
Set-aside 214 176 176 145 145 145 145
Drying aid for cereals and oil seed plants 81.7 67.2 67.2 55.2 55.2 55.2 55.2
Average regional yields for cereals and oil

seed plants, tn/ha 3.4 2.8 2.8 2.3 2.3 2.3 2.3

CAP SUPPORT, €/LU

Special beef premium 210 210 210 210 210 210 210
extensification premium
- 1.4-1.8 LU/feed ha 40 40 40 40 40 40 40
- under 1.4 LU/feed ha 80 80 80 80 80 80 80
Suckler cow premium 200 200 200 200 200 200 200
additional national payment 50 50 50 50 50 50 50
extensification premium
- 1.4-1.8 LU/feed ha 40 40 40 40 40 40 40
- under 1.4 LU/feed ha 80 80 80 80 80 80 80
LFA SUPPORT,€/ha 150 200 200 210 210 210 210
LFA supplement
- basic payment 20 20 20 25 25 25 25
- additional payment for livestock farms 80 80 80 80 80 80 80
ENVIRONMENTAL SUPPORT €/ha Crop producing farm  Livestock farm
Cereals, oil seed plants, protein crops, grass 107 130
Horticulture (vegetables grown in the open etc.) 333 333
Horticulture (berry and fruit plants etc.) 484 484
Set-aside 0 0

“This appendix includes only the main agricultural products and therefore the list of various support measures is not complete..

"The cut due to exceeding the CAP base area has not been taken into account in the CAP support for arable crops. In 2004 the CAP
support for cereals was cut be about 7% and that for silage by about 26%. In 2005 the cuts may be higher, because the cultivation re-
quirement of CAP support changes from 1991 to 2003. In 2005 the 3% modulation of CAP support applies to farms receiving more
than € 5,000 of CAP support.

2Drying aid is included in the CAP arable area payment.

3The area payment presented here is based on the yield level of 32 tonnes/hectare. The support is € 22.1/tonne.

- Support for protein crops includes the premium for protein crops.

- LFA support as proposed to the Commission.

- In LFA support a livestock farm is a farm with a minimum stocking density of 0.4 LU/ha or at least 10 LU during the whole commitment
period and minimum stocking density of 0.2 LU/ha.

- Based on the data from 2003 it can be expected that the supplement to the LFA support will be cut by about 8%.

- In the new environmental support contracts all farms are considered crop farms.




2001 2002 2003 2004 2005 2006
Unit €/unit €/unit €/unit €/unit €/unit €/unit

NATIONAL SUPPORT FOR AGRICULTURE AND HORTICULTURE
NATIONAL AID FOR SOUTHERN FINLAND, NORTHERN AID AND AID FOR CROP PRODUCTION

Aid per livestock unit
Aid for animal husbandry, suckler cows

Aand B €/LU 67 65 63 133 86 83
C1 €/LU 269 269 269 309 299 296
C2 €/LU 269 269 269 309 299 296
C2North. and Archipelago €/LU 345 345 345 385 375 372
C3 €/LU 420 420 420 460 450 447
C4 €/LU 605 605 605 645 635 632
Aid for animal husbandry, male bovines >6 months

Aand B €/LU 357 345 336 336 219 211
C1 €/LU 412 412 412 477 415 417
C2 €/LU 420 420 420 485 423 425
C2North. and Archipelago €/LU 496 496 496 561 499 501
C3 €/LU 572 572 572 637 575 577
C4 €/LU 757 757 757 822 760 762
Aid for animal husbandry, ewes and goats

Aand B €/LU 360 344 333 333 212 207
C1 €/LU 412 412 412 482 404 399
C2 €/LU 420 420 420 490 412 407
C2North. and Archipelago €/LU 496 496 496 566 488 483
C3P1-P2 €/LU 824 824 824 894 816 811
C3P3-P4 €/LU 925 925 925 995 917 912
C4P4 €LU 1,093 1,110 1110 1,180 1,102 1,097
C4P5 €LU 1379 1110 1110 1,180 1,102 1,097
Aid for animal husbandry, pigs

Aand B €/LU 308 294 285 266 215 206
C1 €/LU 320 306 297 278 296 284
C2 €/LU 320 306 297 278 268 258
C2North. and Archipelago €/LU 400 387 378 359 308 300
C3 €/LU 400 387 378 359 308 300
C4 €/LU 400 387 378 359 308 300
Aid for animal husbandry, hens

Aand B €/LU 287 283 275 257 207 203
C1 €/LU 287 283 275 257 259 264
C2 €/LU 289 286 278 260 238 242
C2North. and Archipelago €/LU 375 372 364 348 288 292
C3 €/LU 442 439 431 413 859 359
C4 €/LU 442 439 431 413 355 359
Aid for animal husbandry, other poultry

Aand B €/LU 271 260 252 234 196 186
C1 €/LU 271 260 252 234 243 242
C2 €/LU 276 265 257 239 225 225
C2North. and Archipelago €/LU 367 352 344 326 277 278
C3 €/LU 367 352 344 326 277 278
C4 €/LU 367 352 344 326 277 278

Northern aid paid for slaughtered animals
Male bovines C3-C4

P1-P2 €/animal 131 131 131 131 131 131
P3-P4 €/animal 182 182 182 182 182 182
P5 €/animal 333 333 333 333 333 333

- In 2005 the livestock support for pig husbandry, chickens and other poultry is paid for 77% of the production in area C1 and 80% of
the production in area C2.



Heifers

Aand B

C1

C2

C2North. and Archipelago
C3

C4

Production aid for milk
AandB

C1

C2

C2North.

C3P1

C3P2

C3P3-P4

C4P4

C4P5

Aid for crop production
A area’

Wheat

Rye

Malting barley

Feed grains

Grass?

Qil seed plants

Sugar beet

Starch potatoes
Vegetables grown in the open
B area’

Wheat

Rye

Malting barley

Feed grains

Grass?

0l seed plants

Sugar beet

Starch potatoes
Vegetables grown in the open
C1 area’

Wheat

Rye

Malting barley

Feed grains

Grass?

0il seed plants

Sugar beet

Starch potatoes

1 A- and B-area national aid for crop production, C-area northern aid.

Unit

€/animal
€/animal
€/animal
€/animal
€/animal
€/animal

cents/I
cents/I
cents/!
cents/l
cents/I
cents/I
cents/I
cents/|
cents/|

€/ha
€/ha
€/ha
€/ha
€/ha
€/ha
€/ha
€/ha
€/ha

€/ha
€/ha
€/ha
€/ha
€/ha
€/ha
€/ha
€/ha
€/ha

€/ha
€/ha
€/ha
€/ha
€/ha
€/ha
€/ha
€/ha

2001
€/unit

114
210
210
259
301
387

6.15
8.83
9.35
10.74
13.68
15.42
18.01
22.69
31.87

93
143
67
0
177
135
202
143
446

93
143
67
0
177
135
202
143
395

93
135
67
0
93
135
202
168

2002
€/unit

111
210
210
259
301
387

6.0
8.8
9.4
10.7
13.7
15.4
18.0
22.7
31.9

105
160
84
7
202
143
202
143
446

105
143
84
7
202
143
202
143
395

105
135
84
7
93
140
202
168

2 Aid for forage grass is paid for farms with cattle, sheeps, goats and horses.
3 As of 2004 this aid is paid as a national supplement to environmental support. This supplement is established relative to the environ-

mental support for the crop concerned.

2003
€/unit

108
210
210
259
301
387

5.8
8.8
9.4
10.7
13.7
15.4
18.0
22.7
31.9

105
160
84

202
143
202
143
446

105
143
84

202
143
202
143
395

105
135
84

95
140
250
168

2004
€/unit

150
210
210
259
301
387

5.6
10.0
10.6
11.9
14.9
16.6
19.2
23.9
33.1

88-1153
110-145°
73-96°
4-6°
125-1643
108-142°
125-164°
108-142°
346-425°

88-115°
110-145°
73-96°
4-6°
125-1643
108-142°
125-164°
108-142°
346-4253

88
112
78
0

0
115
197
143

2005
€/unit

119
210
210
259
301
387

3.0
7.4
8.0
9.3
12.3
14.0
16.6
21.3
30.5

88-1153
99-129°
73-963
4-6°
98-129°
98-1293
98-1293
98-1303
333-3923

88-115°
98-129°
73-96°
4-63
98-1293
98-129°
98-129°
98-130°
333-3923

56
112
70
0

0
100
185
133

2006
€/unit

121
270
270
319
361
447

3.1
7.5
8.1
9.4
12.4
141
16.7
214
30.6

88-105°
98-129°
73-843
4-6°
98-129°
98-1293
98-1293
98-1293
320-3928

88-105°
98-129°
73-843
4-6°
98-1293
98-129°
98-129°
98-129°
320-3923

60
112
70
0

0
100
185
133

- Support levels may be cut due to the ceilings set for the payments. In 2004 about 90% of the envisaged additional LFA support was
paid. In 2005 the cuts are likely to be more than this.



2001 2002 2003 2004 2005 2006

Unit €/unit  €/unit €/unit €/unit €/unit €/unit
€2 and C2North. -areas’
Wheat €/ha 93 105 105 88 56 60
Rye €/ha 135 135 135 112 112 112
Malting barley €/ha 67 84 84 78 70 70
Feed grains €/ha 0 7 9 0 0 0
Grass? €/ha 93 93 95 0 0 0
0il seed plants €/ha 59 67 67 42 27 27
Sugar beet €/ha 202 202 250 197 185 185
Starch potatoes €/ha 168 168 168 143 133 133
C3 area
Feed grains €/ha 0 7 9 0 0 0
Grass? €/ha 93 93 95 0 0 0
C4-tukialue
Feed grains €/ha 0 7 9 0 0 0
Grass? €/ha 93 93 95 0 0 0
General area payment C2-C4
Cereals and other arable crops
C2, C2North and Archipelago €/ha 34 34 34 34 30 30
C3 €/ha 50 50 50 50 46 46
C4 €/ha 101 101 101 101 97 97
Other crops
C2, C2North. and Archipelago €/ha 34 34 34 34 35 35
C3 €/ha 50 50 50 50 51 51
C4 €/ha 101 101 101 101 102 102
General area payment for young farmers C1-C4 €/ha 27 27 27 30 32 32
Aid for greenhouse products A, B and C2P-C4
over 7 months £/m?2 114 114
2-7 months €/m? 5.3 48
Aid for greenhouse products C1 and C2
over 7 months £/m? 114 114 114 120 128 128
2-7 months £/m? 5.7 5.7 5.7 6.0 5.9 5.3
Northern storage aid for horticulture products (max.)
Storages with thermo-control system £/m3 15.1 15.0 145 142 142 142
Storages without thermo-control system £/m3 101 101 10.1 9.8 9.8 9.8
Aid during the transitional period: Conversion factors with which the average number of animals is multiplated
LU LU LU
Dairy cows 1 Other bovines >2 years 1 Horses >6 months, Mares for breeding, incl. ponies 1
Suckler cows 1 Other bovines 0.5-2 years 0.6 Finnish horses 0.85
Ewes, goats 0.15 Other horses and ponies, 1-3 years 0.6
Nordic aid: Conversion factors with which the average number of animals is multiplied
LU LU LU
Suckler cows 1 Sows, boars 0.7 Hatching broilers and other poultry 0.025
Male bovines >2 years 1 Pigs >3 months 0,23 190/223 slaughtered turkey 1
Male bovines 0.5-2 years 0.6 13 slaughtered pigs 1 Horses >6 months, Mares for breeding, incl. ponies 1
Ewes, goats 0.1 Laying hens 0.013 Finnish horses 0.85
Broilers 0.0053 Other horses and ponies, 1-3 years 0.6

! A- and B-area national aid for crop production, C-area northern aid.
2 Aid for forage grass is paid for farms with cattle, sheeps, goats and horses.

P1 = Province of Qulu: Haukipudas, Kiiminki, Oulu, Utajarvi, Ylikiiminki, Parts of Oulunsalo.
P2 = Province of Lapland: Kemi, Keminmaa, Simo, Tervola, Tornio.
Province of Oulu: Hailuoto, Hyrynsalmi, li, Kuhmo, Kuivaniemi, Yli-li
P3 = Province of Lapland: Kemijarvi, Pello, Ranua, Rovaniemen mik, Rovaniemi, Ylitornio.
Province of Qulu: Pudasjérvi, Puolanka, Suomussalmi, Taivalkoski
P4 = C3: Province of Lapland: Posio. Province of Oulu: Kuusamo.
C4: Province of Lapland: Kolari, Pelkosenniemi, Salla, Savukoski; Parts of Kittild and Sodankyla.
P5 = Province of Lapland: Muonio, Enontekid, Inari, Utsjoki; Parts of Sodankyld and Kittila.
Archipelago: Parts of areas C1 and C2.
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