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PREFACE 

Adapting Norwegian agriculture to EC agricultural policy will involve a total restruc
turing of the existing system of supports and subsidies in Norway. The EC has a 
comprehensive agricultural support system of its own. Of special interest to the 
Norwegian farm industry are the compensatory allowances granted to Less Favoured 
Areas. 

The Agricultural Economics Research Institute LEI-DLO (The Hague), in collaboration 
with the State University of Groningen and the Institut für ländliche Strukturforschung 
(Frankfurt a.M.), has previously studied agriculture in the Less Favoured Areas of the 
EC (LEI Research Report no. 81, 1991). 

The present publication deals with the possibilities of the application of the EC LFA 
Directive to Norwegian agriculture as well as the support given in the scope of the LFA 
directive in comparison with the present Norwegian agricultural support schemes. 

Ida J. Terluin and Jaap H. Post of the LEI-DLO and Dirk Strijker of the University of 
Groningen wrote Chapters 1 -7. Haakon Aass and Nils K. Nersten of the NILF wrote 
Chapters 8 and 9. During the project the authors collaborated extensively, keeping 
in close contact with each other and exchanging comments on an ongoing basis. 
This publication must therefore be seen as a joint project of all the authors. 

A similar study has also been carried out in Finland in a collaboration between the LEI-
DLO and the Pellenvo Economic Research Institute in Helsinki. This collaboration has 
also had a fundamental influence on this publication. 

We would hereby like to thank all participants for their contributions. 

Oslo / The Hague 
September 1992 

NILF LEI/DLO 
Kjell Aksnes Vinus C. Zachariasse 
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1 INTRODUCTION 

These days there are a lot of worries in Norwegian agriculture about the possible 
future membership of the EC. The key-element in the discussion about the conse
quences of the possible membership is the agricultural market- and price policy which 
will be applied in Norway in that case. 

The average price level of agricultural products in Norway is above the EC level. This 
difference will certainly be influenced by the change in the Common Agricultural Policy 
(CAP), according to the MacSharry decisions and by an eventual agreement in the 
GATT-negotiations (the Uruguay-round). The first occasion increases the price diffe
rence between Norway and the EC, especially for cereals. The effect of the Uruguay-
round is less predictable, because not only the EC price level, but also the Norwegian 
level will be influenced. Introduction of the present EC price level in Norway will have 
major income consequences. 

The CAP got its present shape in the 1960s, right after the signing of the Treaty of 
Rome. The five main CAP targets are stated in art. 39 of this Treaty. Three of the aims 
are quite common in many countries of the world: stabilization of markets, assurance 
of the availability of supplies and reasonable prices for consumers. The fourth 
objective aims at an increase in agricultural productivity in order to stimulate an effi
cient use of production factors, in particular labour. By doing so the fifth target on a 
fair income for the agricultural community has to be ensured. This income target, and 
especially its method, is quite different from Scandinavian countries (see section 8). 
The CAP is financed by the European Agricultural Guidance and Guarantee Fund 
(EAGGF). EAGGF expenditures on agriculture tell only half the story of agricultural 
policy, since EC market regulations do not require large budget expenditures when 
the EC is net-importer of agricultural products. The EAGGF consists of two sections: 
the Guarantee-section and the Guidance-section. The Guarantee-section traditionally 
makes up about 95% of the EAGGF and covers payments on the market and price 
policy. This policy is elaborated in market regulations, of which dairy, cereals and beef 
are most expensive. The Guidance-section covers the Agricultural Structural Policy of 
the EC. Its share in the EAGGF is relatively small, but it is increasing in recent years. 
Roughly a quarter of the expenditures from EAGGF-Guidance concerns the Less 
Favoured Areas (LFA) Directive (EC dir. 75/268) and subsequent regulations. The 
amount of money devoted to this Directive cannot only be calculated from the EAGGF, 
because EC payments usually consist of co-financing and have to be supplemented 
by payments of the Member States. The total amount of EC and national money spent 
under this Directive was 963 mln. ECU in 1989. Related to the EAGGF budget EC- and 
national expenditures on the Directive amount to nearly 4%. 

The aim of this project is to list the magnitude of the LFA Directive in the EC and to 
investigate its applicability in Norway. The LFA Directive, which enables direct income 
support for farmers in the LFA, can eventually be an important instrument for relieving 
Norwegian agricultural income when the CAP is applied in Norway. It could be used 
to compensate income losses of certain groups of farmers due to the disappearance 
of the existing direct (output independent) support in Norwegian agriculture. 



The plan of the study is as follows. Section 2 starts with a short review of the common 
agricultural structural policy and institutional developments in the LFA Directive. The 
contents of the LFA Directive is elaborated in section 3. Successively the criteria for 
the areas in which the LFA Directive can be applied and the instruments of the 
Directive are discussed. A summary of the Guidance payments on the main structural 
policy measures in the years 1987-89 is given in section 4. By doing so the relative 
importance of the LFA payments in total Guidance payments is illustrated. Section 5 
focusses on the characteristics of the areas which have been selected for application 
of the LFA Directive. An assessment of the impact of the LFA Directive on agricultural 
incomes in the LFA is given in section 6. The consequences of the MacSharry 
decisions on the reform of the CAP for the LFA Directive are indicated in section 7. 
Norway also applies an extensive agricultural structural policy, which partly coincides 
with agricultural structural policy in the EC. In section 8 a comparison of the LFA 
Directive and existing Norwegian regulations is made in order to find out to which 
extent the introduction of the LFA Directive in Norway offers the opportunity to 
compensate Norwegian farmers for their loss of support. The results of the simulations 
of the effect of replacement of national direct income support measures by the LFA 
directive and the effect of replacement of national agricultural support systems by the 
CAP are explained in section 9. The main findings and conclusions of this study are 
summarized in the last section. 

2 HISTORICAL BACKGROUND 

The Treaty of Rome (1957) contains a chapter on agricultural policy (articles 38-47). 
In this chapter both the development of a Market- and price policy and a Structural 
policy is foreseen. The first type of policy was developed rapidly in the sixties. The 
reason was that a Common Agricultural Policy was necessary for the development of 
a common market for agricultural products. The development of the Structural policy 
was much slower. For the creation of a common market such a policy was not a 
prerequisite: Structural policy does not influence markets and prices in the short run. 

It took many years - until 1972 - before the first common socio-structural measures 
were approved: 

- Dir. 72/159 on the modernization of farms 
- Dir. 72/160 on the cessation of farms 
- Dir. 72/161 on training of farmers 

The next socio-structural policy development - the first with a regional character -
came three years later, with the implementation of Dir. 75/268, on "mountain and hill 
farming and farming in certain less-favoured areas". 

Main objectives were - and still are - the continuation of farming in certain areas, and 
thereby maintaining a minimum level of population, or conserving the countryside. The 
means to fulfil these objectives is a system of financial aid to encourage farming and 
to raise farm incomes. The Directive mostly is referred to as "the Less Favoured Areas 
Directive" or LFA-Directive. 



The Directive can be seen as the first instrument for regional policy in the EC. It also 
meant the introduction of primarily social objectives in the agricultural policy for the 
first time. The Directive has been changed several times, primarily to incorporate it in 
the broader system of structural policy, and partly to increase the number of farmers 
and regions which can use Compensatory Payments. Major changes occurred in 
1985, when the Directive was included in Regulation 797/85. This Regulation describes 
the Structural policy of the EC, comprised of: 

- support for investments in farms (Title I); 
- other measures to enhance farming (Title II) (to stimulate regular book

keeping, to support environmental protection, common exploitation and the 
like); 

- specific measures for agriculture in mountainous areas and certain less-
favoured areas (Title III, art. 13-18). Here amendments to the LFA-Directive 
are found; 

- support for areas in which environment and natural resources should be pro
tected (Title V); 

- measures to support forestry on farms (Title VI); 
- support for education of farmers (Title VII). 

The result is that the LFA-Directive is integrated in the broader structural policy of the 
EC. 

A next important occasion took place in 1988, when the European Structural Funds 
were integrated. The Funds are: European Agricultural Guidance and Guarantee Fund 
(EAGGF), European Social Fund (ESF), and European Fund for Regional Develop
ment (EFRD). For reasons of integration five (in fact six, because of 5a and 5b) objec
tives and some related regions were identified. As such there is no relation between 
regions identified under these objectives and LFA-regions. Nevertheless these regions 
can coincide. This can be attractive, especially when regions are marked as Objective 
1 -region (regions in which GDP per inhabitant was less than 75% of the EC average 
during the last 3 years). In that case 50-75% of the costs for structural developments 
is paid for by the EC, instead of 25-50% (Reg. 2052/88/EC, art. 1, 3, 13). Apart from 
that, Objective 5b can be important, stating that regions with certain characteristics 
(rural, relatively low agricultural income, a high share of agriculture in total employment 
and a relatively low level of socio-economic development) can get support. The 
amount of money for this Objective is limited until now. 

In 1991 different elements were codified in Regulation 2328/91 on the effectiveness of 
the agricultural structure (vide annex 1). This Regulation contains: 

- set-a-side of arable land (Title I); 
- extensification (Title II); 
- conversion of production (Title III); 
- support for investments (Title IV); 
- other measures for farms (Title V); 
- specific measures for agriculture in mountainous areas and certain less-

favoured areas (Title VI, art. 17-20) (the LFA-part); 
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- aid related to protection of the environment, natural resources and safe
guarding the landscape and countryside in environmentally sensitive areas 
(Title VII); 

- forestry on farms (Title VIII). This title has been adjusted by the MacSharry 
decisions of May 1992. The main changes concern an increase in premiums 
for afforestation, the introduction of a premium on the maintenance of forests 
and an extension of the group of farmers who can apply for premiums. It 
should be emphasized that "forestry on farms" could be of great interest for 
Norway; 

- education (Title IX). 

3 DESCRIPTION OF THE LFA DIRECTIVE 

3.1 Areas 

Three types of regions qualify for support under Dir. 75/268 and related Directives: 

1. Mountain areas characterized by a considerable limitation of the possibilities for 
using the land and an appreciable increase in the cost of cultivating it, due to: 
a. either the existence, because of altitude, of very difficult climatic conditions 

of which the effect is substantially to shorten the growing season, or 
b. at a lower altitude, over the greater part of the district in question, the 

presence of slopes too steep for the use of machinery or requiring the use 
of very expensive special equipment, or 

c. the combination of these two factors, where the handicap of each taken 
separately is less acute, provided that this combination gives rise to a 
handicap equal to that caused by the situation referred to in the first two 
indents (article 3.3 of Directive 75/268). 

2. Normal LFA in danger of depopulation and where the conservation of the 
countryside is necessary, shall be made up of farming areas which are homo
geneous from the point of view of natural production conditions and must 
simultaneously exhibit all the following characteristics: 
a. the presence of infertile land, unsuitable for cultivation or intensification, with 

a limited potential which cannot be increased except at excessive cost, and 
mainly suitable for extensive livestock farming; 

b. (because of this low productivity of the environment), farm results which are 
appreciably lower than the average as far as the main indices characterizing 
the economic situation in agriculture are concerned; 

c. either a low or dwindling population predominantly dependent on agri
cultural activity, and the accelerated decline which would jeopardize the 
viability of the area concerned and its continued habitation (article 3.4 of 
Directive 75/268). 

3. Equal to these LFA are small areas affected by specific handicaps in which 
farming must be continued in order to conserve the countryside and to 
preserve the tourist potential of the area or in order to protect the coastline. It 
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is not allowed for any Member State to exceed 4% of the area of the state 
concerned (article 3.5 of Directive 75/268). 

Considering the climatic and geographical conditions and the threat of depopulation 
in rural areas in Norway, a large number of Norwegian regions satisfy the criteria on 
the selection of less favoured areas. 

The EC Commission gave some more specified indicators for the selection of the three 
types of LFA in COM 74/2222. A summary of these indicators is given below: 

Indicators for article 3.3 areas: 

a. altitude of 600-800 m.; 
b. slopes of at least 20%; 
c. when one of the indicators under a. of b. is below the criterium, a combi

nation of both indicators. 

Indicators for article 3.4 areas: 

a. - yield per hectare is less than 80% of the national average and does 
not exceed the Community average; 

- livestock density is less than 1 LU per hectare; 
- land value is below the national average; 

b. - value added in agriculture or farm income is less than 80% of the 
national average; 

c. - population density is less than 50% of the national average and may 
not exceed 75 inhabitants per square km, or an annual population 
decline over 0.5%; 

- share of agricultural labour force in the total labour force is at least 
15%. 

Indicators for article 3.5 areas: 

These indicators are less specified than indicators for art. 3.3 and 3.4. They 
consist of a list of general criteria like: 

- unfavourable production conditions of the soil; 
- extraordinary salt contents of the soil in coastal areas or small isles; 
- unfavourable water condition of the land 
- production restraints by legal measures on the protection of the landscape 

or coastline; 
- production restraints caused by environmental protection; 
- high overseas transport costs for agriculture on isles. 

For each Member State the exact description of the criteria on each type of area (if 
applied in that Member State) have been laid down in EC Directives. On the whole no 
reliefs on the Commission indicators are made 
in these Directives, except for population density in FR Germany and France. 
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The regions in which Directive 75/268 is applied amount to more than half of total 
farmland within the EC (Court of Auditors, 1991: 142, see also map in annex). LFA-
regions are selected by the Member States and have to be approved by the EC. It 
should be noted that the criteria on the selection of LFA in the articles above have 
never been changed since 1975, except for an increase in the maximum percentage 
of 2.5% to 4% in the type 3 areas (art. 3.5). 

3.2 Instruments 

The measures taken under Directive 75/268 can be divided into 2 groups: 

1. Compensatory Payments (CPs) which can be paid: 
a. to farmers with at least 3 hectares of utilized agricultural land (2 hectares 

in the Italian Mezzogiomo, the French Overseas Departments, Greece, 
Spain and Portugal) who undertake to pursue a farming activity for at 
least 5 years. Payments to farmers which have a retirement pension are 
not reimbursed by the Fund; 

b. for the breeding of cattle, sheep, goats and equines. Milk cows can be 
taken into consideration in art. 3.3 areas of dir. 75/268. In art. 3.4 and 3.5 
areas, where dairy production is an important part of farming activity, the 
number of dairy cows per farmer to be taken into consideration for the 
calculation of the compensatory allowance may not exceed 20; 

c. for crop production. The allowance is calculated in relation to the area 
farmed. However, area required for feeding of livestock (which refers 
only to cattle, sheep, goats and equines), for wheat growing, for full 
plantations of apple, pear or peach trees exceeding 0.5 hectares per 
holding, and in LFA of art. 3.4 and 3.5 (dir. 75/268) area required for the 
production of wine, sugar beet and intensive crops (which refers to the 
intensity of the production process) is excluded from compensatory 
allowances. 

CPs can be characterized as follows: 

- CPs cannot be lower than 20.3 ECU per livestock unit or per hectare; 
- the amount paid per livestock unit or per hectare cannot exceed 102 ECU. 

It can be raised to 121.5 ECU in LFA with permanent serious natural handi
caps; 

- the CP is limited to 1.4 livestock unit per hectare under fodder; 
- the maximum number of units that is considered for co-financing by the 

EAGGF is confined to 120 units (the first 60 for full tariff, the next for half 
tariff). This implies that the maximum amount per farmer for which a re
imbursement of the EAGGF can be obtained is 14,580 ECU in LFA with 
serious permanent natural handicaps and 12,240 ECU in other LFA. This 
prescription does not exclude the possibility that a Member State can pay 
compensatory allowances for more than 120 units per farmer; 

- the Member States can differentiate the allowance depending on the econo
mic situation or salary of a farmer or depending on the fact whether ecologi
cally sound production methods are used; 



13 

- the EAGGF-Guidance pays 25% of the CP (this percentage can be raised to 
a percentage ranging from 30% to 65% for Objective 1 areas (reg. 2052/88). 
The other part of the CP, which can range from 35 to 75%, has to be paid 
by the Member State. 

2. Support for - primarily - joint investments (Reg. 2328/91, art.20): 

Support for joint investments for production, storage and distribution of 
fodder, and for pastures which are farmed jointly. In mountain areas support 
for joint and individual investments for certain specific purposes. This also 
applies to other LFA where cattle-breeding is more marginal in comparison 
to the rest of agricultural activities in the area. The maximum support from 
the Fund will not exceed 100293 ECU per investment, 501.4 ECU per ha 
normal pasture or 5000 ECU per ha irrigated ha. The EAGGF-Guidance 
pays 25% of total expenditure, and even 30-60% for Objective 1 areas (vide 
Reg. 2052/88). 

There are some measures in other Regulations and Directives of the CAP which 
create a distinguished position for LFA. 

To mention a few: 

1. Regulation 2328/91, Title IV, on support for investments in farms. This 
Directive, which in general can be promising for Norway, makes exclusions 
for certain LFA (art. 5.1.d). Besides, the support in LFA is higher: 45% 
instead of 35% of the investment in real property, 30% instead of 20% of 
other investment. 

2. All mountain areas are free of the co-responsibility levy on milk. In LFA there 
is no co-responsibility levy on the first 60,000 kg. of produced milk. In the 
LFA of Greece, the Italian Mezzogiomo, Galicia and Portugal there is no levy 
at all. (This measure is in force till July, 1,1993. At that date the co-responsi
bility levy on milk disappears.) 

3. The support system for sheep includes higher premiums for farms in LFA, 
than in normal areas (Reg. 1323/90). 

Although there are only a few different instruments under Directive 75/268, the imple
mentation of the instruments in the different EC-Member States can differ significantly. 
This is possible because the makers of the Directive left a lot of scope to the Member 
States to execute the Directive in their own way, in their own country and in their own 
regions. In Title 1, article 1 of the Directive it is stated that "the situation and develop
ment objectives, particularly to each region, should be taken into account". In regu
lation 2328/91 this is interpreted in such way that the size of the compensation can be 
made dependent on the seriousness of the handicap of an LFA. However, final control 
over the way the measures are taken remains with the European Commission. 
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4 APPLICATION OF THE DIRECTIVE IN THE EC, 1987-89 

In order to outline the relative importance of the Guidance payments on the LFA 
directive, this section focusses both on total Guidance payments and on LFA pay
ments. In table 1 Guidance payments are given for the years 1987, 1988 and 1989. 
These are the most recent years for which comparable data are available. Guidance 
payments on the common agricultural structural policy can be divided into direct and 
indirect measures. Direct measures refer to projects which are submitted at the EC 
Commission for approval; indirect measures are incorporated according EC guidelines 
in the national policies of the Member States. The budget items reg. 797/85, art. 15, 
17 and dir. 75/268 refer to compensatory allowances of the LFA directive. Other mea
sures of regulation 797/85, which can relief Norwegian agriculture, are investment aid 
(art. 4-7), back-up measures to assist agricultural holdings, such as encouragement 
of bookkeeping (art. 9-12), environmental protection (art. 19), forestry measures on 
farms (art. 20), adjustment of vocational training to the requirements of modern agri
culture (art. 21) and pilot projects (art. 22)'. Guidance payments consist of co-finan
cing of the costs of the common agricultural structural policy. This implies that 
Guidance payments only reflect a part of total expenditures on agricultural structural 
policy. 

Total Guidance payments increase from about 0.9 mrd. ECU in 1987 to 1.3 mrd. ECU 
in 1989 (see table 1). This rise is due to the reform of the Structural Funds in 1988, 
that can be considered as a policy change towards encouragement of social and 
economic cohesion in the Community. The payments for each measure are expressed 
in per cents of total Guidance payments in table 2. In the Community as a whole 
about 30% of payments is spent on art. 15 and 17 of reg. 797/85 and dir. 75/268 in 
1987; this share decreases to 22% in 1989. In FR Germany, Spain, Ireland and the 
United Kingdom this share is larger. The share of direct measures also declines, which 
implies that there is a tendency towards incorporation of structural agricultural policy 
measures into national policy. 

The share of each Member State in Guidance payments is displayed in table 3. The 
share of the three northern Member States, who receive a relatively large amount of 
Guidance payments, declines. On the other hand, the share of the relative less wealthy 
southern Member States, Italy, Greece, Spain and Portugal increases. In the strive 
after the enlargement of social and economic cohesion in the Community, it is pro
bable that this pattern will be continued in the near future. 

A summary of the use of compensatory allowances by farms in less favoured areas 
is given in table 4. About one out of each seven farms in the Community receives 
these allowances2. The number of farms which receive compensatory allowances in 
FR Germany, Greece, Ireland and Luxembourg is far above the Community average. 

i In the near future expenditures on articles of regulation 797/85 will be replaced by expenditures 
on regulation 2328/91. See annex 1 for a transformation key of articles of both regulations. 

It should be noted that this number is somewhat underestimated, since the number of farms 
who receive compensatory allowances is here related to the total number of farms in the 
Member State, and not to the total number of farms in LFA only. In fact, it should be compared 
with the number of farms located in less favoured areas, as compensatory allowances are 
limited to farms in these areas. 
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In some Member States, like Greece, France and Portugal there are large fluctuations 
over years. The number of farms which receive compensatory allowances sharply 
declines in Italy; in Greece and the Netherlands it rises. As already noted in section 
3.2, the compensatory allowance per LU or per hectare can vary between 20.3 ECU 
and 121.5 ECU. Member States can freely determine the amount of compensatory 
allowance per LU or per hectare within this range. A review of the compensatory 
allowance per LU in the EC Member States in the period 1987-89 is given in table 5. 
The average amount per LU in the EC is about 60 ECU. However, Luxembourg has 
been determined a much higher compensatory allowance per LU, which rises from 70 
ECU in 1987 to 91 ECU in 1989. The allowance in Belgium is fixed at a rather low level 
of about 40 ECU. The allowances per LU in Greece and Spain rapidly decrease. The 
decline in Spain, in which the allowance in 1989 is very close to the minimum permit
ted amount, can undoubtly be explained by the high increase in the number of farms 
who receive compensatory allowances. The allowance per hectare is generally at a 
higher level than the allowance per LU. In 1989 it ranges from 80 to 120 ECU, except 
for Greece, Spain and Portugal. In these Member States the allowance per hectare 
amounts about 30 ECU. 

The total amount of allowances per farm is about 800 ECU in EUR12 (see table 4). 
However, the allowance per farm in the Member States differs widely. It is three times 
the Community average in the United Kingdom and Luxembourg. Compensatory 
allowances per farm in FR Germany and France are also above the Community ave
rage. In Greece, Spain, Italy and Portugal compensatory allowances per farm are only 
half the Community average. The differences in allowances per farm among Member 
States can partly be explained by the variety of the compensatory allowance per LU 
and per hectare and partly by the farm size, which tend to be smaller in the southern 
Member States. 

5 CHARACTERISTICS OF AREAS UNDER THE LFA-DIRECTIVE 

In Directive 75/268, Art. 2 it is stated that the Member States determine the boundaries 
of the LFA, based on criteria developed in Art. 3. These criteria have been summarized 
in section 3.1. 

The area under Dir. 75/268 has been increased gradually in subsequent years, and 
amounts to 53.4% of all agricultural land in the Community. Important increases were 
realized specially in the Federal Republic of Germany (from 33.1% in 1985 tot 53.5% 
in 1989), and in France (from 40% in 1988 to 45.1% in 1989). In the Annual Report on 
the EC budget of 1990 of the Court of Auditors some questions are raised on these 
increases. The main remark is that the criteria for normal LFA are gradually relaxed by 
adaption of, for instance, land productivity indices. The same effect can be realized by 
maintaining the classification as LFA, even when the situation has improved, while at 
the same time, due to changes in the situation, normal areas are classified as LFA, 
because they now meet the criteria (Court of Auditors, 1991:142). 

The same Annual Report puts clearly that the increase in the LFA-area in FR Germany 
is related to income problems, due to certain changes in the Common Agricultural 
Policy and in the Green Rates. Notwithstanding the criticism of the Court of Auditors 
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on the application of the rules, it could be expected that LFA-areas have certain com
mon characteristics. 

In Tamminga et.al, 1991, p. 33, it is concluded that at least in 1985 LFA-regions had 
in general compared to the EC average: 

- a low population density (69 per km2, in non-LFA-regions 238 per km2); 
- a somewhat lower activity-rate (workforce/population was 41 % against 45% 

in non-LFA-regions); 
- a higher share of workforce in agriculture (16% against 5%); 
- lower Gross Value Added per inhabitant, per worker and per sectoral worker 

(in agriculture, industry or services), both in ECU and PPS; 
and 
- a relatively low GVA per worker in agriculture, compared with GVA per 

worker in the regional economy as a whole (45% in LFA against 62% in non-
LFA); 

- a relatively high GVA per worker in industry and in services, compared with 
the regional economy as a whole. 

It also was concluded that the development of these characteristics between 1975 and 
1985 in general was equal in LFA- and non-LFA-regions. 

In the same study it is concluded that (Tamminga et al., 1991: 130): 

- the share of "low income" farming types (i.e. drystock farming) in LFA in the 
North-Westem and Central part of the EC is higher than in normal areas; 

- gross margin per hectare in LFA is lower than in normal areas; 
- there are no differences in the price level of agricultural products between 

LFA and normal areas. 

These general results do not imply that all individual LFA-regions meet all these cri
teria. A number of characteristics have been tested on individual LFA-regions. The 
following criteria were used: 

- GVA per worker in agriculture is below EC-average or below national ave
rage; 

- GVA per worker in industry is below EC-average or below national average; 
- GVA per worker in agriculture or in industry is below GVA per worker in the 

total economy; 
- GVA per inhabitant is lower than in neighbouring regions, weighted with 

distance and population density. 

The result was that some LFA-regions do not meet any of the criteria as mentioned 
before. This implies that the political decision to define an area as LFA is not always 
based upon explicit criteria, but that social and political pressures or the demand of 
an equal distribution of LFA over Member States or social groups also play a role. 

To our opinion this implies that a certain region or area has not really to meet criteria 
as defined in the LFA Directive in order to be approved as LFA. 
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6 INDICATION OF THE ECONOMIC IMPACT OF THE LFA DIRECTIVE IN 
THE EC 

An assessment of the impact of the LFA directive is hampered by the lack of consi
stent data and the absence of impact evaluations. This implies that only a rough 
indication of the impact can be given. In this section two approaches are applied. The 
first approach focusses on the impact per family work unit and the second on the 
impact per farm. In the first approach a comparison is made of the extent to which 
farm incomes per family work unit in normal areas and LFA have been raised by direct 
subsidies. In normal areas these subsidies consist of subsidies on products and 
animals (like ewe and suckler cow premiums), on the purchase of animals and costs 
and investment grants and subsidies. In LFA compensatory allowances in the scope 
of the LFA directive are included in this group of subsidies. However, it is not possible 
to isolate compensatory allowances from these subsidies. This first approach is based 
on the findings of Tamminga et al. (1991) and refers to 1985, the baseyear of that 
study. In the second approach an estimate has been made of the increase in income 
per farm in LFA by means of compensatory allowances. This estimate has been made 
by combining data on direct subsidies per farm from the Farm Accountancy Data 
Network and data on compensatory payments per farm from the EC Commission. 
Since it is not known to which extent both sources are comparable, the results should 
be interpreted carefully. 

In the first approach the focus is on the impact of the LFA directive on farm income 
per family work unit. Family farm income3 per family work unit in normal and less 
favoured areas in some EC Member States in "1985"4 is presented in the first two 
columns of table 6. On the whole farm income in the LFA is less than farm income in 
normal areas. However, the difference between income in both areas largely varies 
among Member States. In Belgium, Greece and Italy farm income in the LFA is about 
three fourths of income in normal areas, whereas in France it is 40% and in the UK 
only 6%5. 

A review of received direct subsidies per family work unit in normal and less favoured 
areas is also given in table 6. The amount of subsidies in LFA is considerably higher 
than in normal areas, especially in Belgium and the UK. The difference in the amount 
of subsidies between normal and less favoured areas is only partly the result of 
compensatory allowances. Another part can be explained by the high share of LFA 
in the EC sheep and suckler cow population (CEC, 1984), which implies relatively high 
receipts of ewe and suckler cow premiums. When subsidies are taken into account, 
the gap between farm income in normal and less favoured areas is smaller in all 

3 Family farm income results after deduction of depreciation, rents, interests, subsidies and 
compensation of employees from gross value added at factor cost in agriculture. 

4 "1985" refers to the three year average of the accounting years (1984/85 + 1985/86 + 
1986/87)/3. 

5 It should be noted that farm income only refers to income from agricultural activities. When 
income from non-agricultural activities is taken into account, the picture changes. 
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Member States. However large differences exist in the extent of the reduction. It is low 
in Greece and Italy and rather high in the UK. Farm income inclusive of subsidies in 
LFA ranges from 55% to 83% of farm income in normal areas. 

The second approach aims at an indication of the impact of the LFA directive on 
income per farm. Contrary to the first one, this approach enables to estimate the 
separate impact of compensatory allowances on farm income. A disadvantage of this 
approach is that income is related to farms, which disregards the number of family 
work units who generates the income. 

The picture of differences between incomes and subsidies per farm in normal and less 
favoured areas is more or less the same as that per family work unit (see table 6 and 
7). On the whole the share of compensatory allowances in total direct subsidies varies 
from one third to more than a half. The share of compensatory allowances in total 
subsidies of 95% in Italy is probably too high, since Italian data on subsidies seem not 
reliable. The share of compensatory allowances in the UK is rather low, despite extre
mely favourable payments per farm. The contribution of compensatory allowances in 
narrowing the income gap between normal and less favoured areas is about 5 percent 
points, except in the UK. In this country it is 16 percent points (see table 7). 

Main reasons for the differences of the impact of subsidies in lessening the income 
gap between normal and less favoured areas among Member States appear to be the 
absence of specialization in animal production in Greece and Italy (Tamminga et al., 
1991: 91 ) and the relative small size of subsidies in these two Member States. This last 
reason emphasizes the fact that national authorities, who determine the level of sub
sidies within the guidelines of the EC, can play an important role in narrowing the 
income gap between normal and less favoured areas. A further explanation of the high 
level of subsidies in the UK is the particular market regulation for sheep with favou
rable premiums compared to the other EC Member States. 

7 THE LFA-DIRECTIVE AND THE MACSHARRY-DECISIONS OF MAY 1992 

As stated before Directive 75/268 was the first part of the Common Agricultural Policy, 
where regional aspects were emphasized. The Compensatory Payments have been 
a peculiar element in the CAP, where price-support was the central element to influ
ence farmers income. It is only since a few years that the instrument of Direct income 
support gains more attention. A first decision in that direction was the result of the 
Summit of Brussels of February 1988, where important price-cuts for cereals were 
decided. To compensate the farmers for the decreasing prices a system of temporarily 
direct income support was developed (Reg. 768/89). The level of support was restric
ted to 2500 ECU per worker for no more than 5 years. 

Closely related was the decision of the same year to stimulate set-a-side with hectare 
premiums. This as such is not a direct income support, but has also some similarities 
to the LFA-Directive with hectare premiums under certain conditions. 

Direct income support and, more general, income support which is not directly related 
to the level of production, has a prominent place in the decisions of the European 
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Council of May 1992, based on the MacSharry-proposals of July 1991. Main elements 
of these decisions, which are implemented in 1993/94, are summarized below: 

- Price-cut for cereals of 27%. The intervention price will be 100 ECU per ton 
in 1995/96. Compensation by direct income support, depending on average 
land productivity. With a productivity of 6 ton per ha the compensation will 
be 270 (6*45) ECU per ha in 1995/96. The compensation is available for 
farmers who produce less than 92 ton cereals per annum, and for other 
farmers who take 15% of the land, used for cereals and related products, out 
of production. 

- Milk quota are reduced with 1 % in 1993/94 and with 1 % in 1994/95. The com
pensation premium amounts 5 ECU per year for 100 kg of milk during a 10 
year period. The intervention price for butter decreases with 5% (2.5% in 
1993/94 and 2.5% in 1994/95). The co-responsibility levy on milk disappears 
on July 1, 1993. 

- The intervention price for beef will be lowered with 15% between July 1993 
and July 1995. Premiums for bulls are increased from 40 ECU to 180 ECU 
per animal; premiums for suckler cows are enlarged from 40 ECU to 120 
ECU per year. Premiums are limited to 2 LU per ha (to be reached in 1996), 
except for farms with less than 15 LU. The total number of animals for which 
premiums are available cannot exceed the number of 1990, 1991 or 1992. 

- Ewe premiums are limited to 500 ewes per farm in normal areas and to 1000 
ewes per farm in LFA. For ewes above these maximum amounts, support is 
reduced to 50% of the ewe premium. Reference years for premium rights are 
1989, 1990 or 1991. Premium rights can be transferred, but it has to be 
prevented that premium rights are removed from LFA. 

- Additional measures involving environment measures, afforestation and early 
retirement. 

The original MacSharry proposals contained different treatment for small and large 
farms. This element has been disappeared in the MacSharry decisions. 

The decisions imply a redirection from price support to direct income support of the 
CAP. The role of the LFA-Directive will certainly be strengthened by this, because 
direct income support is no longer an exception within the general scope of the CAP. 

The GATT-negotiations on world agricultural trade, if concluded with positive results, 
certainly will imply price- and production reductions in the EC. Direct income support 
systems could be used to compensate farmers, in order to make the results politically 
and socially acceptable (compare the MacSharry decisions). At the moment it is not 
clear if direct income support systems are compatible with an GATT-agreement. It 
could be expected that this compatibility will be accepted in order to reach a GATT-
compromise. 
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8 THE LFA SUPPORT SCHEME COMPARED WITH THE NORWEGIAN FARM 
SUPPORT PROGRAMS 

Norwegian Agricultural Policy has five main objectives (Ministry of Agriculture, 1976-
77). The policy should provide for: 

- income parity between farmers and industrial workers 
- a minimum level of population in rural areas 
- food supplies to Norwegian consumers 
- environmental standards in production 
- standards of efficiency in production 

This policy has shown some weaknesses. Conflicts do exist between several of the 
objectives, and it has not been decided which objectives should be given priority. 
Attempts have been made in recent years to work out a new agricultural policy. The 
international situation, as well as the question of trade relations with the EC, has 
delayed the decision. A government committee, (the Alstadheim committee), has 
discussed objectives for a new agricultural policy. The committee suggests security 
of the food supply as a major goal. 

In general, Norwegian agriculture has been shielded from international competition. 
During 1989,1990 and 1991 protection measured as the ratio of the border price plus 
the value of transfer to the border price averaged 3.95 in Norway against 1.84 in the 
EC (OECD, 1992). So the rate of protection enjoyed by Norwegian agriculture is high, 
and well above the EC level. This protection was established in response to a histo
rical situation, and has subsequently been the main instrument in achieving policy 
objectives. Mechanisms are based on quantitative import controls. Imports of agri
cultural products are allowed only when domestic production does not meet the 
domestic demand. The import restrictions prevent imports from the low-price world 
market from eroding domestic price levels, and make it possible to maintain higher 
domestic prices for agricultural products in Norway. 

The total value of the various types of farm support (including import barriers) in 
Norway is estimated at around 2 billion ECU (NOK 18b). Direct payments have 
amounted to 1.3b ECU (NOK 12b) a year in recent years. Direct support consists of 
three main schemes: 

- Price support on milk, meats and grains, especially in rural areas (440 mln 
ECU) 

- Direct area payments to maintain the landscape and the countryside (260 
mln ECU) 

- Support per man-year in livestock production (237 mln ECU) 

In addition, between 30 and 40 other assistance programs have been set up to 
achieve various objectives. The following table provides a more detailed survey. 
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Table 8. Direct regional and income support in Norway, in million Norwegian kroner 
and million ECU, 1992 (budget) 

Number Support 1) 2) 3) 4) NOK ECU 5) 

51. Holiday and temporary help scheme x 
52. Agricultural development fund x 
53. Crop damage payments x 
54. Remedial action for sheep and poultry x 
70. Market regulations x 
71. Agricultural experimental group x 
72. National health insurance x 
73.1 Wool production subsidy x 
73.2 Compensation to processing industry x 
73.3 Milk price subsidy x x x 
73.4 Cereals price subsidy x x x 
73.6 Regional meat production premium x 
73.7 General meat production premium x 
73.8 Potato production subsidy x 
73. Total price support 
74.3 Fruit storage subsidy x 
74.4 Income support in livestock production 

(based on estimated man-years on farm) x 
74.5 Fodder storage subsidy in fur production x 
74.9 Insemination and veterinary services subsidy x 
7410 Potato production subsidy x 
7412 Grass seed storage subsidy x 
7413 Regional vegetable production subsidy x 
7414 Fodder production subsidy 

in mountainous areas x 
7416 Transport subsidy (eggs) x 
7417 Transport subsidy (fruit) x 
7418 Transport subsidy (meat) x 
7421 Area-based payments for producing 

coarse feed x x 
7422 Vegetable production subsidy x 
7427 Subsidy on production under contract, eggs x x 
7428 Regional fruit, berry and 

vegetable production subsidy x 
7429 Ecological farm subsidy x 
7430 Hectarage allowance in cereal production x x 
7431 Production premium for apples and pears x 
7432 Allowances for special landscapes x 
7433 Export subsidies x 
7434 Subsidies for energy conservation measures x 
74. Total cost-reduction and direct payments 
75. Health insurance in agriculture x 

TOTAL CH. 1150 

1312 
431 

10 
40 

162 
61 

368 
245 

10 
3051 

422 
567 
458 

81 
4834 

8 

2175 
25 
74 

9 
7 

12 

11 
5 
3 

83 

1924 
56 
57 

53 
15 

459 
9 

23 
14 
9 

5031 
83 

143 
47 

1 
4 

18 
7 

40 
27 

1 
333 

46 
62 
50 

9 
528 

1 

237 
3 
8 
1 
1 
1 

1 
1 

_ 9 

210 
6 
6 

6 
2 

50 
1 
3 
2 
1 

549 
9 

1) Regional objective 
2) Income objective 
3) Production objective 
4) Other objectives 
5) In terms of green ECU 9.16 Norwegian kroner (standard ECU = 7.99 NOK) 

Source: Ministry of Agriculture, own assumptions on objectives 

Average direct support per man-year in Norwegian agriculture amounts to around 
12,000 ECU (NOK 110,000), when distributed equally. In comparison, the average 
income per man-year including subsidies is estimated at 15,000 ECU (NOK 140,000). 

Farms in peripheral areas receive more support than farms in central regions. As an 
example, a dairy farm with 12 cows in northern Norway (1,6 man-year) receives 29,500 
ECU (NOK 270,000) in total direct subsidies. Compensatory allowances to this type 
of farm amount to more than 11,000 ECU (NOK 100,000). A dairy farm of the same 
size in Jaeren or in the lowland region of southeast Norway receives 18,500 ECU 
(NOK 170,000) in direct subsidies (The Budget Committee for Agriculture, 1992). 
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Differences between payments to full-time farmers and part-time farmers are small. 
There are some restrictions on support to smallholders (less than 0.1 man-year) and 
large farmers (over 2.8 man-years). 

Any assessment as to whether support for the types of areas described in the LFA 
directive constitutes an aim of the Norwegian regulations will have to start with the 
national agricultural objectives. Import restrictions and direct subsidies are designed 
to compensate for lower competitiveness due to climate and other natural dis
advantages. They also aim to prevent depopulation of rural areas. 

The aims of the specific schemes are presented in the descriptions of the respective 
regulations. The regulations are formulated by the Ministry of Agriculture and approved 
through the Agricultural Accord (agreement between government and the farming 
organizations). 

The aim of the three main assistance programs in Norway is "to fulfil agricultural policy 
objectives". This is a vaguely defined objective which hardly satisfies the criteria laid 
down in the LFA directives. Yet some arrangements do have more specific goals. One 
good example is "support for growing fodder in mountainous regions". The purpose 
here is 'to reduce labour and transport costs in this type of production". Another 
example is "support for summer dairy farming in mountainous regions", where the 
purpose is "to encourage utilization of grassland resources in mountainous areas 
through grazing, and thereby contribute to maintenance of the landscape and the 
countryside". 

The Norwegian programmes and regulations change from year to year. There is no 
doubt that EC membership would require modification of the most important regu
lations to bring them in line with EC directives such as the LFA directive. 
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9 THE LESS FAVOURED AREAS SCHEME IN NORWAY 

9.1 Norway compared to the EC regions 

In the following table Norway is compared with different EC regions. The regions are 
based on Tamminga et.al (1991), in which the EC is divided into LFA, Partly-LFA and 
Non-LFA regions. 

Table 9. Socio-economic indicators in the EC-10 and in Norway in 1985 
(EC-12 in 1986) 

Indicator 

Number of regions 
Total area, 1000 ha 
Total agric. area, 1000 ha 
Agrlc. area in total area, Z 

Population, mill. 
Population/km 
Total work force, mill. 
Activity rate, Z 
Structure of work force, Z 

Non 

60 
36 

Agriculture, forestry, fishing 
Industry 
Services 

Unemployment, Z 
GVA/inhabitant, ECU 10 

EC-
-LFA 

46 
123 
788 

61 

143 
238 
64 
45 

5 
32 
64 
10 

841 

10 regions: 
Partly-LFA 

52 
27 

10 

24 
327 
559 

53 

90 
172 
39 
43 

8 
37 
55 

8 
123 

53 
30 

6 

LFA 

23 
654 
752 
57 

37 
69 
15 
41 

16 
29 
56 
12 

744 

Total 
EC-10 

166 
95 

10 

93 
105 
099 

57 

271 
163 
118 
44 

7 
33 
60 
10 

038 

Norway : 

38 696 : 
987 : 

3 : 

4 : 
14 : 
2 : 

52 : 

6 ! 
26 : 
68 : 
2 : 

15 250 : 

Total 
EC 

225 
128 

10 

-12 

819 
999 

57 

323 
143 
137 
42 

8 
33 
59 
11 

600 

SOURCES: Tanminga et. al 1991, The Agricultural Situation in the Community Reports, various 
national and OECD statistics 

The table shows that gross value added (GVA) per inhabitant is considerably higher 
in Norway than in the EC, and that unemployment is lower. 

Norway has a very low population density, averaging only one fifth of the LFA average 
in the EC. 

A lower percentage of the work force is employed in primary production in Norway 
than LFA regions in the EC, and also lower than the EC average. This is due in 
particular to less agricultural area per inhabitant in Norway. Only 3% of the total land 
area in Norway is used for agricultural production. This is less than most other 
countries in the world. 

Norway is not selfsufficient in crop production (table 10). Especially the selfsufficiency 
rate for cereals (67%) is low compared to the EC and the other Scandinavian 
countries. For animal production Norway is more or less selfsufficient. 
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Table 10. Selfsufficiency rates for agricultural products in %, 
average 1987-89 

c e r e a l s 
s u g a r 
v e g e t a b l e s 
bee f 
sheepmeat 
p l gmea t 
b u t t e r 
o t h e r d a i r y 

SF 

102 
58 
66 

111 
75 

108 
148 
116 

N 

63 
0 

67 
99 

101 
106 
142 
113 

A 

119 
122 
72 

146 
75 

100 
103 
108 

S 

112 
87 
47 
93 
79 

107 
118 
103 

CH 

55 
45 
47 
93 
45 
98 
82 

112 

EFTA 

98 
70 
58 

110 
89 

103 
115 
110 

EC-12 

113 
124 
106 
103 
83 

103 
116 
110 

Source: 
FAO, Production Yearbook, various issues 
FAO, Food Balance Sheets, various issues 

The next table presents some indicators from the agricultural sector in Norway 
compared with the situation in various parts of the EC. 

Table 11. Agricultural indicators in the EC and in Norway 
Indicator EC-South EC-Centr. EC-North/west EC-12 Norway 

Number of farms over 1 ha in 1987, 1000 
Average farm size in 1987, ha 
Average dairy herd size in 1987, cows 

Value structure of production in 1988: 
livestock production 

milk, Z 
crop production 

Approx. length of growing season, days 

Yield of barley in 1987-89, 100 kg/ha 

Producer price of milk in 1989, ECU/100 kg 
Producer price of feed barley 1989, ECU/100 kg 

Percentage of LFA area to agricultural area 1991 

4 601 
10 
7 

40 
10 
60 

3 0 0 

25 

37 
18 

1 586 
25 
18 

53 
21 
47 

260 

52 

30 
14 

742 
38 
35 

64 
24 
36 

240 

49 

30 
16 

6 930 
17 
16 

51 
18 
49 

270 

40 

31 
16 

100 
9 

11 

74 
28 
26 

90-200 

32 

37 
30 

NOTES: Producer prices exclude VAT and in milk price also Portuguese figures. EC-South includes 
Portugal, Spain, Italy and Greece; EC-Centr. includes France, Germany and Luxembourg; EC-
North/weet includes Belgium, Netherlands, Denmark, Ireland and United Kingdom. 

SOURCES: The Agricultural Situation in the Community, var. Issues, Eurostat, national and OECD 
statistics 

The table shows that Norway is highly dependent on stock farming, especially milk 
production. Some figures in the table, particularly yield and farm structure figures, 
could indicate that the whole of Norway could be approved as an LFA. Yield levels are 
due to such natural disadvantages as the short growing season. The farm structure 
is also partly due to adverse natural conditions, though it is partly a result of the 
political objective of maintaining food production in rural areas. 
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A: Yield 

Yield is a very important factor in the profitability of agricultural production. Yield per 
area unit can be used as a land productivity index. Land productivity is one of the 
criteria used by the EC Commission in classifying areas as LFAs. 

Table 12. Standard yields of barley and wheat (average 1987-1990) in tons per 
hectare in selected countries. 

Count r ies 

Norway 
Sweden 
Denmark 
FR Germany 
France 
Great B r i t a i n 

Source: United States Department of Agriculture, 1991 

The table shows that land productivity is lower in Norway than in other Northern 
European countries. The average yield in Norway is about the same as the average 
yield in LFAs in the EC. The average yield of barley in EC LFAs was approximately 3.5 
tons per hectare for the years 1984-1986 (GODESCHALK et.al. 1991). 

About 1 - 2% of Norway's agricultural land can produce more than 5 tons of barley 
or wheat per hectare (NERSTEN et.al. 1992). These areas are located in the lowland 
region of southeast Norway. 

B: Farm structure 

Farm structure influences the income and competitiveness of the farms. The next 
figure illustrates the differences in farm structure in Europe. 

Yield of barli 

3.54 
3.88 
4.96 
5.21 
5.45 
4.92 

äy Yield of wheat 

4.16 
5.70 
6.77 
6.40 
6.14 
6.44 
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F/gure 7. Average area per farm in the EC, Sweden and Norway in hectares, 1985 

Source: Nersten et.al (1992) 

Farm structure in Norway differs from that of the other northern European countries, 
more closely resembling the farm structure in southern EC countries. The relatively 
small farms in Norway are undoubtly a drawback in market liberalization. 

Norwegian agriculture leans heavily towards dairy production. Dairy production is 
located mostly in peripheral areas. The average dairy herd size in Norway is 11 milk 
cows. Compared to the dairy herd size in the EC-10 this is rather small (figure 2). Only 
Greece and Italy have a smaller herd size. The Northern EC Member States have the 
biggest herd size. 
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Figure 2. Average dairy herd size in the EC 10, Sweden and Norway, 1987 

Source: The Danish Milk Board (1991 ) 
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9-2 Less Favoured Areas in Norway 

9.2.1 Description of regions in Norway 

In the next figure Norway is divided into the 8 regions used in NILFs annual "Account 
statistics for agriculture". 

Northern Norway 

Trocndelag, other parts 

Troendclag, lowland region 

Western Norway 

Jacren 

Agder & Rogaland 

Other parts of SE Norway 

Southeastern Lowlands 

Share of total agri
cultural area 

Figure 3. Regions in Norway 
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The figure shows Norway as being a vast country. The regions are defined according 
to criteria of homogeneity of natural conditions and are big enough for practical appli
cation. 

1. Southeastern Lowlands 

The lowland region of southeast Norway comprises the lands around the Oslo fjord. 
This region has almost 30% of Norway's cultivated land, and more than 90% of 
Norway's cereal production is grown here. Most of the agricultural land in this region 
is less than 250 meters above sea level. 

2. Other parts of southeast Norway 

The rest of southeast Norway shows more variation. A large share of Norwegian 
forestland is here, and farm operations often include forestry. 

3. Jaeren 

Jaeren is a district in Rogaland comprising 5% of Norway's agricultural land. The 
climate and geography are quite favourable compared with the surrounding areas. 
Intensive dairy operations and other livestock production are dominant in the area. 

4. Aqder and Rogaland 

Agder and the rest of Rogaland are much more varied, characterized by small farms 
in coastal areas and upland valleys. 

5. Western Norway 

Western Norway has good conditions for growing grass. One-third of the sheep 
farming in Norway is located in this region. The farms are small on the average, and 
part-time farming is common. 

6. Troendelaa. lowland region 

Troendelag, with 15% of the Norway's cultivated land, is divided into two regions. The 
lowland region surrounding the Trondheim fjord features a number of big farms, with 
some cereal production. 
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7. Other parts of Troendelaq 

The other region in Troendelag is less favourable, with upland and mountainous areas. 
The region depends heavily on dairy production and sheep farming. 

8. Northern Norway 

The north of Norway has 9% of Norway's agricultural land area. This region extends 
nearly half the length of Norway. The growing season is very short, precluding most 
arable crop production. It is highly dependent on dairy farming (cows and goats) and 
sheep farming. 

9.2.2 Selection of areas 

Areas or regions in Norway which may qualify for the LFA directive must be consi
dered from two aspects. 

1. Interpretation strictly according to Directive criteria (3.3, 3.4 and 3.5) 
2. As an item to be dealt with in Membership Negotiations 

There are three different types of regions that qualify for support under the Directive, 
and Norway has areas falling into all three of them. 

Art. 3.3 describes areas characterized by high altitudes or sloping terrain. Areas 
according to this article are called mountain areas. The next figure shows mountain 
areas in Norway (elevation above 600 m). 
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Mountain areas, 
(altitude above 600 m) 

Figure 4. Mountain areas in Norway 

Among the regions described previously, western Norway, Agder and Rogaland 
(except Jaeren), and the "other parts" of southeast Norway and Troendelag have 
extensive mountain areas. Nonetheless, mountain areas make up only a very small 
part of the total agricultural land area in Norway, perhaps 1.5 to 2%. 
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This article, which defines disadvantaged areas according to elevation and slope, 
makes no provision for the special conditions prevailing in the far north. An elevation 
of 600 meters in southern Norway may be compared to sea level in northern Norway, 
measured in terms of length of growing season, which is one of the criteria included 
in this article. This means that Art. 3.3 should have included a latitude criterion in order 
to satisfy the exigencies of Scandinavian agriculture. 

Art. 3.4 is the most comprehensive article. Areas may be classified according to 
criteria of the EC Commission reflecting yield per hectare, income, animal density, 
population density (danger of depopulation) and on the percentage of the total labour 
force working in agriculture. 

There are many ways to define areas, depending on the extent to which an area is 
homogenous. Small areas will be more homogenous than larger areas. Norway is 
divided into about 450 municipalities which, being rather small, represent quite homo
genous areas. The Directive can be applied in reference to municipalities, as well as 
to large regions. 

The following comparisons will be made with respect to: 

- yield per hectare 
- population density (inhabitants/km2) 
- percentage of work force in agriculture 

These are selected as indicators which may qualify/disqualify areas according to the 
LFA directive. 

Income will not be considered in this presentation. A high degree of income equali
zation has been targeted in Norwegian agricultural policy, and in the present situation, 
differences in income are small. Under EC conditions things will change, so it is reaso
nable to consider income in the context of new conditions. 

Animal density will not be included either. In a few areas of limited extent, the line will 
be drawn at 1 LU/ha. 

The next figure displays maps showing yields of barley in Norway. 
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More than 80 % 
of average 
Less than 80 % 
of average 

3 More than average 
• Less than average 

Share of total agricultural area 
0 

Share of agricultural area 

Figure 5. Yield of barley (1986-1990) 

Notes: The national average yield is weighted by the amount of land in cereals. 
Average yield is 3.25 tons per hectare. 

Most land bearing yields higher than the national average is located in the lowland 
region of southeast Norway. Jaeren is also above the national average. About 75% of 
the cultivated area produces below-average yields. Setting the criterion to less than 
80% of average yield, 45% of the total farmland in Norway would qualify. This includes 
all of northern and western Norway. 

The next maps present population density. 
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More than 7 inhabitants 
per km2 

Less than 7 inhabitants 
per km2 

3 More than 75 inn 
per km2 

g Less than 75 inh. 
perkm2 

Share of total agricultural area Share of total agricultural area 

Figure 6. Population density 

The commission criterion is less than 50% of the national average in population 
density. This applies to 30% of the agricultural area. The national population density 
is very low compared to the EC, so the danger of depopulation is therefore greater. 
Raising the criterion to 75 inhabitants per km2, the percentage of agricultural area 
increases to more than 90%. The remaining parts are located mainly near the cities 
of Oslo, Kristiansand, Stavanger, Bergen and Trondheim. 

The third criterion selected applies to the percentage of the work force in agriculture. 



34 

Shan af total agricultural area Share of total agricultural area 

Figure 7. Percentage of total workforce in agriculture, forestry and fishing 

Light shading defines areas with low percentages of employment in primary produc
tion. In many municipalities less than 15% of the workforce is in agriculture, mainly 
because of a low amount of agricultural land per inhabitant. 

Setting the level at less than 5% of the workforce, only a few municipalities in rural 
areas do not qualify. These are mainly municipalities which are based on special 
industries, when they are not located near cities. 
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In the next section three alternatives are presented, in which the criteria mentioned 
above are combined. The first alternative is least comprehensive, but it is the alterna
tive that best satisfies the EC criteria. 

1 Non LFA 

I LFA 

Share of total agricultural area 

Figure 8. Alternative 1 

- Less than 80% of the average yield of barley 1986-1990 
- Less than 7 inh/km2 
- More than 15% of labour force employed in agriculture 

Under this alternative, 13% of the agricultural area qualifies. The yield of barley is 
limited to 2.6 tons per hectare. 
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Non-LFA 

LFA 

Share of tolal agricultural area 

Figure 9. Alternative 2 

Three criteria must be met: 

- Less than the average yield of barley in 1987 
- Less than 7 inhabitants per km2 
- More than 5% of total workforce employed in 

primary production 

Under this alternative, about 18% of the agricultural area qualifies. The yield of barley 
is the only factor changed in this alternative. 
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Share of total agricultural area 

Figure 10. Alternative 3 

Three criteria must be met: 

- Less than the average yield of barley in 1987 
- Less than 75 inhabitants per km2 
- More than 5% of total work force employed in 

primary production 

Under this alternative, about 55% of the agricultural area would qualify. Jaeren and 
most of the southeastern lowlands would not qualify as LFAs. Still there are some 
municipalities, particularly in northern Norway, which would be classified as Less 
Favoured Areas without a doubt. 
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Areas that do not satisfy Art. 3.3 or 3.4 may qualify according to Art. 3.5 which applies 
to areas that have special disadvantages. In Norway, this could include the areas 
north of the polar circle (about 5% of the agricultural area), or it could be island and 
fjord areas. 

9.3 The economic Impact of the LFA directive in Norway 

NILF is currently investigating the economic impact on Norwegian agriculture of EC 
membership. Modelling is an essential instrument in this investigation. 

Agricultural incomes are calculated each year in order to monitor income parity bet
ween agriculture and industry, which is one of the objectives of Norwegian agricultural 
policy. This is accomplished using around 30 "model farms" of different sizes, opera
tions and regions, selected to reflect a cross-section of Norwegian agriculture. This 
system was developed by the Budget Committee for Agriculture and it is maintained 
by the NILF. 

The impact of a EC membership was first determined on the basis of these 30 models. 
EC conditions (input and output) were applied to these farms, and the resulting impact 
was an 11,000 ECU (NOK 100,000) average decrease in farm income per man-year 
(HELGEN et.al, 1989), or about 80% of total income (inclusive of subsidies). 

300-400 new "model farms" were then designed, partly to represent bigger farms than 
are presently common in Norwegian agriculture. Models have also been designed with 
more intensive application of feed concentrates in dairy, beef and sheep operations. 

This instrument can also be used to investigate the economic impact of the LFA 
directive on model farms. In table 13 the results of the computations of the application 
of EC conditions and the LFA directive on some typical farms, which mainly represent 
todays farm size, are given. 
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Table 13. Present income and support compared with income and support under EC 
conditions on model farms (in 1000 NOK/ECU) 

Farm types 

Dairy 6 cows Agder/Rogaland 

Dairy 15 cows SE Norway (o.areas) 

Dairy 15 cows northern Norway 

Dairy 30 cows Jaeren 

Drystock 50 sheep western Norway 

Drystock 100 sheep n. Norway 

Cereals 16ha southeast lowlands 

Cereals 40ha southeast lowlands 

NOK 
ECU 
NOK 
ECU 
NOK 
ECU 
NOK 
ECU 
NOK 
ECU 
NOK 
ECU 
NOK 
ECU 
NOK 
ECU 

Present situation 

I 

96 
10 

136 
15 

163 
18 

200 
22 
82 

9 
89 
10 
51 

6 
183 
20 

D 

142 
16 

162 
18 

211 
23 

147 
16 

141 
15 

161 
18 
17 
2 

60 
7 

R 

35 
4 

39 
4 

73 
8 
0 
0 

29 
3 

36 
4 
0 
0 
0 
0 

EC conditions 
without LFA 

I 

37 
3 

60 
7 

81 
9 

102 
11 
23 

3 
35 

4 
-16 

-2 
37 

4 

D 

83 
9 

97 
11 
99 
11 

130 
14 
90 
10 

107 
12 

191 
21 

262 
29 

R 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

EC conditions 
with LFA 

I 

39 
4 

66 
7 

87 
9 

103 
11 
25 

3 
44 
5 

-1 
0 

59 
6 

D 

95 
10 

112 
12 

101 
11 

143 
16 
99 
11 

124 
14 

159 
17 

213 
23 

comp. 

R 

9 
1 

17 
2 

17 
2 

23 
3 
9 
1 

18 
2 

20 
2 

31 
3 

Notes: The model (JORDMOD) is a static partial equilibrium model for the Norwegian agricultural 
sector. Supply consists of internal production and import. Production possibilities are repre
sented by some 400 farm- and processing-models (leontif micro production functions), differen
tiated with respect to type of production, production technology, scale and geographical situ
ation. Demand consists of external demand (export) and internal demand. Internal demand is 
represented by linear demand functions. The objective of the model is to maximize producer and 
consumer surplus. 

I - Agricultural income per man-year (inclusive of subsidies), D - total direct support inclusive 
of regional allowances; R - regional allowances; 1 ECU - 9.16 N0K. 

Source: Own computations, based on the Budget Committee for Agriculture (1992) and NERSTEN et.al 
(1992). 

EC conditions are applied with the new CAP reforms (May 1992 Accord). This means 
price reduction on cereals (-27%), beef (15%), and estimated price reduction on eggs 
(-17%), pork (-12%). Price reduction will also appear on input feed concentrates and 
grain seed. 

Compensatory allowances close to the maximum pursuant to the LFA directive were 
applied. Premiums per LU are 102 ECU/LU (NOK940/LU) in SE lowlands and Jaeren, 
and 122 ECU/LU (NOK 1100/LU) in other areas. 

Total direct support under EC conditions also includes: 

- investment subsidies (Reg. 2328/91, Art. 5-12) 
- premiums for sheep, cattle and suckler cows (Reg. 714/89, 

Reg. 3013/89) 
- compensation for grain price reductions (180 ECU/ha in SE lowlands and 

Jaeren, 157 ECU/ha in other areas) 
- holiday and temporary help scheme (16,000 ECU per man-year of hired 

labour). An existing Norwegian assistance program which is assumed can be 
continued under EC Membership. 

- environmental support, 251 ECU/ha for fodder production and potatoes, 164 
ECU/ha for grain production (Reg. 2328/91, Art.21 - 24 ) 
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The environmental subsidy applied is considerably higher than the present EC rate. 

The investment subsidy applied is the maximum rate for less favoured areas. 
Subsidies shall not exceed 56% for building investments, or 38% for machinery invest
ments. Capital grants as mentioned above may apply to a total investment of 121,486 
ECU per farm or 60,743 ECU per MWU. It is assumed that every farm will receive 
starting assistance amounting to 10,000 ECU. Additional establishment support 
(interest rate subsidies), calculated at 10,000 ECU, is also assumed. The total invest
ment support in the model computations amounts to 125 million ECU (25% of total 
direct support). 

The percentage of feed concentrate is adjusted. Input prices on purchased feed, seed 
and other agricultural inputs are adjusted to EC levels. 

In the present situation agricultural income per man year on the selected model farms 
varies from 6000 ECU on small cereal farms in the southeastern Lowlands to 22000 
ECU on dairy farms in Jaeren (table 13). The share of regional support in the present 
agricultural income is on average 20-30%. When EC conditions (without the LFA 
directive) are applied, agricultural income on dairy and drystock farms decreases with 
50-70%. However, the income loss on cereal farms in the SE Lowlands is even higher. 

When the LFA directive is also applied, it has been estimated that compensatory 
allowances (CA) ranges from 1000 ECU on small dairy farms in Agder/Rogaland and 
drystock farms in western Norway to 3000 ECU on dairy farms in Jaeren and large 
cereal farms in SE Lowlands. Jaeren and the SE Lowlands, which are the most 
productive areas in Norway, do not qualify for the present Norwegian regional support. 
The CA are about 25-50% of the present regional support. The LFA support compen
sates about 10-35% of the income loss due to the application of the EC conditions. 
Table 13 indicates even a lower share of compensation, especially in animal 
productions. This is due to price adjustments in the model, when more support is 
added. 

When all EC conditions are applied to Norwegian agriculture, income per man year 
on selected model farms differs from zero to 11000 ECU. Dairy farms in northern 
Norway get relatively good results, although they suffer from a large loss of regional 
support. 

Cereal growers, located mostly in southeastern Lowlands, will suffer most under EC 
conditions, with incomes approaching zero. This situation can influence the location 
of production in the long run. Dairy production, now located mostly in outlying areas, 
can be moved to more productive and more central areas near the market. 

As many EC directives may be interpreted in a number of ways, it should be kept in 
mind that there is a certain degree of uncertainty as to how much support Norwegian 
farmers will be able to obtain. However, this will hardly affect the main conclusion on 
the insufficiency of additional support to compensate the income loss. In all likelihood, 
the support under EC conditions is over-valued in these calculations. 
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When these results of the application of the LFA directive on model farms are trans
mitted to the three alternatives on the selection of LFA in Norway, the total amount of 
LFA support given is roughly estimated at 3-5 mln ECU under alternative 1, at 5-7 mln 
ECU under alternative 2 and at 30-35 mln ECU under alternative 3. When the LFA 
directive would be applied to all Norwegian agriculture, compensatory allowances 
pursuant to the LFA directive amount to about 95 million ECU (NOK 870 mln). It 
should be noted that the agricultural area utilized under these calculations differs from 
20-40% of the present, and that rural areas decrease its agricultural production. 

10 CONCLUSIONS 

When Norway becomes a member of the EC, the present national agricultural policies 
will disappear and will be replaced by the Common Agricultural Policy of the EC. The 
present Norwegian policies consist of border protection, based on quantitative import 
regulations and direct income support measures. The internal prices for agricultural 
products in the EC are in general lower than in Norway although higher than on the 
world market. Both in the EC and in Norway regional support measures exist. The 
most important measure in the EC is the so-called less favoured areas (LFA-)directive. 
This study focusses on the question to which extent the loss of farm income due to 
the disappearance of the present regional support system in Norway could be 
compensated by the LFA-directive. 

Main objectives of the LFA-directive are the continuation of farming in certain areas, 
and thereby maintaining a minimum level of population or conserving the countryside. 
Three types of areas are distinguished: mountain areas, the so-called normal LFA 
(areas with a limited natural potential or in danger of depopulation) and small areas 
affected by specific handicaps. In order to classify a region in one of these three 
groups the region has to meet certain criteria. About half of total cultivated area of the 
EC is selected as LFA. However there is some scope for political pressures in the 
selection process. 

The main instrument of the LFA directive is the payment of compensatory allowances 
to farmers. These are based on the number of livestock units or hectares. Support can 
also be given for - primarily - joint investments. Part of the support is financed by the 
EC and the remainder by the national governments. Related to the European 
Agricultural Guidance and Guarantee Fund (EAGGF) the expenditures on this directive 
amount to nearly 4%. About one out of each seven farms in the EC receives support 
in the scope of this directive. The average allowance per farm is about 800 ECU. 
However, the allowance per farm differs widely among Member States: from about 300 
ECU in Greece and Spain to about 3000 ECU in Luxembourg and the UK. 

Farm income (excluding subsidies) in LFA is less than in normal areas. The amount 
of subsidies is considerably higher in LFA. This is not only due to the compensatory 
allowances of the LFA directive, but also due to the high share of LFA in the sheep 
and suckler cow population for which premiums are received. When subsidies are 
taken into account the gap in farm income between LFA and normal areas is smaller 
but still exists. In the mid-eighties farm income (inclusive of subsidies) per work unit 
in LFA ranges from 55% to 83% of that in normal areas. 


