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Use of aqgrlicultural commoditlies In the non-food sector

Introduction

This report has been prepared In response to the request made by
the European Councli) on 13th February 1988 to the Commission to
Investigate all possgibllltles of Increasing the utllization of
agricultural commodities In the "non-food" sector, to present
proposals and to establlish priorities In this respect.

The structural Imbalance between the supply and demand for
agricultural products and the Intense competition which this
provokes on the Communlty and world markets, Jjustify an Iimportant
offort In this area.

Thls effort must be consistent with the new pollcy framework for
agriculture and wlth broader Communlty pollcy objectives
particularly the completion of the single Internal market. An
efflclent allocation of resources Is at least as necessary In nonh-
food markets as It Is In other agricultural markets.

All the objective studles avallable agreo that the non-food use of

agricultural products will grow in Importance in the medium and
long term. But they also agree that the quantities of
agricultural products concerned are roeolatively l|imited when

compared wlth the present surpluses, and even more so If they are
compared with the surpluses which could arise In the future |If
agricultural production were to continue its recent trend. 1t Iis
thorefore essentlal to address this subject with a positive but
reallstic attitude.

The “non-food®" markets for aqgricultural commodlitles

Due to thelr chemical and physical properties agricultural
commodlties are potentlal sources for the productlon of a wlde
range of "non-food" products.

The potential scope for uptake of an agricultural commodity for
"non-food” use depends critically upon two factors. One Is the
technlcal feaslbllity of the process, the other the economic and
competitive conditions affecting the cholce of raw materials used
by processors.

Nelther the technlcal nor economic conditlons are static.
Considerable resources, both private as well as public, ars
invested In research and development to seek new production
possliblllities relevant to “"non-food" wuses of agricultural
commoditios. Some of this Investment results i{n a widening of the
potential market for the "non-food" use of agricuttural



commoditlies, soms wldens the scope for othor commodities to play a
more prominent rbéle in the "non-food” sector. Research thus tends
to wlden cholices betwesn agricultural and non-agricultural
products as raw materials for processors. This dovelopment |Is
llkely to contlnue Into the distant future.

Change Is not Iimited to the technical possibilities. Economic
conditlons may also change signiflicantiy and raplidly. Commodity
prices, and especlally the price rolationship between certaln
agricultural and non-agricultural commoditlies that may Dbe
toechnlcal substltutes for each other In the "non-food" sector, can
fluctuate sharply due to normal market factors. Such price
rolationships may also be Influenced to a potentially significant
degree by public policy decislions.

Changing technical and economic conditlons can poso risks for the
agricultural sector, but also opportunities. Tho Communlty’'s
pollcy, as Indicated by the Council, should be to ensure that the
agricultural sector wlll be able to benofit from the opportunities
that arise. This Implles equlvalent access to raw materlals for
processors throughout the Community, and a strong market
orlentation on the part of producers so that such access becomes
posslble as soon as the necessary technlcal and economlic
conditions are met.

A changing environment may aliso mean that farmers can develop
ontirely now land uses, for example by catoring for the Increasing
demand for lelsure actlvitles In a rural setting. These new
opportunities wlll provide valuable new Iincome In some rural
areas, and their Importanco could be large In comparlison with what
Is normally understood by non-food uso of land.

As the new GATT round moves towards a failrer trading system for
agriculture, It will see an improvement In the worldwide
competitive cnvironment particutarly by Increasing discipline on
the use of all subsidles affecting agricultural trade. Success In
this area would Increase the price level of agricultural
commoditios In Internatlonal trade. The trend in prices within
Europe, however, Is clearly downwards at least In real terms.
This will tend to Increase the relative competitivity of local
agricultural rawv materlals for European manufacturers and
processors In the non-food as well as the food scctors. In the
very long term, the progressive exhaustlon of finite fossili
resources willl also Improve the prospects for using renewable raw
matorilals.



111. The current scale of the "non-food" use market In the Communlty

Tho current uptake of Communlty agricultural production for "non-

food" uces is small In rolation to the total output of Communlity
agriculture. Currently it accounts for about 2 million tonnss of
starches, 180 000 tonnes of sugar, 12 milllion hectolltres of
alcohol, 100,000 tonnes of flax fibre, over a million tonnes of

cotton, and nearly 400,000 tonnes of tobacco.

This Is a low proportion of total Community agricultural
productlon |[If one compares It to the proportions of non-food
agricultural output elsewhere In the world, and ospeclally If one
takes Into account forost products which are important non-food
products of the land. Not counting forests, non-food usc employs
less than 1 percent of the land area of Europe, and less than a
quarter even when forests aro Included.

The extent of forests which have been displaced In favour of
agriculture oriented towards food markets In Europe and elseowhore,
Is symptomatlic of the precedence that agricultural policles have
historically given to food productlion.

Estimates of tho longor term potential market for uptake of
Community produced agricultural commoditlies for "non-food" use arec
fraught with difficulty. Much of this difficulty resides In the
uncertainty over the occonomlc conditlions under whlch such uptake
may occur. Someotimes tho incentive to use a glven raw materlal or
energy source, for example, may come from a deollberate cholce on
tho part of the public authorltles, based on the advantages that
thls cholce holds for goclety as a whole. Cholces of this type
can Indeed be made, which would favour theo use of agriculturait raw
materlals, and In partlcular for environmental! reasons.

Examples of thls can already be seen withln the Communlty, such as
the speclflication of non-mineral olls for chalnsaws In German
state forests, and the dlscouragement of non-blodogradable
plastics In ltaly. The Commissions Intention to design a
Community strategy for encrgy supply and environmental protection,
will help to ensure a botter coordination and more coherence In
this area. All these Initiatives and In partlcular those which
mean a botter coordinatlon In the use of economic Iincentlives to
oncourage certaln changes, will also have a dlrect Influence on
the non-food use of agricultural raw materials. This Is
especlally so when choosing between the different options for
controlling the greenhouse eoffect and generally in choosing an
energy supply strategy which Is environmentally sustainable. The
Commisslon wlll soon be presenting a communicatlon on the subject
to the Councit.



V.

The matter must nevertheless be kept In perspective : the entire
disposable plastics market of the whole Community only amounts to

some 10 milllon tonnes a year. Even optimistically assuming that
blodegradable products could take 10 ¥ of that market, the outlet
wouid stlll represent only a very small fractlion of the

Community’s annual cereals surplus.

Current moasures applled In the Community affecting the uptake of
agqricultural products for non-food uses

a) R & D for non-food development

The Communlity’'s current multiannual framework programme for
technologlical research and deve lopment (1), contalns
approprlations of 165 mlillon wecus for pro-competitive
research dlrectly concerning agriculture and Its dependent
Industries from 1987 to 1991. Within this budget, there is no
fixed guideline as to what proportion of the funds should be
employed on projJects concerning thoe non-food use of
agricultural products. The new framework programme proposed by
the Commlssion(2), and under dlscussion at the Councll,
provides 1 blo ECU for the |Ife sclences and technologles.

In addlition to the budgetary allocatlon speclfic to Community
agricultural products, there are also In the 1987-1989
framework programme budgetary allocations for onvironment
protectlion research, blotechnology, non~nuclear energles,
development support technologlies, management of agricultural
resources, and wood. Under each of these headings projects
which partly concern the non-food use of agricultural raw
materials would be admigssible. This Is partlicularly so In the
ECLAIR project, which specifically addresses the |lnks between
agriculture and Industrlial processors of farm products, and
which alms to develop systems which improve collaboration
between the sectors, In the Interests of both. Fuhdamentat
research may also be carrled out that wlill enable such uses to
become technlcally feasible at some time in the future.

b) Demonstration Projects

The research of the type filnanced so far In the framework
programme Is not necessarlily sufficient to ensure that new
techniques will be tested on a wide enough scale to prove their
feasablllty and thelr Interest for a slgnificant number of
farmers or of processors.

@D

0.J. L302, 24th October 1987, P.I

(2) COM(89) 397 fin. 28th August 1989



c)

Thls shortcoming usually arlses because collaboration betweoon
the Interested partles Is Insufflclently developed and not
stimulated at the European level.

Demonstration projects are a basic step In tho setting up of a
common policy for non-food uses of agricultural products which
should be both rational and effectlve In the long term.

In fact, these projects guarantee the necessary link between
resoarch and possible measures for encouraging non-food
channels at a commercial leve!. Community agriculture must be
capable of providing these products at a level of performance
which guarantees suppllies to Industry and represents an
Interest for the producers concerned.

A number of pllot and demonstration actions have been done In
var lous sectors.

Pllot projects have been financed by the Guldance Sectlon of
the European Agricultural Gulidance and Guarantee Fund together
with the Msmber States concerned. A list of the non-food
projects of this type Is glven In Annex 1. This type of
actlvity, among others, wlll be continued according to Art. 8
of Reg. EEC n°® 4256/88(1),

As regards energy, demonstratlion projects have also been funded
under the Community’s Energy Demonstratlion Programme, according
to Regulation (EEC) N° 3640/85(2)., A total of 35 projects
were co-financed by the Community in the period running up to
and Including 1988, for which the Communlity contribution
amounted to 16 mlo ecu. A follow-up programme (THERMIE), to
start In 1990, Is presently being examined by tho Councll!.

Another posslble source of funding could bo avallable through

speclfic legislation appllicable In the <cereals seoctor
(Reg. (EEC) n°® 1097/88)(3),

Structural assistance

The Communlity co-finances Investments In the Infrastructure and
processing capaclty of certaln Industries, whlch purchase
agricultural products. Theso Investment atds have been provided
for In the European Agricultural Guarantee and Guldance Fund,
Guldance section, and In the integrated Medlterranean
programmes.

D)
()
(3)

374, 31ct Decembor 1988, p. 25

0.J. L
0.J. L 350, 27th December 1985, p.29
0.J. L

110, 29th April 1e88, p. 7



There Is no key for the funding of Investments which determines
a particular proportlion for non-food projects; however, few are
excluded from flnance under the regulations pertalning to the
three relevant objectives of the reformed structural funds.

For the areas of the Communlty concerned by objJective 1
(development of backward reglions) and objective § b (rural
develiopment) of these funds, Member States can present
programmes which wlll attract Community co-finance. These
notably may Iinclude agricultural reconverslon programmes, In
accordance with Article 5 of Reg. EEC n° 4253/88(1), and they
clearly can Involve non-food production.

Diversificatlon to non-food use of agricultural products can
contribute to rural development under obj)ectives 1 and &b by
Improving the economlc viabillty of farms, creating jobs
downstream and encouragling the setting up of SME’'s making use
of local productlion In new ways.

The forestry actlon programme(2) has a role to play In the

achlevement of all three obJectlives, particularly the
adaptation of structures of production and in rural
deve lopment. in contrast to agricultural production, it

concerns an area where the effective supply of flbre doss not
match potentlal demand. Since 1985, the Communlty has co-
flnanced partlcular natlonal projects whlch will increase the
supply of wood and fibre from agricultural areas. The Councll
has also declded(3) that |In the future, wood Industry
projects are ellgible for assistance, unless they concern a
processing stage subsequent to the sawing of the timber. In
addlitlon, conslidering that the expansion of the cork sector and
cork-oak growlng may help In Improving agricultural structures,
especlally In certaln Mediterranean regions of the Community,

}2? Council has adopted a new regulation concerning thils sector

QD)
(2)

(3
(4)

0.J. L 374 31st December 1988, p. 1

Strategy and action of the Community In the forestry sector
CcoM(88)255 final, 0.J. C312 7th December 1988 and 0.J. L 165 of 15th
June 1989

0.J. L 165, 15th June 1989, p. 6

0.J. L 165, 15th June 1989, p .5
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In additlion to proposing co-finance for Investment projects In
rural areas whlch may or may not concern non-food projects, the
Communlity will co-finance natlonal temporary schemes for the
set-aslde, which can include afforestation, of arable Iland
(1), in this case, the Community and natlonal assistance Is
designed to help farmers over the Initlal period of thelr
adJustment to a new output mix from their farms, more In llne
with local market requirements. This scheme also, thereby,
helps to meet objectives of |Imiting overproduction.

Market measures

In thils area the Community has establlished common market
organlisations or aid systems for products partialiy or totally
destlned for non-food uses. This 'Is the case, In particular, of
the CMO for tobacco; the ald regime for cotton; tho measuros
for the use of caseln; and the CMO for Ilinen and flax. These
rogimes aim to safeguard traditional production which has a
particutar Importance for the economy of certaln reglons of the
Community. Bearling In mind thls last aspect, the Council has
approved the Commission proposal to Increase the aild per

. hectare for flbre flax and hemp whiie(2), at the same tims,

malntalning the flat-rate aid per tonne for hemp seed(3),
The Community is also now funding market research and promotion
with a view to developlng the Community and Far Eastern markets
for linen(4),

Iln certaln cases, It happens that the prices of raw materlials,
that could be used equally well elther for food or for non-food
purposes, were kept higher than worid market prlces by the
guarantee mochanisms of the C.A.P.. Vhoro the Internal market
for the non-food processed product had little or no protection
agalnst foreign competition, thls obviously was a dlsadvantage
to the non-food optlons for using these raw materials Inside
the Community. 1t was to resolve this problem that the
Community adapted the regulations concerning cereals, potatocs,
and sugars. The dlsadvantage to non-food processors of sugars
and starches was removed, by ensuring that processors have
accoss to thoso raw materlials on terms cqulvalent to those
avallable outside the Community.

Since 1986 tho Commnunity has extended thls approach whenever 1t
appeared that It was necessary to corroct o dlstortion
genorated by the guarantoc mochanlsms of tho C.A.P. Annual
oxpsndlture incurred under thls leglclation row ciounts to
approximately 300 MECU.

(1)
(2)
(3)
(4)

0.J.
0.J.
0.J.

L 121, 11th May 1988, p. 26
L 129 11th May 1989 p.3

L 129 11 th May 1989, n. 6
8

COM (88) 372 30th Juno 1988, 0.J. C3, Sth January 1939, p. 7



In the case of ‘products for which the Community legisiation
provides for the granting of defliciency payments, Iindustries:
have access to them at world market prices whether they are for
food use or for non-food use. Among the products covered by
this arrangement are. the oilseeds, protein crops, flbre crops
and tobacco. For such crops It Is sufficlent simply to see
that all the varleties of crops which could be used for non-
food purposes are Included within the scope of the reglmes.
The Council, at the time of the 1988/89 prlce declslons,
speclflcally marked Its willingness to malntaln this for the
varletles of rape wlth a high content of erucic acld, for which
there Is an industrlial demand.

Towards a more consistent and efficlent pollcy

It Is evident from the foregoing review that the Community’'s
commitment to non-food production from agriculture |Is already
Important, and Is seen In a wide varlety of pollicies.

It Is nevertheless also evident that these policles are somewhat
Independent of one another. It has now become necessary to
reilnforce the Communlity‘s role and achieve a more effectlive
concentration of efforts.

a) The framework for Community initlatives

To encourage the development of non-food uses of agriculitural
products one can work at the farm level by supporting
traditlional or new production which suits these uses. One can
also work at the level of processors, with measures whlch wlll
make It profitable to develop processes which use agricultural
raw materials. In both cases, one can also look for changes to
detalled administrative arrangements, which would simplify
producers’ or processors’ practical problems. In both cases,
there are also three approaches which can be envisaged, with
different degrees of public Involvement.

In the first approach, one could alm to speed up any technical
davelopments which would make a glven agrlcuitural product, or
a transformatlion process for an agricultural product, more
competitive. On the farm, such an approach would Involve
developing the productlvity of crops, developlng some necessary
qualitative characteristlic of the crops, or simply developing
varleties better adapted to particular regions of the
Community. As for the processing Industry, such an approach



viould Involve Improving the efficloncy of the processes
concerned. In this approach, and In elther of the above cases,
the appropriate pollcy tools are the support. of research
projects, of demonstration prolects, and of eoxtension and
tralning services.

In the second approach, one would alm to bring forward the
commorclallsation of a new product or process by using
temporary production or transformation subsidies. This would be
a way of stimulating the adoptlion of products or processes
which are very close to becoming competitive in thelr own right
and ought Indeed to become so within at most 5 years of
starting an ald programme for the purpose.

In the third approach, one would subsidise production or
transformation processes which, even though well known and wetll
trled, offer no prospect of economic viablllity 1In the
foresesable future. In this case, the productlon or processing
alds would be granted on a permanent rather than a temporary
baslis.

Of the three approaches, the flrst and second are those which
are most cost effective. They are also more conslstent with
the present regulatory framework, and with the reform of the
C.A.P., both as to their conception and as to the avallabllity
of the necessary Iinstruments. In fact, these approaches are
ones which, by thelr nature and by their Ilimited duration, do
not constitute a fundamental Interference In the marketing
cholces of farmers or of processors. Their nature [Imlits the
risks of misallocation of economic resources or of a runaway
budget. Flinally, if they are backed up by a clear and complete
environmental assessment they are the most Ilkely to ensure a
ratlonal use of natural resources.

The thlird approach Is the one that corresponds to the situation
(see point IV d) above) of European Iindustrles whose
competitiveness Is lessoensd by the C.A.P.. This may be because
of the effect of the C.A.P. on the prices that have to be pald
by processors, or because of the effect that the C.A.P., has on
farmers’ Inclination to produce alternative crops for non-~food
use, when they otherwise have the possibility to produce wel!ll-
supported crops for food use. It Is a real probltem which could,
depending on the case, Induce processors to Instal! themseives
outside the Community or at least to delay their Installation
and thus lose competltive edge within Europe. |n consequence,
one could propose a generallsed and permanent scheme, rather
than a case-by-case approach as has been done unti| now.
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A generallsed and permanent scheme would have to be open to all
potentlal non-food uses of agricultural products. This would,
on the ons hand, put into questlon the present regulatory scope
and budgetary limlts of the CAP. It would also constitute a
substantial discrimination between different Industries using
agricultural products, privileging non-food Industrlies to the
dotriment, perhaps, of others such as the animal feed Industry
who also requlire good access to raw materlals in all parts of
the Community. This Is of particular concern In view of Art.
40 of the Treaty which excludes discrimination between
producers or consumers. Permanent alds for processors or
producers would therefore be envisaged only In speclfic and
duly Justified cases, such as the abovementioned case of sugar
and starches, or where a particular strategic or environmental
conslideration Is of overriding Importance.

Some requests from farmer’'s organlsations for partlcular usos
of co-responsabltilty funds also fall Into thls context. This is
the case, for eoxample, with requests for an alternative "set-
aslde" scheme which would be designed to promote the
devotopment of non-food uses of agricultural products. The
Commission has studied this posslbility. The alm Is to find a
way to respond poslitively to those requests which can be
properly Justlified, glven the present budgetary and legal
constralnts on the Common Agricultural Pollicy, and given the
exlsting measures which could have the same effect.

Clearly, any actlon taken by the Community must respect Its
Intornatlonal obllgatlons, particularly those already adopted
or those which could resuit from discussions In the GATT.

The definition of priorlties

The context of the Councll!l’'s request to the Commisslon Is to
help solve the Communlty problem of surplus production not only
by the Introduction of the stabllisers but also by the active
particlpatlon of the Community In looking for alternative non-
food outiets for Communlty production as well as alternatlve
use of fand.

On defining priorlitles In these flelds one should first analyse
the efficiency of exlsting Instruments and see whether scope
for improvement stlll exlIsts.
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Regarding the alternative use of land, conslidorable efforts
have been made ranglng from set-aslde to the development of
alternative crops by means of research and demonstration.
However, these efforts differ from Member State to Member
State. Therefore, Community initlatives should bring a benefit
which would not have been obtalned by conducting the
initiatlves on a national scale. In practice, Community
Inltlatives should involve those possiblliitles which are llable
to bo put to use In several Member States, even though the
necossary research, for example, need only be carrlod out In
ohe or a very few locatlons.

Vhile deciding on whlch research and demonstration projects
noed to bo launched or strengthened, one should consider to
what eoxtent these projects help the Community to develop or
caplitalise upon a real comparatlivoe advantage in order to onsure
tho efflclent use of budgetary resources In thls area. This
villl onsure not only that the efforts wlill offer a prospect of
long-term roturns from the necessary publiic Investment, but
also that the Community’s positlon In International trade will
not be undermined. These Issues must be covered In a proper
cost-beneflt analyslis. An essentlal part of thils analyslis Is a
clear and complete welghlng up of all the environmsntal
Impllcatlons.

However, while respecting the above criterla, one should also
take Into conslideration that the Councli made its request to
the Commission gulded by Its preoccupation with the welfare of
the agricultural communlity. Thls means that priority should be
glven to Initiatives which maintain farmers’ indlvidual
oarnings, particularly where these are most at risk and which
help to malntain the actlvity of enterprises In rural areas.

Regarding the alternative non-food outlets for agricultural
crops, one should recognise that at present expansion beyond
the oxlisting schemes might be Ilmited. However, prospects
mlght change, In time, given the present Improvements on the
technical front and price changes.

In order to be able to respond to possible opportunitlies In
this fleld - which could differ from region to reglon - one
could conslder the <creatlon of a flexible Infrastructure
allowing for Initiatives and active participation by the farmer
himself In looking for new posslibllities,

This would be an Important change in pollcy since, for example,
the success of the starch regime at present depends critically
upon the Initiative of certaln Iindustries to make use of the
schems.
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The now Infrastructure to be created should, however, comply
with cortain criteria

- It should not stimulate further production of a surplus
crop

- It should make raw materials avallable to the Industry on
terms comparable to world market prices.

Therefore, the new scheme should not run counter to present
efforts to reduce the surface planted wlth crops produced In
surplus, but rather reinforce these efforts. The addltlon of
any amounts produced to the Maximum Guaranteed Quantity cannot
be considered.

A scheme for the cereal sector can be made to fit these
criterla. This sector |Is also represented all over the
Communlty, thus allowing for a maximum number of farmers to
consider the scheme.

Concluslions

Thls report has shown that the Communlity’s efforts for promoting
non-food uses of agricultural raw materlials are already
substantial. The Community’s effort Is apparent at every stage In
the business of developing new opportunities, from basic
sclentiflc research, through applied ressarch and demonstration,
transitory financlal assistance, permanent production alds, and
right through to market research and promotlon to find and develop
new markets.,

These Community offorts come In addition to numerous natlonat,
reglional and even local Inltiatlives wlth analogous aims. These

Inltiatives, like the Community ones, wlll doubtless multiply In
the years to come, eoncouraged by better markets and Iimproved
agricuttural production techniques. It Is therefore Important to

strengthen the Community’s role of coordination, so as to ensure
thoe greatest effectliveness and the necessary complementarity of
what Is done.

It Is Important, also, to make sure that there Is an appropriate
balance betwsen the efforts which are made at each stage In the
process of developlng new non-food uses of products. Looking at
the Community effort In thls way, It appears that demonstration
projoets are undor-emphasised. A greater effort In this area would
seem to be Indicated, and would certalniy help to make the most of
the work already done at the research level.
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In the same way that the Community should stimutate and gulde
coliaboratlon betwoen tho many efforts being made at the natlonal
lovel, the Communlty should also stimulate collaboratlion betwsen
the agrilcultural sector and the non-food Industries which depend
on It. Until now, much more emphasls has been placed on dealing
with the problems of these Industrles from above, rather than an
encouraging the farmers to help find solutlons. This has begun to
change, particularly at the research level, but there Is scope for
more eoffort by further developing the agricultural structures
pollcy In a way that will encourage farmer’'s particlpation to be
more actlve and forward looking.

Finally, It Is clear that developments In environmenta! pollcy can
have Important direct impllcations for the marketabllity of many
products iIn common use. By putting the long term Interests of
soclety as a whole above the short-term Incentives provided by the
free play of market forces, the Community can speed up the
development of many new markets for products whlich are
environmentally frilendly. This type of Inlitiative Is one that
requlres a collaborative effort not only on the part of the
primary producers and processors who may be Involved, but also on
the part of consumers. [t therefore also needs to be accompanied
by substantial publlic Informatlon programmes.

Vil. Proposals

1. Coordinatlon and cooperation

The varlety of |Initiatives that can help the process of
doveloplng non-food markets Is very wide. A review of the
Communlty efforts has already shown that the breadth of this
varlety poses the risk a suboptimal allocatlon of resources to
the different types of action.

This risk is especlally great in the absence of a single pollcy
forum where all the posslibillitles can be assessed together. It
therefore seems necessary to repeat the policy review, In close
collaboration with the Member States, In a formal cooperation
procedure. The Commission wlll propose the creation of a
commlttee for this purpose whose dutles would be, amongst
others, to follow all relevant activity in the non food area
within the Communi(ty and outside, notably regarding
environmental effects, and to assist the Commlssion In
developing further new Inltliatives In this area.
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Demonstratlon projects

It results from the review of Community activities that,
whoreas there are substantial demonstration projects for
renewable energy production from plants, and which wlili
continue, there Is relatively little actlvity for demonstrating
other appilcations of, In particular, agricultural crops.

In the Commisslion’s oplnion, based on recent data, It should be
possible to mount projects covering the agricultural, process
oenglngering and flnal product questlions, with Industrial co-
flnance, in the case of

castor

Rape

high olelc acld sunflower varletios

flax and hemp

kenaf, fibre sorghum, elephant grass (Miscanthus)
bitter lupin.

Some technical Information about these Is given In Annex I1I.

The raw materlials oxpense in demonstration projects can be an
Important factor |In thelr financial feasabllity. It s
therofore desirable to open up the possibility of assisting
innovative demonstration projects by granting them intervention
stocks, where available, at advantageous prices. This new
faclllty may bave the effect of encouraging new Ildeas
aespeclally for cereals.

Participation of farmers

It results from the review of Community activitles that,
vhoreas thero are a number of Important programmes supporting
and Incliting the processing industries to develop new non-food
uses of agricultural raw materlals, there 1Is a lack of
Instruments which encourage the actlive participation of
farmoers. It ls however Important to develop a dlrect
collaboration betwsen producers and processors In thls area,
particularly in view of the long-toerm prospects for Industries
based on competitive raw materlal resources produced wlthin
Europe.



- 15 -

The set-aslide scheme for arable land(1) should therofore be
adapted to encourage the develcopment of another new model of
land use, to encourage farmers to make cereals avallable on
advantageous terms for non-food processors. Thls can be done
by granting a premium per hectare of land devoted to thls
purpose.

The proposal for the modification of the set-aside scheme Is
attached as annex |1l to this report.

The Commission wlll present the other formal proposals in the
near future.

The Commisslon feels that, when these proposals are adopted,
the Community will have the complete range of Instruments whlich
are needed to encourage development of those non-food uses
which are already apparent now. Additional new uses will
appear |In the future, most probably as a consequence of the

Community’s research and demonstration programmes. The
Commisslon with the help of the pollcy coordination committeo,
vill follow developments In thils sector and the Commisslion will

look at what other proposals are needed, elther to relnforce or
wlden the scope of existing measures, or to embark upon new
ones.

(1)

R. EEC N° 797/85 as modifled by R. EEC N° 1094/88 0.J. N° L 106, 27th
April 1988, p. 28.



Annex |

Pilot projects covered by Regulatlon 797/85

Establishment of a cooperative forestry enterprise [n the west of
Ireland (declslon C(87)1219 of 25.6.87).

Total cost : 584,000 ECUS

Community contrlibutlon : 300,000 ECUS

Establishment of Intenslive wood cropping (poplar copplce) iIn Belglan
Lorralne (decislion C(87) 1220 of 25.6.87)

Total cost : 600,000 ECUS

Community contribution : 300,000 ECUS

Establ Ishment of energy crop cultivation (Provenco reed) In Languedoc-
Roussillon (decision C(87)1223 of 25.6.87)

Total cost : 267,000 ECUS

Community contribution : 200,250 ECUS

Testing and dlssemination of self-assembly types of agricultural
bulldings, made from roundwood, In Alsace (decislon C(87)2524 of
22.12.87)

Total cost : 800,000 ECUS

Community contribution 400,000 ECUS

Establlshment of a pllot schems for Intensive wood cropping from fast-
growing trees (poplars) on land currently under grass, {in the
‘Oldenburg"” reglon (FRG) (declslon In 1988).

Total cost : 950,000 ECUS

Community contribution : 380,000 ECUS

Establishment of Jojoba cultivation In italy (decislon C(87)1221 of
25.6.87).

Total cost : 915,000 ECUS

Communlty contribution : 500,000 ECUS

Establ Ishment of a demonstration pllot project for Jojoba cultivation
In the Alentej)o reglon (Portugal) (decision C(88)1527 of 11.08.88).
Total cost : 715,000 ECUS

Community contribution : 500,500 ECUS

EstablIshment of a goat-rearing enterprise for cashmere production In
Scotland (Declslion C(87)1180 of 26.6.87)

Total cost : 656,000 ECUS

Communlty contribution : 383,000 ECUS
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Sectors of Interest conflrmed during the Commisslon's workshops

Within the context of workshops designed to determine the Interest of
those Involved In demonstration projects(agricultural producers, the
transformatlon Industry, researchers), It was possible to define varlous
particularly promlsing actlons. Thils list of projects Is not meant to be
oxhaustive, but simply illustrates the considerable Interest which certain
agricultural products might soon hold for a wlde range of Industrial
sectors.

1. The chemical Industry

The chemlical Industry Is mainly based on the use of petroleum products.
Nevertheless It does use agricultural raw materials such as cereals,
potatoes, olls and sugar to produce, amongst other things, detergents,
cosmatlics, plastics, softening agents, colours, lubrlcants, and
pharmaceutlcals.

These uses could be extended by Introducing new products and processes,
or by a more efficlent production of certaln traditional products,
using new crop varleties which turn out “tallor made" substances.

1.1. Castor bsoan Riclnus communls; family : euphorblaceae).

One particular Industrial use for castor oll on a large scale is the
manufacture of polyamide 11, which cannot be manufactured from
petrochemicals. However, It Is posslible to envisage new applications
such as the production of polyurethane prepolymers used In the
manufacture of agglomerated cork. The short-term potentlal! market In
view of the E.C. crushing capacity and imports could be satisfled by
cultlivating 110 000 ha of castor beans.

1.2. High eruclc rape (Brassica napus; family : cruciferae).

The bulk of supplles to Industry, which are Inconsistent In terms of
both quantity and quality, are at present obtalned mainly from Eastern
Bloc countries. The current market is approximateiy 35 000 tonnes of
oll, corresponding to an area of approximately 30 00 ha, based on
average ylelds. Glven a stable supply and guaranteed quallty, Industry
might take as much as twice thils. The acld Is obtalned from variseties
with a high eruclc acld content.
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1.3. High olelc sunflowers (Hellanthus annuus var. olelc; famlly
composltae).

The high oleic sunflower enables the chemica! Industry to obtaln olelc
acld by a much simpler process than In the case of tradlitlonal sources
(tallow, palm). Also, the quallity of the product obtailned from high
olelc sunflowers 1Is superlor to that from traditlional sources (low
solldificatlon polnt and greater stablllity).

European Industry’'s short-term olelc acld requirements are estimated at
approximately 200 000 tonnes (approximately 300 000 ha).

Textlle, paper and cellulose Industry

The market for technical flbres Is at present dominated by the use of
wood. This Is the case notably for paper pulp or the manufacture of
Industria! cellulose. In view of the Community‘s dependence on Imported
paper pulp, and In view of a growing demand for and dimlnishing
avallabllity of wood, some new and profltable crops have been developed
which give very hlgh quality flbres, as have somo new processes.

The possliblillities for using varlous parts of flbrous plants are not

lImited to the textlile and paper Industries : they can go Into the
manufacture of flibrocement, other construction materials, fllters, and
soundprooflng products. In addlition, the cellulose which can be

obtafned from these crops can be used as a raw material by the chemlical
industry. Furthermore, It must be underl!lined that getting cellulose
from annual plants Is much less poliuting than getting It from wood
(black Iiquor).

In additlon, the cellulose which can be obtalned from these crops can
be used as a raw material for the chemical Industry.

2.1. Enzymatlc retting and steam deflbration for linen (LIinum
uslitatissimum; family : |Illnaceae) and hemp (Cannabls satlva;
family : cannabinaceae).

Desplite some Increase In the sales of long linon fibre for textlles,
and despite the possiblllity to use the short fibre In certain
Insulation boards, markst development for linen Is hindered by the
varlable quality of the products of natural retting. To overcome those
problems new Industrial retting processes have beon developad, such as
the use of onzymes and/or steam defibratlon. These technliques can also
help for hemp, whose problems of drug content do seem to be manageable.
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2.2. Neow raw materials for fibres, paper pulp, cellulose, otc.
kenaf (hiblscus cannabinus; famlly : maivaceae).

Kenaf Imported from China and ThaTland Is now belng used iIn European
papermills. There are two dlistinct uses of kenaf : the long fibres are
used for hligh quallty paper, In asbestos composites, and for Insulation
boards In place of glass fibre, etc., and the short flbres are used for
ordlinary paper and agglomerates.

New processes for maklng paper pulp have been developed whlich are
simpler and less polluting.

Besldes the uses of the flbres, kenaf leaves can be fed to animals.
Thelr nutrient value (32 % proteln) Is comparable to that of lucerne.

Miscanthus (miscanthus sinensis ‘giganteus’; famlly : gramineoae).

Mlscanthus fibre lengths are between those of soft and hard woods,
which makes them good for making fine high quallty paper. The
Industrial process Is simllar to that used for cereal straw and should
soon be optimised.

Flbre sorghum (sorghum technicum; famlly : gramineae).

Sorghum Is suited to most soll types, Is resistant to heat and
remarkably reslstant to drought.

The flbre quallty Is very good for paper pulp Intended for wrlting
paper and corrugated paper.

The leaves, peduncles, and wasted stalks not used by a papermlll|l can be
fed to animals. The gratn can be used as food (mlixed wlth wheat flour)
or as feed.

. Other Industrles

Bitter lupin (Luplnus sp.; famtly : papilionaceae).

Discussions on the bltter lupln have revealed that this product might
constitue a viable alternative crop for farmers In some disavantaged
reglons In the Mediterranean basin. It would, however, In thils case be
noecessary to prove the feasibllity of a debittering process which wouid
enable Its constltuents to be used for Industriat purposes
(pharmaceuticals and essential proteins).

The potentlal market for this crop Is vbery large, corresponding to the
market In proteins for anlmal feed. The crop could in the short-term
cover 3 mllllon ha of acld solls in the south of the Community.
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Proposal for a
COUNCIL REGULATION (EEC)

amending Reguiation (EEC) No 797/85
on Improving the officlency
of agrlcultural structures
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EXPLANATORY MEMORANDUM

The European Councl! asked for all the possible non-food outlets for
agricultural production to bs explored. Identifyling new non-food markots
would offer the agricultural sector new prospects for development.

The major potential non-food markets for cecreoals are already qulte woll
known, ranging from automotive fuels to blodogradable plastics. A
substantial development of these outlets |ls not Immed!ately possible under
present market condltions, although prospects are expectod to Improve with
time. Consequently, agrlcultural producers neood financial Incentives |If
they are to be encouraged properly to exploro thelr capacity to play this
future role, as suppllers of Industrial raw materlals. Tho set-aslde
system offers Incentives of thls type to farmers who wvant to explore non-
agricultural opportunities for the use of their land or afforestation.
But these options go agalnst the gralin for many farmers; they do not see
In them the prospect of constructive change.

The Commisslon considers that it Is time to Introduce an additional
alternative. It would encourage wlder participation tin the sot-aside
scheme, and provide a stimulus for farmers to make more use of the scheme
in shaping the future of the non-food use of arable land.

There are baslic principles to be observed:

- The scheme should encourage more farmers to apply for seot-aslde and
would not in any way detract from the existing scheme.

- The real budgetary cost of the scheme should not be more than the cost
per hectare to the budget of the set-aslide schemeo.

- The scheme should be almed at the farmers who are trying to dovelop new
uses of crops In collaboration with Industry, rather than at the
processing industry. [t should encourage the actlive involvement of
farmers and mutual cooperatlon between them. .

— The scheme should ensure supplies to industry at lower but reasonable
prices. These prices should bear some relation to future price
expectations on Community and world markets.

- The scheme should not encourage an Increase In production.

The measure wlll glve farmers practical help In discovering the style of
agriculture in which they wlll be Involved If they are 1looking to
industrial use of thelr productlon. This exploratory scheme wlll provide
concrote experience on which to base projections of Europe‘s cereal
farmers’ capaclty to supply non-food markets. It will also provide
concrete experlence on which to base a proper environmental! assessment of

21



the Impllcations of a shifl towards non-food wmarkets, consldering that
production of raw materials at eoxtremely low cost, and to Industrial
rather than food or feed specifications, In all I|ikellhood requires a
quite different mode!l or agriculture to that which is being practised now.

It is Important to expiore the non-food potential of the cereals sector.
It 1Is the sector of primordial Iimportance in the crop rotations used
throughout the Community. Also, despite a satlisfactory competitivity,
thils sector |Is now facing market problems, notably due to the Increasing
use of cereal substitutes in animal feed. Flnatly, the cereals sector Iis
one of those where the farmers are being asked to contribute financlially,
by the payment of a co-responsability levy, to the Improvement of thelr
marketing prospects.

The basic components of the proposal

a) Eliglibility

Farmers are to participate In set-aside as at present. They will set
aslde a certaln number of hectaros and receive a glven premium per
hectare.

Farmers particlipating In the set-aslde scheme (but with a minimum
proportion of 30% Instead of 20% of thelr arable land) would be allowed
to produce cereals for non-food uses on, at most, half as much land as
has been set-aslide, and recelve a certain premium.

The baslic condition for recelving thls non-food premium would be a
contract concluded between any industrial company and Individual
farmers (or groups of farmers). In this contract the processor would
guarantes that the product wlll not be used for food or feod
manufacture.

Contracts wlil not qualify if the buyer/processor of the crop applies
for ald under the exlsting scheme for granting production refunds for
the manufacture of non-food products from starch. This Is hecessary to
avoid a duptication of effort.

b) Premium and financing

Farmers wlll recelve a premlum per hectare for the area for whlch
contracts have been concluded. The Member States will flx these
premiums, as with set-aside. The Iimits lald on these premlums by the
Communlity should be the same as those on the set-aslide scheme.
However, In view of the fact that at least a small cash flow is to be
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c)

oxpected from the sale of cereais under the scheme, It s proposed to
grant a premlum which Is lower than the premium which |Is granted for
withdrawing land from productlion. It will be reduced by 30%.

Member States’ expendliture should be co-flnanced In the same proportion
as set-aside.

It |Is presumed that the Council! will have adopted the Commisslon’
proposal concernlng the financing of the seot-aside regime, which wa
presented with the first report on the operation of the regime.

(4  ~]

Controls and reports

The scheme Inevitably poses probiems of control, In particular as
regards ascertaining that quantltlies produced on the quallfylng areas
are not sold at the normal, subsidized prices to other markets. For
this and other reasons, the Commission’s Implementing regulation will
have very strict control provislons requlring, Inter alla, that farmers
produce no other cercals of the same type on thelr farms at all.

The scheme must not resuit in a net increase In the production of
ceroals In the Community. This would be Iindefensible, glven the
present situation on the markets. It is accordingly proposed that the
schemo should only be applicable to farmers who set aside a number of
hectares at least equal to the number they intend making subject to the
scheme. For reasons of budgetary controil the Commission wil! also need
to set a celling on the expenditure which Is atiowabie under the
scheme.

The environmental consequences of any necessary changes In agricultural
practice must be monitored. This will be an additional requirement in
the general reporting provisions lald down for the set-aslide schems.

23



Proposal for a
COUNCIL. REGULATION (EEC)

amendIng Regulation (EEC) No 797/85
on Improving the efflclency of agrlicultural structures

THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European Economlic Communlty,
and (n particular Articles 42 and 43 thereof,

Having regard to the proposal from the Commisslon,
Having regard to the opinlon of the European Parllament,
Having regard to the opinlon of the Economic and Soclat Commlttee,

Whereas the structures policy must contribute towards helplng farmers
adapt to the new market reallty and towards alleviating the effects which
the new market and prices pollcy may have, In particular, on agricultural
income;

Vihereas the European Counci!l has requested the Commission to explore all
possiblllitles for stepping up the use of agricultural raw materials for
non-food ends;

Whereas possibillitles for non-food wuse are sufficlently advanced,
technlcalily and economically, In the case of cereals;

Whereas the realizatlon of such possibllities enables farmers to turn
towards new outlets; whereas, In order to encourage them In this
directlon, cerealis must be made avallable at attractive prices;

Whereas, however, such new uses must not lead to an Increase In production
of cereals, thereby leading to further surpluses;

Whereas the existing ald scheme to encourage the set-aslide of arable land
should accordingly be adjusted by providing for specific ald for the use
of arable land for non-food ends;

Vhereas In order to ensure that the new policy Is effectively applied,
cortain minimum conditions must be lald down for the granting of the aid;
whereas provislon should be made in partlicular for producers to present a
contract concluded with a processing enterprise guaranteeing tho non-food
use of the products In questlion In order to qualify for the aid; whereas,
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in addltion, In order to avolid overcompensation, products which qualify
for a productlion refund In accordance with Article 11a of Counclil
Regulation (EEC) No 2727/75 of the Councli{(1), as last amended by
Regulation (EEC) No 7/ (2), or the ald provided for In Article 11b
theroeof should not bs eligible for the ald;

vihereas the celling on the specific ald must take account of Income from
the sale of the cereals In questlon to the processing enterprises; whereas
such ceoilings must accordingly be less than those effectively lald down

for set-aside;

Whereas Councll Regulation (EEC) No 797/85(3), as last amended by
Regulation (EEC) No 3808/89(4), should be amended accordingly,

HAS ADOPTED THIS REGULATION :
Article 1

Article 1a of Regulation (EEC) No 797/85 |s hereby amended as follows:

a) The foltowing paragraph Is Inserted:

"3a. Member States may provide for a speclflc ald schemo for the use
of arable land for non-food purposes, these belng the manufacture of
products not destined for human or for animal consumption.

The following shall be eligible under the scheme:

- reciplents under the ald scheme provided for In paragraph 1 on
conditlon that the arable tand set aslde represents at least 30% of
the arable land of the holding In questlon,

- arable land on the holding which Is the subject of a set-aside
undertaking, extending to at most 50 ¥ of the area set aslde and on
condition that It Is sown to cereals, that the whole cereal
productlon of such areas Is Intended for non-food purposes and that,
where other areas of the holding are sown to cereals, the latter are
of a different specles from the abovementloned ceroals.

To qualify for the specific ald, producers must submlit a contract
concluded with a processing enterprise guaranteoing the non-food use of
the products In question within the Community.

(1) 04 No L 281, 1.11.1975, p. 1.
(2) 0J No L ....

(3) 0J No L 93, 30.3.1985, p. 1.
(4) OJ No L 371, 20.12.1989, p. 1.
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b)

c)

Contracts relating to conslignments which qualify for the production
refund provided for In Article 11a of Regulation (EEC) No 2727/75 or
the ald provided for In Article 11b thereof shall not be eliglble for
the speclific ald.

The specific aid shall be palid for a perlod of flive years from the
first supply of products to the processor In accordance with the
dellivery contract, with a possibility of cancellatlon after three
years."

The following subparagraph Is added to paragraph 4(a):

“The speclflc ald provided for In paragraph 3a to be pald per hectare
shall be determined In accordance with the crilteria laid down In the
first subparagraph. The maxImum ald shall be fixed at 70X¥ of the ald
provided for In the first subparagraph. For the areas In questlion, the
specific ald shall replace ald for set-aside."

In paragraph 7:

- the following words are Iinserted after 30 April 1988
“... and, In the case of the specific aid provided for In
paragraph 3a, before 1 April 1990,";

- the following indent Is added :

“— the speclal detalled rules on the granting of the speclflic ald
provided for In paragraph 3a, and In particular those on the
excluslion of certain uses, the determination of the celiling and the
minimum areas which may qualify for the ald, dellvery contracts,
controls Iincluding, where appropriate, checks on the processing
undertaking, and penalties to be laid down where obligatlons are not
complied with."

Article 2

This Regulatlion shall enter Into force on 1990.

This Regulation shail be binding In Its entirety and dlrectly appllicable
In all Member States.

Done at Brussels, 1990 For the Councll

The President
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FINANCIAL STATEMENT concerning i a proposal for a Regulation amending
Regulation (EEC) No 797/8'5 on improving the etficiency of agricultural structures

1. Budget heading : III B {ten : 390 Title : Set-aside of arable land

2. legal basis : Article 43 of the EEC Treaty

3. Classificaticon : Compulsory expendi tur cAooacxrx X Xxanmoermend X A KR

b, Purpose/description of the measure :

To permit farmers to channel part of their cereal production towards new outlets involving
non-food utilization.

5. Method of calculation
5.1 Fforn of expenditure :  reimhursement of part of the national expenditure

3.2 Comaunity contribution : 60% or 25% as appropriate

5.3 Caleulation @ [t 95 anticipated that the EAGGF contribution to the cost will bo:

1990: 0,5 million tonnes x ECU 30,2 mitlion (1)
1991: 1,0 million tomnes x ECU 30,2 million
1992: 1,5 million tones x ECU 30,2 million

ECU 15,1 million
ECU 30,2 mitlion
ECU 45,3 million

" n u

6. Ffinancial inp]icatiolj‘as regarcs oper:ling appropriations
6.1 Cchedule of coneitment appropriations and payment appropri:tions (ECU million).

1860 15,1
1491 0,2
1992 45,3
1593 45,3
1394 45,3
following years 45,3
futal 226,5

b6.2 tinsncing during current year .
Financing possible on the basis of appropriations entered in Chapter 39 of the 1990 draft budget.

7. Observations :

(1) 1 million tornes of cereals is produced on approximately 220 000 hectares.
The average aid paid under the set-aside arrangements is ECU 400(B)/ha.
The aid for this measure will therefore be 400 x 70% = ECU 280(B)/ha.

The average rate of reimbursement from the EAGGF will be 49%.

Per million tonnes of cereals, the cost tochapter 39 of the EAGGF will therefore be
220 000 ha x ECU 280(B)/ha x 49% = ECY 20,2 mitlien.




Impact on business - SME

industrial set-aside optlion

The proposal |Is desligned to encourage farmers to find new markets for
ceroals. Thls Is dons by paylng a premium per hectare to farmers who
participate In the scheme; the Income will enable them to sell cereals at
very advantageous prices to Industrlial processors. This Is expected to
accelerate the development of now outlets which are technically feasible,
but which are only developing slowly or not at all.

The effect on omployment |Is expected to bs positive especlially In the long
term.

This type of ald scheme poses a particular risk of fraud, so there wilil be
administrative controls on participant farmers. On the other hand, the
scheme Is a voluntary onoe and the farmers wlil be aware of these controls

baefore making a decision on participation.
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