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PRELUDE

Olive oil is nearly totally produced and consumed in the Mediterranean region, three quariters in the EU.
However, demand of olive oil is expanding worldwide, especially in wealthy countries because of its healthy
image. Driven by changes in world trade policies and technology, ‘third’ Mediterranean countries have a new
opportunity for growth, reducing both poverty and migration, but they could become competitors of the LU

producer countries.

This is a case of possible contradictions between the international trade philosophies of a globalized open
market and the Euro-Mediterranean space of cooperation.

The EU believes that olive oil could become a key-activity for the market-based cohesion objectives outlined in
the context of the Euro-Mediterranean space of cooperation. The EU and ‘third’ Mediterranean countries should

work together to optimize world market increase, employment rise and environmental preservation. This outlines
the necessity of a concerted multilateral decision process between the EU and ‘third’ Mediterranean countries to
define the playing fields of competition and complementarities between their different production patterns.
Otherwise the existing gaps could be exacerbated.

In different papers the EU emphasized the role of technology has to be emphasized as pivotal for these purposes:
it needs lo address job-sharing and environmental objectives, examining the option of product and market
differentiation without excluding strategies for. the comtrolled mobility and training of the labour force
throughout the whole Mediterranean region, reports say.

This should enable the expected Euro-Mediterranean policy of co-development to optimize the potentialities for
sharing growth and jobs all around the basin, targeting both market and technological prospects towards
objectives of social justice and equity.

The EU faces potentially cataclysmic changes in 2004, as it undergoes the largest expansion since its
creation in 1937 to include eight new countries from central and Eastern Europe, plus Cyprus and Malta.
There will also be major institutional transformations as a new European Commission takes office, the
European Parliament holds elections, and the cumbersome voting procedures set out in the Treaty of Nice
take effect. Faced with these changes, it is no wonder that there is widespread anticipation of legislative
paralysis as the changeover at the Commission and the parliamentary elections leave a five-month
legislative hiatus.

Even if legislative activity continues within the Council of Ministers, the enlargement of the Union will
have serious implications for decision- making. The potential difficulties were already apparent in 2003,
when divisions erupted between both current and future member states regarding the war in Irag; over
whether to sanction France and Germany for failing to respect the Stability and Growth Pact; and over
plans for a new constitutional treaty aimed at avoiding legislative stalemate in an enlarged EU.

The coming year will be a time for healing these divisions. Although these disputes will not be laid to rest,
the Irish and Duich EU presidencies (which will take the helm of the EU in the first and second halves of
2004 respectively) will at least make headway in learning how to manage the consequences of these
divisions. The Irish government embarked on its presidency fully recognizing that one of their main goals is
to avoid institutional gridiock - -

It is clear, though, that there will be a slowdown in legislative activity. As a result, this year provides
businesses with a unique opportunity to step back and reflect on what they actually want from the EU
institutions and the European market. This could be particularly important in the run-up to the spring
European Council (March 25th-26th), which will review the EU's progress in meeting the so-called Lisbon
objective of transforming the EU into the most competitive economy in the world by 2010. Getting the
Lisbon process back on track is one of the major goals for 2004, according to the Commission and both the
Irish and the Dutch presidency, but only industry probably knows how best to do it.

Enlargement becomes a reality |

On May 1st 2004 the EU will see the largest expansion in its history 1o encompass ten new countries and
nearly 80m new citizens. The enlargement of the Union to 25 member states will create obvious difficulties

6
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for decision-making. It will also add new dimensions to EU policy debates, as a result of the different
challenges facing businesses in the accession countries, notably with regard to less developed customer
bases, serious weaknesses in infrastructure and evolving economies.

The admission of the new members will still leave four applicants outside the EU: Croatia, Bulgaria,
Romania and Turkey. Bulgaria and Romania are aiming to join the EU in 2007 and the LU accepts this as
a target. To prepare for EU entry by this date, the Commission recommends thal the two countries aim to
be ready to sign a joimt accession treaty in 2005, so further progress this year is crucial. However, whether
this timetable is ultimately agreed could depend as much on the ability of these two countries to adjust their
economies as on the success of the EU in adapting to the ten new members joining this year.

Croatia handed in its membership application in February 2003 (Macedonia is expecied to follow suit
t early this year). The Commission is now drawing up an official "opinion"” on its membership prospects,
which should be ready by March 2004. Equally challenging is the commitment by the EU to agree by the
end of this year on a date when formal accession negotiations will commence with Turkey. This is an area
where the new members may not feel the same responsibility as many of the older ones, since they did not
sign the first association agreement with Turkey that in 1970 recognized its right to join the EU.

In 2004 the EU will also make real the concept of "new neighbours” unveiled by the Commission in a 2003
communication that highlighted how the external borders of the enlarged EU will soon reach countries
such as Ukraine and Russia. To flesh out new policies, notably relating to border conirols and the free
circulation of goods, the EU is aiming to adopt by June action plans for a number of the Union's new
neighbours.

"'ll_l_*-d'_l--'lﬁ--'rﬂﬂrﬂﬁl'lﬂ-. LT IS
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Chapter 1
Introduction

1.1 The Euro-Med Agreement

The Eumpean community has stepped its technical and financial cooperation with
Lebanon since the signature of the Economic, Technical and Financial Cooperation
Agreement between the European Community and Lebanon on May 3, 1977. This
Agreement provided the legal basis enabling Lebanon to benefit from Protocols of
technical and financial co-operation from the European community. The Cooperation
Agreement had an unlimited duration and was implemented through financial protocols
negotiated every five years. Four financial protocols were signed between 1977 and 1992.
In addition, the agreement eliminated Customs duties on a preferential basis for industrial
goods. Certain local goods were exempt duties and quotas, and were given free access to
European Commonwealth countries'.

Euro-Mediterranean partnerships have been established by the 27 Euro-Mediterranean
Ministers of Foreign Affairs, held in Barcelona on the 17 and 28" of November 1995.

This initiative, aiming at setting a context for sustainable and dynamic relationship
among all the countries around the Mediterranean Sea is referred to as the “Barcelona
Process”.

Partnerships are of mutual interest. They are necessary to the European Union which is
not able to maintain its prosperity and pursue its integration far from the context of
prosperity and stability of its neighbors. In retumn, the access to EU markets, investments
and transfer of know-how, will help the neighboring to EU countries to expand
businesses.

The Association Agreement between the EU and Lebanon has been signed in the 17" of
June 2002 and rectified by the Lebanese and European parliaments on December 2002
and January 2003 respectively. The Interim Agreement is effective since March 2003.

The EU-Lebanon Agreement” will result in the complete removal of Lebanese duties on
EU Industrial and processed agricultural products 12 years after its entry into force
(estimated free trade 2014). Mainly, and beside other advantages related to instigating
formally a political and economic dialogue between both parties and facilitating access to
markets for different sectors, the Agreement offers Lebanon substantial concessions for
~ 1ts agricultural and processed agricultural exports to EU immediately upon entry into
force of the Agreement, and offers concessions on EU agncultural cxports five years
from entry into force the Agreement, in Particular’:

For the first five-year period of the MEDA 1 Program, the €4.685 billion of MEDA
funding was to be supplemented by access to €2.31 billion of bilateral aid from the -
European Investment Bank. By the end of the MEDA I Program, only €3.47 billion had

actually been allocated to the various budgets, with €2.944 being allocated to national

' Dr. Kamel Abdullah — the I_mpact of the Euro-Med agreement on Lebanese Companies, presented at the
opportunities in Lebanon Conference; Session Opportunities and Trade, June 26, 2003

chanun s Country Strategy Paper 2002-2006
* Dr. Kamel Abdullah — the Impact of the Euro-Med agreement on Lebanese Companies, presented at the
opportunities in Lebanon Conference; Session Opportunities and Trade, June 26, 2003
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expenditures. Actual expenditure, however, had only amounted to €890 million - just 26
per cent of the committed allocations. Morocco, Tunisia and Jordan benefited from
structural adjustment funding, Egypt obtained support for job creation and for the
provisiton of social funds, Lebanon was aided to revive its administration and Morocco
received support for rural development. Syria received $12 million-worth of aid to
improve domestic competitiveness in the private sector. The European Investment Bank
had lent €3.5 billion to the Mediterranean between 1992 and 1997, of which the major
portion was committed under the Partnership. The funds were mainly in the form of long-
term loans, but there was also some risk capital made available. In 1998, for example, the
Mediterranean received €886 million, €86 million of which was risk capital. The bank’s
overall commitments during the same year totaled €4.41 billion, of which €358 million
was 1n the form of risk capital. In 1999, of the €810 million committed to the region,
€335 was devoted to the industrial sector, €150 million to SMEs and public
infrastructure, €125 million to water and €200 million to the environment, the energy
sector and to chemical industry. The main beneficiaries were the West Bank, Jordan,
Tunisia, Egypt and Morocco — all states which had made significant progress towards

effective economic restructuring.
Thus, this particular study will cover the following objectives:

- Reminding on the Euro-Med agreement advantages

- Positioning the Olive oil sector in Lebanon

- Studying the process from harvesting to production along to markets in Lebanon,
the EU countries and the world

- Studying the quality standards and norms adopted in Lebanon and in Europe for the
Olive O1l Production .

- Studying the export and import trends, consumption and price trends in both
Lebanon and the European countries

- Analyzing the tariffs in both Lebanon and Europe

- Developing a Lebanese strategy for the Olive oil sector

1.2 Non-Technical Summary |

T_he EU partnership offers an integration of the Lebanese economy in the EU and
vice versa

The EU partnership seek “Deep integration”— explicit actions by governments to reduce
the market segmenting effect of domestic regulatory policies through coordination and
cooperation— which is becoming a major dimension of some regional integration
agreements. Health and safety regulations, competition laws, licensing and certification
regimes, and administrative procedures such as customs clearance practices can have
effects analogous to no tariff barriers (NT Bs) to trade, even though the underlying intent
‘may not be to discriminate against foreign suppliers of goods and: services. Often
Integration can be pursued unilaterally through decisions by governments to recognize a
partner’s policies or to adopt a partner’s regulatory -stance in specific areas
(harmonization). But deeper integration may also require far-reaching cooperation and
“sharing” of sovereignty. It is often misconceived with preferential agreement.

A key question in evaluating the justification for preferential trade agreements (PTAs)
jfrom a multilateral trading system perspective is the extent to which formal
Intergovernmental agreements are fechnically necessary to achieve the deep integration
necessary to promote greater contestability of markets. The more this is so, the stronger

9
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the potential case for pursuit of regional integration. Another question that is relevant in
evaluating the case for regionalism is the extent to which actions taken in the PTA
context to reduce market segmentation can be and are applied on a nondiscriminatory

basis. If PTA-based deep integration innovations to reduce transactions or market access
costs extend to nonmembers as well as members of a PTA, this increases the
attractiveness of regionalism as an instrument of trade and investment policy reform.

Partly by necessity, partly by design, the EU’s trade policy has been “walking on two
legs” since its early days: multilateral liberalization and regional integration. The long-
standing pursuit of deeper integration and enlargement, and the involvement in regional
preferential agreements makes the EU’s experience unique. Another unique feature is the
institutional set-up. While largely prepared by the

Commission, major decisions are taken by the Council (for trade in goods) or
competencies are shared between the Union and the Member States (as with services).
However, the negotiation and decision making process is not different between the areas
of mixed or exclusive competence. Centralization of most decisions on foreign trade
policy at the EU level is necessary to ensure the functioning of the internal market.
Centralization should, in principle, strengthen the EU’s position in international trade
matters.

Whether a strong negotiating position is a good thing for its trading partners depends on
the position the negotiating “club” is taking, for instance, whether it pursues an inward or
outward looking agenda. In addition to the size of the club, its “quality” matters: if club
members push different views, slow decision making or paralysis could be the
consequence. |
Internal integration in the EU has progressed in waves and the integrated trading area has
expanded from the original six to the current fifteen countries. The single market program
was the latest initiative to remove the remaining obstacles to trade. Overall, access of
third countries has improved over a wide range of sectors and products. National quotas
have been removed and only a few been replaced at the Union level, barriers to
establishment have been lowered and most services are undergoing major liberalization.
Overall, the parallel, interactive nature of external liberalization and internal integration
- has to be emphasized. However, there are still areas which continue to be strongly
sheltered at the national level, largely because policy changes occurred only recently,
Ths is the case, for example, for public procurement and professional services. In other
areas, policy changes at the EU level have been timid or non-existent so far. Examples
are liberalization efforts concerning postal services, energy or railways, even though
some Member countries have made considerable progress in raising competitive
pressures in these sectors. Also the internal market is not entirely in_place, with company
law being an important area still to be dealt with. Overall, both potential external and
internal competitors suffer to the same extent from these shortcomings. There are,

however, exceptions: the banking, insurance and investment services directives include a -

reciprocity clause, which has never been invoked, and the public procurement directives
contain a small Union preference. -

Following a period of relative quiescence, the number of regional trade agreements has
risen considerably in the past decade (27 countries were covered in 1970, but close to 100
currently), with another 40 countries receiving unilateral concessions under the General
System of Preferences. They provide for different levels of trade liberalization, from deep
integration in Europe over bilateral preferential agreements down to non-reciprocal

agreements with many African, Caribbean and Pacific countries. Apart from reaping the
10
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gains from freer trade, political concerns have also provided a strong impetus to the
proliferation of trade agreements. Indeed, especially in Europe and the surrounding area,
trade agreements are part of a broader political agenda, which aims at creating a large,
prosperous, stable and democratic area. ‘Co-operation is not limited to trade, but also

includes a considerable amount of funds flowing from the EU to its partner countries.
Countries outside the EU’s regional agreements have often voiced concerns about the

posstbility that trade diversion could outweigh trade creation -- an inherent possible
problem in any free-trade area arrangement. While the GATT provides guidance --
agreements must free “substantially all trade” and external trade barriers ought not to be
raised -- it has always been difficult to reach agreement on the conformity with GATT
requirements, or on the compensation for changes in bound tariffs. On the other hand,

none of the agreements has been disapproved explicitly. Assessing the economic effects
empirically 1s also a dithicult 1ssue, as the counterfactual state of the world without

regional agreements is not known.

An assessment based on manufacturing sector import penetration ratios suggests that,
since 1970, internal import penetration rose somewhat faster than external import
penetration, while the share of domestic production in apparent consumption fell. Double
trade creation (internal and external) does not, however, permeate all sectors and regions.
Notable exceptions are the food, drink and tobacco industries and non-ferrous metals,
while external import penetration rose considerably in the textile, footwear and leather
sectors, despite heavy protection. Overall, any bias against extra-EU imports was
probably minor. Also, other trade indicators do not suggest that the Union is an outlier
(its share of trade in GDP is higher than that of the United States or Japan, for instance)
and 1t 1s also difficult to find evidence of diversion of foreign direct investment. This is to
be expected, because external protection in the manufacturing industries was already low
in the early seventies and the internal market for goods fairly well integrated.

At the bilateral level, the EU has signed EMAs with Tunisia, Israel and Morocco. Similar
agreements are still being negotiated with Egypt, Jordan, Lebanon and the Palestinian
~Authority. As with some of the eastern European countries, accession negotiations will

soon start with Cyprus and a customs union has come mto force between the EU and
Turkey. ST

The main ﬁatures of the EMAs are the follaw:ng | |

. progressive elimination of all tariffs on industrial goods over 12 years However most

manufactured exports from these countries already receive preferential customs treatment

~both by virtue of the GSP and of the existing bilateral agreements, whereas the current
_heavy protection against manufactured imports from the EU will have to be dismantled:

.gradual and limited trade liberalization for agricultural products with 'substantive

- discussions only by the year 2000. Mediterranean countries’ agricultural exports to the |

EU will not receive more favorable treatment in the shnrt run w1th some exceptlons |
_where additional preferences are envisaged;

. concerning services, EMAs simply refer to the obligations of each party under the GATS
Mediterranean countries made very limited commitments under the. GATS, subjecting
some & per cent of their service sectors to national treatment and market access

principles, as compared with 26 per cent for the EU;91 measures to liberalize the right of
_establishment do not go beyond WTO commitments except for Lebanon;

. the EMAs envisage the adoption and application of the basic EU competition rules, a
progressive elimination of non-tariff barriers, and harmonization of safeguard and anti-

11
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dumping provisions within five years.92 during the transition period WTO rules with
respect to countervailing duties and anti-dumping legislation will remain applicable. State
aid for disadvantaged regions would have to be compatible with EU competition rules.
EMAs generally refer to commitments of the Agreement on Trade Related Aspects of
Intellectual Property rights (TRIPs). For non-WTO members, the legal framework would
have to comply with WTO requirements both in terms of scope and enforcement with a
transition period envisaged. Even though in principle Mediterranean countries already
have duty-free access to EU markets for manufactured goods, in practice rules of origin
may be such as to require the use of EU inputs in order to benefit from duty -free
treatment.

Furthermore, the absence of binding commitments in the areas of FDI and supply of
services, the exclusion of government procurement and the maintenance of anti-dumping
and broadly worded safeguard provisions imply that the EMAs do not go sigmficantly
beyond existing multilateral (WTO) disciplines.

The Commission considers that a substantial increase in financial support for the
Mediterranean countries is necessary to achieve the objectives of its Mediterranean
policy. Financial support should aim at helping the process of economic modernization
and restructuring of those countries prepared to open their markets in the context of new
EMAs and support structural adjustment in countries less advanced in this process with a
view to preparing them for entering into free trade with the Union. The Community’s
financial support will also focus on the strengthening of north-south economic and
financial co-operation, and among southern and eastern Mediterranean countries
themselves. For the 1995-99 periods, ECU 4.9 billion is being allocated in grants from
the Community budget, plus loans from the European investment bank. By comparison,
for the CEECs, an envelope of ECU 6.7 billion has been approved by the European
Council. |

1.3 Integration Schemes

Lebanese imports from the EU were valued at € 3 billion in 2000, accounting for 44% of
total imports. Lebanon’s exports to the EU reached € 156 million, or 20% of total
exports.

Under the 1995-2000 MEDA I Program, Lebanon received grant commitments totaling
€ 166 million, placing it among the leading per capita beneficiaries of EU assistance to
Mediterranean Partners. In addition, Lebanon has received some € 80 million in grants as
humanitarian assistance, and for various social and environmental actions. Indicative
funding for grants under MEDA II amounts to around € 75 million for the period 2002-
2004,

Clusters under negotiations are:

1. Achieving a full set of association agreements

Euro-Mediterranean association agreements are at the core of the Barcelona process. The
Barcelona declaration aimed that the EU will conclude such agreements with all -
Mediterranean partners (with the exception of the accession candidates Cyprus, Malta
and Turkey, with whom first-generation association agreements already exist).

Association agreements with Egypt, Syria, Lebanon, and Algeria have still to be signed
and ratified.

12
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2. Completing the Euro-Mediterranean free trade area
Being one of the most crucial policy objectives of the Barcelona process, the free trade

area should be 1rreversible by 2010. Free trade must not only be established between the
EU and the Mediterranean partners but also among the partners themselves (south—south
integratton). The removal of trade barriers will create larger markets, which will serve as
a strong incentive to make the region more attractive for foreign direct tnvestment.
Capital inflows, in turn, will foster the desired economic growth in the Mediterranean.
Accumulation of rules of origin could serve as leverage to increased intraregional trade.

3. Making agriculture an issue

Agriculture is a topic of great importance to both the EU and its Mediterranean partners.
So far, the discussion of related topics has mainly taken place in the framework of
negotiations of association agreements, reflecting the high dependency of the
Mediterranean partners on agricultural exports. Deeper economic integration, however,
will require a broad discussion of agricultural policies among the 27 partners. On both
sides of the Mediterranean, the agricultural sector is subsidized.

In order to bring about an increased exchange of goods, there must be a coordinated
approach to tackle this highly sensitive issue with all its economic and social dimensions
taken into consideration. o

4. Continuing structural adjustment
The long-term objective of the Barcelona process is to create open economies by the
Opening-up of markets, the elimination of trade barriers, and other improvements in the
freedom of movement. Fiscal, administrative and legal reforms as well as deregulation of
public services need to be accelerated in order to raise the level of foreign direct
investment in the southern Mediterranean economies. |
In order to foster economic transition in the region, the partners have agreed to harmonize
certain single market-type measures. This will accompany tangible and sustainable
structural economic adjustment in the partners. The EU will continue to support these
reforms with technical assistance and financial aid (MEDA). -

S. Building cross-boundary infrastructure networks

Integration of the 27 partners must be expanded to the field of infrastructure. Closer
cross-boundary cooperation in the fields of telecommunications, energy and transport 1s a
crucial prerequisite for deeper economic ties. To this end, the EU will support fewer but
bigger projects, such as transnational gas pipelines, the link-up of motorways, and the
connection of electricity grids through a mix of financing. | | |

6. Making MEDA more efficient - .
Bas:efti on the experience of the past five years, the EU is currently in the process of
revising and reforming its procedures for the execution of its Mediterranean policy. The

centerpi?ce ot a reinvigorated Barcelona process will be the MEDA 11 regulation. Amon g
f)ther things, it will entail a streamlining of internal decision-making processes and
improved planning of programs and projects.
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7. Concluding and implementing the Euro-Mediterranean Charter for Peace and
Stability |

The 27 partners should conclude negotiations on the charter as soon as possible which
will mnstitutionalize the mechanisms of political dialogue to promote and preserve peace
in the region. Within the framework of the charter, human rights and democracy should
acquire greater prominence in the partnership, including stronger support for NGOs and
an expanded MEDA Democracy program. However, the implementation of the charter
will be highly dependent upon a breakthrough in the Middle East peace process.

8. Reinforcing the political and security partnership

So far, the first chapter of the Barcelona process has only brought about relatively ‘soft’
forms of cooperation to build confidence. After a breakthrough in the Middle East peace
process, the partners should also consider deciding ‘hard security’ measures. In the long
term, these might include sharing of information on military capabilities, demining, joint
peacekeeping, mutual monitoring of military exercises and verification missions.

9. Increasing cooperation in the people’s dimension

In the fields of justice and home affairs a new regional program will be introduced,
addressing the following issues:

* right of asylum and activities in favour of refugees;

* illegal immigration including trafficking in human beings;

* status of legal immigrants and other questions relating to migration;

* organized crime. |

In the cultural field, further programs such as Euromed Human sciences are in
preparation.

The social dimension of the Barcelona process will also be taken into account through a
new program.

10. Bringing the Middle East peace process forward -

A more successful implementation of the Euro- Mediterranean Partnership has often been
hampered by the lack of progress in the peace process between Israel, the Palestinians,
Syria and Lebanon. The EU remains committed to support for a just, comprehensive and
lasting peace in the Middle East and is actively supporting the process, notably through
its special envoy for the Middle East peace process, as well as by being the largest aid
donor to the Palestinians. Once a comprehensive breakthrough is achieved, the Barcelona
process will serve as the framework for a series of post-conflict activities. The political
and security partnership will particularly benefit from such a development as it will
finally be able to assume the key role assigned to it at the outset. Activities could include .-
conflict prevention

?md early warning of crises, as well as post-peace rehabilitation of affected areas and
Increased cross-border cooperation. |

11. Integrating northern Mediterranean partners into the EU
Three of the 12 Meditetranean partners have the status of membership candidates, with
Cyprus already being fairly advanced in the accession process and Malta having just

joined negotiations in 2000. Turkey was awarded that status in December 1999.
14
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Depending on their preparations for future membership, these Mediterranean partners
will be joining the EU, with the positive side effect of a stronger Mediterranean
orientation of the Union as a whole. Their accession to the EU will without doubt have a
stimulating effect on the political dynamics of the region, with economic growith,
democratization and regional integration increasing and growing stronger.

12. Enhancing visibility and ‘ownership’

The Euro-Mediterranean Partnership must become more visible and known in the Euro-
Mediterranean region. As a consequence, information and public relations efforts need to
be increased. Part of such an enhanced communication strategy must be the attempt to

create a sense of ‘ownership’ of the Barcelona

Main Clusters under Consideration:

Political dialogue, human rights. The Agreement formalizes political contacts between
Lebanon and the Union at all levels, from officials to government ministers. It binds
Lebanon to respect for the principles of human rights, and for democracy.

Agriculture. For Lebanon, it offers important concessions in agricultural exports to EU.
EU has agreed full liberalizatton (no duty, no quota) for all Lebanese agricultural
products, with a list of exceptions covering sensitive areas of EU domestic agriculture.
This list (for the main part: olives, olive oil, table grapes, wine, potatoes, pears, apples,
garlic, tomatoes) sets out individual zero duty tariff quotas for each product group, with
an annual increase. These concessions apply immediately the Agreement comes into
force. For the EU, Lebanon has granted a range of reciprocal concessions in the form of
tanff reductions. These are particularly important where high tariffs (generally, from 35%
to 70%) are currently applied. The EU will thus gain from lower duties on such items as
meat, milk, eggs, cheese, potatoes, tomatoes, garlic, various vegetables and fruits, and
quality wine. The tariff reductions will take place five years after entry into force of the
Agreement. The situation will be reviewed five years after entry into force of the
Agreement.

Processed agricultural products (PAPs). Each side to make significant reductions in
duties. EU is to remove duties completely and immediately, on entry into force of the
Agreement, on a wide range of food and other processed farm products from Lebanon,
and has maintained the agricultural element only on a restricted list of goods (including
buttermilk, cream yoghurt, sweet corn, margarine, fructose, some malt, flour and cocoa
products; pasta; tapioca; ice cream, certain alcohols). Lebanon is to remove duties
completely on some 120 product groups from EU, and to make 30% tariff cuts to some
100 product groups (such as yoghurt, margarine, chewing gum, sweets, cocoa, chocolate,
biscuits, sweet corn, certain potato products, ice cream, mineral water, beer). Tariffs on

most EU cheeses are to be reduced to 20%. These tariff reductions are to be phased

gradually, from year six to year 12 of the transition period, after entry into force of the
Agreement (as for industrial products).

Free trade in industrial prﬁducts While EU markets have been duty and quota free to -
Lebanese industrial products since the 1978 Co-operation Agreement, the new
Agreement will see a gradual reduction in Lebanese tariffs on EU industrial products,
over a twelve year period, beginning immediately on entry into force of the Agreement,
with a five year standstill. Thus, tariffs will be reduced from years six to twelve, when
they will all be zero. At this point, free trade will exist in industrial products.
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Trade legislation. The Agreement contains commitments on the adoption of modern

international-standard economic legislation on competition (by five years after entry into

force), intellectual property protection, on anti-dumping and anti-subsidy, and on public
procurement. It requires the two sides to begin discussions on improved market access
arrangements for services one year after entry into force.

Rules of origin and regional cumulation. The Agreement makes it possible for
Lebanon’s trade partners to share production and to market jointly-produced goods in the
EU while maintaining preferential access, according to specific rules agreed by the two
sides. The Agreement grants Lebanon exemption from these rules for eleven products.
Economic and sector co-operation. The EU undertakes to assist L.ebanon in various
forms of co-operation to implement the Agreement, and to offset the short-term effects of
economic restructuring. This may involve modernizing the customs authority,
competition legislation, trade enhancement, strengthening the trade administration needed
to implement the Agreement, and to prepare for WTO accession, for improvement to
intellectual property agencies, and capacity-building in the area of standards and norms.
International rules on money laundering, on combating organized crime and illicit
drugs: the Agreement requires parties to respect international rules on money laundering,
on combating organized crime and illicit drugs, and on migration and re-admission issues
(for Lebanese and third country nationals).

Interim Agreement. The two parties are considering an Interim Agreement which will
immediately launch the trade-related aspects of the Association Agreement. This will
avoid the 3-4 year period required for ratification. It is tentatively expected that the
Interim Agreement could enter into force by mid-2002.

Evaluation of EU agreements with different countries: This evaluation of EC interest

subsidies and risk capital through EIB to Mediterranean countries reports satisfactory
results and high relevance to Euro Med Partnerships and to needs. However,
eflectiveness, impact and sustainability of these instruments could be increased

1.4 The Philosophy of Cooperation in Regards to Olive Oil

According to Matteo Bonazzi in  Euro-Mediterranean policies and olive oil:
competition or job sharing? (December 1996 -EUR 17270 EN) Demand on olive oil is
expanding worldwide, especially in wealthy countries because of its healthy image.
Driven by changes in world trade policies and technology, ‘third’ Mediterranean
countries have a new opportunity for growth, reducing both poverty and migration, but
they could become competitors of the EU producer countries.

This is a case of possible contradictions between the international trade philosophies of a

globalised open market and the Euro-Mediterranean space of cooperation,

Olive oil could become a key-activity for the market-based cohesion objectives outlined
in the context of the Euro-Mediterranean space of cooperation. The EU and ‘third> =
Mediterranean countries under the EU plan should work together to optimize world
market increase, employment rise and environmental preservation. This outlines the
necessity of a concerted multilateral decision process between the EU and ‘third’
Mediterranean countries to define the playing fields of competition and complementarity

between their different production patterns. Otherwise the existing gaps could be
exacerbated.
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Fig. 1
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The role of technology has to be emphasized as pivotal for these purposes: it needs to
address job-sharing and environmental objectives, examining the option of product and
market differentiation without excluding strategies for the controlled mobility and
training of the labour force throughout the whole Mediterranean region. This should
enable the expected Euro-Mediterranean policy of co-development to optimize the
potentialities for sharing growth and jobs all around the basin, targeting both market and
technological prospects towards objectives of social Justice and equity.

The Mediterranean region has been so far the most important producer and consumer of
olive oil: its share of world production and consumption accounts respectively for about
97% and 91%, in which the southern EU countries take the lion’s share, approximately
three quarters of world production and consumption .
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The world olive oil market is worth about $2.5 billion, and provide Mediterranean
farmers with a quarter of their income (The Economist, 07.1X.1996); olive oil generates
in the Mediterranean direct income to about 7 millions of families and indirectly to 30-35
millions of families in less favourable areas (COI Papers, 1985-1995). The employment
share of southern and eastern Mediterranean countries (SEMC) accounts for about 72%
while their world production share does not exceed 20%. The respective shares of EU
producer countries are the converse, accounting for 28% of the employment in the basin
and 76% of the world production.

Driven by its increasingly appreciated very good health profile, olive oil is witnessing
worldwide a remarkable rise demand, concentrated in wealthy markets.

Some SEMC (Tunisia, Morocco, and Syria) are investing heavily in the olive oil sector,
but remain technologically dependent on the EU producer countries. These latters are
strongly raising their productivity and quality through technological innovations,
improving both environmental and competitive profiles of the production patterns,
reducing dramatically the employment. |

The question is clearly put on the objectives: driven by favourable market and
technological prospects, the SEMC could increase both oljve oil productivity and quality.
On the one hand this would open to them a new opportunity for gaining remarkable
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market shares, fixing rural populations, reducing poverty and thus alleviating the
migration dynamics; on the other hand the SEMC could provide competition for the EU

producer countries.

Fig. 3

Nlediterranean shares of olive oil production
and employvment

ap
Tﬂ T A, ".:' .
i)
80 Ry
50
ey
“w 40
O SELK
30
20
10 ;
ey
0 By ,_’.__7'.":;3,3.";-23 . ’
Production - Employment

* (Source: Mr Abmed Touzani, Conseil Oleicole International {COIl) - personat
communication, Food for Thought, The Economist, Tth Septamber 1996)

Once again, the issue of agricultural trade created well-defined splits within the European
Union over the Partnership, even though agriculture, at present, does not fall within the
ambit of the association agreements. The intra-European spiit was not merely over the
question of the political significance of the agricultural sector within domestic
economies, it was more a question of direct product competition that exercised
governments and lobbies. Thus olive oil, tomatoes and rice were the commodities that

most exercised agricultural leaders in Europe and will again, as the negotiations on
agricultural trade continue.

France is Europe’s largest agricultural producer and is also susceptible to South
Mediterranean competition. It was, as a result, very sensitive to the implications of
agriculture being included within the Partnership economic arrangements. However,
unlike other Southern European agricultural producers which seek to retain the quota
system for agricultural exports to Europe — although French officials would be
sympathetic to such an arrangement over Morocco, particularly for citrus fruit ~ France
would be prepared to make concessions in negotiation. Interestingly enough, the French
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government appears to be prepared to do so without prior agreement from its powerful
agricultural lobby, an approach that seems certain to cause domestic protest!
Spain and Italy are more directly affected by the agricultural question. For Spain, the

largest agricultural exporter in Europe,’ Moroccan fruit and vegetables — tomatoes,
potatoes and strawberries, in particular — offer a direct challenge, not least because the

harvesting season occurs just before that in Spain. Spanish agricultural producers also
feel that the Moroccan government does not fully observe existing restrictions — or,
indeed, production standards — and they therefore fear that a more liberal regime will
allow for greater abuse. They also feel that European states not affected by this problem
discriminate against Spain and are not prepared to share the burden of agricultural
liberalization equally. There is particularly strong feeling over the question of fisheries
access In Moroccan waters, where Spain feels victimized by relative European
indifference. Interestingly enough, there are not similar concerns about Tunisia in Spain,
despite the fact that the two countries are direct competitors in terms of olive oil.

Italy’s anxieties over agriculture, particularly over Egyptian rice and Tunisian olive oil,
have been mentioned above and will continue to dog the negotiations over the
liberalization of agricultural trade. There has, however, been little public debate on the
issue in Italy, despite the opening of negotiations. Nonetheless, the producers’
association, Confagricolti, has indicated that it does not believe that a holistic approach to
the issue is appropriate. Instead it would prefer selective quotas imposed on a country-by-
country basis. It is unlikely that Northern European states would accept this.

This rejection of Italy’s approach reflects the fact that Northern European consumers can
only be the beneficiaries of liberalization in agricultural trade whilst Northern European
producers will not be directly affected — their problems will come with the advent of
former Eastern European states to the Union. Britain, therefore, has little concern about
the issue, although, because of lobby pressure, Germany has expressed anxieties about
specific products — potatoes and non-traditional exports, such as cut flowers — in the past.
The German government, like the Benelux governments, is sensitive over these issues
today and will, no doubt, make these concemns clear in the negotiations. In the
Netherlands, for instance, horticulturalists have expressed anxieties over full agricultural
liberalization, aithough they would accept gradual relaxation of quota arrangements. On
the other hand, the wider Dutch public, like the public in Finland, anticipates consumer
benefit in terms of declining agricultural prices as a result of expanded competition
through the unrestricted access of South Mediterranean agricultural produce to the
European market. Portugal, too, interestingly enough, does not have a major problem
over agricultural trade liberalization, partly because economic restructuring there has
significantly reduced the role of agriculture within the Portuguese economy.

1.5  What does the Euromed partnership Agreement Entails?

% Agricultural Products
» Exports

- All are duty-free with the exemption of 25 items, namely flowers, sugar and
chemical sucrose, and wine from fresh grapes
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!

» Imports

- Gradual reduction starts in year 5. Applies to some 100 items

- Highly protected items retain the minimum and/or the excise duty with a tariff
reduction of 20% (e.g. meat, fruits) and 30% (e.g. milk, fresh cheese)

- Premium wine is subject to 50% tariff reduction
- Tariff rates on most juices decreased from 40% to 28%
- Tanff rates on flower buds, cut flower and other plant parts will be reduced to 30%,

till year 6, down to 22.5%

= Agro-industrial Products
» Exports
- Some 190 items, which comprise 86% of the total products, will be able to enter

EU markets without any duties (e.g. mineral water, malt beer, cocoa, alcohol, and
bread)

» Imports
- List 150 items already include 35 items which enter at 0% |
- Excise duty and/or minimum duty will be retained on 32 items (e.g. seaweed and
preserved vegetables including olives and olive oil products)

+ Industrial Products
>  Exports
- Enter duty-free

» Imports |
- Receive five years grace period before the elimination of tariffs to 0% by year 12

1.6  Importance to Open Trade |

Since 1999 Lebanon has been an observer to the WTO. In June 2001 it presented its
Trade Policy Memorandum for accession with the support of technical assistance funded
by USAID. The accession to the WTO agreements will have the effect of bringing
Lebanese rules on trade in goods and services, as well trade-related investment measures,
mto line with those of liberalized trading partners. This will facilitate its regional
integration with the EU and Arab Nations.
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Chapter 2
Positioning of the olive oil sector in Lebanon and Europe

Objectives and Methodology

2.1 Methodology

The core questions revolving around the specific problem of oil and olive oil with the
Euromed context, lies on how much integration the Lebanese government will allow.
Olive and olive oil products are within the exceptions covering areas sensitive to the EU
including potatoes, tomatoes, garlic, olives, citrus, table grapes, pears, apple and wine.
Lebanon has been granted a range of reciprocal concessions in the form of gradual tariff
cuts on EU agricultural exports, to be implemented five years after the date of entry into
force of the Agreement. Tariffs will be completely removed for all the products subject
to a 5% tariff and will reach a maximum of 30% reduction for all the other products. The
situation will be reviewed five years after entry into force of the Agreement.

The Olive and Olive oil sectors sensed to be targeted from both the Lebanese and
European industrialists and traders. The high quality of the Lebanese Oil, which depends
mainly on the excellent geographical location of Lebanon and its Middle Eastern
environment, pushed the European importers to mix Lebanese oil with theirs, and thus
importing high quantities of tons to be consumed in Burope. The Lebanese oil found its
way to allover the world during the last 7 years. The Lebanese Olive Oil traders are also
indeed of new channels such as European markets to sell their product,

Several research papers were done before on the impact of the agreement on key sectors
such as Industry, Agriculture and so on.
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Nevertheless, segmenting a sector to small sub-sectors will tolerate the situation and the

achievement indicators that could result from any study.
On the other hand, the impact is not only a trade one. It could be highly reciprocated with

resulted advantages on the technical, financial, and transfer of Know-how levels.

- On the technical side, one will need to evaluate what economic impact will this

integration have?

The aim of new research is primarily use a simple quantitative model of world trade. A

paper published by Bernard Hoekman World Bank and CEPR “Deep Integration,
Nondiscrimination, and Euro-Mediterranean Free Trade*”finds that the new Gulf
Cooperation Council (GCC) customs union and the proposed EU-GCC free trade
agreement (FTA) both expand trade and improve economic welfare in the GCC

countries, with little significant economic impact on the EU. The FTA leads to greater

-economic gains than the GCC customs union alone because it affords GCC consumers

wider opportunity to enjoy imports at duty-free world prices and provides GCC exporters
with preferential access to the lucrative EU market. Can we include the same for
Lebanon? -

Although welfare gains under the proposed FTA begin to approximate those under open
regionalism (concerted trade liberalization on an MFN basis), reducing the present 5
percent GCC common external tariff to about 3 percent as part of the proposed FTA
would better ensure near-maximum economic gains for the GCC countries. It would also
Petter ensure the attractiveness of the GCC countries to outward-oriented foreign direct
Imvestment.
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Knowing the scrutinized situation in harvesting of olive, production of live oil, standards,
markets, consumption and prices, custom duties and etc., will enable to measure the
impact properly.

As tariffs and related “traditional” trade barriers decline in importance, industries have
started to focus on the consequences of differences in regulatory regimes across countries
for their ability to compete. Regulatory regime differences may have consequences for
the degree to which the contestability of markets is enhanced following a significant
reduction or the complete elimination of trade control measures. Commonly mentioned
examples concern the prevalence of state owned or controlled industries/firms, the extent
to which governments subsidize the activities of domestic industry, and the competition
policy (antitrust) regime that applies. The greater the role of the state in the economy and
the more tolerant a government is of anticompetitive business practices such as cartels,
bid rigging and other horizontal restraints, the less impact a formal elimination of trade
barriers may have on the contestability of markets.

2.2  Limitations and assumptions

Reasons for the poor economic performance of the MENA countries are numerous and
complex, but an important element is their basic inward-orientation which has fostered
not only comparatively high protection but also inefficient domestic investment and
excessive government planning and regulation. Reversing this situation involves not only
lowering protection and encouraging outward-oriented foreign direct investment but also
fostering reforms to domestic economic policies and institutions to restore greater private
sector 1nitiative.

Nonetheless, per capita growth has been disappointing in the MENA countries, led in
particular by the negative per capita growth of different countries. Foreign investment is
somewhat higher in the GCC countries than the rest of MENA, it is concentrated mainly
in the oil sector, with little consequent benefit to diversification and expansion of
industry, or to employment. Recognizing the potential of further trade liberalization to
help improve their economic performance, the GCC countries converted their erstwhile
free trade area into a customs union in January 2003 and agreed to accelerate ongoing
negotiations of a free trade agreement (FTA) with the European Union.

2.3 Economic Hiddens

The manufacturing sector in Lebanon is a major contributor to the national economy. It
accounts for about 17 percent of Gross Domestic Product, employs over 150,000 people,
and generates about 80 percent of Lebanon’s exports. |

The Lebanese manufacturing sector has already survived the major economic and -
political challenges of the war years, and now is faced with new challenges, including;
modefnizing its plant and equipment in order to stay competitive in world markets;
updating management systems and practices; and dealing with human resource such as.-
work force development and the relatively high cost of Lebanese labor. |
Lebanese industrial exports are varied, indicating an ability to identify specific niches in
overseas markets. Historically, the three most important industries have been paper,
clqthmg, food products and consumer-oriented chemical products. Lebanon needs to
build on its apparent comparative advantages by aggressively seeking new export market
and at the same time bracing for the very decline of protection in line WTQO standards,

leading to intense competition for those domestic industries not able to match global
standards for price and quality.
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Lebanon is not likely to prove competitive in world markets for mass produced
manufactures, and it is not advisable to engage in manufacturing processes which are
energy intensive or polluting. Lebanese industry should seek product areas which
involve Flexible manufacturing and substantial value added in the form of techmcal
input, design and quality. Selling these features successfully even in regional markets
will place heavy emphasis on marketing skills.

Mapping the Cluster: Priority Products and Services

In the area of light industry, priority products are divided into two categories: Finished
products and inputs and raw materials. High potential finished products include
chemicals and derivatives (including cosmetics, soaps and detergents), clothing, textiles,
and furs, electrical instruments and equipment, furniture, medical/optical equipment,
watches, transportation equipment, paper and derivatives, rubber and plastic materials,
and shoes and leather. Growth-oriented inputs and raw materials products include
packaging (cartons), labels, Processing and packaging equipment, chemicals, plastics,
wood, fasteners, valves and pumps, electrical connectors, sheet metal, lubricants paints,
specialty processing (e.g., heat treating}, storage and warehousing, wholesale and retail
distribution, and waste treatment equipment.

A wide rage of high potential products were identified in the area in the area of agro-
industry-Finished products include Lebanese specialty food products (e.g., Mezza), jams,
honey, olive oil, juices, dairy products bottled water, grains and vegetables (fresh, frozen
and canned), fresh fish, confections, spices, tobacco products, vegetable oils, and
ornamental flowers. Agro-industry inputs and raw materials include packaging, canning,
bottling, labels, agricultural inputs (fertilizers, pesticides, herbicides, etc.), trrigation
equipment, processing chemicals and stabilizers, processing equipment, animal feeds,
storage and refrigeration, wholesale and retail distribution, food services, by-products and
waste treatment.

2.5 Cluster vision |

“Made in Lebanon” is an international standard of quality based on strong cooperation
among stakeholders (industry, government, research institutes, non-governmental
organizations, and universities) focusing on specialty light industry and agro-industry
products with high margins for regional and global markets provided by consolidated

Lebanese producers respecting the culture, family values and quality of life throughout
Lebanon.

A rapid analysis of Strengths, Weaknesses, Opportunities and Threats reveals the
following:

Key Strengths:

I. Location;

2. Free market economy;

3. Diverse climate; and

4, Multi-lingual, entrepreneurial, and skilled work force.

Key Weaknesses:

5. High cost of borrowing, therefore limited investment in this sector;
6. Lack of market information;

7. Weak export infrastructure;

25



THE IMPACT OF THE EUROMED AGREEMENT
ON THE OLIVE AND OLIVE OIL INDUSTRY

8. Lack of basic norms, regulations, and product standards; and

0. Limited variety of export crops and agricultural products for processing.
Key Opportunities:

10. Improve market information;

1. Target niche markets where Lebanon enjoys a competitive advantage;

12. Introduce basic health and certification standards for Lebanese products;
3. Upgrade product quality.

Key Threats:
14. Inertial/lack of action;

15. Environmental and health threats if clear regulations are not developed and
enforced; and

16.  Competitive threats if Lebanese producers do not enhance the quality of their
products
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Chapter 3
Background on. Olive and Olive Oil

3.1  The Olive Tree’

A “Myth”, an history that began 6000 years ago. The olive tree and the oil obtained from
its fruits are very ancient elements that have been accompanying the Mediterranean
Civihization since its birth, gaining important, deep and religious meanings.

The olive branch symbolizes peace, the trunk stands for fertility and prosperity, and the
oil represents the divine essence.

There are many ancient novels that prove and confirm the importance and the tradition of
the olive oil, “the noblest among the fats”, whose benefits were appreciated since
Homer’s times.

The most ancient growing of the “Olea Europea” has been discovered in the Southern
Caucasus, west of the Iranian Plateau, in Syria and Palestine. The cultivation then spread
to the Greek Islands, above all the Rhodes, Cyprus and Crete. Then through the Greeks it
reached all the Mediterranean countries, where it found the greatest expansion.

The Phoenicians helped spread the olive tree and they taught the people they visited
during their periodic commercial journeys how to gain the oil from its fruits. -
After it reached the Greek settlements in Southern Italy, the Romans extended the olive

tree cultivation first to the rest of Italy and subsequently to the conquered territories: the
Province and the Iberian Peninsula.

Today, the olive growing area extends between the 30" and the 45" Northern Parallels.

Olives are also grown in Northern Indla, in Argentina, Mexico, Peru and the United
States.

3.2  The Olive Fruit

This fruit has the epicarp (peel), the mesocarp (pulp) and the endocarp (stone) that
~ contains the seed.

As its right maturation point the peel becomes brownish-red.
The olive contains:

Table 1: Olive fruit Components

Oil 15-20 %
Walter 30-60
Sugars 19
Fiber | 5.8
Proteins 1.6
Ceneri 1.5

. Hlstory text taken from Coppini Arte Olearia - http://www.coppini. it/history.html
www.coppini.it/olive.html
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While the pulp and the seed contain the following percentage from the oil:

Table 2: Pulp and Seed percentage from Oil

Pulp | | 96-98 %
Seed 2-4

On the other hand, the average fatty acids composition is:

Table 3: Average fatty acids composition

Monounsaturated Oleic Acid 78-83
Essential Polyunsaturated Linoleic Acid 6-9
Saturated Palmitic Acid 8-15
Stearic Acid 1.5-3 |
—————— OO AN
Vitamin E: average nutritional value at the production so 100 gr. of olive contain 19 mg.
of Vitamin E.

Olive trees have been grown for olives and olive oil since ancient times. At the time of
the Roman _Empire olive-growing was practiced throughout the Mediterranean;
nowadays, with 98% of the world's olive trees, the area around the Mediterranean

accounts for the bulk of world olive oil production. |

There are currently several categories of olive oil on the market. Virgin oils, which are
extracted mechanically, direct from the olives, comprise the "extra virgin" and "virgin"
classes of olive oil - ready for consumption - and lampante olive o1l, which has to be
re_ﬁned. "Composed" olive oil is a blend of refined and "virgin" or "extra virgin" olive oil.
Finally, olive pomace 0il3 consists of a biend of refined olive pomace oil and "virgin" or
"extra virgin" olive oil. a |

Wide fluctsations in production are a feature of olive-growing. They are linked to the
uncertainties of the climate (viz. drought in Spain in 1995/96 and frost in Greece in
2001/02) and alternate bearing, a characteristic of olive trees whereby bumper crops tend
to be followed by lower production the following year.
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Table 4: World production of olive oil* (000 tones)

'Provisions figures. Source: I00C

EU Turkey Syria Tunisia | Morocco { Other TOTAL | EU/total
1995/96 1.518 | 46 84 65 40 97 1.849 82.1%
1996/97 1.899 | 203 125 291 85 107 2.710 70.1%
1997/98 2.294 | 41 70 95 74 36 2.630 87.2%
1998/99 1.838 | 171 115 222 69 130 2.545 72.2%
1999/00 1.873 | 54 81 220 44 120 2.392 78.3%
2000/01 2.090 | 176 165 135 38 121 2.725 __| 76.7%
2001/02 2.650 | 66 92 37 64 110 | 3.019 87.8%
2002/03 (1) | 2.004 | 142 165 73 43 125 2.552 78.5%
*Including olive pomace oil. (1) Provisional Source: I[OOC
Table 5: Olive oil production in the Community ('000 tonnes)
l_ Marketing year | Spain Italy | Greece | Portugal | Frapmce | Total
T - —-—-—-————-———|—T—-—-—-_.-.- ——— !
| 1992/93 623,1 | 4350 | 3100 22,0 1,6 | 1391,7 |
1993/94 550,9 | 520,0 | 254.0 321 | 23 | 13593 |
i 1994/95 538,8 | 4480 | 350,0 32,2 2,0 1371,0 |
; 1995/96 3376 | 6200 | 4000 | 437 2,3 | 1403,6 |
{____Average | 5126 | 50575 | 3285 | 325 2,1 | 13814 |
| 1996/97 947,3 | 370,0 | 390,0 44.8 25 | 17546 |
| 1997/98 1077,0 | 620,0 | 3750 42,0 2,7 [ 2116,7 |
1998/99 7919 | 403,5 | 473,0 35,1 34 | 1706,9 |
| 1999/00 | 6691 | 7350 | 4200 | 502 41 | 18784 |
Average 871,3 | 532,1 | 4145 | 430 32 | 18642 |
‘, __ 2000/01 973,7 | 5090 | 4300 | 246 32 | 19405 |
i 2001/02 1411,4 | 656,7 | 3583 33,7 3,6 | 2463,7 |
\ 2002/03! 8650 | 5900 | 3750 | 290 47 | 1863,7 |
| Average | 10834 | 5852 | 3878 | 291 | 38 | 20893 |
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Table 6: World consumption of olive oil* ('000 tonnes)

| | EU_| USA | Japan | Australia Canada

e
i
I

cher

| 1995/96 | 1.402 | 105 17 17 14 374 1.928
| 1996/97 | 1.687 | 144 | 26 22 19 473 | 2.371
| 1997/98 | 1.841 | 152 34 18 18 485 2.548
| 1998/99 | 1.824 | 159 29 24 19 501 2.556
| 1999/00 | 1.844 | 174 28 24 20 480 2.57
| 2000/01 | 1.918 | 212 30 31 25 497 2.713
| 2001/02 | 1.994 | 221 32 28 24 461 2.76
| 2002/03' | 2.028 | 225 | 33 29 490 | 2.831

* Including olive pomace oil. ‘Provisional figures. Source: IOOC

Table 7: Olive oil consumption in the Community ("000 tonnes)

T — - — — e —
P L L E— — —

e e— e emm LT .
- el —_ — —

Total |
| Spain | Italy Greece Portugal France Other EU EU :
| 1992/93 | 4214 | 6410 | 1970 49.9 43,8 30,5 1383,6 |
| 1993/94 | 421,0 | 692,0 | 196.0 59,0 43,7 41,8 1453,5
| 1994/95 | 420,0 | 6750 | 2100 58,0 41,6 46,6 1451,2 |
| 1995/96 | 3521 | 653,0 | _ | 584 | 485 | 450 | 13870 |
| 1996/97 | 4702 | 6750 | 2400 62,0 58,8 60,7 1566,7 |
1 1997/98 | 550,4 | 698,0 | 240,0 69,3 75,6 7,9 1705,2 |
| 1998/99 | 5285 | 7050 | 2450 66,1 788 | 855 1708,9 |
| 1999/00 | 502,6 | 7140 | 2650 66,5 81,5 98,4 1728,0 |
| S S B mae S e |
|_Average | 512,9 | 698,0 | 2475 66,0 737 [ 791 | 16772

2000/01 | 577,8 | 729,0 | 270.0 60,5 92,0 102,8 1832,1 |
|_2001/02 | 631,2 | 7350 | 2700 61,5 945 | 10,6 | 18938 |
| 1 |
620,q 750,0 | 270,0 |  61.0 950 | 110, 1906, 1 l-
| Average | 609,7 | 7380 | 2700 61,0 93,8 104,8 1877,3
'Provisional figures. Source: I0OC
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Table 8: Apparent consumption of olive oil in the Community (kg per head)

italy Portugal | France | Other | TOTAL
9,5 2,7 0,5 0,1 3,3
12,3 6,9 1,4 0,5 4,6

Source: {O0OC and Eurostat

3.3

2,6% 9,7%

10,8% 16,1% | 3,3%

Positioning of the Olive & Olive Oil Industry in Lebanon

Fig. 5
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3.4 The MENA Trade Simulation quel

Basic Model |

The MENA trade simulation model is a simple Vinerian model of world trade developed
to quantify the economic impacts of the new GCC customs union and proposed EU-GCC
FTA.

The "small country” assumption is maintained throughout the model. Under this
assumption, each country is assumed to be insufficiently large to affect its international
terms of trade through variations in the volume of either its exports or imports; the basic
model is based on familiar (log-linear) import demand and export supply functions for
traded goods and, covers all merchandise trade.

Representing a Customs Union or FTA |
Representing a customs union or FTA in the MENA trade simulation model requires
special consideration of price determination in the model. Additional equations to

calculate trade creation, trade diversion, and changes in economic welfare are also
included in the model.

Table 9: GDP Breakdown

B R R
GDP (current $billion) $14.80 | $16.48 | $16.70
GDP per capita ($) $3,700 | $3,971 | $3,948
Gross population, total (million) 4.00 4.15 4.23
Net population®, total (million) 4.00 4.18
__Population growth (annual %) | 2 19 | 19
| Industry, value added (% of GDP) 22 22
| Agriculture, value added (% of GDP) | 12 12
Ald per capita (current $) 60 45 |
Export of goods and services (% of
| GDP) 10 13 12
Imports of goods and services (% of |
~ GDP) | 50 38 42
Trade in goods , deficit ($ billion) $6.8 | $5.5 $6.4
Trade in goods, total (% of GDP) 55 42 49
{Foreign direct investment, net inflows
(BOP, current $million) [ $150.0 | $297.8
Core inflation % 2.74 | -3.48 -0.4

Sources: 1) Household Living Standards Measurement Survey, CAS, 1997; 2) Workd
Development indicators Database: 3) Center for Economic Research at the Chamber of

Commerce in Beirut
* Counting 50,000 migrants per annum
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Price Determination

In the basic model, the international price of good k expressed in U.S. dollars, P* k, is
determined largely independently of the behavior of consumers and producers in any
singie country or any small group of countries. Under a customs union or FTA, however,
trade of member countries with non-member countries might be largely diverted, and an
independent intra-bloc export price for good k, Pr k (denominated in U.S. dollars), might
be established so long as the intra-bloc export price is falls within acceptable bounds to
bloc producers and consumers who, notwithstanding their inclusion in a customs union or
FTA, are assumed to have continued recourse to international markets for traded goods.
Two bounds on intra-bloc prices, both contingent advantage of the new trading bloc,
must be highlighted:

In the MENA trade simulation model, the regional premium in "non-competitive" sectors
Is approximated using a downward-sloping linear relationship between external tariff
levels and total import demand. of member countries vis-a-vis the total export supply of
member countries. The parameters of the linear relationship between external taniff levels
and total import demand are estimated by ordinary least squares regression after first
ranking member country tariffs from highest to lowest and calculating the cumulative
bloc import demand at each tariff "step."

The conclusion entails that the foregoing intra-bloc price relationships under a customs
union or (1) lower consumer prices and unchanged border prices for internationally
competitive goods produced by bloc exporters, and (2) lower consumer prices but higher
border prices for non-internationally competitive goods produced by bloc exporters for
member countries whose external tariffs are greater than (or equal to) the intra-bloc
export premium. The higher border prices for non-internationally competitive goods
include (per unit) forgone tariff revenues of importing member countries captured by
exporters in partner member countries. Also in the latter case, the MENA trade
simulation model assumes that, while member countries continue to import from non-
member countries, member countries divert the entire volume of their exports of non-
competitive goods to partner member countries in response to the higher intra-bloc prices

for their exports under the customs union or FTA, thereby maximizing their export
revenues.
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Chapter 4
The Olive

4.1 Olive Production in Lebanon

Olive orchards extend over an area of 51,000 ha® (95% rainfall nrigated), distributed in
four main geographical areas: North Lebanon including Koura (41%); South and
Nabatieh (43%); Bekaa valley (6%); and Mount Lebanon (10%). Olive territory is about
20% of total agricultural land (271,752 ha), showing the social, economic and ecological
magnitude of this crop. Estimated number of farmers and growers cultivating this area in
Lebanon is 194,829. The average field size for 53% of farmers and growers is less than
0.5 ha (representing less than 9% of total cultivated area). |
Agricultural details should be found elsewhere, but some farming characteristics must be
highlighted. Land property is much divided, therefore land price is very high; farmers
economy is diversify, then they do not devote too much time to agricultural practices;
mechanization is not always possible, because of size and topography; agro-ecological
conditions are better in the north, both for quality and for mechanization.

The Lebanese Government has been encouraging olive cultivation in the past years and
has been distributing - at a subsidized cost - around 1,000,000 olive seedlings per year’.
The average yield per tree is 5-6 kg while the average olive production is 1.7 t/ha® a
good year can go up to 8 t/ha, next one will produce practically nothing. The number of
trees per ha (200 to 250) is suitable for high productions.

The Ministry of Agriculture estimates that out of the total production of olives; around
70% 1s transformed into olive oil. In 2001, total olive production was less than 86,000
tons, a lower level than the previous year figures of 189,000 tons’.

The table 10 shows the olive production for the years 1997-2001.

Table t10: Olive production 1997-2001

7
| Growing Surface " Production
_Year | - (Thousands of Ha) (Thousands of Tons)
2001 {1 . 568 0 858
2000 | - 556 . 189.5.
1999 | - 51 1664
1998 505 303
1997 | ¥ 508 § o4

j Agricultural Census, FAO-Ministry of Agriculture, 2000
Mrs. Wafa Khoury, SRI Presentation on the Nationai workshop on the high export potential markets for
Lebanese oil-July 10-11, 2003

' S . -y
. Ministry of Agriculture Statistics- Study on the production and industrialization of olives in Lebanon
Ministry of Agriculture Statistics
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Fig. 6
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The disparity in figures from one year to the next can be mainly caused by the lack of
care given to local olive trees and the governmental vision in increasing the plantation of
olive, in comparison to other countries'’. Olive trees need 10 years to start producing, and
after many generations they lose productivity. In Lebanon the farmers are nof using
enough fertilizers and irrigation, at the same time planting the trees with little space
between each other. In addition, the ways used in harvesting by beating the branches
damage and weaken the tree new buds.

Olive trees are home-grown to the region; mature groves in Lebanon have highly tailored
local varieties.

The special uniqueness and tastes divergent for the Lebanese oils produced in various

regions are resulted from the communication between the local variety and environment

produces such as soil, climate, altitude and cultural practices.

Tables 11 and 12, show accordingly the olive varieties available in Lebanon and the
distribution of these varieties along the cultivation areas.

'* Jordan is planting 1 million olive trees every year - Monica Carco presentation in the 1% National Olive
Conference in Tripoli, Lebanen, September, 2002
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Table 11: Olive Varieties'' in Lebanon

Variety

Cultivation Area

Harvesting time

Fruit
welght
(gm)

il content
(%)

sSoury
(Beladi, Ayrouni, Bayadi)

Widespread all over
Lebanon

End of October for
olive fruit and end of
November for o1l

3.5

20-21

Beladi
(Bayadi, Khoudri, Zeitouni)

Widespread in the
North of Lebanon

3.5

20-21

Ayrouni
(small soury bizri, Soummaki)

Cultivated all over
the country

End of November for
olive fruit and end of
December for oil

2.5

21

Chamy (Big Soury)

Originating in Syria
& Widespread in the
North of Lebanon

3.2

17

Smoukmouki (Small Ayrouni)

Cultivated mostly in
the South and
Mount Lebanon

Matures n
November

1.7

20

Table 12: Distribution of olive varieties among the cultivation areas
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Soury 25
MnuntLehmn - Ayrouni 25 e
- | Samakmaki 25 S

4.2  Olive Production in Europe

The European Union (EU)'* is the world’s major olive-producing region, accounting for
about 75% of global production.

In the EU, olives are grown mainly in Spain, Italy, Greece, Portugal and France, which
rank from largest to smallest in production generally. Olives are grown on about 2
million farms throughout the EU.

Table 13: Production and Consumption in the EU

(Thousands of tonnes)

PERIOD

[

T T i i i T T i o
' 87/88 588!39 89/9¢ ' 96/91 191/92 92/93 [93/94 ;94/95 1’95!96 | 96/97 . 97/98

i
i
i

i
L
;
i
|

DIFFERENCE 3485 - 1589 -

[ 98/99

B PO I DA S
PRODUCTION  {1729.2 [ 1080.1 | 1464.6 1993.7 1718.8 [1391.7 |1257.3 [1399 [1426.6 | 1799.6 2162

- [ —— i —— . —_—— —— - o ——— —

(CONSUMPTION ,1380.7 1306.5 13057 12145 13568 13826 13615 13617 13316 15244 15854

F

- - —_— —_—- ._.._____r____..-_..,_.__ P — O B R —— . .

T 264 0w, o

| i .' ! j

—_—— — . A N e e n e EE LR e 4 e e =

T T T T e e —  mETEA L i em e smimrmem L L m e e b ——— lae e e . e —— == =7 Lam . ——

Source: International Olive Oil Council (IOOC): "Les huiles d'olive dans la CE".

4.3  OLIVE OIL AND TABLE OLIVE SECTOR

4.3.1 Special characteristics of olive cultivation

A number of features make the olive oil sector substantially different from most other
types of agricultural output:

— Given the perennial nature of production, a major feature of olive holdings is their
structural inflexibility which restricts their ability to take advantage of market
opportunities. While the grubbing-up of olive trees is an irreversible process, newly

planted trees do not attain maturity for a variable period of at least ten years.

12 _ B

The 15 EU member countries are: France, Germany, ltaly, Netherlands, Belgium, Luxembourg, Ireland,
Denmark, thf: United Kingdom, Spain, Portugal, Greece, Austria, Sweden and Finland. Ten more nations are
expected to join the EU in 2004: Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland,

Slovakia and Siovenia, after which they will also be obliged to apply EU laws and rules pertaining to all sectors
and commodities, including processed foods.
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— A teature of olive-oil production is its very marked heterogeneity, both in space and
time. Yields on the same holding can vary sharply from one year to another, depending
especially on weather conditions and the biological variations of the olive trees. In

addition, neighbouring parcels can record very different yields in the same year
depending on the behaviour of the crop and in particular the existence of irrigation.

— On fragile or marginal land, olive growing is very frequently the only feasible farming
activity and the only alternative to abandonment and desertification.

— Intense fragmentation is a feature of olive cultivation. Many small holdings, often
tarmed on a part-time basis, constitute a not inconsiderable part of the Community's
olive-growing area. The processing industry is equally considerably fragmented.

~ The olive is a major cultural factor in most Mediterranean regions and has a role which
goes beyond that of mere farming since it is the basis for a whole series of social and
cultural events related to gastronomy, tourism, crafts and even the traditions of the people

concerned.
4.3.2 The scope of olive cultivation

4.3.2.1 Olive plantations
For the 1998/99 marketing year, in the absence of a comprehensive olive oil register at
Community level, the Olistat and Oliarea9 studies have made it possible to estimate
respectively the number of olive trees and the area under cultivation.
With a margin of error of between 4% and 6% for the three major producer Member
States (lower margin for Portugal and France on account of the relative size of combined
crops in these two Member States), the results show there are 796 million olive trees in
the Community as a whole covering a total area of 5.4 million hectares of which 44.5%
are in Spain, 26.3% in Italy, 18.8% in Greece, 9.7% in Portugal and 0.7% in France.
9 Studies based on a methodology perfected by the Joint Research Centre at Ispra. The
~olive trees were counted and the surface area assessed using computer-assisted photo
interpretation of a representative sample of aerial photos.
Despite their limitations, these studies are the best estimate currently available of the
areas under cultivation throughout the entire Community.
The number of olive trees thus obtained well exceeds that declared by producers in their
1998/99 aid applications (+35% in Spain, +13% in Italy). This is not surprising since
~ some of the olive groves in the Community are not subject to aid applications. Most of
these cases are small holdings with the very low yields. |
According to the Olistat data, in the Community as a whole the "young" plantations were
said to consist of 140 millions trees in 1998/99 and represent nearly 20% of the olive
trees maintained (23% in Spain, 19% in Italy and percentages between 11% et 14% for
the remaining producer Member States). The information communicated by the Member
States indicates for their part that the number of olive trees planted between 1995 and 1
May 1998, and therefore eligible for aid, was about 60 millions. Output from these olive
trees is gradually to arrive on the market, mainly from 2003. Since these are, for the most
part, high-productivity plantations their potential production may be estimated at a
minimum of 360.000 tonnes.

The proliferation of newly-planted areas after 1 May 1998 in certain olive-growing
regions of the Community is an incontestable fact which has been directly observed.
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However the data in this respect are somewhat incomplete, despite the fact that these
plantations are supposed to be declared. -
According to the information communicated by the Member States, which probably

underestimates the extent of the phenomenon, the annual rate of planting new areas
(ineligible for aid) has been sustained: at the same level since 1998, arriving at a

cumulative total of 5.3 million trees. Greece has communicated no data in this respect.
Nevertheless, the existence of a considerable number of new plantations in this Member
State may be observed by passing through some of its olive-growing regions.

These figures seem to indicate that in certain olive-growing regions the new olive groves
may be profitable without aid but it is also possible that certain producers may have
decided to plant in the belief that the checks would not succeed in excluding them from
aid.

Assuming for these newly-planted areas a high yield of more than 12 kg per tree, the
potential production of 5.3 million additional trees communicated by the Member States
may be estimated at an additional 65.000 tonnes of olive oil at least, most of which will
arrive on the market from 2005.

The newly-planted areas in Portugal and France are covered by programs approved by
the Commission and are, in principle, eligible for aid.

The purpose of the olive cultivation Geographic Information System (GIS), which it was
decided in 1998 to implement, is to provide the sector with a powerful computer tool.

The GIS represents an important simplification in comparison with the former olive oil
register since it applies only to holdings lodging applications for aid. It is based on a
system of identification of parcels by digital mapping. The data base thus obtained makes
it. possible to compare the number of olive trees identified on the photos with those
declared by the producers.

In addition, using the computer tool Oliarea, the olive cultivation GIS could enable the
areas under cultivation of each individual olive grower 1o be calculated on the basis of a
common methodology approved for the Community as a whole. This would make it
niecessary to use common criteria for defining parcels and good positioning of trees on
the photographs of the latter. A common approach would also be needed to deal with
certain specific difficulties related to the calculation of areas under olive cultivation, in
particular in a case of "islands" or "holes"” in the parcels, as well as the question of mixed
plantations. | |
Currently, the establishment of a census and the location of the olive groves owned by
applicants for aid under the olive cultivation Geographic Information System (GIS) have
not been finalized in all the Member States. Only Portugal, Italy and some Spanish
regions, including Andalusia, have announced that their geographic information systems
have been completed. |

As expected (the GIS only includes in its census parcels which are the subject of an aid
application), the calculations of trees thus obtained give figures lower than those of
Olistat: 35.7 million trees in Portugal (as against 71.1 million) and 198 million in Italy (as
against 224.7 million) at which are much nearer to those of the crop declarations (37
million for Portugal and 189.7 million for Italy).

In addition to the expansion of olive-growing areas, the other factor which explains the
increase in Community production is the improvement in yield per hectare. This is the
result of a greater mastery of technical growing procedures (fertilization, plant
protection), the replacement of old trees by new and, above all, the increase in irrigated
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areas. Since the olive tree makes very good use of water, it is possible to achieve a
threefold or fourfold increase in production. According to the figures of the Spanish
Ministry for Agriculture, the irrigated area under olive cultivation in Spain increased
from 102.000 hectares in 19935 to 222.000 in 1998 and 372.000 in 2000. Some 25% of the
olive-growing areas in Andalusia are now irrigated.

The ADE evaluation study estimates that, on average, yields have increased by nearly 3%
a year in the Community as a whole during the Nineties. These estimates, calculated on
the basis of the increase in production and the expansion of areas are nevertheless subject
to a wide margin of error and their value should therefore be considered approximate.

4.3.2.2 Number and growth of olive-growing holdings

A very large number of Community growers are involved in the cultivation of olives. The
number of crop declarations lodged each year is of the order of 1.100.000 in Italy
(950.000 applications), 850.000 in Greece (520.000 applications), 450.000 in Spain
(400.000 applications), 110.000 in Portugal (95.000 applications) and 25.000 in France
(15.000 applications) 10. The total number of olive growers in the Community is put at
2.5 million.

The crop declaration, lodged by olive growers at the beginning of the year contains,
among other information, the number of olive trees being cultivated and is a prerequisite
for applying for aid.

The aid application is lodged at the end of the year once the crop has been harvested and
indicates the production obtained by the olive grower. A number of olive growers lodge
the crop declaration but not the application for aid.

The data provided by the Farm Accountancy Data Network (FADN) give . a
comprehensive but limited view of the structural situation with regard to olive growing in
the Community since the FADN only takes into account "professional” holdings of a
sufficient size to be the grower's principal activity and provide a sufficient revenue to
meet his family's needs. The results of the FADN are therefore significant for 75% to
80% of production in each Member State but the reference samples account for only 53%
of Italian olive holdings, 60% of Greek holdings and 65% of Spanish holdings.
Olive-growing holdings are generally small in size, in particular in Italy and Greece
where on average they do not exceed two hectares, ‘while in Portugal they reach 5.6
hectares and 6.1 hectares in Spain. The so-called professional olive-growing holdings
(FADN) are bigger, ranging from 3.2 hectares in Greece to 13.5 in Spain but are, in any
case, very much smaller than the national averages for areas under cultivation in each
holding. The small size explains the high number of part-time growers among the

European olive growers. Professional olive-growing holdings are the rule in only a few
regions of the Community.

To date, exports have generally absorbed domestic market surpluses so as to avert any

spectacular imbalances, although the trends and figures for the most recent campaigns

séuggest a situation that needs watching closely. Table 14 reflects the impact of this in
pain.
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Table 14: Production and Consumption in Spain

(thousands of tonnes)
'PERIOD 87/88 88/89 89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98  98/99
'PRODUCTION 733.7 '399.4 550.8 639.4 593 623.1 5509 481.5 323 947.3 :10083 738

— L 1t TR R TR e —— e

'CONSUMPTION 4204 (3959 388.1 394.1 418.7 421.4 421 420 3521 4702 500 500

- LW _-_.___.r... J—— —_————— o ——— - —— e . —um — -..r_,-“.....-... _———— . P T T R —

DIFFERENCE 3133 (3.5 |1627 (2453 1743 12017 1299 '61.5 -29.1 477.1 |5083 238

- —— S — - —_— i m . e

—_— - —

Source: International Olive Oil Council (JOOC): "Les huiles d'olive dans la CE".

Table 15: Salient Figures for the Olive Oil Market in Spain

(thousands of tonnes)

PERIOD MEANSS89 | MEAN 89/93 . |MEAN9397 |
mRobuction  [sosazs  leoisns  lswan
|CONSUMPTION ~ 391.025  1405.575 - lasss
/IMPORTS(*) . 5383 367 60.05 |
mroksey e T e hm
oaaNCE e em T T T

(*) Intra-Community + Extra-Community.
(**) Production — Consumption + Imports - Exports.

Source: EU

The gradual general increase in crop area has combined with high yields (per unit area)
resulting from technological progress, and with uncertainty about whether consumers can
absorb the higher production volumes that will be generated, to prompt prospective
studies with a view to forecasting the trend in the relationship between olive oil
production and consumption. This has resulted in Patrimonio Comunal Olivarero and the

IOOC developing mutually contradictory scenarios for this market in the year 2005:

« the former concludes that production and consumption may be expected to
continue virtually in balance at both world and EU level,

 the IOOC thinks that there will be a world surplus of about 213,000 tonnes, i.c.
10% of the world's projected mean consumption; it also considers that this surplus
might be even larger as a result of the growing production potential of new
plantings, and points to Spain as the country with the greatest impact.
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Accordingly, without going into the methodological bases that underlie the respective
projections and explain the differences between them, we may say that the sector's
Spanish companies are going to be under growing competitive pressure due to rising
production and the need to stimulate consumption and penetrate new markets. This calls
tor redoubled commercial effort not only on the domestic market but also with a view to

finding external markets. This need to create new markets in non-producing and non-
Mediterranean countries is heightened by the difficulty of increasing olive oil
consumption in the main producing and consuming countries, where it is already very
high, as in Greece, Spain and Italy with respective consumptions per capita of 23.1, 12.7
and 11.4 kg per annum. Table 16 shows the amounts of olive oil purchased in Spain in a

THE IMPACT OF THE EUROMED AGREEMENT
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demographic situation that is doing very little to boost the market.

Table 16: Olive Oil Purchased in Spain (millions of kg)

"l T T ——

F

u —

I

WL e B e = L, o . - —— = P

s rm A amm —

B . QUANTITY

LA o mama

E SUANTITY gUANTITY %OTAL+ ' PURCHASED | POPULATION
YEAR | PURCHASED |PURCHASED |QUANTITY !PER CAPITA |(**)

FOR HOME |OUTSIDE THE PURCHASED | (kg/person) |

oF HOME() (%) ) i ;

® 5 *’
1987 [47936  [s3so3 51283 14 863,722 |
1988 - [49200 46143 538233 ‘14 38716779 '
1989 466.07 48189 514.259 133 38792361
1990 (41549 a2 sese2 s 138851322
1991 l403266 3058 a9 n3 38919910
1992 |410.416 4569 (456106 117 39007923 i
1993 45912 [4175%6 - 500.876 129 (39086079 |
1994 [409.117 39701 48818 116 |39149465 |
1995 1360592 (34667 1395259 o2 39200711 |
1996  |287.15 52.27 BRI 139,270,313
1997 42t [m2 anel (122 39323320 |
Sources:

(*) MAPA (Spanish Ministry of Agriculture, Fisheries and Food).

(**) Instituto Nacional de Estadistica. Populations calculated at 1 July.

This situation of intensifying domestic competition combines with the pressure from far
cheaper substitutes (seed oils, particularly sunflower) and the advent of new competitors
from the producing sub-sector, particularly cooperatives (due to a vertical integration
strategy that changes their traditional role of mere suppliers for packers, a situation that
restricted them to the bulk market, to trying to position their own products on the

A P
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consumer market), to reaffirm our above conclusions about competitive rivalry while at
the same time underlining the importance of continuing effort to improve quality (as an
element of differentiation from other oils) and encourage consumption (not merely

domestic, which would be insufficient, but also external).

What happened in 1995 and 1996 is a clear example of the substitution relationships that
atfect this market. That period saw a number of concurrent circumstances causing a
considerable rise in the price of olive oil that shifted consumption in favor of seed oils

(Table 17).

Table 17: Sales of Packed Oils in Spain. Olive — Sunflower Ratio

[ a—

[T Y S Y S —

1—|-— B AN N el b e e TR - ol e o — L .

11986 1987 11988 (1989 1990 | 1991 1992 11993 11994 1995 11996

11997 |

AR e e e e -——-—.-—-r--—n_-.-._n——r———.-.---__n._-—-.r—-r--- D ] - - - —— —_ |

—————— = B ey - —_—— e e —

1141126126 (1°0 (118 106 116 116 131 1.7 072 120

——— — mm .- [P —— i ——

Source: Our processing of data from ANIERAC (Spanish National Association of Olive
O1l Packers and Refiners).

Another noteworthy trend in this market is the growth of the virgin olive oils segment,

due to consumer education campaigns and improving quality. It is precisely on this
segment that new competitors are concentrating. Table 18 illustrates the trend.

Table 18: Sales of Packed Qils in Spain. Virgin Olive Oil

—_— —_ —_—_———— T - Pl bd e — ede— . o

 YEAR 1986 | 1987 | 1988 | 1989

P e ——— e m — .

11990 1991 11992 11993 1994 ;1995 11996 | 1997 |

VIRGIN ] | T T
OLIVE/ o ’ S

| s f ; | |
12,95 |4.10 {3.14 f3.12 3.06 16.68 19.12 [11.07 |12.49 {12.13 |15.14 | 13.19

TOTAL OLIVE | | | ; r
(%) ' | | f |

'

1
-— T e e e T T e e e e T — - o e e w —_— g e —— B e mm m L e e— g —_——— e T e e - e — —_— — . I—-—n e e e e T e e
e = ' . ———— . - i- . -

VIRGIN : |
|OLIVE
| 629 1538 |445 |614

(INDEX
1986=100)

TOTAL OLIVE |

(INDEX 100 1114 (126 117 1118 136 |146 (142 |148 (131 |87 |137
1986=100) A -

— —_— —— T e e T e - i e e e — o s e ey ® o - mmas -

Source: Our processing of data from ANIERAC (Spanish National Association of Olive
O1l Packers and Refiners).
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4.4 SPANISH EXPORTS

The export statistics provide good evidence of the previously mentioned trend to
intensification of activity on external markets, as follows (Tables 19 and 20; Tables 21

and 22):

« Judging by the figures for the ten years 1988-98, the percentage of Spanish
production exported shows a rising trend, with a mean of 41.5%, since despite the
substantial increase in production over the same period (by about two and a half
times) exports grew at a still faster rate (nearly three times).

» Both intra-Community and extra-Community exports rose sharply, particularly
the former, which were obviously favored by Spain's accession to the EU. It
should be noted that over the ten year period, the volume exported to the EU
increased by 258%, while that sold outside grew by 65%.

o Italy was by far the top purchaser of Spanish olive oil, averaging 46.46% of
Spain’s total olive oil exports, followed by France and Portugal with respective
averages of 13.40 and 10.09% over the same period.

» Outside the EU, the United States was the main customer, taking 5.64% of Spain's
total olive oil exports and 23.13% of Spain's extra-Community exports, and was
followed by Australia and Brazil.

Table 19: Export/Production Ratio

T M e m e ——

FE e ——— T RE—

- e e - e AL e

————— — -

—_—,— .,

Source: Our processing of IOQC data.

_'_.11:.:! g.cl "'rﬂ “'-'-__""";"'"'-"l.-""l-‘:-_-r-- Pl e Ly 8 e .
L UL T T

- eed —

-

T—— —— maam a -_——

~ |PERIOD | PRODUCTION EXPORTS | EXPORTS/PRODUCTION
~ |'000 T INDEX 000 T INDEX (%)
8/89 (3994 100 1381  [100  |346 -
8% "iuss—o.; **EFBS 1815 ) :_131 330 ) _ o :
90/91 6394 (160 (3771 273 59.0 - '
o2 593 148 1455 |10s 245 |
92/93 | 623.1 156 240.4 174 386 o
93/9¢  |550.9 138 2814 204 (511 -
94/95 815 121 172.8 125 35.9
95/96 1323 81 1936 140 599
96/97 {9473 237 997|289 la22
97/98 110083 |25 4086  |296 405 o N
MEAN (6117 |- 2539 |- s
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Table 20: Intra-Community and Extra-Community Exports

iPERwD 88/89 189/90 [90/91 (91/92 |92/93 .93/94 94/95 ‘95/96 196/97 97/98
INTRA-COMMUNITY 100 136 357 ‘88 187 217 11l 147 356 358
EXTRA—COMMUNITY 100 122 99 142 147 176 156 125 151 165

Table 21: Spanish Olive Oil Exports (Bulk and Packed)

Data in tonnes

—_— — - ——— —— e — § — ——— — — e s — -

I—r—rTrT— r—r— e - EEECEEIERTE 1 ro= - mm e e e I fe =t = == - P em m e s = i

PERIOD ' 92/93 193/94 | 94/95 I 95/96 96;97 ; 1 97/98 |

—_ = e —— S T ST TN TR e o e —— T LB R Ll R e e i e —y = - _I-I—_—'— —— - ——— — e

'TO THE EU f 174 552 202 322 103,153.5 137 625. 3 331 936 334 514

- — —r-ur—-n———-—--__-.,_._

S T e |- — ————r -_ __._,_,F-.-I_. L

OUTSIDE THE | 65 398 s 73,623 69 ,600. 5 55 98{] 5 67 727 1 74 048

EU | | 3 E s i
TOTAL 240,450 5231450 172,754 193,6 6063 399,713 4{]3 562 J’

Source: IOOC.

Table 22: Spanish Olive Oil Exports (Bulk and Packed)

Data 1n %
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PERIOD 9253 93/% 9435 959 19697 9798 | MEAN |
OUTSIDETHEEU 2741 2794 14029 2892 1694 1812 2439

b s m— == - - = - P mm e o e e ———

Source: Our processing of IOOC data.

4.5 Harvesting of Olives
Picking, Transportation and Evaluation of fruits

Ficking

Picking time is affected by several factors, as method of preparation at first, kinds,
climate variation and geographical location, trees’ ages, if the olive is irrigated or not,
tree pruning method...

Fruits intended for preparation, like green olive, using the Spanish or Eshbilian way or by
salt and water are picked when their epicards become green to tan and when it is possible
to take out the kernel without the piece of fat when cutting the fruit transversely at the
dense region.

Fruits, whose colors change when mature, are picked when the epicard becomes
approximately violet and the piece of fat white.

Concerning black olive (naturally), we have to wait until the mature stage because its
external color doesn’t constitute a criterion to define the perfect time for picking. In this
case, we have to cut a number of fruits longitudinally near the kernel to define the degree
of maturity of all fruits, through observing the piece of fat color that must become violet
near some millimeters from the kernel. o
Thus, we have to designate that we can find different colors: red, cherry, dark mulberry
or black. | -

Preparation of olive according to the Eshbilian way in Spain starts by picking the olive
(Gordal and Manzanela that become mature early) on September. And after 20 to 30 days
in the colder region where grow other kinds. To prepare black olive (naturally), this
operation starts after two or three months from the above mentioned date because of the
influence of the planted region and the olive kinds.

Sometimes, the picking is delayed until March or April.

Practically, it is impossible for the fruits that come from different sources to arrive to the
preparation center with the same degree of maturity. Especially, knowing that there is a
big variance in development maturity of fruits in this stage on the same tree. They are
affected by their location on the tree (in the middle or the border), the environmental
factors and the tree pruning methods. .

We conclude that it is necessary to chose or separate the immature fruits from the mature
ones, before starting the preparation process. During the picking by hands, workers
(standing on earth or on stairs) pick fruits and put them in baskets (or something similar)
attached to the tree and large enough for 8 to 10 Kg. This method is Very expensive, but it
is the only one recommended, especially for the olive destined to be prepared using the
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Spanish or Eshbilian way. Even though this method increases the number of workers, it
reduces on the other hand the number of damaged fruits.
In spite of that, in some cases, where olive is destined to be prepared as the black olive

(naturally) and where a number of conditions is available as the advanced facility in
picking, the damage concerning the piece of fat doesn’t appear clearly because the fruits

color is dark. At that time, mechanical methods are used, and olive prices are reduced.
But this results to a big amount of damaged fruits.

Transportation

After picking, fruits should be placed in plastic boxes (including bores) and large enough
for 20 to 22 Kg, where they stay during the transportation and the next waiting period
until starting to prepare them.

There 1s actually a tendency to execute this operation through bulk-transportation (olives

are placed directly in camions or engines), which seems to be cheaper. This process
increases the number of damaged fruits and exposes them to heat influences. This

operation facilitates their distribution on the transporter band that takes them directly to
the bags, sweat rooms or other places if they aren’t designed to direct preparation.

Fruits evaluation

When the olive arrives as a raw material for industrialization, it is recommended to note
down information allowing later the determination of it. As the kind, the farmer name,

the garden name, the culture method (with or without 1rr1gat10n) the picking date, date of
entry to the industry, the maturity level..

In order to determine the quality and the price, 1t 1s necessary to take some samples. The
common way to perform this operation is to take an olive handful from every box or olive
handfuls from different parts of camions, if transportation is carried out through big
camions and that until having approximately 8 to 10 Kg. This amount is decreased to 5
Kg, after mixture and ranging of olive. And it is also considered a sufficient amount to
- form a sample containing similar fruits.

Those amounts are placed in 2 machine that separates small fruits, papers and big fruits.

Being more prudent, it is possible to make more classifications where different volumes
are placed in a balance. We have to take into consideration the number of fruits that are
crisped, wormy, damaged. ..

This information must be noted in the delivery receipt where the number of sweat room is
registered later, as well as the result of sweating and any other important thing.

Cultural practices’
* Imgation: Most of Lebanese olive groves are rain fed
* Tree density: ranges between .1 8 — 40 trees/dunum
*  Pruning: once/yr (40%); once every 2-4 yrs (47%); once every 5-7 .yrs (13%)

° Fertilization type: none applied (7%); organic (33%); in-organic (60%)

13 .. :
Preliminary survey of 15 villages undertaken by INMA, 2003
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* Fertilization frequency: every year (50%); once every 2 -3 years (50%)

* Ploughing: never (13%); once (20%); twice (47%); 3 times (13%); 4 times (7%)
commonly in early spring and in winter

* Pesticide application: none (40%); fungicides against leaf diseases (47%);
insecticides for fruit fly (40%); use pheromone traps (7%)

Harvesting: hand picking (42%); shaking by hand (54%); mechanical harvester
(4%)

* Days between harvest and pressing: within 24 hrs (30%); 2-3 days (60%); up to 6
days (10%)

NB: If olives are not for direct consumption, growers often collect the fruits for oil
pressing from the ground after shaking the tree

Labour cost (mostly for harvesting):

~ ranged from 250-1500%/ha,
- with an average of ca 700%/ha

* Total production cost (including harvesting, ploughing, chemicals, machinery,
etc):
-~ ranged from 735-2800 $/ha,
~ with an average of ca. 1925 $/ha

* Delays are mostly due to queuing

48

a0 n oY P TS T PUR ST



THE IMPACT OF THE EUROMED AGREEMENT
ON THE OLIVE AND OLIVE OIL INDUSTRY

Chapter 5
Ohive Oil

5.1 Olive Oil Production in Lebanon

The olive o1l sector in Lebanon shows specific constraints, both at productive (farming)
and processing (mill) levels, which are increased by the market globalisation and the
strong concurrence from the surrounding countries.

The Lebanese industry is plagued to low percentage of productivity per olive. Olives
tends to yield somewhere between only 17% and 25% of their weight when pressed for
olive o1l. The remainder of each olive is solid waste “Husk-Pomace-Jift” and wastewater.

The olive structure is shown below:

Fig. 8
oy T I TR e e e e ] ) R I
7 Solid:Waste. - B demanaite el Oil
“Pomace or Husk” ~“Margine i
~or "Jift'" —in Arabic | S 40%

78% of the olive production is intended for oil processing; about 18,000 t of olive oil.
One of the main constraints of the sector is the high cost of olive production, as it is the
raw material for oil processing, taking in account that about 5 olive kg are necessary to
obtain 1 oil kg. -

It is estimated that 5% of farmers produce about 200 kg of oil; 80% produce from 1,000
to 1,200 kg; and only 15% produce over 2,500 kg, but not too much over this quantity. It
is assumed that 15% of the oil production is employed for soap production. The
dispersion of production- together with the farmer individualism brings out the lack of a
marketing structure and the difficulty to implement that. | |

Upon pressing, oil is conserved in: plastic containers (60%); galvanized iron (40%); Inox
or stainless steel (30%); clay (10%). |

In all study cases'®, the oil is conserved in cellars in the dark, however, under conditions
of high humidity and temperature ranging from 18-25°C

O1l is conserved there till marketing, and that is most commonly 1 to 3 years.

Oll 1s sold to relatives, neighbours, and friends (the same system applies for mills).
Bottling, labelling and sales through shops or retailers are unusual.

Government figures for annual local production of olive oil place it at 12,000 to 20,000
tons, considering the fact that the figure can swing dramatically from year to year

** Preliminary survey of 15 villages undertaken by INMA, 2003
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depending on the harvest. In 1998/99 the figure rose to an exceptional level of 20,000

15

tons .
Table 23 shows the volume of olives and the share of Olive Qil production from the

overall production of different kind of olives.

Table 23: Olive and Oil Production in Lebanon

Production
(Thousand Tons)

96/97

97/98

98/99

Olives

85

35

103

Table Olives

18.5

1.7

20

Olives for oil Production

66.5

27.3

80

Total olive oil _production

15

6.553

20

Oil for domestic consumption

13.5

5.57

16.5

Oil for Industrial use

2.4

0.983

3.5

Fig. 9

Olive & Oil Production in Lebanon (T housand Tons)
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Table 24 shows the top olive oil producing countries in the world during 2002-2003.

Table 24 : World Olive Oil Production
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5.2  Olive Oil Production in Europe

EU production of olive oil over the past decade has risen considerably, from 1.359 MMT
in production year'® 1993/94 to 2.420 MMT in 2002/03, due to increased production
mainly in Spain. In 2002/03, EU olive oil production is estimated to decline to about
1.851 MMT, due again to Spanish fluctuations, but still account for a share of about 76%
of total world output. Small olive oil producers (those producing up to 500 kg annually)
account for over 60 percent of producers but for about 20 percent of production.

DT e e g, ey

A new report launched 18 June by WWF and Birdlife International, EU policies for olive farming - unsustainable
on all counts, revealis: - - - |

Intensive olive cultivation is degrading the soil across the Mediterranean region: up to 80 million tonnes of
topsoil is lost every year from olive plantations in the Spanish region of Andalucia alone. The Guadalén reservoir
in Jaen, Andalucia, has been silted up due to soil run off from olive plantations Irrigated olive plantations are
expanding in areas with serious water shortages, including Crete, Puglia (Italy), and Andalucia. In 1997 the Jaen
area (within the Guadalquivir river basin) had a 480 million m3 water deficit, it is estimated that some 300
million m3 was consumed irrigating olive farms Natural habitats and ancient groves are being cleared for new
intensive plantations in Greece, Spain and Portugal. Fifty cases of forest clearance for new olive plantations were -
documented in Cordoba, Spain during the 1990s. Almost the whole 2,250 million euro EU Common Agricultural
Policy budget for olives is spent on production subsidies - paying farmers according to the amount of olives they
produce - a policy that encourages intensification of production, urigation and the expansion of olive growing.
"Intensive olive farming is a major cause of one of the biggest environmental problems facing Europe today”
said Elizabeth Guttenstein, WWF's European A griculture Policy Officer "Olive farming could be a model for
environmentally and socially sustainable land use in the Mediterranean region. Instead EU subsidies for olive

'* Olive oil production and marketing years run from November 1 to October 31.
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farming are driving the Mediterrancan environment to ruin.” Agricuiture Ministers agreed in 1998 on the need
for reform of the olive sector and established an interim subsidy regime intended to run until November 2001.
Worse still Portugal, Spain, Italy and Greece will ask Agriculture Ministers to delay reform for five years.
Ironically, this proposal was tabled at the last Agriculture Ministers meeting after which Portugal put forward a
much heralded plan to reform EU farming subsidies. "WWF and Birdiife International urge Agriculture
Ministers to reject delay and to take a firm decision now to reform the olive regime" said Giovanna Pisano
Agriculture Policy Officer of Birdlife International. "Payments thai reward intensive production should be
abolished and replaced with flat rate payments for area of land cultivated - removing the incentive to irrigate land
and intensify production.” Italy, Spain, Portugal and Greece produce 80 per cent of the world's olive oil.

Table 23:Olive oil and table olives subsidy program
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. Aid for the production of olive oil and table olives is granted with a view to helping
to secure a fair income for EU producers. 1.4% of the grant is intended to finance
measures aimed at improving the quality of olive oil production. The full rate of aid is
given if production 1s lower than the NGQ of each Member State at the end of the year.
if, on the other hand, production exceeds the NGQ, aid is reduced in proportion to the

recorded overrun.

. Olive oil exports can qualify for a. refund so that they are more competitive on
world markets. Refund rates are set by the Commission either by tender or without
invitation to tender. Refunds are not currently fixed by tender and they are zero-rated
for all grades of oil and all destinations.

. Private storage aid for stabilizing the markets in the event of serious disturbances in

certain regions of the Community. Private storage contracts can be concluded for

virgin oil in bulk, with the granting of storage aid by means of an invitation to tender

for a limited period.
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6. Start and end dates of program

. The rate of aid is set by Regulation 136/66/EEC at € 1 322.5/tonne for the periods 1

November to 31 October of each year, starting 25 December 1998 to 31 October 2004.

7. Total available budget

. © 2 366 (2002 total olive oil budget)

8. Legal Basis for the funding

Council Regulation 136/66/EEC estabhshmg a common organization of the market in fats
and oils.

9. Nature of Community contribution |
- Subsidy for olive oil and table olive production

. Refund

. Aid granted for carrying out storage contracts

100% -
1. Organizations(s) which may benefit from the program

Eurnpean Union olive growers who submit an application for aid conforming to
~ Article 12.3 of Regulation (EC) ND 2366/1998.

Refunds are given by the Member State to any interested party who has submitted
an application, irrespective of his place of establishment in the Community.

= Operators approved by the Member State (producer group, mill or packaging
cnmpany)

crop declaration pursuant to Article 7 of Regulation (EEC) No 2366/1998.

. See point 1] above.

The aid s granted by the Member States to operators mentioned in point 11.
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13. Procedure to be followed

. To be lodged: 1) a crop declaration to the competent body before 1 December of
each marketing year and 2) an application for aid before 1 July of each year.

. Export refunds are granted on the basis of the issuing of an export license that is
valid throughout the Cﬂmmuﬁity,

. Following the decision by the Commission to hold a tendering procedure over a
limited period, approved operators may take part in partial invitations to tender. When
submitting their bid, they must state the quantity and the grade of the oil in storage and
the amount of aid per day of storage.
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Table 26: EU Olive Production (Thousand Tons)'”
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The EU considered that olive farming could be a model for sustainable land-use in the
Mediterranean region, producing highly-valued foodstuffs and environmental benefits,
while helping to maintain populations in marginal areas.

But the Common Agricultural Policy (CAP) is driving the sector down the wrong road.
Almost the entire budget of the CAP olive regime (around 2,250 million) is spent on
production subsidies. These encourage farmers to intensify production and to use more
irrigation, while marginalizing low-input systems.

Intensified olive farming is a major cause of one of the biggest environmental problems
affecting the EU today: the widespread soil erosion and desertification in Spain, Greece,
Italy and Portugal. The expansion of irri gated olive production is increasing the over-
exploitation of water resources that have already been eroded by other agricultural
sectors.

On the other hand, low-input olive farming provides landscape and habitat diversity in
many upland areas, but the CAP production subsidies are wei ghted against these
traditional systems. They face a choice between intensification and abandonment, both of
which lead to the loss of their special environmental values. Most Member States have
made very little effort in applying CAP environmental measures to olive farming, despite
their considerable potential for reducing the environmental impacts and enhancing the
conservation benefits of this land use.

It is not only the environment that suffers under current policies: following years of
production subsidy, intensification and ¢xpansion, producers now face market surpluses
and falling prices. S
Furthermore, the CAP regime is plagued by widespread fraud: olive production subsidies
are difficult to control, and Member States have failed to establish the effective data-
bases required by EU Regulations since the 1970s. This situation has been highly
criticized by the European Court of Auditors and the European Parliament,

In 1997, the European Commission attempted to tackle these problems by reforming the
olive regime. Member States were offered a choice between two existing support
Systems: a payment per tree (then applied to small producers) or a production subsidy
(then applied to large producers. o

The Council of Ministers chose in favour of the production subsidy, which ensured that
the incomes of large, intensive producers were maintained. But the change from tree
payment to production subsidy resulted in a considerable loss of ‘income for small
producers practicing low-input farming, thus further marginalizing these systems.

This “interim” olive regime was intended to run to November 20012, when a more
fundamental reform would be introduced. Now, the European Commission has proposed

'’ International Olive Oil Council (1.0.0.C) December, 2002
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to suspend a decision on reform and to roll-over the existing production subsidy until
2003, on the grounds that olive data-bases are still not ready3.

Implementation of a new regime may be delayed for several years more.

The present situation is clearly unsustainable in environmental, socio-economic and
administrative terms. If the European Parliament and Council of Ministers agree to the
Commission’s proposal, the problems of intensification, expansion, marginalization and
fraud will continue for at least another two years, at the cost of the tax-payer and the
environment.

WWTF and Birdlife International urge the EU institutions and Member States to comply
with the Treaty requirements on environmental integration and sustainability4, by taking
a firm decision now for a fundamental reform of the olive regime, to be implemented
from 2003.

The European Parliament and Council of Ministers should reject the Commission’s
proposal for again postponing reform.

* The European Commission should present a new proposal, incorporating a commitment
from the Member States to replace production subsidies from 2003 with a flat-rate area
payment unrelated to production or yields, in order to remove the incentive to
mtensification and increase support for low-input farms.

* The new proposal should reaffirm that plantations established after 1998 will not be
eligible for CAP support payments, as laid down in Regulation 1638/1998, in order to
check the “speculative” expansion of plantations which is still taking place.

* National and regional authorities should require olive producers receiving CAP support
to comply with locally-established codes of good agricultural practice, incorporating
basic environmental protection, within the framework of Article 3 of Regulation
1259/1999. |

* The European Commission and Member States should allocate greatly increased
resources to agro-environment programs for olive farming, in order to address the full
range and scale of environmental issues affecting the sector in each region.

* Member States should use Rural Development Programs to implement sustainability
strategies for olive farming, including measures which promote improved farming
practices through producer associations, advisory services, training and targeted grant-
aid.

* The European Commission, jointly with national agricultural and environmental
authorities, should develop by 2003 an integrated GIS data-base for olive areas, including
data which would allow the effective targeting and monitoring of environmental
measures. |

WWF and Birdlife International believe that these policy recommendations, if
implemented effectively, would enable the long-term social, environmental and economic
viability of olive farming in the EU. | |

Benefits would include:

* A considerable reduction in the degradation of natural resources being caused by
Intensive olive farming. |

* Improved viability of low-input production systems and farms in marginal areas,
combined with an enhancement of their conservation benefits. |

* Increased employment in environmentally beneficial actions and farming practices on
olive farms.

* A sound basis for controlling fraud and the expansion of olive plantations.
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1. The importance and diversity of olive farming in the EU Olive farming is an important
land-use in the Mediterranean region, with significant social, environmental and
economic implications.

Although olives are common in North Africa and the Middle East, and are grown in
places such as California, Australia and ‘Argentina, the world’s largest productive areas
are in the European Union (EU) countries.

Spain, Italy, Greece and Portugal dominate the world oljve market, producing 80% of the
world’s olive oil from a total olive area of approximately five million hectares. Two
Spanish provinces (Jaén and Cérdoba) account for 40% of total world production. Olive
farming in the EU is far from homogeneous.

There are striking differences between olive farming areas and between one farm and
another, ranging from the very small (<0.5ha) to the very large (>500ha) and from the
traditional, low-intensity grove to the intensive, highly mechanized plantation.

Olive trees range from ancient, large-canopied specimens, cultivated by grafting onto
wild olives and maintained by pruning for over 500 years, to modern dwarf varieties
planted in dense lines, to be grubbed out and replanted every 25 years. Tree densities
vary from as few as 40-50 stems per hectare in some older plantations to 300-400 stems
or more per hectare in the most intensive plantations.

Across the EU, olive plantations can be broken down into three broad types (EFNCP,
2000):

a) Low-input traditional plantations and scattered trees. These are often ancient and are
typically planted on terraces. They are managed with few or no chemical inputs, but with
a high labour input5.

As a result of their particular characteristics and farming practices, these plantations have
potentially the highest natural value (biodiversity and landscape) and the most positive
environmental effects (such as controlling water run-off in upland areas). They are also
the least viable in economic terms and hence most vulnerable to abandonment.

Ironically, these plantations receive the least support from CAP subsidies, due to their
very low yields and their tendency to produce a crop only once every two years.

b) Intensified traditional plantations. These follow traditional patterns but are under more
intensive management, making systematic use of artificial fertilizers and pesticides and
with more intensive weed control and soil management. There is a tendency to intensify
further by means of irrigation, increased tree density and mechanical harvesting.

¢) Intensive modern plantations. These use smaller tree varieties, planted at high densities
and managed under an intensive and highly mechanized system, usually with irrigation.
The intensified-traditional and modern-intensive systems are inherently of least natural
EU policies for olive farming. |

In this report, the term “low-input” refers to agronomic Inputs other than labour.

These plantation types are generally of far higher and more consistent productivity than
the low intensity traditional types and they consequently benefit from a much higher level
of CAP support (up to 10-20 times higher per hectare). |

The Common Agricultural Policy is the most significant policy directly affecting olive
farming in the EU. There are two groups of measures, corresponding to the two “pillars”
of the CAP: |

* The “market” regime for olives, which includes a subsidy paid to farmers per kilo of
olives produced, and restrictions on imports from outside the EU.

* “Structural” and “accompanying” measures, mcluding agro-environment incentives, aid
for farmers in Less-Favoured-Areas and grants for grubbing-out old olive groves,
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replanting and irrigation. These measures are now grouped under the Rural Development
Regulationé.

The CAP market regime for olives has by far the greatest influence on the sector. It has
its origins in 1960s and, until 1998, included a minimum price for producers, a
consumption subsidy paid to the processing sector and export subsidies. Large producers
(more than 500kg of oil per year) received a subsidy in direct proportion to the oil they
produced, whereas small producers (less than 500kg) received an aid per tree, weighted
according to the average historical yields of their district. To ensure adequate control of
subsidies to producers, Member States were required (and provided with funds7) to
establish comprehensive registers of olive plantations, using aerial photography. These
registers were to have been completed ten years ago8, but none of the Member States
fulfilled this requirement (EC, 1997). The lack of an adequate olive data-base has
repeatedly hampered the effective management of the CAP regime.

Indeed, olive subsidies have been plagued by fraud on an alarming scale in all producing
countries, as highlighted over the years by reports of the EU Court of Auditors (EC,
1997). An important root cause of fraud has always been the nature of the support
system: the CAP production subsidy is paid on the olives or the oil, which are extremely
difficult for the authorities to track, rather than on the land which produces them (EC,
1997).

Following damning criticism of the olive regime from the European Court of Auditors
and the European Parliament, the European Commission produced a discussion paper in
1979 which reviewed some of the main problems with the existing support regime,
including continuing intensification and expansion, fraud and environmental impacts.

A reform of the system was clearly required, and two broad options were discussed,
based on the establishment of a single support system for all olive producers.

The support options were variations on the two which already existed: an aid per tree or a
subsidy paid in direct proportion to production.

Although over 60% of olive producers in the EU already received aid n the form of a
tree payment, the Agricultural Ministers chose in favour of abolishing this system and
applying the production subsidy to all producers. |

They thus opted for the system most vulnerable to fraud and most complex and costly to
administer, but which had the political “advantage” that the incomes of large producers
would be maintained. .

At the same time, the change from tree aid to production subsidy resulted in a
considerable loss of income for small producers practicing low-input farming, especially
In years of poor harvest (normally every second year in dry land olive farming).

The “interim” olive regime was to run for three years from 1998 to 2001 10. Regulation
1638/1998 laid down that a more fundamental reform would be introduced from
November 2001, on the basis of a new Commission proposal. In the intervening period,
basic olive data was to be improved by means of aerial and satellite imagery and
integrated in a computerized Geographical -

Information System (GIS) in order to facilitate the desi gn and control of an appropriate
regime,

A. The latest proposal from the European Commission

The European Commission’s proposal for 2001 is to suspend the expected reform and
roll-over the existing production subsidy until 2003. The main explanation given is that

the new GIS data-base is still not ready, and that fundamental changes to the support
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system cannot be made until there is complete and reliable information on the olive area

and number of trees.

Yet fundamental changes were made to the support regimes for arable crops in 1992,
Including a shift from production subsidies to area payments, without the prior
establishment of a specific data base. The same could be done now for olives. Member
States would have to refine their national registers in the initial years, as they did for
arable crops. |

If the Commission’s proposal is accepted by the European Parliament and Council of
Ministers, a more fundamental reform of the CAP olive regime will again be put off, due
to the failure or unwillingness of authorities to prepare themselves for change. The
problems of intensification, expansion and fraud will continue for another two years, at
the cost of the tax-payer and the environment.

B. Environmental effects of olive farming
With appropriate management, olive farming can contribute to the conservation of natural

resources and values. But tendencies in recent years have been towards environmental
degradation, as a result of bad farming practices, the expansion of intensive plantations
and the marginalization of low-input farms.

The main problems and proposed solutions are reviewed hereafter.

C. Soil erosion and desertification

Soil erosion is one of the most serious and widespread environmental problems in the
Mediterranean region. Erosion reduces the soil’s productive capacity, making it necessary
to use more fertilizer. |

Topsoil, fertilizer and herbicides are washed into water courses and water bodies, causing
‘widespread pollution (Garcia Torres, 1999). In extreme cases, soil erosion leads to
desertification, or “serious degradation of the so0il”’12. Once this situation is reached,
recovery 1s extremely difficult, and the capacity to support vegetation is lost.

Intenstfied olive farming is a major cause of soil erosion and desertification, as reported
in numerous agronomic publications (for example, Tombest, Michelakis and Pastor,
1996). The CAP production subsidies exacerbate the problem by encouraging
intensification (see Boxes 1 and 2). - |

CAP production subsidies also encourage the establishment of new plantations, often at
the expense of natural vegetation, thus destroying the most effective protection against

eroston. This problem is reported in regions such as Crete and Andalucia (EFNCP, 2000).
Eftective solutions to soil erosion are available.

In some cases, relatively small changes in farming practice may be sufficient, such as
shallower and less frequent tillage, and the maintenance of a grass cover on the soil at the
most critical times of the year. | |

Research shows that these measures can lead to an increase in yields and in productive
efficiency at the same time as tackling the environmental problem (for example, Pastor,
Castro, Humanes and Saavedra, 1997). |

In some sijtuations, the construction of small earthworks may be necessary to control
water run- off, implying a cost for the farmer. In exireme cases, it may be advisable to
turn steeply sloping land over to forest
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Box 1: ‘
Why intensive olive farming causes soil degradation “The Mediterranean region has witnessed in

recent years the highest rate of soil loss in all Spain, and this fact is due, at least in part, to the bad
management of olive plantations”. -'

In mtensified olive plantations, farmers usually keep the soil bare of vegetation all the year round, by
regular tillage. This is mostly up and down the slope, rather than tollowing the contours.

Severe erosion takes place with the arrival of torrential autuma rains on bare soils which have been
cultivated to a fine tilt by summer harrowing.

Erosion is most extreme on steep slopes, where many plantations have been established without
supporting terraces. But even on relatively flat land and on terraces, severe soil erosion can result from
inappropriate soil management.

intensive tillage not only exposes the soil to the erosive effects of rainfall, it also increases the soil’s
vulnerability by reducing its organic content, especially when combined with the use of non-organic
fertilizers and residual herbicides. The decline in the organic matter content of many soils in southern
Europe, as a result of intensive cultivation practices. has become a major process of land degradation,
according to the European Soil Bureau.

The water-pollution problems caused by the wastes from olive processing plants are not
covered in this publication.

For example, through erosion, Stalinization, etc. (Spanish Ministry of Environment,
1999). |

(With low-intensity management, such as li ght grazing, to prevent fires), which is the
most effective protection against erosion.

Traditionally, terraces were created with supporting stone walls, to enable the cultivation

of hillsides in upland areas without excessive soil erosion. These terraced systems are still |

common 1n many parts of the Mediterranean region, and represent an enormous historic
Investment of human time, energy and skill.

But their maintenance is labour-intensive and abandonment is quite common in marginal
areas. This can lead to land-slips and sometimes to desertification, for example when it is
followed by repeated wild fires or over-grazing by sheep and goats. Support measures are
needed which maintain the economic viability of traditional systems without encouraging
intensification, and which reward the conservation of existing terraces.

Water run-off, pollution and over-extraction

Controlling water run-off and floods | |

In upland areas, traditional olive plantations on terraces can help to slow run-off and
improve water penetration. This reduces the risk of floods in lowland areas following
heavy rainfall. This is a particular concern in parts of Italy. To fulfill these functions,
terraces and channels need to be maintained and soil management should aim at reducing
erosion.

Pollution of surface and ground water Erod'ed soils and chemicals from farmland are

among the principal pollutants of surface waters in Mediterranean regions. Residual -

herbicides, such as Simazine, are widely used in intensified-traditional and modern-
~Intensive olive plantations. These chemicals remain highly concentrated in the top 5-
I5cm of soil, even after several months, and are washed into streams, rivers and
reservoirs with the soil that is eroded in heavy rains. |

Soil run-off from olive plantations into reservoirs also leads to Important economic costs,
as in the case of the silted-up Guadalén reservoir in Jaén, Andalucia. This leads to the
building of new reserveirs, often with considerable environmental impacts.
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THE JIMPACT OF THE EUROMED AGREEMENT
ON THE OLIVE AND OLIVE OIL INDUSTRY

Nitrogen inputs in the most intensive, irrigated olive farming can reach high levels (up to
350kg per hectare in extreme cases), so experience from arable tarming systems suggests
that a problem of groundwater pollution is likely to exist in some olive areas.

However, there 1s little monitoring or fesearch of groundwater pollution in intensive olive
areas. |

Water abstraction for irrigation

The over-exploitation of water resources for irrigation is an enormous environmental
problem in the Mediterranean region. Irrigation is expanding rapidly in the olive sector
and 1s contributing to the unsustainable use of water resources that have already been
eroded by other agricultural sectors. Although the quantities used per hectare are
relatively low compared with arable cropping, irrigated olive plantations cover an
increasingly large area in some regions and their total impact on water resources is
considerable.

The CAP production subsidy acts as a powerful incentive to the spread of trrigated
plantations: conservative estimates show that the subsidy increases the difference in net
income between irrigated and dry land plantations by as much as 600%. Without the
production subsidy, the change to irrigation would be much less profitable (see Box 3).
The regions affected by the expansion of irrigated olive plantations often have serious
water deficit problems. For example, in Puglia (Italy), Crete (Greece) and Jaén (Spain),
trrigated olive plantations have continued to expand even though ground waters are
already severely depleted.

Box 2:

Examples of desertification caused by olive farming |

Soll erosion is a serious problem in all producer countries, where inappropriate cultivation practices
coincide with vulnerable soils. Very severe erosion is defined as an average rate of 50 t/ha/year or
more by the Spanish draft National Action Plan Against Desertication. In Andalucia, an estimated 80
Uha of topsoil are lost each year from olive plantations, with even higher rates in certain situations.

On the basis of these estimates, the approximately one million hectares of olive plantations in
Andalucia are loosing as much as 80 million tonnes of sojl per year.

In Greece, large areas of land have been cleared in recent years for new olive plantations and are
subsequently eroded by gulilies. | | | |

Upland areas with olives on shallow soils are especially vuinerable to erosion because of intensjve
tillage and soil compaction from farm machinery. Soil erosion is caused in some areas when intensive

goat and sheep grazing follows the abandonment of traditional plantations.

In Italy, continuous tillage and the spraying of residual herbicides to control weeds in

Intensive plantations causes an impoverishment of the soil and the loss of its structure

leading to erosion.

~ In Puglia it is reported that intensive tillage has caused erosion at different levels,

especially on steeper slopes. The abandonment of traditional olive plantations in northern

regions, such as Liguria, has lead to an increased incidence of wild fires and subsequent
risk of soil erosion. |

In Jaén, the regional government’s data for 1997 indicates a water deficit of 480 million

m3 for the Guadalquivir river basin (Consejeria de Medio Ambiente, 1997). This problem
has been aggravated in recent years by the expansion in irrigated olive plantations
(Pastor, Castro and Vega, 1998). It has been estimated that irrigated plantations in Jaén
consume approximately 300 million m3 per year (EFNCP, 2000). |
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