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Introduction

The Common Agricultural Policy experienced contiasiadjustment in the last 50
years, as a reaction to the socio-economic evolufdhe EU Member States, to the gradual
enlargement process and under the pressure of ligi@n. The Common Market
Organization and the policy instruments relatetheomilk and dairy sector were subject to a
series of changes in the last 40 years, followirgdeneral CAP trend; yet, compared to the
other sectors where the reforms were radical,i;mdase the changes had slower rates and did
not target radical reforms.

The global and European dairy market evolution &l was the diversification of
consumers’ preferences in the context of socio-eenn development and production
diversification due to the introduction of new taologies, the influence of related sectors
(beef and veal meat, arable crops and feeds), vaxpbrienced deep reforms of the political
instruments in order to facilitate the connectidrih@ players in the respective chains to the
market signals, will increasingly influence the kngroduction and processing sector, which
is supported by policy instruments that are no éorggitable in the current economic context.

At the end of the year 2007, the European Commissibmitted to the European
Parliament and Council the document named CAP He@heck, meant to prepare the
continuation of reforms, in which the sectors tim@eded reforms were mentioned. An
important issue in this document is the proposaltiolish the milk quota beginning with the
year 2015. This document proposed the eliminatfahis instrument only after the sector has
been prepared for such a radical measure. In #sigect, it was proposed that one of the
measures would be the gradual increase of quotd2Qh5.

A series of studies and research works were iadiéity the scientific and professional
community in this field, meant to estimate and eat¢ the magnitude of implications that
this measure can have.

The main worries refer to the possibility of milkoguction concentration in the areas
where this activity implies lower costs and itsagipearance in certain zones (e.g. in the
mountain areas). In order to avoid such situatibms necessary to create alternative policy
instruments for maintaining this activity in the ombain areas.

Although Romania is already a EU Member States icanfronted with significant
structural difficulties with regard to farm structuin general (excessive fragmentation of
agricultural holdings) and to processing. The fasnprocessors and traders have to comply
with the EU milk quality standards and to the rigoimposed by the acquis communautaire
in this field. Although the situation of the milkq@uction and processing sector in Romania
is at present largely different from that in the-E®& and even from certain EU New Member
States, and there is an obvious need to changesithegtion, the policy makers should be
aware of the fact that no wonders can be doneshoat time in order to bridge up the gap
between Romania and the other Member States, the asathe sector opposed the structural
changes for a long time. The most feasible actmnthe decision-makers should target an
equilibrium between complying with the norms impmbd®/ the acquis communautaire and
Romania’s agricultural interests, based upon thema realities and possibilities and the
active involvement in the European decision-maldgbates on the sector reforms. This
represents a true challenge for Romania’s futuriewatural policy.

The main objective of this study is to contributettie substantiation of decisions that
Romania should make in the context of the sectbcyoeforming. Thus, on the basis of the
analysis of sector evolution and of its reactioostlie national policies that have been
implemented so far, of the European policies tlaaehbeen under implementation since 2007
and of the characteristics of production in Romaw& have in view to identify certain policy
instruments specific to the mountain zone thatadd affected by the phasing out of quotas
and to estimate the effects of the gradual incredseilk quotas and their phasing out after
2015, upon the national production — processingrisemption chain. In this respect, the milk

5
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and dairy market dynamics is investigated at Eumopend world level (demand and supply
for each main dairy category; price level — in etation with quality; production capacity —
current production and estimates).

The study attempts to estimate the impact of grathwiease of quotas and their
phasing out after 2015 upon the small and large &wan farmers (by regions). On the basis
of these detailed analyses we suggest certaini@atu¢e.g. modifications in the intervention
system or providing new payments and other decduplgport modalities) in order to
attenuate the foreseeable effects of quota aboishrand to facilitate the transition to the
implementation of an undistorting policy. The arssywill be based upon the development of
certain scenarios designed according to mostlystealvorking hypotheses. As part of this
analysis, we tried a simulation by several typegsofall and medium-sized) farms of the
effects of implementing the current sector specpalicies and those proposed by the
Commission 2008 in order to identify certain suppoeasures that could lead to maintaining
the dairy cow raising activities in the mountaipas.

Chapter 1. The Common Agricultural Policy in the dary sector

1.1. Dynamics and current support policy to the@en EU -27

The Common Market Organization in the milk and ylaector continuously evolved
since its implementation (since 195&ip to the present moment, practically followirng t
general trend of CAP adjustment as a reactiondatitio-economic evolution of the Member
States, to the enlargement process to 25 and ohzh Member States and to the globalization
pressure. Yet, compared to other sectors in whiehréforms were more radical, in this case
the changes were slower and a radical reform &adir a must and a certitude in the years to
come. At the beginning, the main objective of tleetsr policy was circumscribed to the
classical objective of the Common Agricultural Bgli namely food safety and market
stability, ensuring reliable and stable incomes flammers and processors through price
support, subsidizing the market surplus stockswitliedrawal of surplus produda the case
of world price diminution (public intervention) arsilibsidies to exports. Agenda 2000 and
then its reform of 2003-2004 (Mid-Term Review) cbad a part of the philosophy in this
sector as well, in the direction of improving corifpeeness and encouraging the farmers and
the processors towards business that is incregsimgtket oriented.

At present, the common milk and dairy policy in@gdthree types of support
instruments, namely: domestic market supfpattrect payments provided to farmers and
certain support instruments to foreign trade. Thanmegislation regulating the sector is
presented in Box 1.

'Reg. EEC 804/68
’Raw milk perishability determined the indirect dpation of support measures, in certain productivee
from processing, namely butter, skimmed milk powaied certain types of cheese.
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Box 1
Main European regulations in the milk and dairy st

(EC) Regulation no. 1255/1999 of 17 May 1999 ondtimmon organization of the market in the milk and
milk products

(EC) Regulation no. 1152/2007 of 26 September 2@@énding (EC) Regulation no. 1255/1999 on the
common organization of the market in the milk arié products

(EC) Regulation no. 1788/2003 establishing a lewthe milk and milk products sector and (EC) Retijoia
no. 595/2004 laying down detailed rules for its kggtion

(EC) Regulation no. 1468/2006 of 4 October 2006 radimey (EC) Regulation no. 595/2004 laying down
detailed rules for applying the (EC) Regulation A4@88/2003 of the council establishing a levy ia thilk
and milk products sector

(EC) Regulation no. 1782/2003 of 29 September 28§38blishing common rules for the direct support
schemes under the Common Agricultural Policy antdbdishing certain support schemes for farmers and
amending Regulations (EEC) no. 2019/93, (EC) n&@212D01, (EC) no. 1453/2001, (EC) no. 1454/2001,
(EC) no. 1868/94, (EC) no. 1251/1999, (EC) no. 12949, (EC) no. 1673/2000, (EEC) no. 2358/71 ard)(E
no. 2529/2001 and (EC) Regulation no. 1973/200/tagown detailed rules for the application of Cailn
Regulation no. 1782/2003

The support measures for the domestic markehaving in view price stabilization and
support can be classified as follows:
* market stabilization measures through:

— public intervention for the acquisition of buttenda skimmed milk powder
targeting their price support (intervention purahasorage, then sale);

— private storage measures for butter and cream,ns&ahpowder milk and cheese,
in order to eliminate the disequilibrium on the rgamarket as a result of the
demand and supply (seasonal storage targetinggsase protection);

— world trade control measures through border prmtectneasures (high tariff
protection, minimum import prices and quotas) axyubet subsidies;

* Demand stimulation measures through:

— Support scheme for purchasing at low prices, byhthgorofit organizations, of the
butter, concentrated butter and concentrated cfeanmse in pastry and ice-cream
products;

— Support for the use of skimmed milk powder for aalifeed,;

— Support for the use of skimmed milk powder for cageoduction;

— Support for milk consumption in schools;

— Support for milk consumption by disabled persons.

Farmers’ income_support measures meant to attenuate the losses resulting from the

intervention prices diminution through:

« Single payment scheme (that since 2007 has alsadedt the milk premium for the
milk production obtained according to quota and #uglitional premium or the
permanent pasture premium).

Supply control (limiting) measuresthrough:

« The production quota system, introduced in £9&4order to limit the milk quantity
subsidized from the EU budget and to limit the lmtegy expenses at an acceptable
and predictable lev&l At the beginning, the maintenance of this inseamfor ten
years was desired, yet in time (in 1992, 1999 &ed &t Mid-Term Review in 2003 it
was decided that this system should be in placg 2015, and the decision of an

3 Calculated on the basis of deliveries since 198% +1

*The expenses had reached 40% of the CAP budgethanohilk powder and butter stocks over 1 million
tons each
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eventual prolongation of this term to be takenraféeds). The key element of this
instrument is represented by the milk quantityt(thaets certain quality standards and
a certain fat content established by the law) daat be delivered on the market (for
processing or through direct sale) by each EU Mersbate (and each farmer of the
Member State as the national quota consists ointfigidual quotas for each farmer)
that is not subject to penalties in case it isexateeded. Each Member State is free to
design its own policy with regard to the quota $fen both at regional level and
within the categories (direct sales and deliverydtiries); in certain specialists’
opinion, the freedom and mobility level is a detenmg element in the structural
movements of production and processing.
« Levies in the case of exceeding the quantitiedéstked by quotas.

Diagram 1 briefly presents the dynamics of theasilon of common policy instruments
in this sector and their perspectives).
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Diagram 1. Evolution of support mechanisms that areised in the milk and dairy sector and their perspetives until 2015

direct payments per animal head

direct payments millquota | including payments under single payment schem

*and top-up payment or
permanent pasture area
payment

support to butter and milk consumption in schools

elimination of support to direct butter
consumption

support for butter consumption provided to non-profit organizations and military units

support for the utilization of concentrated butter and cream for processing - pastry and ice-cream pedbicts

optional maintenance of support measure

support for the use of skimmed milk and skimmed mk powder in animal feeds and casein production

optional maintenance of support measure fd
casein production

private storage support for skimmed powder milk

optional - market function

private storage support for butter and cheese

removal of private storage support for chee:
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price support measures, public intervention for buter and powder milk purchase

optional maintenance of public intervention
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Source: untill 2005 based on J.Wilkin, D Milczar@kFatkowski , A. Malak Rawlikowska, The dairgteein Poland, since 2005, own interpretation bdiea EU
legislation and the Commission proposals presentetfay 2008
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The EU enlargement process (by 17 new member s@e¢ésrmined the entry of 103
million new consumers on the Single Market, sin68& and an increase of the milk quota
by 24.5 million tons compared to the quota envidagge the 2003 reform, so that at present
the total value of quota for EU-27 is 142 milliams.

The 2003 Reform (MTR) had the declared objective cteate a competitive
agricultural sector, more adapted to the markeheery, focusing on the environment and
animal health protection. This general objectiveoahargeted the milk and dairy sector, and
the main modifications had in view the followingpasts specific to the policy instruments
used for sector support:

" Intervention price diminution for butter and skimdmailk powder’

- Partial compensation for the intervention priceidimion for the dairy farmefs

- Discouraging the purchase of butter at the intefganprice: by opening a bidding
procedure for intervention purchase in additiothi purchase of 30 000 tons at fixed
price;

- Expiry of the quota system on April 1, 2015;

- Delay by one year of the gradual increase of qubya$.5%, in three stages of 0.5%
each for 11 Member States, as it was provided rioAgenda 2000. The increase
corresponds to a quantity of 1.4 million tons ofkni

- Diminution of the additional levy: in four stagefpm 35.63 EUR/100 kg in
2003/2004 to 27.83 EUR/100 kg beginning with 2000
At that date is was estimated that production wdndddiscouraged by the guaranteed

price diminution in butter and skimmed milk powdand the processors would be stimulated
to diversify their supply by manufacturing certairoducts with high value added (cheese and
fresh dairy products). The simultaneous increaséhefEU quota and of the consumption
potential would have promoted the stimulation amgtructuring of processing and an
additional production upstream implicitly, whichutd have encouraged business in the milk
production sector, mainly in the young farmers.

1.2. National sector support policy

As Romania joined the European Union, the Europegislation regulating the sector
(Box 1) is also valid for Romania, with certain egtons, being harmonized with the
national legislation. The national legal framewdde milk and dairy products mainly
regulates the following:
- approval conditions of milk buyers, applicationrfofor approval and their registration in
the Buyers’ Registry
- milk and dairy market organizatitin
- methodology of granting individual milk quota artetallocation modality and national
milk reserve reconstitution Thus, starting with April 1, 2007, the marketiogmilk, i.e.

°25% in butter (from 328.20 EUR to 246.39/100 kg)l &% in skimmed milk powder; (from 205.52 EUR to
174.69/100 kg)

® A direct payment worth 24.49 EUR/100 kg by quotal @ top-up payment per Member State of about 11
EUR/100 kg that should be decoupled from produdtio2007 at latest;

"ORDER no. 1388 of December 30, 2005. Accordinchts order, the economic operators that buy milknfro
farmers, for processing purposes or for sale tags®ors, can perform this activity only if they approved and
registered, on their demand, in the Buyers’ Registhese are approved following the analysis @ffiand field
check-ups by the specialists from the regionatefiof the Milk Quota Administration Department;
80RDINANCE no. 48 of August 11, 2005. This ordinamtearly defines all the elements that charactetize
market organization of the sector, namely the wgetion system and the commercial market meadarasilk
and dairy products, the methodological principlesdranting milk quotas (requested and approvechtifies,
penalties), establishment of the national milk resedefining the traditional and organic produesswell as the
establishment of dairy products identification cade

10
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milk and milk products delivery and direct sales ¢@e performed only by milk quota
owners, within the limit of the available referengeantities, on the basis of farmers’
written request, to the competent authority Milko@uAdministration Department, and of
the registration in the Quota Registry. The farmen® deliver milk and/or directly sell
milk and dairy products to consumers should keepwaaience of the dairy cow herds and
yields in the Farmer’s Notebook;

- the activities for which financial support is reead by the livestock farmers in the year
2007 as well as the financial support vafuaccording to which a support worth 0.3 RON
/liter is received for the quality milk delivered the milk collection centers, which meets
the EU standards;

- the collection, processing, interpretation and ehsgation of statistical data on the
agricultural and food products market that willdagomitted to the European Commission
and that include data referring to a certain numifedairy products for which EC
developed price statistics from all the Member &tat

1.3.Support policy reform proposals for the milk protioie and processing sector in CAP-
HC context

The pressure of changes on the world agricultueakets and the EU enlargement to
27 Member States stimulated the debates on théncatiopn of the last CAP reform of 2003
and the agricultural policy implementation improvarh This action, known under the name
“Health Check”, does not envisage a radical refamd the change of general objectives, but
rather performance increase, bureaucracy diminuwaluation and improvement of the
policy instruments that are being used.

In November 2007, the European Commission presahieadlocument CAP Health
Check to the European Parliament and the Coundiiglwlisted the sectors to be reviewed
and reformed, where the milk quota abolishment wantioned among other things
beginning with 2015. In order to prepare the setaliminate this instrument after 2015 and
to attenuate the expected shock determined by eéheowval of this milk supply control
instrument, the Commission proposed a gradual asereof quotas (until 2015), in order to
create the opportunity of sector consolidation arlease its competitiveness. The decision
on the size of gradual increase of quota and therpbssible phasing out of this mechanism
left open the option ranging from 2 to 5% annuatlgpending on the conclusions of the
impact studies initiated by the EU Member Stateg, different professional, scientific
organizations, and even by inter-disciplinary teatiat worked under the Commission
guidance. The reason of this proposal is baseti@ndry CAP dynamics and on the fact that
this policy instrument introduced 20 years ago rdeo to limit the supply (for avoiding
surplus production and the accumulation of stocks)a result of the production-coupled
support, that had been practiced in EU for quiteng time, is no longer of actuality, given
the evolution of markets after 2003, when the mafotargeted a form of support decoupled
from production in most of the products.

°DECISION no. 852 of 28 June 2006 and DECISION n60 Bf 11 July 2007 for the modification and
completion of the methodology for granting the indual milk quota, as well as of the allocation rality and
national milk reserve reconstitution (situationsimdictivity, transfer, conversion or reallocatioh quotas, as
well as the fees established for exceeding theagipt

1 DECISION no. 141 of 14 February 2007 and DECISI®!N 735 of 11 July 2007 for the modification of
Annex to Government’'s Decision no. 141/2007 on dpproval of activities for which funancial suppdst
received by the farmers from the livestock sedtoth eyear 2007, of its value, as well as of h@altamount
allocated to each activity

! ORDER no. 445 of 4 July 2008;
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In the last years, the demand for products witlova processing level (fresh milk,
skimmed powder milk or whole milk and butter (ttzeie practically the object of the CAP
support) is stagnant or even down; the domesticfareign demand for the dairy products
with high value added is up instead, mainly foredeeand fresh dairy products. As a result,
the continuation of this supply limiting systemeaf2015, too, might enlarge the difference
between the efficient farmers and the less competiarmers from the less favoured areas,
mainly from the mountaineous areas, as well as dxmtwthe sectors of agriculture that
suffered major reforms and had the possibilitydoeive true market signals, undistorted by
certain policy instruments.

However, the worries related to the fact that thpeeted beneficial effect of quota
abolishment upon the sector competitiveness mightave the same intensity at zonal and
regional level are justified, mainly for the mountareas, where the effect might be quite
opposite. In this respect, the Commission propakatispecific rural development measures
should be introduced in these regions, meant tpa@tproduction (of dairy products with
high value added eventually); in this respect, ghavisions of Art. 69 of the Commission
Regulation no. 1782/2003 could be used, that camarbended for this purpose. All these
proposals were submitted to public debates andarallpl a series of studies on this subject
were completed, providing decision-makers with igdarange of opinions and topics for
pro/con debates. The study and the results of éiatds on this subject mainly led to the
conclusion that a gradual increase of quotas mighthe main option so as to provide a
feasible solution for “preparing the ground” foradical reform of the sector through this
instrument elimination. Thus, the Commission detgide take action and proposed the
increase of quotas by 2% on an equal basis thalEt) Member States starting with April 1,
2008 (market year 2008/2009); this proposal wasaaal on March 17, 2008.

On June 3, 2008 the European Commissioner for Aluie announced that
following the debates on CAP-HC, the Commissiorppred the official reform proposal and
submitted it to public debate. Compared to the aigmrovided in November 2007, the
document presents precise and well-documented patgpoThe main issues related to the
milk production and processing sector are the Vahg:

- milk quota elimination beginning with 2015 (as é&ditthed in MTR in 2003) as this
instrument became obsolete in the context of th@uéen of markets and current
CAP philosophy;

- gradual elimination of restrictions limiting the pply; thus, in order to prepare the
sector for this radical reform, it was proposed thesides the 2% increase of quotas
beginning with April 1, 2008, already adopted by t@ouncil, quotas will also
gradually increase by 1% per year for five yeaastistg with 2009;

- adjusting the current support measures and institesnef the sector, which are
irrelevant or became obsolete in the present ecancontext. In this respect, the
Commission proposed that certain intervention megsior butter and certain support
measures for the direct consumption of butter ankk mwowder should become
optional, depending on the market conjuncture; lsaroproposal is that the private
storage support for certain types of cheese andlifect butter consumption and its
use for pastry and ice-cream industry should beieéted.

In order to ease transition towards a policy emgpthe farmers to receive undistorted
market signals starting from 2015, mainly for farsm&om the mountain areas considered as
most exposed to the shock of change, the Commigsaposed the amendment of Art. 69 of
the Commission Regulation no.1782/2003 so as teabé for this sector, too, mainly for the
less-favoured areas; in the year 2011 the Commnissito prepare a detailed analysis in this
respect. According to the initial provisions ofgharticle (Box 2), the Member States that
implement the single payment scheme may retairo®% of the value of national ceilings
for direct payments allocated to the sectors thatilae object of the regulations and use this
amount for support measures that are considereldeoyespective Member State as important
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for the protection or improvement of environmennditions or for the improvement of
agricultural products quality and marketing.

In order to provide the Member States with moreifiéity and the possibility to
respond to the specific support needs on certaimsets, the amendment of this article is
proposed through:

- elimination of the restriction regarding the unifodiminution of the national ceiling
for each sector in part;

- expanding the possibility to provide support toadisantaged farmers from certain
regions specialized in the production of milk, hedfeep or goat meat, as well as
including the support for the rice plantations freath zones;

- utilization of funds for completing the value ofetldirect payment in the sectors that
are the object of development and restructuringranos;

- utilization of funds for certain risk management asres (production insurance
schemes for natural disasters and animal epizoagtiasted under certain conditions);

- utilization of certain distorting support measufascording to WTO, which cannot be
classified in the Green Box) and which should batéd to 2.5% of the ceiling value;
expanding the intervention area of this article oe Member States that apply the
single area payment scheme (SAPS), hence for Raitaoi.

Box 2
Article 69: Optional implementation for specific pes of farming and quality production

Member States may retain up to 10 % of the componémational ceilings referred to in ArticleA
corresponding to each sector referred to in Annéx V

In the case of the arable crops, beef and veal simeep and goat sectors, this retention shall bertakto
account for the purpose of application of the maximpercentages fixed, respectively, in Articleségband 68.

In this case and within the limit of the ceilingkefd in accordance with Article64 (2), the Membeat&t
concerned shall make, on a yearly basis, an adtifipayment to farmers in the sector or sectorsceomed by
the retention. The additional payment shall be ¢edrfor specific types of farming which are impattéor the
protection or enhancement of the environment orifoproving the quality and marketing of agricultra
products under conditions to be defined by the Cission in accordance with the procedure referredirto
Article 144 (2).

Source: (EC) Council Regulation no. 1782/2003 omtdshing the common rules for direct support soke
under the Common Agricultural Policy and establighicertain support schemes for farmers and amending
(EEC) Regulations no. 2019/93, (EC) no. 1452/20@C) no. 1453/2001, (EC) no. 1454/2001, (EC) no.
1868/94, (EC) no. 1251/1999, (EC) no. 1254/199%C)(Bo. 1673/2000, (EEC) no. 2358/71 and (EC) no.
2529/2001

On November 18, 2008 the Commission presentedetised proposals on the CAP
Health Check® the results of the negotiations for Romania twatld have a significant
influence upon the milk and dairy sector are tH®Wang increase:

- increase of the national co-financing of direct ipants starting with the year 2010

(50% of the level of direct payments applied in @@mmunity on April 30, 2004,

compared to 30% as initially agreed) — topping unead payments by about 800

'?Article 41 Ceiling: (1) For each Member State, sue of the reference amounts shall not be highar the
national ceiling referred to in Annex VIII. (2) Wie necessary, a Member State shall proceed toearlin
percentage reduction of the reference amountsderdo ensure respect of its ceiling.

3 Revised and Final Presidency Compromise on Hedalfitack Proposals(9656/08 — COM (2008) 306 final - is
adopted as modified by doc. 15558/08 with addenrfip 1
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million EUR from the national budget in 2010 —20ighce by 40 EUR more than the
levels referred to in the Accession Tredty)

- funding the measures provided for in Art. 68 staytvith 2010 (budgetary year 2011)
— referring to the possibility of using up to 10%tlee national budgetary ceilings for
direct payments (per hectare) in their priority teex; for measures referring to
environment protection or improvement or for imprgythe quality and marketing of
agricultural products. Following the negotiatiorddiional funds were allocated for
the EU New Member States amounting to 90 milliorpe8 year; Romania and
Bulgaria are the main beneficiaries of these. Tuppsert will last 6 years (compared to
3 years in the case of the EU New Member States ) 10) and Romania’s part is
17.7 mil. € per year on a 6-year period, summingl0f.2 mil €°. The sectors for
which these funds can be used are the followidgiry sector, rice growing,
agricultural activities carried out in areas withifficult conditions for agricultural
production, etc. the maximum percentage that can be used out efl®o for
payments coupled with production (i.e. direct suppo agricultural production) was
established at 3.5%, versus 2.5 % as it had bégalynproposed

- the milk quotas were expanded by 1% per year fgedis (2009 - 2013) up to their
elimination in the year 2015.

- the measure referred to in the National Rural Dgwelent on investments on dairy
farms can be funded until March 31, 2014 (natismwfinancing being an accepted
state aid). Thus, the restriction on the limitatmhinvestments from the European
rural development funds only to the farms that Hmekn allocated quota was
eliminated.

- The fees applied in the case of exceeding the gquiktas and the milk fat content
were reduced. The farmers whose delivered milk dndswer fat content than the
current reference level are exempted from payirtitiathal fees.

- The market intervention was maintained as a “safety for durum wheat, rice and
milk sector.

- An increase of the upper limit was obtained for itheestments for setting-up young
farmers from 55 thousand € to 70 thousand € pen.fathe Member State can
establish a maximum limit, which should not excéed level.

Chapter 2. Milk production and processing in Romana — characteristics
and tendencies

Milk production comes on the second place in Romafter meat production as
regards its importance; in 2006 it accounted fd¥2if the animal production value and 8%
of the agricultural production value. Milk is antemely perishable product, so that it
requires a functional logistic system along thedpiation — processing — consumption chain
that should have the capacity to provide the comswmith the desired products in the shortest
time possible, under an adequate form and hightgual

2.1. Sector dynamics in the transition period amthie pre-accession period

2.1.1. Primary production dynamics

1418 November 200&Revised and Final Presidency Compromise on Hedtiack Proposals(9656/08 — COM
(2008) 306 final - is adopted as modified by ddg538/08 with addenda 1-5)
> poland has to receive an amount of about 92 mili/R
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In the period of transition to the market econoniggep changes were produced in the
agri-food sector and in the milk production andgassing sector implicitly. In the first three
years after 1989 a drastic diminution of bovinedsdonok place (35%) as well as of the dairy
cow herds (8%) as a natural reaction of the livdstector after an aberrant policy, focusing
on the increase in the number of herds by all meastts no economic rationality. The
elimination of the political provisions, by whichimal slaughtering was restricted, led to
massive slaughtering of diseased, old animals, Mthyielding potential. As a consequence,
in the same period, productivity largely increagked 33%) and in the next years the trend
was positive, up to 2006 when the highest proditgtvas reached after 1990 (see Graph 1).

Although a significant productivity increase tookage in the sector, this is quite
modest compared to the EU-15 and even with that flee EU New Member Stat8s

Compared to other sectdfs82% of the milk production and the bovine herdsl h
been concentrated in the private sector until 1@@Picultural production cooperatives and
small producersy.

Graph 1: Dynamics of herds, milk production and yiéds in the period 1990-2007
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The abolishment of the agricultural production cerapives after 1989, the diminution
in size of the state sector as well as the dediih¢he oversized processing industry
produced great structural changes in the earlysyehtransition, which persisted up to the
accession moment. In the first years of transititve, small farmers adjusted their herds in
relation to their own needs and economic poss#slitso that in the period 1993 -1998 the
decline of these continued but at slower rates) thestabilization period followed, even a
slight increase, while productivity continued topimave. As a consequence, total production
increased as a response to the support policieessdl to farmers throughout this period
(subsidies materialized into payments per animaldher three years, premia for the milk
sold to certain processors, grants for purchasaigy cows, input subsidies, etc.). Yet, the

16 according to Eurostat data, in the year 2006 teeage yields obtained in Romania reached only 65%e
average yields in EU-15 and 75% of the EU-10 awerag
7 over 50% of pork and poultry meat production whtaimed in the state sector
18in 1989, 18% of production was obtained on theedi@arms, 28% on the agricultural production coafiees
g%ooperative farms), and 56% on the populationissietolds

since 1997
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policies applied at that moment did not resultha tevigoration of production delivered to
the processing industry, which continuously dedinatil 1997.

In the period 1998-2001 the subsidies to the ln@stsector were stopped, the state
sector was practically liquidated and prices wérerhlized. The sector reaction proved to be
sensitive to the support policies, as in this peacslight decline of herds, of yields and total
production was noticed; with the partial reintrotioic of the support dedicated to the
livestock sector recovery (subsidies for buyinggtwed animals, slaughtered meat premium,
subsidies for reproduction, subsidies for the rdigtivered to dairy factories, etc.) stabilized
the dairy cow herds, positively influenced produtyi (by about 10% per year) and total
production, which increased by about 15% up to 2@0@l at the same time stimulated raw
milk deliveries to dairies, which increased by 16Pthe average (Annex 2).

In the year 2006 the support policy in the sectwanged, by introducing a support
scheme similar to that existing in the EU (by gmamptdecoupled payments per animal head
while maintaining the national support for repratiire and purchasing purebred animals).

In 2007 the Common Market Organization and the @jgsgstem were implemented, as
well as the complementary national direct paymemd a premium for milk delivered to
dairies (the quality of which is conform to the Btandards). The unfavourable conjuncture
due to the prolonged drought from the summer 07264 to the diminution of the livestock
herds and total milk production, of the processemtipction and productivity implicitfy. In
these conditions, the effects of the new suppoticypdn the sector one year after its
implementation are practically difficult to measared are certainly not the expected ones.

2.1.2. Structural evolution of the sector

Although Romania had a long transition period ® tilarket economy and it is now a

EU Member State, farm restructuring is far fromnigecompleted. In the year 206%7milk
production was obtained on 1.05 million holdingghvan average size of 1.63 cow heads and
72 % of the total dairy cow herds were raised ory Vew-sized agricultural holdings (1-2
heads). The farms with more than 100 heads thatcevesider commercial or potential
commercial farms account for only 2.23% of totainfa, which own only 0.02% of the
national dairy cow herds. In the last 7 years #sructuring process was very slow, with very
low differences compared to the year 2001 (see lG@&a@mnd Annex 2), mainly for the
medium-sized farms (20 - 100 heads) that wouldifeadevelopment potential.

In the year 2005 there were 2.8 million dairy faim&U-27 out of which 2 million with
1 and 2 dairy cows. Out of the 2 million small-sizearms, 1.6 million were found in
Romania and Poland. The number of dairy farms idedst declined in the period 1995 -
2005, in ltaly by 50%, while in Spain by two-thirdst the same time, the dairy farm size
changed, the average number of cows per farm gignify increasing in Denmark, Greece
and Portugal.

In contrast with the low farm size from Romania @wland, the average farm size in
United Kingdom was 80 heads in 2005, 85 heads inni2ek and more than 100 heads in
Cyprus.

' The main cause was the increase in the feed prigieh increased up to 30% by the end of the yeathA
same time, the small grains harvest (wheat, batleg;row barley) in the year 2007 was very low, i3e5
million tons, which is 55% of the previous year\rest, which exceeded 6.3 million tons. In the aaserely
affected by natural disastefilom Muntenia, Moldova and part of Transylvania {heasants had to face the
situation of selling their animals at one quartethe normal market price. Thus, in many casegy tia to sell

a lactating cow for 500 RON lei, when normally fiisce ranges from 2000 to 5000 RON. The most adfibct
region was the south (counties lalgemiConstanta, Dolj and Olt) where a large paraofiiers with two or three
cows prefered to sell their animals at modest price most often to slaughter them. (Source:www. tsda.
Gov/Romania Dairy and Products, 2008)

“Levaluations based upon MARD data
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Graph 2: Structure of cow herds by types of farms
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The fragmented farm size, the insufficient develeptrof infrastructure corroborated
with the inconsistency of agricultural policies agll as the dynamics of the economic
environment mainly in the rural areas are alsoeotdld in the structure of milk production
destination (Graph 3).

Graph 3: Milk production utilization in the period 1990-2007
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MARD.

According to the statistical data, from 1993 uphe present moment no significant
changes have been produced with regard to the shaef-consumption; self-consumption
remained quite high throughout the period, avegg#9% of total production, with
oscillations ranging from 37% to 45%. The milk tinant to the market (deliveries to dairies
and direct sales) accounted for 45% on the avetagget near 50% of total milk production
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in recent years, which provides a positive signalelation to processing sector revigoration
and market stabilization.

After 1994, out of the total milk production obtatheach year, 20% was processed on
the average, and 25 - 30% was directly sold omtheket (mainly under the form of liquid
milk, cheese or cream).

Both milk quality and quantity are affected by tiigh farm fragmentation level. The
logistics of the milk collection process is stifitient and infrastructure in the rural areas is
still insufficiently developed. Out of economic seas, processors rather prefer to collect
milk from a single source on an area of 500 kmntiham 100 sources on a 10 km area.

It can be concluded that at present, out of totall8llion liters of milk produced in
Romania, 2 billion liters are sold on the peasaatk®ats, on market stalls, or go from farmers
directly to consumers, under the subscription systghile the remaining 1.3 billion liters go
to processing.

2.1.3. Milk processing dynamics and structure

In the period 1990-2000, the processed milk pradoctonstantly declined in all
types of products, mainly due to the industrialt@ecestructuring, which was oversized for
the milk production structure in Romania (after 9p&nd as a reaction to the economic
environment evolution and price liberalization éafL997).

More than 50 milk processing factories were przedi until 2002 and at the same
time many new processing units were establisheéldennvestigated period. According to the
data of the National Institute for Statistics, thevere over 870 dairy factories in the year
2002, most of them being small-sized as regardauhaber of employees (780 units with less
than 50 employees), replicating the primary proiducstructure. The number of dairy units
with less than 50 employees was down by 12% by 2682 units) while those with more
than 50 employees was down by 23%.

As the moment of accession was getting closer, cthrecentration and structural
change tendency in the milk processing sector wase mand more obvious, so that in late
June 2006, according to the NIS data, there wetepBécessing units, out of which 117 with
high capacity (over 2000 tons of milk/year), 165hmmedium capacity (500-2000 tons of
milk/year) and 79 of low capacity (under 500 tohsndk/year).

The largest part of these units tried fast to confto the EU standards so that by the
year 2008, according to the data of the Nationait8gy-Veterinary and Food Safety Agency
(ANSVSA), out of the total 264 processing units,B6ts are authorized for Intra-Community
trade, 44 correspond to the EU standards and 18% anme still in the transition period (until
31.12.2009, when they will have either to conformthe EU standards or to stop their
activity) (see Table 1).

Table 1: Milk processing units, May 2008

Category Total
units

A. Units authorized for Intra-Community trade 35

B. Units conform with the Community structural régments, authorized to receive and 42

process conform and non-conform milk on unseparated

C. Units in conformity with the Community structuraquirements, authorized to receive 2

and process conform and non-conform milk on sepdirads

D. Units authorized for a transition period untll. B2.2009 185

TOTAL 264

Source: The National Authority for Sanitary Vetary and Food Safety, 2008

Out of total dairy market, cheese accounts for ab®©%0, while milk and yoghurts
30% and 20% respectively. The specialists’ estimate optimistic: in the next three-four
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years the industrial output value is to reach dvbillion EUR. At the same time, a change in
the market structure is expected, in which thehfresnsumption milk and cheese will have
their shares diminished, in favour of the freshrygroducts, mainly yoghurts; the milk
quantities that will be processed in the next 3edrg will reach 2 billion liters each year,
almost double compared to the milk quantity proedss present.

Graph 4: Dynamics of milk production and processedlairy products
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2.1.3.1. Dynamics of investments and charactesigifanvestors

The number of multinational companies present @aRbmanian dairy market is not
high compared to other industries; yet the markeres of these enterprises is quite
significant. The processed dairy market — estimaaedabout 900 billion EUR by the
specialists from the industry (APRIL) in the yedl0Z, is disputed by the following great
processors: Friesland (subsidiary of Friesland @ub®airy Foods from Netherlands, into
partnership with Napolact), Danone, LaDorna Lac(ttat in 2008 changed its owner joining
Lactalis portfolio, the largest producer in Eurapéhe dairy segment and the second at world
level) and Hochland. These companies together atcfaw 77% of the processed milk
market. In the year 2007 the company Tnuva froraelselso penetrated on the Romanian
market.

According to APRIL statistics and the data publéhg the Financial Gazett&iérul
Financiar) % on the basis of the analysis of the public datapkeg by the Ministry of
Finance, Friesland Foods RomanigFriesland Romania, Napolact and Industrializarea
Laptelui Targu-Mures) was the leader company in72dbis company had a turnover of over
600 million RON, a net profit of over 111 million@N (a much better financial result
compared to 2006) and a market share of 20-25%.

2\www.financiarul.com (05/09/2008)
Zproducer of brands Milli, Napoca, Napolact and Oke!
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Danone held the second position, with a turnove868 million RON in 2007 (on the
rise by 62 million RON compared to 2006) and a ipi@f 31.7 million RON* (by 7 million
RON lower compared to previous year) and a markateson the yoghurt segment of 50%.
Hochland Romania (the greatest cheese producdreolo¢al market) is on the third position
with 8 million RON profit in 2007 and 170.6 millidRON turnover (slightly higher compared
to previous year when the turnover was 158 milRf@N and the net profit 7.5 million RON);
according to the company information, it had 80%oriety among consumers and a market
share on the segments it is present ranging frorto D%. According to the same source,
Albalact® had a turnover increase by over 50% in 2007 condptréhe previous year, its
value being 154 million RON; yet its profit was dowignificantly, from 6.02 million RON to
3.2 million RON. Covalact SA Covasna is on thenfiftosition, with 3.04 million RON profit
in 2007 and 71 million RON turnover (up by half lwih RON compared to the previous
year).

The smaller domestic producers were also quite itapb players on the Romanian
dairy market. Thus, in 2007, Lactate Harghita had,823 RON net profit, with almost 50
million RON turnover, while Prodlacta SA had 38®38ON net profit, with 53 million RON
turnover. Tyrom Covasna had 289,639 RON net paoiit 37 million RON turnover. New on
the market, the company Tnuva from Israel had Babon RON losses last year, with 18
million RON turnover, yet it was fast to enter lrettop greatest players on the dairy market
from Romania.

The analysis of the volume and structure of investis from the milk production and

processing sector in the period 1998 — 2006 higtdithe following aspects:

- In the year 2000 the volume of investments wastgkest as share in the total value
of investments in the food industry (19.6%), i.é.3million EUR;

- In the period 1998 — 2006, the value of investmentthe milk sector was 10930
billion RON (360.5 million EUR), with the highesblme in the year 2006 (75.1
million EUR) and in 2000 (57.3 million EUR) — (Giap and Table 2);

- In the majority private sector, the share of inwestts increased from 84% to 100% in
the same reference period;

- in the year 2006, about 73% of total investmentaecérom own funding sources, the
difference being represented by domestic creditdlogr sources.

Referring to the structure of investments (Tablebg)main items, the following can be
mentioned:

- the highest share (over 55%) of total investmeras iw equipment, which denotes the
main interest of the companies in the improvemémpraduction technologies;

- the largest investments in “transport means” war2d05 (26%), while in buildings
and special constructions in the year 2006 (31%)1899 (30%).

%4 In 2007, Danone was confronted with the guar-gumndal, which probably affected the sales of the
company, though not found in the products from Roima
% owner of brands Fulga and Zuzu
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Graph 5: Share of investments value from the milk actor in total investments value in
the food industry in the period 1999-2006 (%)
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Table 2: Evolution of investments in the milk indusry

Years Mil Euro
1998 15,1
1999 26,7
2000 57,3
2001 24,2
2002 34,3
2003 38,4
2004 37,5
2005 51,9
2006 75,1
Total 360,5

Source: based on data from INS " Results and perdoce of enterprises from industry and construstign
2000-2008

Table 3: Share of total investments value in the ki processing sector by items %

Specification 1998 1999 2000 2001 2002 2003 2004 003 2006
Total investments, 100 100 100 100 100 100 100 100 100
out of which:

- buildings and 16 30 22 24 23 22 20 18 31
special

constructions

- equipment 64 56 67 56 64 64 55 55 50
- transport means 19 13 10 18 11 13 24 26 18
- other 1 1 1 2 2 1 1 1 1
investments

Source: “Results and performance of enterprisemfiodustry and constructions”, 2000-2006, National
Institute of Statistics

According to the specialists’ estimates APR|Lthe market of non-processed milk
sold on the free market and consumed on housekglteded 1.8 billion liters in 2007, and
its value is estimated at about one billion eurdwe Tpower” of this market segment cannot be
neglected, as it is part of the dairy market froonfania; it is a “particular” case that, on one
hand, can serve to the substantiation of investrplmts in this industry in relation to the
development and diversification of dairy productifum the next years; at the same time,
taking into consideration the sector evolution @ft®89, which demonstrated the sector

% Valeriu Steriu, president of APRIL
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rigidity and the fact that this consumption segmeas maintained almost constant as share
on the market, it is possible that in the next geas well, even though the volume may
diminish, this segment will be the main competitdrthe great players on the processing
market.

2.2. Dynamics of milk and dairy consumption in Roimand worldwide

The consumption of milk and dairy products in méguivalent (butter exclusively)
increased by 76% in the period 1990-2006, thiseasing trend also characterized the
consumption of liquid processed milk (3.8% fat @y}, of cheese and cream; at the same
time, the consumption dkelemeacheese was maintained at a constant level, whiteerbu
consumption decreased, by 35% lower compared tarti®95 (see Graph 6 and Annex 3).

Graph 6. Milk and dairy products consumption in Romania
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Source based on data from“Coordinates of the life starttian Romania. Population incomes and consumption
for the 2000-2007 period”, published by INS

Although the fresh dairy market is increasing (rhain yoghurts), Romania still lies
behind the other European Union countries as regdwel consumption of these products. In
Romania, the average consumption of fresh dairgymts per capita is about 5.4 kg/year,
while in Germany it reached 33.6 kilograms, in [E@B3.7 kg and in Bulgaria 16.2 kg.

The analysis of data presented on a yearly basisthky “International Dairy
Federation” in the publication “The World Dairy &ftion - 2007 (no. 423 of 2007)
highlights that in Romania the milk and dairy protuconsumption (in milk equivalent)
accounts for 65 -70% of the EU-15 average, whilétebuconsumption is much lower
compared to the EU average, being the lowest inrélggon. In cheese, consumption is
comparable to that in the Czech Republic and thigedrStates, even higher than that in the
United Kingdom. The consumption of liquid milk afrdsh dairy products (yoghurts, creams)
followed the increasing trend from all the EU coied, being close to that from the Czech
Republic, Slovakia and Hungary.

Graphs 7, 8 and 9 present the dynamics of milkiebw&nd cheese consumption in
Romania on a comparative basis with the Europearage and certain EU and world
countries, selected on the basis of data presamteé same report.
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We opted for presenting the suggestive trend ok maihd dairy consumption in
Romania compared to other countries, in order ¢ghltght that in certain dairy products the
consumption is strongly influenced by the regicit@nsumption pattern”. As it can be seen
from Graph 9, in Romania the butter consumptiorvesy low compared to that in the
countries taken into consideration. Besides thetfet the consumption is probably dictated
by prices to a large extent, we cannot overlookitmgortance of the consumption pattern.
While in Hungary, for example, the price may beoastraint to consumption, in Spain, which
has a similar consumption as Romania, it is thesgoption pattern that is the determinant
factor.

Maybe the absence of butter from the market andubstitution by margarine until
1989 changed the Romanian consumers’ preferencehwiext to price is the following
constraint to butter consumption.

Graph 7: Comparative dynamics of milk and fermenteddairy products consumption in
selected countries from the world and from Europe
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Source : based on data from the report"The Worldrip&ituation 200", Bulletin of the Internationaldry
Federation, no. 423-2007

Graph 8: Comparative dynamics of cheese consumptian selected countries from the
world and from Europe
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Source : based on data from the report"The Worldrip&ituation 200", Bulletin of the Internationaldiry
Federation, no. 423-2007

Graph 9: Comparative dynamics of butter consumptionin selected countries from the
world and from Europe
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Source : based on data from the report"The Worldrip&ituation 200", Bulletin of the Internationaldry
Federation, no. 423-2007

According to some recent studies conducted by apieeil compani€s, at present the
highest dairy products consumption in Romania usébin plain yoghurt and creafroducts
such assang soured milkand kefir are less consumed, mainly by young people under 24
maybe as a result of their association to a ti@uid, “old-fashioned” product. The people
with lower incomes and education eat significanégs fruit yoghurt (which may be too
expensive for their incomes), but more plain yogimstead Sanais preferred by people with
higher incomes, but lower education, probably duétg perception as “healthy, consistent

%" Daedalus Consulting for the year 2006, marketaresecompany Nielsen in 2008
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product” cultivated in the past. As regards the UKjlid milk market, it is considered that
this segment is still insufficiently developed, dioethe low purchasing power, as well as to
the lack of education in consumers and the natioaasumption pattern, in which the share
of self-consumption and the consumption of prodwmming from direct sales is quite
significant.

The adult population from Romania has its foodemsind preferences developed
before 1989, and a large part of this consumemnenglargely appreciates the unprocessed
“countryside milk”, which in many people’s opiniaa fat and healthy and less expensive
compared to the low-fat milk on the store shelwelspse taste is totally different from the
taste of milk they had been used to. This is onethef reasons why the UHT milk
consumption does not have the expected growth aliteyugh considerable investments have
been made in marketing and promotion campaignedant years. The companies Fulga and
Zuzu from Albalact, Fresh Milk from Danone, or Niftom Friesland and more recently the
company Tnuva were relevant in this respect. Thaeujadion had a positive perception of
these campaigns mainly in the urban areas and a@hsumers’ behaviour significantly
changed. As a consequence, the pasteurized mdkuwapacked cheese, yoghurts and milk-
based desserts, mainly sold in supermarkets, isedetne share of dairy products in the daily
food basket. The consumption of these productsugifdincreased by about 5%, so that
Romania is among the first three countries in tlegldvwith regard to the growth rate of
consumption of dairy products with high value-ad@fedit yoghurts, puddings and creams or
cheese packed in special packages and forms).nthease rate of cheese sales slowed down,
and the peasant products, which covered at le&tdQhe market in the past will gradually
lose position, under the background of a more neati@mand, focusing more on the hygiene
and quality of products. All these evolutions lietlae basis of the statement made by the
processors’ representatives, who in the summer 08B 2estimated that the market will
maintain its growth rate by 10% annuéfly

The analysis of milk and dairy products consumptiogpntypes of households and
residence areas, in the year 2005, highlightsaheviing aspects (Table 4):

- compared to an average consumption of 5.96 literetonal level, the highest milk
consumption is found in the pensioners househ@d? (iters);

- the highest milk consumption in all types of houddh is found in the rural areas;
here, too, the pensioners have the highest milkwoption (6.85 liters);

- the lowest milk consumption is found in the houdébmf unemployed (4.51 liters),
mainly in the rural areas (3.24 liters).

- in the case of dairy products (cheese and creamgucoption, high consumption
levels are found in the employers’ households (k&6 mainly in the urban areas

(1.24 kg). A high consumption (1.27 kg) is alsorfdwon the pensioners’ households,

with the difference that in this case the highestsumption is found in the rural areas

(1.24 kg);

- The lowest cheese and cream consumption, as icabe of milk, is found in the
households of unemployed (0.88 kg), mainly in tHean areas (0.84 kg);

Table 4: Milk and dairy products consumption in theyear 2005
Average monthly quantities per person

Specification Milk Cheese and sour cream Butter

Total households 5.962 1.186 0.030
Employees 5.406 1.165 0.042
Employers 6.018 1.363 0.089
Self-employed 5.572 1.030 0.024
Farmers 6.599 1.196 0.008

“Valeriu Steriu, president of APRIL, statement madBailyBusiness.ro
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Specification Milk Cheese and sour cream Butter
Unemployed 4.506 0.886 0.017
Pensioners 6.616 1.270 0.026

Source: “Coordinates of the life standard in RormaanPopulation incomes and consumption for the year
2006", National Institute for Statistics (NIS)

2.3. Foreign trade dynamics

In the period 2002-2008, Romania was a net impatenilk and dairy products and
the deficit grew worse each year, to reach the dsgltevel after accession (about 112000
thousand euros in 2007; by the end of the year 2008 be probably larger, as in the first 8
months it had already reached 87000 thousand eoraig)y on the EU relation.

Only in the cheese category the trade balance bsitiye values in the period 2002-
2005 (Graph 10). The analysis of the volume andcsire of exports in the period 2002 -
2008 (Graph 11) reveals that in the year 2007 tsesof cheese in total milk and dairy
exports was significant, yet it decreased afteression, as the structure of exports
significantly changed in the favour of milk and centrated cream category.

The Intra-Community sales of milk and dairy progueccounted for 83% of total
exports in 2007; the main destinations of thesedgoth in 2007 and in the first 8 months
of 2008 were Greece (53% in 2007 and 39% respégtive008), followed by Bulgaria with
15% and 29% respectively in the first 8 months@&—- Graph 12.

Before 1989, Romania exported about 60,000 tonshafese and in the period
investigated by us the cheese exports totaled aBo0® - 4500 tons/year in 2002-2006;
cheese exports were significantly lower after asiogs so that in the year 2007 and in the
first 8 months of 2008, the cheese exports totatéy about 800 tons.

Graph 10: Foreign trade balance in milk and dairy poducts (thousand Euros)
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Graph 11: Volume and structure of milk and dairy products exports
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The sales of milk and dairy products to the EU ¢oes in 2007 accounted for 83% of
total exports; the main destination, both in 206@ & the first 8 months of 2008 were Greece
(53% in 2007 and 39% in 2008), followed by Bulgam#h 15% and 29% respectively —
Graph 12.

Graph 12: Structure of milk and dairy products expats by destination
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Source: based on processed trade data base fgrdtied 2002-2008 (2008 only 8 months) provided ByRD

Before 1989, Romania exported about 60,000 tonshekese, while in 2007 the
exported amount was less than 1000 tons. Accordirlge specialists in the dairy industty
Romania might become again an important playeherreégional dairy market, as well as on
other markets such as United States, Russia, oDtleat countries. At present, only a few
companies from Romania are also exporters: thd le@mch Danone to the Republic of
Moldova and Bulgaria; LaDorna, which recently jairieactalis portfolio, delivers products to
the markets from Greece and the United States.

Taking into consideration the increasing trend w¥estments (modernization of
factories and new investments), the EU memberskipvhich producers can export their

#Valeriu Steriu, president of the Romanian Employ&ssociation from the Milk Industry (APRIL) madais
declaration for Business Standard.
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products by paying no fees, it was estimated atywat that the value of exports in 2008
would increase; this statement was based on theevalf exports in the first 8 months of
2008 (when the value of dairy products exports teathed almost 15000 thousand euros).
However, the recent economic conjuncture and tlpeaed increase in the prices of raw
materials will strongly affect this sector as walhd it is possible that the dynamics of exports
will not be as it has been expected by the entiei/ear.

The milk and dairy products exports significanthgrieased after accession, mainly in
the category of raw milk for processing and che@gsere than 9 times compared to the
previous year in milk and over 3.6 times in cheewsa)h an increasing trend taking into
consideration the values in the first 8 months@& (see Graph 13 and Graph 15). The milk
and dairy products imports after accession canma fa@rmany (31% of total imported dairy
products in 2007 and 33% in the first 8 months@¥8&), followed by Hungary (21% in 2007
and 16% in 2008), Poland (16% in 2007 and 14% 082QGraph 14). About 5% of the total
imports come from Bulgaria.

The net imports of milk and dairy products werengigant in all the categories in the
investigated period, the largest volume of impdrésng found in the milk for processing
(over 46 thousand tons in 2007 and 35 thousanditotise first 8 months of 2008) and in
cheese (over 17 thousand tons in 2007 and 15 thdusas in the first 8 months of 2008),
followed by the other investigated products (witleoexception in milk and concentrated
cream where the trade balance, still provisionallie year 2008, was positive) — see Graph
15.

Graph 13: Volume and structure of milk and dairy products imports
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The main source of milk and dairy products impafier the accession is Germany
(31% of total imported products in 2007 and 33%hia first 8 months of 2008) followed by
Hungary (21% in 2007 and 16% in 2008) and Polat&(in 2007 and 14% in 2008) (Graph
14) while 5% of total imports come from Bulgaria.
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Graph 14: Origin of milk and dairy products imports after the accession
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The volume of net milk and dairy imports was sigiht in all the investigated
categories in the investigated period, the largektme of imports being found in the milk for
processing (over 46 thousand tons in 2007 and @sdnd tons in the first 8 months of 2008)
and in cheese (over 17 thousand tons in 2007 artidisand tons in the first 8 months of
2008), followed by the other investigated productsth one exception in milk and
concentrated cream where the trade balance wativposi the first 8 months of the year
2008; yet it is possible that this balance of tradlechange by the end of the year (see Graph
15).

Graph 15: Volume of net imports of milk and dairy products
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The detailed analysis by categories of productd witand 8 digits according to the
Combined Nomenclature (Table 5) reveals that inl#s¢ 7 years Romania had a positive
balance of trade in certain products and theirysmalWwould provide a picture of the potential
competitiveness in certain products.

The trade balance by countries (Graph 16) revdwds 93% of the total deficit is
created in the relation with Germany, Hungary, RéJahe Czech Republic, France and Italy.
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Graph 16: Balance of trade in milk and dairy produds in 2007
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Table 5. Dynamics of Romania’s foreign trade balarefor milk and dairy products, tons

CN Specification 2002 2003 2004 2005 2006 2007 2008n3

code

401 Milk and cream, not concentrated nor -4362 -2797 -2483 -2134 -4438 -46193 -34343

containing added sugar or other
sweetening matter out of which:

4011010 of a fat content by weight of <= 1%, in -57 -110 -73 -12 309 461 73
immediate packings of <=2 |

4011090 of a fat content by weight of <= 1%: other -631 -19 -57 -138 -192 0 -2555
packings

4012011 of a fat content by weight of <= 3% but > -1717 -1548 -909 -1050 -2243 -5662 -4212
1%, in immediate packings of <=2 |

4012019 of a fat content by weight of <= 3% but > 1 4 -31 1 -38 -26866 -5577
1%: other packings

4012091 of a fat content by weight of > 3% but <= -205 -107 -174 803 -738 -4310 -2839
6%, in immediate packings of <=2 |,

4012099 of a fat content by weight of > 3% but <= -887 -39 -220 -802 -381 -7831 -17394
6%: other packings

4013011 of a fat content by weight of <= 21% but > -460 -447 -646 -721 -832 -935 -751
6%, in immediate packings of <=2 |,

4013019 of a fat content by weight of <= 21% but > -214 -336 -116 -154 -84 -363 -204
6%: other packings

4013031 of a fat content by weight of > 21% but <= -86 -16 -7 -15 -18 -88 -93
45%, in immediate packings of <= 2 |

4013039 of a fat content by weight of > 21% but <= -107 -180 -250 -47 -201 -598 -751
45%: other packings

402 Milk and cream, concentrated or -5780 -5719 -1947 -931 -3275 -9331 4422

containing added sugar, out of which:

4021011 without added sugar or other sweetening -37 -11 -39 -10 -1 -30 -139
matter. In immediate packings of <= 2,5 kg

4021019 without added sugar or other sweetening -1530 -1688 -216 =737 -892 -1885 -1065
matter: other packings

4021091 Other packings of =< 2,5kg -3 -5 -2 -86 -18

4021099 Others -32 471 -94 0 0 -65 -169
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CN Specification 2002 2003 2004 2005 2006 2007 2008n(3

code

4022111 of a fat content by weight of > 1,5%, in -3 -13 -35 -6 -1 -109 -124
immediate packings of <= 2,5 kg

4022117 Others: of a fat content by weight of <£611 -3 -23 -28 -3 1 -67 -55
but > 1,5%

4022119 Others of a fat content by weight of >11%  -1261 -1760 -879 -969 -1355 -455 -298
but <=27%

4022199 of a fat content by weight of > 27% in othe  -1021 -70 -65 -19 -20 -156 -164
packings

4022911 of a fat content by weight of > 27% and -565 -975 -575 -2 -111 -255 -205

special milk for infants in hermetically sealed
containers of <= 500 g, of a fat content by
weight of > 10%

4022915 Others in immediate packings of <= 2,5 kg 1310 -666 -513 -454 -300 -10 -66

4022919 Others -1 -6 -2 -1 -22 16 -30

4029111 of a fat content by weight of <= 8% in 1 0 -3 0 0 -431 -154
immediate packings of <= 2,5 kg

4029119 of a fat content by weight of <= 8% in othe -5 -20 -373 -1364 -1304 -12167 -1826
packings

4029131 of a fat content by weight of > 8% but <= 0 0 0 0 -19 -18 -2
10%, in immediate packings of <= 2,5kg

4029139 of a fat content by weight of > 8% but <= 0 0 382 1085 313 -1 -95
10%, in other packings

4029159 of a fat content by weight of > 10% but <= 0 -4 159 533 89 8482 7025
45%, in other packings

4029191 of a fat content by weight of > 45%, in 0 0 254 0 0 0 0
immediate packings of <= 2,5kg

4029199 of a fat content by weight of > 45%, 0 0 0 552 0 0 0
unsweetened, in other packings

4029911 of a fat content by weight of <= 9,5% in 0 0 0 406 370 62 -15
immediate packings of <= 2,5kg

4029919 of a fat content by weight of <= 9,5% in 0 0 72 77 0 -1950 -5

other packings
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CN Specification 2002 2003 2004 2005 2006 2007 200813

code

4029939 of a fat content by weight of > 9,5% but <= 0 0 24 -10 -20 -111 -1
45% in other packings

403 Buttermilk, curdled milk and cream, -3283 -3001 -1557 -1899 -2480 -10053 -6664

yogurt, kephir and other out of which:

4031011 without added sugar or other sweetening 0 0 0 -7 14 -62 -150
matter, of a fat content by weight <= 3,0%

4031013 without added sugar or other sweetening -48 -17 1 9 -95 -50 -59
matter, of a fat content by weight of > 3% but
<=6%

4031019 without added sugar or other sweetening 0 0 0 0 0 -23 -46
matter, of a fat content by weight of > 6%

4031051 powder, granules or other solid forms, of a 0 0 -7 -14 -19 53 -10
fat content by weight of <= 1,5%

4031053 powder, granules or other solid forms, of a -316 -506 -709 -631 -637 -21 -17
fat content by weight of >1,5% but <= 27%

4031091 Others, of a fat content by weight of <= 3% -252 -524 -240 45 104 -3287 -1730

4031093 Others of a fat content by weight of > 3% b -154 0 0 -2 -66 -73 -124
<=6%

4031099 Others of a fat content by weight of > 6% 29 - -1 0 0 -423 -2261 -792

4039011 without added sugar or other sweetening -9 -9 -12 -24 -7 -14 -11
matter, with a fat content by weight of <=
1,5%

4039051 without added sugar or other sweetening 0 0 0 0 -2 -756 -651
matter, of a fat content by weight of <= 3%

4039053 without added sugar or other sweetening -20 -19 -17 -10 -1 -273 -221
matter, of a fat content by weight of > 3% but
<= 6%

4039059 without added sugar or other sweetening -135 -2 -10 0 0 -74 -100
matter, of a fat content by weight of > 6%

4039061 Others, of a fat content by weight of <= 3% 0 0 0 -399 -273 -361 -259

4039063 Others, of a fat content by weight of > 3% 0 0 0 0 0 -119 1
but <= 6%
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CN
code
4039073

4039091
4039093

4039099

404

4041002

4041004

4041014

4041036

4041038

4041048

4049021

4049023

4049083

405

4051011

Specification

powder, granules or other solid forms, of a
fat content by weight of >1,5% but <= 27%

Others, of a fat content by weight of <= 3%

Others, of a fat content by weight of > 3%
but <= 6%

Others, of a fat content by weight of > 6%

Whey, whether or not concentrated or
containing added sugar or other
sweetening matter

of <= 15% by weight and a fat content, by
weight, of <= 1,5%

of <= 15% by weight and a fat content, by
weight, of > 1,5% but <= 27%

of > 15% by weight and a fat content, by
weight, of > 1,5% but <= 27%

of > 15% by weight and a fat content, by
weight, of > 1,5% but <= 27%

of > 15% by weight and a fat content, by
weight, of > 27%

of <= 15% by weight and a fat content, by
weight, of <=1,5%

without added sugar or other sweetening
matter, of a fat content by weight of 1,5%

without added sugar or other sweetening
matter, of a fat content by weight of >1,5%
but <=27%

Others of a fat content, by weight, of594,
but <=27%

Butter and other fats derived from milk,
dairy spreads

Natural butter in immediate packings ofl<=
kg

2002

-2

-982
-394

-919

-2029

-1685

-179

-1808

-558

2003

-823
-3439

-3085

-165

-3342

-886

2004

-9

-516

-15
-4408

-4204

-2764

-823

2005

-865
15

-14

-4362

-3453

-810

-3527

-832

2006

-1208
148

-15

-4333

-3836

-1170

-170

-3

0

1511

-663

-5089

-714

2007

-18

-2403

-287

-16

-6599

-5038

-639

-247

-8

-109

400

-347

-100

-497

-4715

-830

200813
18

-2154
-269

-6081

-3827

-130
-425
-241

-425
-403

-435

-471
-3182

-610
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CN
code
4051019
4051030

4051090
4052010

4052030

4059010

4059090

406
4061020

4061080

4062090

4063031

4063039

4063090
4064010

4064050

Specification
Natural butter in other packings

Recombined butter of a fat content, by
weight, of >= 80% but <= 85%

Butter: others
Dairy spreads of a fat content, by weight,
>= 39% but < 60%

Dairy spreads of a fat content, by weight,
>= 60% but <= 75%

Others, of a fat content, by weight, of >=
99,3% and of a water content, by weight, of
<=0,5%

Others

Cheese and curd

Fresh cheese "unripened or uncured cheese",

incl. whey cheese and curd of a fat content,
by weight, of <= 40%

Fresh cheese "unripened or uncured cheese",

incl. whey cheese and curd: others

Grated or powdered cheese of any type:
others

of a fat content, by weight, of <= 36% ahd
a fat content, by weight, in the dry matter of
<=48%

of a fat content, by weight, of <= 36% ahd
a fat content, by weight, in the dry matter of
> 48%

Others, of a fat content, by weight, 06963

Blue-veined cheese and other cheese
containing veins produced by "Penicillium
roqueforti": Roquefort

Blue-veined cheese and other cheese
containing veins produced by "Penicillium
roqueforti": Gorgonzola

2002

-1170

0

-79

1575
-424

1774

-119

-188

2003

225

-49

-154

930
-482

1508

-117

-186

-223

-10

2004

-1653

0

-274

1353
-540

1751

-120

-306

-258

-134

-15

2005

-2242

51

-576

90

757
873

-278

-139

69

-535

-21

2006

-4187

-59

-1
2

292

-419

-541
1842

-684

-71

103

-771

-32

2007 2008r(3

-3166 -1866
-103 -40
-14 -251
-50 -20
-4 -45
-537 -320
-11 -29
-17731 -15258
-6397 -5572
-884 -1059
-140 -112
-726 577
-1207 -1018
-166 -13
-9 -15
-63 -34
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CN Specification 2002 2003 2004 2005 2006 2007 20083
code
4064090 Blue-veined cheese and other cheese -54 -74 -110 -143 -177 -244 -348

containing veins produced by "Penicillium
roqueforti": other types

4069001 Other cheese for processing 61 2 9 40 -2 297 181
4069013 Others: Emmental -25 -36 -40 -88 -131 -413 -338
4069021 Others: Cheddar 429 503 416 543 -263 -2038 -168
4069023 Others: Edam -1 -3 -1 -39 -176 -69 -36
4069025 Others: Tilsit 0 0 0 0 -3 -34 -15
4069029 Others: Kashkaval 79 4 294 304 -99 -3383 -3220
4069032 Others: Feta of sheep or buffalo milk 84 60 130 103 22 -306 -208
4069033 Other type of Feta -134 -80 -161 -108 -211 0 0
4069050 Others: Sheep or buffalo milk cheese, in 392 222 331 285 314 96 110

containers containing brine, or in sheepskin
or goatskin bottles

4069061 of <= 47% by weight: Grana Padano, -16 -22 -32 -39 -55 -103 -72
Parmigiano Reggiano

4069063 of <= 47% by weight: Fiore Sardo, Pecorino 7 73 104 5 0 -1 -1

4069078 of > 47% but <= 72% by weight: Gouda -1 -2 75 -69 -71 -243 -167

4069082 of > 47% but <= 72% by weight: Camembert 9 -1 -35 -36 -55 -68 -90 -85

4069084 of > 47% but <= 72% by weight: Brie -17 20 -25 -58 -69 -117 -78

4069085 of > 47% but <= 72% by weight: 0 0 0 19 64 0 0
Kefalograviera, Kasseri

4069087 Other cheese, of a water content, by weight =72 -101 -64 -96 -115 -331 -178

of non-fatty matter of > 52% but <= 62%
-36 -79 -512

KN
[6)]
1
|_\
o
1]
(0]
1
N
»

4069088 Other cheese, of a water content, by weight
of non-fatty matter of > 62% but <= 72%
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CN Specification 2002 2003 2004 2005 2006 2007 2008n(3
code
4069093 of a fat content by weight of <= 40% and a -14 -11 -7 -26 -56 42 -37
water content, by weight, of non-fatty matter
of > 72%
4069099 Other products -6 59 113 341 249  -1081 -1479

Source: based on processed data base for foreagtetprovided by MARD
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2.4. Price dynamics and evolution

There is a scarcity of information sources refegyitio the evolution of milk and dairy
products prices in Romania; the values providedt& are the only official reliable sources,
yet insufficient for a detailed analysis. The datathe milk farm gate price are provided by
EUROSTAT for all the Member States, and the lange@ssing companies transmit the milk
delivery prices. An example of the type of informat provided by the processors is
presented in Table 6.

Table 6. World price for the milk*® delivered in August 2008 paid by the processing
companies, depending on the specific payment and tings system

The Company Country Quality  Quantity Season Price for ~ Suppleme  Average
bonnus bonnus bonnus  deliveries ntary 12
August Payment months
€/100kg €/100kg €/100kg €/100kg €/100kg  €/100 kg
Milcobel Belgium 0.73 1.37 30.60 0.37 37.54
Humana Milch  Germany 35.75 -0.22 37.21
Union
Nordmilch Germany 0.15 32.78 -0.17 34.90
Arla Foods Denmark 0.69 3.46 38.52 1.42 37.18
Denmark
Hameenlinnan Findland 2.14 11.97 45.49 3.88 42.63
Bongrain CLE France 0.74 36.70 - 35.82
(Basse
Normandie)
Danone (Pas de France 0.58 38.87 - 37.01
Calais)
Lactalis (Pays de France 36.51 - 35.63
la Loire)
Sodiaal France 38.41 - 35.45
Dairy Crest UK -0.25 0.37 32.77 0.00 33.29
(Davidstow)
First Milk UK 0.61 2.30 32.64 0.00 31.61
Glanbia Ireland 32.46 0.00 36.57
Kerry Ireland 31.83 - 35.04
Campina Holland 0.05 0.75 3.60 36.44 1.20 37.95
Friesland Foods Holland 0.04 3.70 35.85 1.86 38.30
USA * 0.14 28.73 - 30.56
New Zeeland ** 23.78 - 30.94
Average price 35.71 36.41

August 2008

* ajusted for milk with 4.2% fat content, 3.4% minis and somatic cells:249,999

** estimations Fonterra, adjusted for milk with 4@fat content and and 3.4% proteins
Source:http://www.infolapte.ro/noutati57.htmILTO-Nederland, calculated byt Productschap Zuared
European Dairy Farmers., 28 Octobre 2008.

Graph 18 presents the milk farm-gate price dynanmdbe last five years in EU-15
compared to EU-10, while Graph 19 presents the -fzate price dynamics in Romania
compared to the EU-25 average and to its main cotapefrom EU-10. It can be noticed
that the average milk farm gate price was geneladixer in the EU New Member States, the

% Price free of VAT paid to producers for 100 kgnstard milk with 4.2% far, 3.4% (raw) proteins, {aiamber
of germs 24.999 and of somatic cells: 249.999. Milkollected every two days, minimum quota/prod @0
thousand kg per year.
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difference between the average price in EU-15 aubel& being 5.75 euros in September
2008. At the same time, it is worth mentioning timathe market year 2008, in Romania, the
farm gate price was the lowest in EU-27, at grestadce from Bulgaria and Hungary. This
may be a consequence of the support modality toséntor, of the low productivity and
guality, as well as a consequence of the high shiaself-consumption and of direct sales for
which the price is more roughly estimated.

Graph 17: The price paid to producers by the main B processors for 100 kg conform
milk

50.00 7
46.48
45,001
40.001 3:9.06
35,001 35,58
30.001 =
: / 28.31
P e 2 i
a—y
20.001
15.001
10.00 : : : : : : : : : : : : : : : : : : : ‘
feb-07 mar-07 apr-07 mai-07 un-07 l-07 aug-07 ps& oct-07 nov.-07 dec-07 ian-08 feb.-08 mar-08 -8fr. mai-08 iun-08 ul-08 aug-08 sep-08
—=#—Humana Milch Union G =/ =Nordmilch G —*—Hameenlinnan.0.FIN
—e—BongranCLEFR A—Danone FR —o—Lactalis FR
Campina Olanda Friesland Coberco Dairy Foods Olanda —0—Media UE
—#—Noua Zealanda* —4—SUA**

Source: based on processed data base provided by©@i— Datum, UK
http://www.mdcdatum.org.uk/index.html
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Graph 18: Dynamics of farm gate milk price, in EU B and EU 10
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Graph 19: Milk farm gate price in Romania comparedto certain EU 10 and EU 25
countries
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The dynamics of milk farm gate price and of thec@rpaid by processors for the
delivered milk confirms the price volatility andetfiast reaction to market stimuli. According
to the press release published on November 25, BpOBairy Herd” on the occasion of the
publication of the recent reporifhe Global Dairy Industry - Reshaping in a New Mark
Era’** designed by Rabobank Food & Agribusiness Resedrishstated that the global milk
and dairy market has experienced a continuous neeposis and increasing dynamics,
regardless of price fluctuations, even though theseincreasing. The main determinant of
this development is represented, according to thevexmentioned study, by the
diversification of the types of consumers and therease of their educational level,
demographic growth as well as the increase in iagl standard, mainly in the poor
countries, which opened the way to the accessibdit these products. Yet the recent
economic evolutions strongly affected the market the probable impact will be felt both on
the short and the longer term. On the short terth loe demand and the supply will be
temperated, due to the expected cost increasesreedncrease implicitly. The credit market
dynamics will adversely impact the investmentsttsd the main players on the market will
have to prepare new strategies. These statementsla for Romania as well, which will be
also affected by recession. The sector growth aldpment forecasts, the dynamics of
investments may need to be reconsidered, and thelagenent strategies will have to be
adjusted.

The same types of estimations can be also fourtidrrecent report on the world
dairy market in 2008, developed by a group of nedesrs from 72 countries that was
published in November 2058

Chapter 3. Quota system implementation in Romania

An analysis that falls into the thematic framewofkhe present study can be carried
out both by presenting certain benchmarks that ldhdefine the most important aspects, at
national level, and by capturing those characteridétails in the territory. As it has been
presented in the previous chapters, the agrariademspecific to the socialist economy,
characterized by a high concentration level, wagest to radical changes following the
reforms that took place in the transition period.

After 1989, a decreasing trend of herds in all &immal species was noticed. The
bovine species experienced a strong decline, aastbeen already mentioned. Under the
background of this evolution, milk production hadredatively oscillating trend. Milk is
mainly obtained in the private sector, mainly orafiraized farms that have been confronted
with serious financial and technical problems, Wwhaften results in the limitation of the
productive potential of this sector.

The small household farms most often produce natktfieir own consumption and
sell only the surplus to the milk collection cester at the market place. According to the
MAFRD statistics, in the year 2006, there were rhillion registered farms raising dairy
cows. Out of these, 93% had 1-2 cows.

The typical modality of milk production and processin Romania and the slow rate
of change, presented in the previous chapters,acteized by the primary production
atomization, modest competitiveness, incompleteuetsiring of the processing sector and a
non-functional market impacted by an unusual higlft@nsumption and direct sales on the
market, result in a CAP implementation model ttsatatally different from the other EU
Member States.

%1 http://www.rabobank.com/content/research/Food AniResearch/dairy/
%2 Hemme et al. (2008): IFCN Dairy Report 2008, In&tional Farm Comparison Network, Dairy , Research
Center, Kiel, Germany. http://www.ifcndairy.org/
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3.1. The milk quotas allocated to Romania and irZ2U- a comparative analysis of
structure and fulfilment

The milk quota allocated to Romania (3.057 millimms) was considered by the
specialists as being much under Romania’s pote@iio of total production in 2005, used as
reference year on which quota calculation was Dasexl this was a consequence of the
situation of the sector, with small-sized farmgracessing sector in an early development
stage, with high self-consumption and a statistilzdé system with quite inconsistent data on
the milk production destination. The ratio of titcomponents of the quota (44% deliveries
to dairies and 56% direct sales obtained as atrebukgotiations) is quite strange compared
to the quota structure in EU, the share of diratésbeing the largest in EU-27 (Graph 20),
yet explicable due to the Romanian milk producspecificity.

Graph 20: Structure of quotas allocated in EU 27 irthe year 2007/2008
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Source: based on data provided in the Annex ofapert “ Milk quota : levies for milk quota exceeds
accounted 340 milions EUR”, 13 Oct 2008

Romania holds 2.1 % of total quota allocated in 2@ (Graph 21) being on the
twelfth place as regards quota size in EU-27; Gewyndrance, United Kingdom,
Netherlands and Italy together account for over G#%otal quota in EU-27. As it can be
seen in Graph 22, the largest number of individpabtas (farmers) for milk delivery to
dairies and direct sales are found in Romania €231 total milk delivery quotas from EU-
27 and over 82% of total direct sales quotas fras2®).

It is worth mentioning the huge logistic and admirative effort needed from
Romania’s part for the processing and monitoringt8¥ of the total number of individual
delivery and direct sales quotas from EU —27, wihicteality represents 2.1% of the overall
quota allocated to EU -27, as compared to Gernfangxample, which is allocated 19.7% of
the EU-27 quota and must process and administgr@®8P6 of total individual quotas from
EU-27. Poland, after 4 years of quota system implaation (when significant structural
changes were producéd)in the year 2007/2008 Poland has to administet@ab5% of the

® The significant increase of the average numbemahals/farm, the diminution of the number of farsiand
an increase in the amount of processed milk (“Tdgtructuring process at farm level: evidence fromdairy
sector in Poland”, in “Re-governing Markets; Theréfgod Sector Studies 2007, www.regoverningmaregs.
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individual quotas from EU —27, which correspondanaallocated amount of 6.6% of the EU-
27 quota.

Maybe this should be a subject for reflection foe decision-makers: whether the
financial effort to administer such a large numloérquotas will not result in losses — taking
into consideration the fact that most quotas atlected to direct sales and small farmers,
while at the level of many of these the expectedtefill not be obtained.

Within the quota, the transfers from one categorgriother are permitted as long as
the allocated amount is not exceeded; the tramsiehbe requested if the demand exists from
the farmers’ part. The milk quota is allocated oahce to farmeré§ and these can use it as
they wish: they can sell it, lease it, transfdnyitinheritanceor ask for its conversion between
deliveries and direct sales, and this can be regdemce or several times a year. A farmer
can have both quota types.

According to the data supplied by DACL in Romarafter the first year of quota
administration, 134069 change procedures were teggiy out of which 43% were
conversion requests, 41% were buyer change requést9 were transfers and leasing and
0.5% inheritances cases.

Graph 21: The milk quota allocated in EU-27 in 200/2008
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Source: based on data provided in the Annex ofrépert “ Milk quota : levies for milk quota exceeds
accounted 340 milions EUR”, 13 Oct 2008

% The quota could be requested by any farmer whaimdd, by milking his cows, a milk production thet
wants to sell to the dairy factories and/or dingtdl consumers (at the market, at farm gate oetghibours) and
who proves that he did that in the reference pe¢ighil 1, 2005 — March 31, 2006), for the milk addiry
products that he produced.
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As a result after the first year of quota implenagioh in Romania, the allocated quota
structure suffered changes compared to the invadlies, so that the deliveries to dairies
increased by 27% while the direct sales quota dsekby 9%.

Graph22: Number of individual delivery and direct saleqjuotas
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Source: based on data provided in the Annex ofrépert “ Milk quota : levies for milk quota exceeds
accounted 340 milions EUR”, 13 Oct 2008

The transfers between categories within the quoéa permitted as long as the
allocated quantity is not exceeded; this can beaigstgd if the demand exists from the
farmers’ part. The milk quota is granted to prodaam a free of charge basis only oR@nd

% The quota could be requested by any farmer whairdd, by milking his cows, a milk production thet
wants to sell to the dairy factories and/or dingtdl consumers (at the market, at farm gate oetghibours) and
who proves that he did that in the reference pe¢ighil 1, 2005 — March 31, 2006), for the milk addiry
products that he produced.
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these can use it as they wish: they can sellagdat, transfer it by inheritance, or ask for its
conversion between deliveries and direct salessanl requests can be made once or several
times a year. A farmer can have both quota types.

According to the data supplied by DACL in Romarafier the first year of quota
administration, 134069 change procedures were teggs out of which 43% were
conversion requests, 41% were buyer change requést9 were transfers and leasing and
0.5% inheritance cases. As a result after the yestr of quota implementation in Romania,
the allocated quota structure suffered changes awdpto the initial values, so that the
deliveries to processing increased by 27% whiledirect sales quota decreased by 9%.

The dynamics of the process provides a first pentirsignal by which it can be
estimated that the application of this policy innkRemia can represent the “propeller’of a more
accelerated restructuring process, which can ats@ megative consequences for certain
segments, mainly for the small-sized and subsistéarns.

After processing the annual declarations of the lenStates and the publication of
the provisional data on milk quota fulfilment/exdee®® in the year 2007/2008, per total EU-
25, according to the presented data, the exceeadkmutity is by 53% higher compared to the
year 2006-2007, i.e. by 767000 tons under the rackgl of a total quota increase by 491000
tons in the year 2007-2008. The countries thatexkee the delivery quota were Germany by
1.3%, Ireland by 0.7%, ltaly by 5.6%, Cyprus by%,9Netherlands by 1.3%, Austria by
3.2%; the following countries exceeded the dirat¢s quota: Cyprus by 17%, Luxemburg by
5.9% and Netherlands by 5.9%. According to the igromal data published by the European
Commission in October 2008, in 2007-2008 in Romamig 69.7% of the delivery quota and
83% of the direct sales quota were fulfiled; thecpatage of total allocated quota fulfilment
was 77%. Bulgaria, which is also in the first yearquota system implementation, fulfiled
85.1% of the delivery quota and 61% of the dired¢s quota; overall, it fulfiled 83% of the
allocated quota. Hungary fulfiled 89.2% of the e#ited delivery quota and 48% of the direct
sales quota, i.e. 87% of its total allocated quualtsle Poland fulfiled 96.4% of the delivery
quota and 79% of the direct sales quota, i.e. 97#eototal quota that was allocated to it.

A thorough analysis of the allocated quota in #witory that has been fulfiled by a
Member State can provide certain significant beratks for the identification of certain
national policy measures that are complementatiiegd=European policy; these are extremely
necessary as the quota system implementation ypoftieasure targeting the control of
supply) is applied in Romania due to the harmoiomatwith the EU policy and legislation
imposed by the accession process rather than @domiomic reasons justifying its necessity.
This statement is perfectly sustainable as in Reanarcannot be considered that a supply
limiting measure is suitable to the specificity adghamics of the Romanian market. In
exchange, the milk quality rigors, which are impbs®the whole chain, would not have been
a desideratum for the Romanian milk producersig ttad not been imposed and possibly
supported by funds dedicated to restructuring thincDAP.

3.2. Quota distribution — a regional analysis

As we have presented in the previous chaptersmiliequota allocated to Romania
represents only a part of the total cow milk prdauc obtained in Romania and presents
significant differences in the territory (Figure Qut of total milk production obtained in the
year 2007, the allocated quota represents 56.1%.tdimitorial distribution is significantly
heterogeneous. High quota shares (over 74% of potaduction fulfiled) are found in the

36 AgraEurope, 15.10.2008 and The milk quotas :fées for exceeding the milk quotas total 340 onilli
EUR”, 13 October 2008
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counties Constaa, Covasna, Harghita and Mgré'he counties Gorj, Dambaai Prahova,
Buziu, lalomta and Bucharest lie at the opposite pole; in tloesmties the shares of milk
quota in total production are lower than 40%.

Figure 1: Territorial distribution of milk quota in total production
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At national level, the average milk yield was 3&gQin the year 2007. (figure 2)

Figure 2: Territorial distribution of averaae vield and milk auota
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As we have already mentioned, Romania, as wellaah &ember State, received a
national quota that was distributed to the indigidproducers under the form of: a) delivery
guota and b) direct sales quota. A producer cae bath types of quota.

The structure of direct sales and delivery quotectcally reflects the specificity of
dairy cows raising in our country, which takes placainly on small-sized household farms;
it should be mentioned that Romania is the onlyntguin EU-27 with this structure in which
the direct sales quotas prevail (see Graph 1@hdrterritory there is an unequal distribution
with regard to the share of deliveries and diratésin total allocated quota ( Figure 3).

Seven counties located in the northern and cepéndlof Romania have a significant
share of deliveries in total allocated quota. Thaasse Covasna, Sibiu, MureCluj, Bistrita-
Nasiud, Suceava and Bani. In the south-western part of Romania therecateties with
low and very low shares (under 12%) of deliveriesoital quota. Among these, the following
can be mentioned: Hunedoara, Valcea, Argdt, Dolj and Mehedit.

The territorial analysis of the share of direcesafjuotas in total allocated milk quota
reveals an identical situation to that found in¢hee of the delivery quota share.

Figure 3: Territorial distribution of milk quota, b y structure
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The analysis of milk quotas allocated for deliverie dairies and for direct sales was
carried out by five size classes: i) under 3000iBg8000-5000 kg; iii) 5000 -50 000 Kkg; iv)
50 000 -100 000 kg; v) over 100 000 kg. Within theategories, the number of producers
under each size class of allocated quota was altemtinto consideration.

3.2.1. Distribution of delivery quotas

A territorial analysis by classes of the numbepifducers that are allocated delivery
quota reveals the following situation (Figure 4):

- class: under 3000 kg: the largest number of praduitet have been allocated small
quantities of milk are found in the counties Tul@ea Dambovya and the smallest
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number of producers are found ial&g, Maramure, Baciu, Hunedoara, Gorj, Valcea,

Arges and lalomfa;

- class 3000 — 5000 kg: the counties Vélcea, GiurD@nbovia, Bad@u and Vaslui
have the largest number of producers that fall this class, while Tulcea, Prahova,

lalomita, llfov and Hunedoara have the smallest numberaxfucers in this class;

- class 5000 — 50000 kg: in the counties Gorj ana&&khere is no milk producer that
falls into this category. The county Hunedoara tineslargest number of producers

that have been allocated delivery quotas rangiog 5000 to 50000 liters;

- 50000-100000 kg: the largest number of produceas lthve been allocated delivery
quotas from this category are found in the courtfes and Hunedoara. On the other
hand, the smallest number of producers are foutideimorthern part of the country in
11 counties as well as in the southern part of RoangCara-Severin, Gorj, Valcea,

Dambovta and Prahova);

- over 100000 kg: the largest number of producerh daivery quotas of over 100000
kg cow milk are found in the county Hunedoara.He tounties Gorj and Valcea there

is no producer that falls into this category.

Figure 4: Territorial distribution, by classes, ofthe agricultural producers that have
delivery quotas
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The territorial analysis, by classes, of the totlk quantity allocated to delivery quota,

has the following particularities (Annex 5):

- class: under 3000 kg: the largest amount of quitdasded under this class is found in
the counties Tulcea and Dambgyvi while the lowest in 8 counties located in the

south-western and western part of Romania;

- class 3000 — 5000 kg: the counties Hunedoara, aulemhova, llfov and Teleorman
have the lowest milk delivery in this group. Theuobes Bad&u, Vaslui, Valcea,

Dambovtia and Giurgiu lie at the opposite pole;
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- class 5000 — 50000 kg: in this group the countiesddoara and llIfov have the largest
delivery quotas. Five counties from the south Ramamd eleven in the north have
extremely low delivery quotas that fall into thigesclass;

- 50000-100000 kg: the largest delivery quotas is tnoup are found in the county
Hunedoara and the lowest delivery quotas are fautite counties Gorj and Valcea;

- over 100000 kg: in the counties Mehgtliand Valcea there are no delivery quotas
that fall into this category, while seven countis on a top position in this respect.
From the analysis and processing of informatiorpieg by DACL on delivery quota

allocation to buyers/processors and producerseckltd each of them (Table 7) it can be
noticed that out of total delivery quota allocatedRomania, 53% is distributed to 30 “active
buyers” (7% of the total number of buyers/processamong which the great players on the
market are found, namely SC Friesland Romania S@, (&anone SRL, SC Hochland
Romania SRL, SC Napolact SA, SC Covalact SA, SCalalit SA, SC Industrializarea
laptelui Mure SA, SC lactate Harghita SA, SC Dorna lactate S#ctalis), SC Prodlacta SA,
etc. These 30 buyers/processors that have bearat@tbover 50% of the milk quota have to
collect the milk from more than 115 thousand praata¢43% of total producers with delivery
guota). 155 buyers/processors (36% of total) shoali@ct milk from about the same number
of producers while 57% of buyers/processors thae lmeen allocated 11.4% of the delivery
quota have to collect milk from over 37 thousanadpicers (13.7% of total).

Analyzing the delivery quota distribution by thenmioer of producers with individual
guotas allocated to buyers, 14 of these (amonghwBIC Friesland, SC Napolact SA, SC
Dorna lactate (Lactalis), SC Hochland Romania SRC, Covalact SA, SC lactate Harghita
SA etc) have to collect milk from 13000-30@@oducers, most of them with an average
number of 3-4 cows / agricultural holding. 10 bwsyéave to collect milk from only one
producer, most of these having medium-sized faanging from 35-55 to 250 heads. Other
12 buyers (among which SC Tnuva Dairies, SC Danocolgct milk from 1-2 producers with
average farms of 250-50 heads.

Table 7 Categories of buyers/processors classifibg the size of allocated delivery quota
and the number of producers from whom they have teollect the milk

No of buyers/processors by Allocated % No of producers %

categories according to % delivery of total /buyer- of total

of delivery quota allocated to a guota allocated processor producers

buyer/processor in total delivery Kg delivery with

quota guota delivery
guota

The first 30 699041360 53.56 115028 43.1

7.5 %> 0.6%

The next 155 456956208 35.01 117088 43.2

0.5%>0.11%

The last 248 149096774 11.43 37777 13.7

0.10%<0

Source: based upon the processing of DACL datagR00

A more detailed analysis based upon the estimaifothe average siZéof farms
(producers) that deliver milk to buyers/processoffable 8) reveals that 236
buyers/processors (among which 12 of the first i@aigbuyers on the market) have to collect

37 for the producers with large average quotas / fartrigh productivity was considered (3500-4000 &g/c
exclusive of technological consumption, while fbe tproducers with medium quotas under 3000 kg aumed
productivity was considered 1750 KG exclusive ahtglogical consumption, self-consumption) and 2500
3000 kg for medium quotas over 3000 kg.
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the allocated milk (45% of total quota) from ove391thousand small producers (with 1-2
cows per farm). 141 buyers/processors (among whdcbf the first 30 great players on the
market) have to collect the allocated milk (44%tatflal quota) from almost 78 thousand
producers with an average number of 2-5 cows. 3®rsiprocessors (among which 2 of the
first 30) have to collect the milk (4.6% of totalovery quota) from 2367 producers with 5-20
cows per farm on the average. 6 buyers collect fniikn 161 producers with 50-100 animal
heads/farm on the average and other six buyers I®harge farms (with 100-250 cows), the
two categories having a quota of 4.9% and 1% reised¢ from the total delivery quota.
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Table 8. Number of buyers / processors by categosggaccording to their position in relation to the &e of allocated quota in total delivery
quota and the related number of producers by categes of size (average number of cows/farm and theolume of average delivery
guota) from which these have to collect milk

Source: based upon the processing of DACL datagR00

The position of Nrof  Proces No of Nr Proces No of Nr Process  Nr prod de Nr Processe No of Nr Proces No of
the buyer/food-  buyers sed producers buyers  sed producers buyers ed la care buyers/  d ouota producers  buyers/  sed producers
processor /food  ouota with /food  ouota with [food ouota colecteaz food Thou with food ouota with
according tothe proces Thou deliveries proces Thou deliveries proces Thou laptele. process  tonns deliveries process Thou deliveries
% of their sors  tonns quota sors  tonns quota sors tonns Marimea ors quota ors tonns guota
allocated quota in Average Average medie Average farm Average
the total national farm farm 5-20 vaci 50-100 farm
quantity allocated 1-2 heads 2-5 heads average quota heads 100 - 250
for deliveries average average for deliveries average quota heads
quota for quota for 34948 kg for deliveries average
deliveries deliveries 283265 kg quota for
medie 8232 kg deliveries
3062 kg 690284 kg
1-30 12 217.8 62567 14 386.2 51459 2 25.0 839 1 60.9 151 1 9.2 12

(53% from the

total deliveries)

30-50 13 75.4 22351 5 31.9 4643 2 11.8 535 0.0 0.0
(9 % from the

total deliveries

50-100 30 101.7 34042 18 64.2 9205 2 8.3 397 0.0 0.0
(13, 3% from the

total deliveries)

100-200 64 117.6 43881 30 54.6 6547 4 7.6 303 1 2.2 6 1 14 3
(14% from the

total deliveries)

200-300 55 49.7 17456 37 31.9 4254 6 5.2 198 0 0.0 0 2 20 2

(6,8 % from the

total deliveries)

300-433 82 23.7 9134 37 12.7 1837 9 2.3 65 4 0.9 4 2 1.0 2
(3,1 % from the

total deliveries)

Total 256 585.9 189431 141 581.7 77945 25 60.1 2337 6 0 64. 161 6 135 19
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Table 9. Milk collection in the year 2007/2008 fothe first 30 buyers / processors

The first 30 The allocated % No of producers Average
buyers / food processors  delivery quota of the with deliveries size of
according to the 699 total guota farms
allocated deliveries Th tonns allocated 115028 Heads/farm
quota deliveries (42.6 % of the total
quota in producers with
the total deliveries quota)
deliveries
. G (53 %)
= g ag 217.8 16.7 62567
F=QE&E <0 49.2 3.77 11365
D005 20 <
J0 03586 25 26.8 2.06 5642
GEGRQ3Z 0 25.6 1.96 9062
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(|£ O Hx T % < < <
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Z0pQTw3kE
E <o roulz 10.9 0.83 3503
zz 2SS ER
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Wwops52Q3s ' '
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0% 0o
o nwnm
< = Z 0
=1y &(J 8 7] 386.2 29.6 51459
<0 x5 97.3 7.5 13002
= J00 %) O U)_
Srn=20u < 55.8 4.3 6348
TOLE 30X 34.7 2.7 5848
Q<N I D0
ZZ5ok<=% 34.6 2.6 2455
;)gimi;ﬁfg 33.2 2.5 5415
w o ) . O o]
gmé%ogﬁwf_‘ 23.9 1.8 2878 S
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OZ TpoFITxS 1o
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HOLERE QED | |
<02 n E U) < 12.3 0.9 2004
0. .o-Q9VF-s 11.1 0.8 1202
TOIDO0>pI
Jnd1xro 0 9.6 0.7 1596
o -<uwao ) [T
0OFf3dE Q- 9.6 0.7 1141
f 0% Za 8.7 0.7 1035
[
g § 25.0 1.9 839 5-20 heads
§ o 13.1 1.0 611.0
~ S 11.9 0.9 228
1 buyers procesors 60.9 4.7 151 50 -100
heads
1 buyers procesors 9.2 0.7 12 100 -250
heads

Source: based upon the processing of DACL datagR00
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3.2.2. Distribution of the milk processing unitshe territory

Since mid-1990s, many dairy factories have had ais wbjective the modernization
of existing production capacities and their utiliaa at a level as closest possible to the
designed capacity. In this respect, new equipmedt teansport means were bought, the
production premises were modernized, so that thesganies can comply with the quality
requirements imposed by the international standdraes situation improved from the quality
point of view through the purchase of new equipm@oat the analysis of the physical-
chemical properties of raw milk and dairy produciganing and disinfection systems of the
technological flows, of the technological equipmant installations, etc.) and of transport
means; the production and storage premises wereraldernized.

According to the data supplied by the National &apiVeterinary and Food Safety
Authority, in mid-2008 in Romania there were 264irgldactories classified into four
categories, namely: 35 units authorized for Intcan@unity trade; 42 units conform to the
Community requirements, authorized to receive amdgss conform and non-conform milk
on non-separated lin&s 2 units in conformity with the Community requirents, authorized
to receive and process conform and non-conform milkseparate 1ind$ 185 authorized
units for a period of transition until 31.12.2669

There is a significant concentration of processumgts in the northern part of
Moldova, mainly in the counties Suceava, Bata si Neant; in the central and northern part
of Romania, in the counties MyreBistrita-Nasaud, where there are favourable conditions for
livestock raising, not only due to the presenctaje areas under pastures and hayfields, but
also due to the local tradition in raising bovimesl cheese making. Another zone featuring a
high concentration of dairy factories is in souisteRomania.

Figure 5: Distribution of dairy factories in the territory
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An important issue with regard to milk processisighe raw milk collection from the
producers, as we have already mentioned in thequexchapter (in Romania’s case, milk is
largely collected from the small producers).

The fluctuations of the raw milk quantities throogh the year are quite high due to
the seasonal production and to the scattering/soragtconcentration of producers at regional
level. The utilization of production capacitiesdifferent each year and also from one month
to another and from one region to another.

With regard to the location of raw milk collectiaenters, there is no favourable
relation between the supplied quantity and theadst to the collection centers, because
significant quantities also come from great disean(and as it could be seen in the foreign
trade chapter, even from imports).

3.2.3. Distribution of direct sales quotas

A territorial analysis, by classes, of the numbeprducers who have direct sales
quota, reveals the following situation (Figure 6):

- class: under 3000 kg: the largest number of praduegh direct sales quota that fall
into this category is found in the county Bra, and the smallest number in the
counties Maramugge Buziu, Vrancea and Mehedin

- class 3000 — 5000 kg: the largest number of pradueéh direct sales quota that fall
into this category is found in the county BuzThe county Brgov lies at the opposite
pole. A compact group of counties can be noticetth \guite low direct sales quotas
(Sibiu, Mures, Harghita, Covasna, Prahova);

- class 5000 — 50000 kg: under this category, theesvevel of direct sales quotas is
found in the county Sibiu. In the county Hunedoaral a group of three counties
located in the south-eastern part of the countilag&i, Constama and Tulcea) the
largest milk quantities allocated for direct sdlesn this size category are found;

- 50000-100000 kg: the largest number of producetl direct sales quota under this
size category are found in the county ggra On the other hand, the smallest number
of producers from this group are found in the cmsCara-Severin, Bistria-Nasiud,
Covasna, Prahova, Teleorman and Giurgiu;

- over 100000 kg: the largest number of producerk ditect sales quota over 100000
kg of milk are found in the countiessiaand lalomia. Four counties are found in this
category (Maramugg Carg-Severin, Gorgi Mehedirti).

Figure 6: Territorial distribution of the agricultu ral producers with direct sales quota,
by classes
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- class: under 3000 kg: the largest milk quantitpadted to this group is found in the
counties lai, Vaslui and Arge and the lowest in five counties with a non-uniform
distribution, namely Brgov, Covasna, Tulcea, lalotaiand llifov;

- class 3000 — 5000 kg: the lowest quantities under gize class are found in the
counties Covasna, lalomj Gilarasi and Tulcea. The counties Bihor, Hunedoara and
Arges lie at the opposite pole;

- class 5000 — 50000 kg: the largest milk quantaiéscated to direct sales that fall into
this category are found in the western part of ¢bantry, in the counties Bihor,
Hunedoara and Alba. The counties with the smatlgstt sales quotas under this size
class are found in the south and south-easterngbatie country (Galg Tulcea,
lalomita and Glarasi) as well as in the counties Sibiu and Prahova;

- 50000-100000 kg: the counties Arad, §nra and Constaa have been allocated the
largest direct sales quotas under this size clHssee counties in the south part of
Romania (Teleorman, Giurgiu and lalaa)i and three in the north (BigaiNasaud,
Suceava and $8§ have been allocated small direct sales quotaisfdil into this size
category;

- over 100000 kg: under this size class, the largestt sales quotas are found in the
county Arad. Twelve counties scattered on the whefgatory of Romania lie at the
opposite pole.

3.2.4. Regional analysis of the milk quota quality

Romania’s accession to the European Union implles tespect of theacquis
communautairen the first place, asking for products quality maypement in the case of milk
and dairy sector. Reaching the minimal performapegameters in the milk sector
presupposes both dairy cow farms modernizationtlaadestructuring of dairy factories in the
food industry and obtaining a high quality milk,ndorm to the requirements imposed by the
EU standards.

Milk production in conformity with the European sthards represents a stringent
problem in Romania for all the categories of pradacregardless of their size. Complying
with these requirements implies adopting modermpction technologies.

Raw milk quality in Romania is regulated by thanstards established at EU level by
the Council Directive no. 46/1992. Thus, out ofatatllocated quota, only 17.2% reached
these standards in the market year 2007-2008. Itake into consideration the delivery
quotas, the conform milk percentage is 39% pet tmtantry.

The territorial distribution of conform milk percege, out of total allocated quota,
reveals above the average situations in the caumistria-Nasiud, Suceava, Museand
Gorj). The share of milk delivered as conform migkextremely high (over 80%) in the
counties Hunedoara, Dolj, Valcea, Asg®It and Bagu (Figure 7).

For the estimation of the share of milk that confe to the EU quality standards in
total production and allocated quota, the valupayments received by counties as premium
for the conform delivered milk was taken into calesation, as lever used for stimulating
milk quality increase.
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Figure 7: Territorial distribution of the conform m ilk share in total allocated quota
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3.3. Quota fulfilment after the first year of qustgsstem implementation

According to the provisional results published bg European Commissitnone
year after the milk quota system was implementd@ 203 active buyers reported a total
milk quantity for processing of 937 689 tons, whrelfpresents 71.4% of the delivery quota;
436911 producers reported direct sales of milk deidy products in milk equivalent of 1421
thousand tons, which accounts for 82.1% of totatdlisales quota allocated for the year
2007/2008. Graph 23 present the situation of glwdfdément at national level in the market
year 2007/2008 by categories of producers accotditige allocated quota.

The quota non-fulfilment percentage per total couns quite high, mainly in
deliveries - almost 30% and about 18% in direcesalraph 24 presents on a comparative
basis the structure of quota allocation and fuléitrhboth for delivery and for direct sales, by
categories of producers and allocated quotas.

“I0ctober 13, 2008, “Milk quotas: the fees for exdegdhe milk quotas totaled 340 million EUR”
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Graph 23: Milk quota fulfilment, 2007-2008
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Graph 24: Fulfiled quota compared to allocated quad, 2007-2007
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As it can be easily noticed, the highest percentd#gguota non-fulfilment (71%) is
found in the small producers categories with aliledaguotas under 3000 kg and 3000-5000
kg, hence in the producers that have 1-2 cowsoup-4 animals/farm on the average. The
large commercial farms (over 100000 kg) even exegepiotas by 9%, while the farms with
guotas ranging from 50000 to 100000 kg fulfileditlgiotas in a percentage of 83%. The
medium-sized producers (quotas of 5000-50000 Wg)eft 74% of the allocated quota on the
average.

Graph 25 presents the structure and volume of oui&tas fulfiled by counties in
2007/2008; Graph 26 presents the volume and pegerdf quota fulfilment versus initial
allocations by counties. If the DACL data have ghhaccuracy level, on the basis of which
these results were obtained, it can be concludatthiere are significant differences between
counties as regards the structure (% deliveries%artirect sales fulfiled) and the volume of
guota fulfilment.

This situation, if analyzed in correlation with tlsguation of initial allocations at
regional level, may give a first picture of the tpdulfilment potential and on the quota
dynamics in the future.
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Graphs 27 and 28 present the quota fulfilment/ndfilshent dynamics in relation to
the size and number of producers with delivery aivéct sales quotas. The picture is
extremely suggestive and can provide an insighttim¢ quota potential and future evolutions.
The most significant category of producers thatehaet submitted declarations is represented
by the small producers, under 3000 kg both forveeles and for direct sales; those who
submitted declarations with 0 are mostly foundhi@ tase of deliveries.
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Graph 25: Structure and volume of fulfiled quota bycounties in the year 2007/2008
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Graph 26: Fulfiled quota versus allocated quota
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Graph 27: Number of producers who fulfiled/did notfulfil the allocated delivery quota
in the year 2007/2008, by categories
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Graph 28: Number of producers who fulfiled/did notfulfil the allocated direct sales
guota in the year 2007/2008, by categories
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Considering these results, obtained after one si@ae quota system implementation,
as well as the atomized structure of their distidoy where the small producers have a
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significant share both in deliveries and in diregles, and the fact that Romania is at the first
exercise of this system implementation, the nofikfioént of quotas was expected, even in a
higher percentage.

The main causes that lie at the basis of this juegmmerely exploratory, are related
to the following aspects that we have identified #mat we next submit to debate.

Quota allocation to the small producers has beebghly madeex officio by the
authorities (mainly in the case of direct sales)aa absolutely necessary solution not to lose
the allocated quota for Romania, which was underamuntry’s potential. This statement
belongs to us and is based on our finding aftecgssing the database supplied by DACL and
MARD. The delayed reaction of the small farmers mwisetbmitting the quota declarations
comes to support our hypothesis. Maybe anothepnetist lay at the basis of the decision to
allocate quotas to small producers envisaged thation of premises for a quota market,
which has not happened, at least not at the expaetel. The processors who intended to
make investments could have been the first buyerpiotas from the small producers, and
this did not happen; the transfers between categddirect sales and deliveries) were not
dynamic enough, and the processors’ expectatiome ve¢her allocations from the national
reserve.

The analysis of the structural dymamics of the @ectorroborated with our
perception in the field (discussions with the smploducers and the consultancy
organizations) lead us to the conclusion that thetay non-fulfilment percentage at the level
of these small producers exceeded our expectationa positive sense. Probably the
consultancy structures (ANCA and OJCA) and the GdEnPirectorates at county level
supported the small producers in filling in theacdments and declarations, which is a good
thing, as this requires a very large amount of w@irkannex 5 is a completed declaration).

The most important aspect that we want to signaliouhe lack of information or
rather the way in which the milk quota system openain the rural area is explained. The
correct information, in advance, could have larggianged the small producers’ perception
of “quotas”, who invariably, mainly in the caseadfler people, consider that quotas are rather
an obligation and not a benefit that will contirtaegive them the right to produce.

After the unfortunate experience of imposing quatashe communist period, it is
difficult to"destroy this myth”, as it is very diffult for them to have a right perception of the
cooperative concept. The low understanding levehefutility and need of a quota system
that practically does not bring them any benefpratsent, but only complicates their activity
as it obliges them to keep written evidence (ttaat be checked up) of sales, makes them
reticent with regard to this practice.

The lack of information with regard to this polisyill result in implementation
problems in the future, as this segment of produdes a considerable size and hence it
cannot be neglected. Although in most EU New Memistates the quota system
implementation effect induced production concerdraaind significant restructuring, on the
basis of our previous analysis, we estimate thatdistructuring rate in Romania will not be
as high. The habits that have been accumulatathadnd the precarious economic situation
in the rural area will be the main determinantsthed this segment of small producers and the
direct sales will continue to have quite a highehiar the future. A producer with 1-2 cows
who already have customers that give him a bettiee dor his milk than the processor
without asking for a better milk quality, will cantie to sell the milk in the same way and use
it for self-consumption by virtue of inertia; thisertia is due, on one hand, to the suspicion
raised by the need to make declarations and keevidance of the sold quantities, that can
be subject to taxes, and on the other hand bethedargest part of this segment of producers
do not understand at present the benefits thagubéa system can provide and consequently
the disadvantages of losing this quota. Maybe ef qnota market had operated in this first
year, an eventual possibility to sell the quota Midwave been the only reason why the small
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producer would have been extremely interested gquasting the milk quota or make the
necessary declarations in due time.

Chapter 4. The milk quota system in the mountain aga

In Romania, the mountain zone, which is declared favoured area, has a particular
importance: it covers 70,101 km? (29.4% of Romaniatal area) and have a population of
2,405,746 inhabitants (11% of total population)€al0). The dominant characteristic is the
low population density, i.e. 34.30 inhabitants/ kmkich represents one third of the national
average population density.

Table 10. Demographic indicators in the mountain aga

Specification The mountain less Total
favoured area national level
Total area (km2) 70.101,73 238.391,00
Total no of inhabitants 2.405.746 21.784.072
Population density (inh/ km2) 34,32 91,36
Population dynamics 1992 - 2002 (%) 95,55 95,74
Total employed population (TEP) 815.297 7.798.011
Employed population in agriculture (EPA) 328.101 148.631
Share TEP/EPA (%) 40,24 27,55

Source: based on authors calculation upon statisfitformations of each village (2002); RLP (1992020

Due to the restrictive conditions of the geogragmeironment in the mountain area,
the evolution of the number of inhabitants had tggavalues in the period between the two
censuses. This phenomenon of population decreaseséweral causes, among which the
population migration, the low birth rate and higkath rate are the most important.

In the mountain area, the employed populationldd845,297 people (10.4% of the
employed population in Romania), with a high shafethe population employed in
agriculture (40.24%) compared to the national ayel@27.55 %).

The transformations produced at legislative, ecanoamd social level after 1989
acted as an attraction-rejection mechanism foptpmulation in the mountain area. While the
young population preferred to migrate to other syeaore developed from the economic
point of view, the older population, which becanmemnployed or the retired population in the
urban area had the tendency to return to theivaatiral localities. The attraction of the
unemployed population from the urban areas to uh& areas was also favoured by the land
reform initiated in 1991.

The mountain areas classified as less favouredsa(ea conformity with EU
standards) are characterized by a considerabl¢ation of the possibilities to use the land
and the increase of the land operation costs dué) tine existence of difficult weather
conditions, due to the high altitude, the effectvbich is a considerably shorter plant growing
season; ii) at lower altitudes, the presence ofsteep slopes for the utilization of the usual
agricultural machinery and the need to use expenspecial equipment for these relief
conditions; or iii) combinations of these two fastowhen the resulting handicap considered
separately is less severe, but in combination #melicap is more serioffs

2,761,602 ha agricultural land is found in the ntaimareas. The natural conditions
largely permit the development of natural pastaned hayfields, which cover 77.93% of the
agricultural land area (Table 11).

“2Art. 36
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Table 11. Agricultural land area utilization in the mountain areas

Specification The mountain less Total

favoured area national level
Agricultural land (ha) 2.761.602 14.808.215
Share of agricultural land in the total area (%) ,399 62,10
Arable (ha) 555.598 9.388.892
Pondere arabil in agricol (%) 20,12 63,40
Orchards (ha) 48.573 240.656
Share of orchards in agricultural land (%) 1,76 31,6
Vineyards (ha) 5.221 2.59.377
Share of vineyard in agricultural land (%) 0,19 8,7
Pastures (ha) 1.258.810 3.411.576
Share of pastures in agricultural land (%) 45,58 ,023
Fanee (ha) 893.400 1.507.714
Pondere fane in agricol (%) 32,35 10,18

Source: based on authors calculation upon stagsiicformations of each village (2002); RLP(1992)2)

The measures to support agriculture in the mourda@as could contribute to the
maintenance of young population in the rural ared aven to the return of some of the
people who left this area. In the absence of thppau to this less-favoured area, there is a
risk for the continuation of this area depopulatéom for the agricultural land abandonment.

Livestock raising is a traditional activity in tmeountain areas due to the large areas
under natural pastures and hayfields that coverskhiges and plateaus of the Carpathians.
18.2% of the total number of animals expressed anventional units is raised in the
mountain areas. The number of animals is low bgthdrtare (0.45 LLU/agricultural ha) and
by agricultural unit (1.55 LLU) (Table 12).

Table 12. Livestock raising in the mountain areas

Specification The mountain less favoured Total
area national level
Number of LLU 1.254.768 6.892.397
LLU / ha agricultural area 0,45 0,47
LLU / agricultural unit 1,55 1,45
Number of bovines 694782 2870782
Share of bovines herds from mountain 24,20 100,00

area in the total herds

Source: based on authors calculation upon stagsiicformations of each village (2002); RLP(1992)2)

Raising bovines is one of the main livestock praincactivities in the mountain area
economy. According to the data of the General Agnical Census, almost 700 thousand
bovines are raised in the mountain areas, whicresent 24.2 % of the total number from
Romania.

The analysis of the bovines distribution by comnsureveals the following situation:
a) 49.20% of the communes have bovine herds un@@® heads; b) 46.40% have bovine
herds ranging from 1001 to 2500 heads; c) in 4.20%0ommunes more than 2500 heads are
raised (these localities are mainly found in thentees Suceava and Harghita) (Figure 8).
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Figure 8. Territorial distribution of communes by the number of bovines in the
mountain areas
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4.1. Milk quota distribution in the mountain areas

According to the data supplied by MARD and DACLerd are 88676 farmers raising
bovines in the mountain areas who have milk qudthsse account for 10.70% of the total
number of producers registered at national levié milk quota assigned to them totals 287
651 003 kg, which is equivalent to 9.80% of thekngiota at national level. The milk quota
structure is more balanced compared to the situatioational level, both in the case of the
number of producers and in the case of the milkatitya(Graph 29).

Graph 29. Milk quota structure in the mountain areaand at national level
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b) milk quantity (kg)
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The analysis of the territorial distribution of thelk quota by its two components, in
the mountain area, reveals the following situation:
)] in the territory there are three categories @ihmunes with regard to the number of
producers who have milk delivery quota (Figure iguFe 10). Thus, the communes with less
than 100 producers are mainly located in the Apuddountains and the Southern
Carpathians. In the northern area of the Westempa@laians there are communes where the
number of producers with milk delivery quota isgar than 250, mainly in the counties
Suceava, Bistta-Nasaud, Harghita and Covasna. The territorial distitnutn the case of the
milk quantities for delivery to dairies generalbllbws a similar pattern. The communes with
significant milk quantities for sale are locatedhe southern part of the Eastern Carpathians,
in the counties Biv, Covasna and Harghita.
i) for the direct sales component the situatiomuste different (Figure 11, Figure 12).
The territorial distribution of communes by the rhenof producers and by the milk quantity
that goes to direct sales is more balanced/unifdimese areas are concentrated mainly in the
counties Maramugg Harghita, Argg and Dambova.

Figure 9: Territorial distribution of the number of producers who have milk delivery
guotas in the mountain areas
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Figure 10. Territorial distribution of the milk del ivery quotas in the mountain areas
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Figure 11: Territorial distribution of the number o f producers who have direct sales
guotas in the mountain areas
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Figure 12. Territorial distribution of the direct s ales quotas in the mountain areas
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4.2. Fulfilment of milk production allocated to das in the mountain areas

After processing the information from the declaras on the milk quota fulfilment,
supplied by DACL and synthesized in Table 13, wenfbout that the fulfilment percentage is
slightly higher than the result at national leval dlelivery quotas, i.e. 75.2% compared to the
initial allocated quota; in the direct sales quptasota fulfilment is 85.5% compared to the
initial quota. 6% of the producers with deliveryotgs did not declare milk deliveries, while
19% of the producers who had to deliver the milkmidk buyers or processors were not
registered with “NULL” as the buyers/processors dat report the milk deliveries out of
different reasons or because they ceased theirtgctihe unfulfiled amount totaled 20535
tons of milk, i.e. 15% of the initial quota. Only296 of the producers with delivery quota
fulfilled 100% the allocated quota, and 864 newdpicers subsequently received delivery
quotas (2.5% of the initially allocated value ie tihountain area).

From our evaluations, it results that a quantitypb216 thousand tons of milk (about
38% of the initial delivery quota) represents thephis quantities compared to the initially
allocated quota, which can suggest that in cersagas the premises for the processing
industry development have been created, and trek thre already clear tendencies of
concentration and transfers to the delivery categbhis tendency can be also noticed in the
graphical representations at territorial level frGraphs 13-18.

With regard to the direct sales, 9% of the prodsieeith quota did not declare that
they had fulfiled their quota, summing up over 9706% of total initial quota). In the case of
direct sales as well there is a slight exceedinghef initially allocated quota, the total
exceeding cases representing only 0.6% of thalrtiocated quota.

The regional analysis of the direct sales quotélgnt (Figures 19-22) reveals a
higher non-fulfilment share, namely in the zondseve the direct sales quota value in total
mountain area is lower, i.e. in the area of thep@#mans Ring.
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Table 13. Milk quota fulfilment in the mountain area in the year 2007-2008

Specification Kg
Deliveries quota (initial 13603460
allocated) 0
out of which:

Unfullfilled quota(0 kg) 8284331
Deliveries“NULL”" 12251128
Total unfulfilled quota (0 + 20535459
NULL)

Deliveries quota 297336

100% fulfilled
Deliveries quota allocated during 3392707
the year

Deliveries exceded quota 51823740

Deliveries(allocated quota 55216447
durring the year + exceded
guota)

Compensation

Deliveries quota (allocated
during the year / exceded) -
(unfulfilled quota/ NULL)
Fulfilled deliveries quotain 10232925
2007-2008 according to the 9
declarations.

34680988

% of milk quota in thenountain 10.9
less favoured areas in the total
fullfiled quotacod realizat la

nivel at national level

No of Specification Kg
producers
37187 Direct sales (initial 157670127
allocated)out of
which:
2606 Unfulfilled direct 9471188
sales quot#0 kg)
7088
9694 Unfulfilled direct 9471188
sales quota(0 kg)
92 Direct sales quota 43068657.7
100% fulfilled
864
Direct salesaq 1042799
exceded toward the
initial allocation
Compensation -8428389
(exceded direct sales
quota —direct sales
quota unfulfilled)
28357 Fulfilled direct sales 134854890
quota in 2007-2008
according to the
declarations.
11.7 9.5

No of Specifications Kg

producers

48534 Total quota initially allocated 293704727
(deliveries+ direct sales) out of
which:

4296

4296 Total unfulfilled quota
(deliveries + direct sales)

14801 Total fulfilled quota 100 %
(deliveries+ direct sales)

30006647

43365993.7

Total quota 52866539
(deliveries+ direct sales)
execeeded as regards the initial

allocation

Compensation 26252599
(exceded quota /allocated later
) - (unfulfilled quota)

44238 Total quota fulfilled in 2007- 237184149

2008 deliveries+ direct sales)

according to the declarations..

10.1 10.1

%

100

10.2

14.8

18.0

8.9

80.8

Source: based upon the processing of DACL data§p00
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Figure 13. Structure of delivery quota fulfilment in the mountain area
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Figure 14 Structure of producers according to the dlivery quota fulfilment, in the
mountain area
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Figure 15. Allocated and 100% fulfilled milk delivey quota, in the mountain area
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Figure 16. Total producers who 100% fulfiled the mk delivery quota, in the mountain
area
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Figure 17. Total production with null milk delivery quota, in the mountain area
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Figure 18. Total producers with null delivery quotafulfilment, in the mountain area
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Figure 19. Structure of the direct sales quota millquantity, in the mountain area
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Figure 20. Structure of producers according to thdulfilment of direct sales quota, in the
mountain area
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Figure 21. Direct sales milk quota in total, in thenountain area
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Figure 22. Allocated production and 100% fulfiled drect sales quota, in the mountain
area
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The raising of dairy cows is a traditional activity many areas from the mountain
zone. The identification of the constraints andaypmities to the future development of this
sector is an approach that is limited by the laicavailable data, in the first place.

Following the trend at national level, in the maintareas since early 1990s the
bovine herds and the milk production declined asesult of the ownership structure
modification and out of the need to adapt to theketaeconomy conditions. Due to the low
financial resources of the farmers, the developroéimvestments in the bovine raising sector
was limited.

Milk production slowly increased, as a result afebtock farm structure in the first
place, based upon a low number of animals (1-2 LoWwsother problem is represented by the
fact that from the quality point of view, the geoematerial does not correspond to a
guantitative and qualitative production at the E&hdards.

The processing units are interested in the proeggsaming from the mountain areas,
yet the primary production sector (great numbersofall producers) make out of milk
collection and quality control expensive operatjatificult to organize.

For example, a dairy factory that processes 100 I@6s of milk per day needs
10,000 suppliers, which means about 200-300 cadlegboints, with an equal number of
employees. The same activity, in Germany, takeseplgth no man at the collection point,
because the van goes directly to the farm and tlbadnilk from the farmer’s cooling tank.
The significant cost difference results in consadbde competitiveness differences. If the
deficient infrastructure in the hilly and mountareas where milk is collected is also taken
into consideration, even 10 times greater diffeesnay result. While in the EU Old
Member States the logistics needed to bring thé& milthe dairy factory has the value in
euros of 0.03 RON/liter, in Romania this value magch even 0.3 RON/liter.

The services meant to provide support to farmergjniy the veterinary and
consultancy services, are performed with greatadiltiy in this area.

The sector is also confronted with the lack of stugents and available capital. The
credit is difficult to obtain and it is consideredrisk factor by the milk producers in the
mountain areas.

Considering the zone-specific opportunities andstamts, a series of measures could be
recommended to support the sector in this area:

- promoting a modern and efficient production tecbggl

- establishment of professional associations fomgtreening the economic power of
dairy cow farmers;

- promoting measures meant to provide technical reteres to the small producers
who probably will lose their milk quota, by stimtifeg the meat production (support
to the artificial insemination cost for meat breads to the embryo transfer);

- intensification of professional training actions toaining the milk producers in the
field of hygiene standards for obtaining milk comfoto the EU standards;

- providing consultancy services to farmers for asicgp the funds for milking
equipment (for those with more than 1-2 cows) amdfdcilitating the investments in
the “cold chain” and in small processing centers dbtaining traditional and/or
organic dairy products; in this respect, it would useful to partially or fully support
the cost of organic certification of the farm anmwducts, as well as a part of their
promotion cost, through projects. Another optioattiwvould give more freedom to
producers in the area is the receiving of addifiair@ct payments (their value being
estimated according to the cost and productiviffetince compared to a farmer of
similar size who is not confronted with the diffites existing in the less-favoured
mountain area.

- the support to the milk quality control operationghe milk collection centers or the
establishment of mobile centers might representh&nmption; yet we consider that
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this is not feasible on the short term as it il ststly and difficult to implement in

certain areas.

- support to the establishment of services that sheonbdernize and render more
efficient the traditional direct sales to the athgastablished customers of producers
and permit the fulfilment of allocated quotas; dwetly providing services that
facilitate the continuation of the “subscriptionyssem for the direct delivery of
processed products (cheese, cream and even mili)etald customers who will
maintain their preference for this type of products

- rural tourism and eco-tourism development in treaamwhere the potential exists and
the support, funding (through small projects evaltyli of “agro-tourism” activities
(active participation in taking care of animals, time preparation of traditional
products, organization of contests on such theragaglthe tourism season;

- improvement of the breeding stock quality throuigdé application of financial support
measures in livestock breeding, in order to impriheequality parameters of the cow
milk that goes to processing;

- support to the development of viable and efficieartns in order to provide high-
quality raw material to the processing units arertiarket;

- improvement of the dairy cow farmers’ professionadining; development and
supporting the pro-active consultancy for thesasgreventually co-opting the local
primary school teacher, priest, as part-time cdastjlas it is easier for the consultant
to be the person to provide the information ratiwn waiting for the producers to
look for him for information;

- development of the bovine raising sector in the m@n areas while respecting the
biosecurity measures with impact upon the enviramrpeotection conditions;

In this area still under structural inertia, thepplation will not fully give up the dairy
cow raising activity, which practically ensures ammum income for them and part of their
daily food. Quota system implementation in thistfiyear has not brought any benefit to the
small farmers with 1-2 cows; the farmer continuedptoduce if he had fodder, sufficient
pasture, a few neighbours or relatives to buy & gahe milk production. The only problem
for the small dairy farmer this year was to keepence of his sales, so as not to be penalized
by the authorities if he sells or donates milk taghbours or relatives. The quota concept
value will increase in time if the price offered the processor is better than the price offered
by the subscriber buyers, if the producer buys memanals and if in time the quota
monitoring and control are intensified, so that taemer will have to respect the legal
requirements in order to continue his activity.

The milk quota abolishment, with minimum costs flee Romanian farmers, mainly
for those from the less-favoured mountain areasulshtake place gradually. For the
producers from the mountain areas, the issue df qubta phasing out or abolishment can
present specific and extremely different aspecitspared to those from the EU Old Member
States or even to those from EU-10. The strategfiesild be based upon the production
specificity at regional level and not to follow tan models.

Until milk quota abolishment in the year 2015, thaional policy measures should
focus upon the sector consolidation and its cortipetiess increase, because Romania has
different particularities.

Until the quota abolishment moment, a series opeative studies should be also
initiated, based upon real statistical data (tlve mailk quota allocated to Romania compared
to its production potential is on one hand the egaognce of the deficient national statistics
and on the other hand the consequence of the ibligegystem, of the calculation “model”
imposed by the European legislative rigors, whiah ribt take into consideration the
specificity of each country.
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Chapter 5. Evaluation of the impact of the Common Mrket Organization
implementation in milk and dairy products in the cantext of CAP-HC at
national and farm level

As the experience of quota system implementatioRa@mania is quite recent, the
results that have been obtained after one yeamotaaibstantiate accurately enough an impact
analysis upon the Romanian producers of milk andygaoducts. From the analysis of the
sector evolution in recent years it can be consiighat the strongest impact upon the
processing sector and farmers is not due to theaggystem implementation but rather to the
non-reformed structure of the sector and to thke &dccompetitiveness on the Single Market.
The EU membership and the removal of restrictiangrade favoured the increase of the
balance of trade deficit in milk and dairy produictshe first place.

The beneficial effects of milk quota system implatation upon the sector
restructuring (as proved by Poland’s experiencepsghsector featured atomization when
joining the EU) were delayed and probably will ftow the rate of other countries as at the
moment of accession to the EU the sector was qunfgepared and the decision to be
accepted in the second wave provided an advanbagentpetitors. In this respect, the idea of
“gradual increase of milk quotas in order to eliatenthe milk quota abolishment shock upon
producers” is in fact a measure that is rather acigedd to the producers from the EU Old
Member States and to the competitive producersjained the EU in the first wave.

For the Romanian producers, at least in the folloyviyears, this policy
implementation will have a single beneficial effiaett we could name a “necessary evil”, i.e.
it will put the sector under pressure, so thatould get restructuredthis will bring about
both benefits and significant costs.

The gradual increase of quotas will rather have emeficial effect upon our
competitors, which could process a larger quamtitynilk and consolidate their position on
the already gained markets, or penetrate on thé&etsaof countries with a non-structured
sector.

The hypotheses that lie at the basis of desigiagtenarios on the Common Market
Organization implementation in the milk and daisct®r, so as to provide the decision-
makers with a basis for the different policy opsan the milk and dairy products sector have
in view the following assumptions:

Optimistic scenario \ Realistic scenario

General hypotheses for the period 2009-2015

[®N

- Economic growth according to OECD projections foe Eurd® area until 2010 an
after 2011 according to the Forecast Commissiofeptions (value for agriculture)
Table 14

- Milk and dairy products consumption and price trenaiccording to OECD and FAPRI
projections for EU-27 — Table 14

- Maintaining self-consumption — decreasing trend 5%2(in the period 2009-2015)
compared to 2008 — in 2015 milk and dairy self-congtion 28% of total milk
production

- Significant maintenance of imports — decreasingdre 30% (in the period 2009-2015)
compared to 2008

- Gradual increase of milk quota for 5 years begigmith 2008 (5%) according to the
Commission proposal

Sector-specific hypotheses (Graph 30)

100 % fulfilment of allocated quotas - 100 % flaffent of allocated quotas in 2013-

43 Economic Outlook No. 84, 25 November 2008
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Optimistic scenario

Realistic scenario

beginning with 2009

2014

- 100% delivery quota allocated to sm
producers

declarations (Graph 27) — will be found|in 2010 - 54%- 46%
the medium or large-sized producers |(as 2011.- 60%- 40%
volume - about 40% of the quotas 2012 - 66%-34%
allocated to very small producers |in 2013.-72%- 28%
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who did not subni
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it 2009 - 48% -52%

2014 - 74%- 26%

2015 - 75%- 25%
the delivery quota allocated to small produc
who did not submit declarations (Graph ?
will be found in the medium or large-siz
producers (as volume - about 40% of the qu
allocated to very small producers in 2008)
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- conform milk by the end of 2009 — 90
of total allocated quota out of which:

85% milk from delivery quota
without very small producers

5% of the direct sales quota (allocalt
to very large producers)

%% conform milk by the end of 2009 — 60 %
total allocated quota out of which:

55% milk from delivery quota — withoy

very small producers

5% of the direct sales quota (allocated

very large producers)

ed

of

it

to

100% of total allocated quota will L
fulfiled in the mountain areas, out
which 85% conform milk from the
allocated delivery quota and 5%
the allocated direct sales quota

The share of allocated quotas in |
mountain areas will account fa1%
of total quota (deliveries and direg

e 80% of total allocated quota will be fulfile

of in the mountain areas, out of which 5(

> conform milk from the allocated delive

of quota and 5% of the allocated direct s&
quota

he The share of allocated quotas in |

mountain areas will account fdt1% of
t total quota (deliveries and direct sales)

d
%

y
\les

he

sales) - The number of producers with delivery and
- The number of producers with direct sales quota in the mountain areas will
delivery and direct sales quota in the decrease by 15% compared to the period
mountain areas will decrease by|at 2007-2008 (mainly the small and medium-
least 30% compared to the period sized producers)
2007-2008 (mainly the small-sized 15% of producers in 2007-2008 will not
producers) have quotas but they will rise animals for
self-consumption
Table 14. Dynamics of general and specific indicate for the sector - forecasts
2008 2009 2010 2011 2012 2013 2014 2015
Gross domestic product 100 99.4 100.6 103.3 1059 108.2 109.4 109.7
Average farm-gate price 100 96.5 92.5 94.4 93.6 94.7 95.4 96.4
Butter consumption 100 98.9 97.3 96.7 96.1 95.5 94.8 94.0
Whole powder milk consumption 100 98.5 96.8 95.7 94.5 93.1 91.9 90.7
Skimmed powder milk consumption 100 99.2 98.8 98.2 97.8 96.8 95.7 94.7
Cheese consumption 100 1019 103.1 104.1 1051 106.0 107.1 108.1

Source: GDP (2008-2010) OECD for the EURO area dasts of 25 Nov 2008, after 2010 according to the
Forecast Commission for the agricultural sectorefoast of October 2008, data for the sector accaydim
FAO-OECD forecasts, June 2008
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In building up these hypotheses, in the optimisaciant we had in view an ideal
situation that in our opinion is less likely to éaglace in reality. In the realistic scenario, we
had in view a possible trend that is likely to hehiaved with regard to milk production
conform to EU standards (on the basis of the exgstituation and of a foreseeable dynamics
based upon sector realities, on the basis of aehients after the first year of quota system
implementation, and an estimation of the numbeprofiucers and of the amount of related
guota in the mountain area, which could be supgddheugh specific measures.

Graph 30. Hypotheses
a) Optimistic scenario
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b) Realistic scenario

Structure and volume of fulfiled quota
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In order to provide a most realistic picture of giriation of most small-sized farms
from Romania, we chose 7 case studies (producersy tandom basis with bovine herds
ranging from 2 to 12 heads, which can be considaedypical to the households in the
mountain area. Table 15 presents the structurbesietfarms and the results of their activity
(according to the declarations in the field), whilgble 16 presents a detailed situation of the
specific activity of the milk and dairy sector. A<an be noticed in certain cases (F1, F3 and
F7) the result of the activity was negative orlad timit of covering the costs. Even in the
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case of large farmi$ (farm with 450 heads and average milk yield of B&i€ers/cow), the
cost of the milk hectoliter is extremely close tee tselling price and the profitability is
minimal in the conditions in which the subsidy reggnts 36% of costs.

Table 15. Farm structure, incomes and expenses

Specification F1 F2 F3 F4 F5 F6 F7
Utilized Agricultural 2.78 6.45 2.92 13.5 5.5 4.35 22.33
Area ha

Bovines no. 2 3 4 5 4 11 12
Pigs no. 3 16 0 0 0 8 3
Poultry no. 13 18 11 19 24 35 -
Sheep and goats no. - - 6 10 14 6 -
Total incomes RON 2250 6129.6 4627.97 7560 11985 36298.6 33121.6
out of which:

from milk direct sales 2250 3108 2887 3450 8925 600 525
from milk sold to dairies 0 0 0 0 0 17500 17500
value of sold bovines 0 0 680 2000 0 6696 6744
(RON)

other incomes from 0 1830 0 1390 2100 3640 0
livestock production

Total value of 0 1191.6 1060.97 720 960 7862.6 8352.6
subsidies RON

Total expenses (RON) 2644 4100 5850 4380 6920 2070764750
Result -394 2029.6 -1222.03 3180 5065 12091.6 -3495

Source: own calculations based upon field data

Table 16. Incomes and expenses from the specifidiaity of the milk and dairy sector on
the investigated farms

Specification F1 F2 F3 F4 F5 F6 F7
Total allocated milk 2260 4600 4683 4155 7000 18454 18403
quota (Kg) out of which

Direct sales 2260 4600 4683 4155 7000 412 361
Deliveries 0 0 0 0 0 18042 18042
Yield kg/head 2800 2800 2800 1800 1625 4040 3350
Total milk production 2800 5600 5600 3600 6500 20200 20100
(Kg)

Self-consumption on the 700 1400 2100 1300 550 0 0
farm (kg)

% self-consumption out 25 25 38 36 8 0 0

of total production

Other (technological) 600 0 0 0 0 2300 2250
consumption kg

Milk directly sold on the 1500 4200 3500 2300 5950 400 350
market (Kg) of which:

Consumption milk Kg 1500 1500 2300 5950

a4 Comprehensive studies on the main agriculturabsscfugust 2008, IEA-INCE study, chapter Milk, laoit
Mariana Grodea
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Specification F1 F2 F3 F4 F5 F6 F7
Processed products in 600 245 182
milk equivalent (Kg) out
of which:

Cheese 55 2700 2000
% milk directly sold on 53.6 75.0 62.5 63.9 91.5 2.0 1.7
the market in total milk
production
% direct sales quota 66.4 91.3 74.7 55.4 85.0 97.1 97.0
fulfillment
Milk delivered to dairies 0 0 0 0 0 17500 17500
(Kg)
Delivery quota fulfilment 97.0 97.0
%
Value of milk and dairy 2250 3108 2887 3450 8925 600 525

products directly sold on
the market (RON)

Value of milk sold to 0 0 0 0 0 14000 14175
dairy (RON)

Bovines sold (heads) 0 0 1 2 0 4 5
Value of bovines sold 0 0 680 2000 0 6696 6744
(RON)

Value of milk and 2250 3108 3567 5450 8925 21296 21444

bovines sold (RON)

Source: own calculations based upon field data

Having in view the previously formulated hypotheaasd the economic crisis that will
affect our country as well, the dairy farmers ahd processing industry will have to face
great difficulties in the year 2009. The accelataaad significant growth of the processing
industry that has been estimated for the year 2009he first part of the year 2008) is
unlikely to take place; the investment rate willt macrease either, as it has been initially
estimated. In these conditions, Romania will hawertaximize the subsidies that it can
provide to the sector, through the complementational direct payments, to try and justify
and obtain a derogation for non-conform milk preoeg after 2009, at least for the domestic
consumption, to use at maximum the facility to pdevcertain direct payments to the
producers in the mountain area, to intensify theational training and information measures
with regard to the minimal technological conditidos obtaining conform milk, etc.

Chapter 6. Conclusions and recommendations

Having in view the situation presented above amdféict that the deadline for getting
in line with the standards is the year 2009, weld@tiate that at present Romania is in a
delicate situation. Having in view the slow progred the sector (proved by the presented
evolutions) there are not too many reasons forpimdstic outlook, yet a basis for a realistic
strategy to solve up the problems could exist.

The Romanian milk producers, mainly the very snpatiducers, are not used to
working with the quota system. Probably the sitwratinentioned above in this study will not
be the same after several years and if we look baakhat happened after this mechanism
was introduced in the European Urifdme can estimate that the number of farmers will
decrease and the farms with a larger number of @reads will increase; at the same time,
the farmers with 1, 2 or 3 cows will gradually giup the milk quota, as meeting the milk

% The number of farms decreased by 72%, the nunflibeaairy cows decreased by 40%, farm size isaea
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guality standards becomes an obligation and medtiegstandards needs modern milk
collection equipment, this investment not beindifiesl on a farm with 1-2 cows.

At the same time, the ratio of milk deliveries ioedt sales, which is almost equal due
to sector specificity, will probably be subjectsignificant changes in time.

Another problem that could be raised by this fragteeé structure of the sector is
related to the possibility of non-fulfiling the atlated quotas. The non-fulfilment of at least
70% of the individual quota for two years entailsota diminution by the non-fulfiled
amount, which goes to the national reserve. Weidenghat the sector is not sufficiently
restructured so as to be put into the situatioexckeding quotas and paying penalties, maybe
only in isolated cases, i.e. at processing levdliarthe case of large farmers with competitive
farms.

The emergence of a more dynamic milk quota marketlso expected, but its
functionality will not reach the optimum parametens the short term, due to the lack of
information and experience in this respect. Prop#ie small producers will be “chased” on
short-term by the farmers who made investmentsdouhot have milk quota yet, and on
medium term by the large producers.

As regards the possible measures that could cotdriio the sector development and
restructuring, we can mention the following:

- Development of infrastructure that could enableknaibllection from the mountain
area as well

- Stimulating producers’ association and strengthgettieir role in the relation with the
processors

- Stimulating the processors for the developmentirkfrating” activities dedicated to
farmers

- Continuation of subsidies for the conform milk deled to dairies and even the
subsidy value adjustment

- Development of national breeding programs and dioly in this program the farms
with development potential and extension potemtiather farms

- Promoting measures meant to provide technical reltetes to the small producers
who probably will lose their milk quota, by stimtitey the meat production (support
to the artificial insemination cost for meat breedsl to the embryo transfer)

- Market information system implementation and depeient and the access to
information of all the players from the chain

- Intensification of the vocational training actiof preparing the dairy farmers to
comply with the minimum hygiene standards so asMttain milk conform to EU
standards. In this respect, at the beginning acpéat focus should be placed on the
producers with small delivery quotas and to thedpoers with large direct sales
quotas — 50000 and over 100000 kg; in the nextestaitpis action should gradually
cover all the categories of producers

- Providing consultancy services to producers foreasing the funds for milking
equipment (in the case of farmers with more thah dows) and for facilitating the
investments in the “cold chain” and in small presieg centers for obtaining
traditional and/or organic dairy products; in thespect, maybe it would be useful to
partially or fully support the cost of organic ¢ieation of the farm and products, as
well as a part of their promotion cost, throughjgcts

- Another option that would give more freedom to proegls in the mountain area is the
receiving of additional direct payments (their \&aloeing estimated according to the
cost and productivity difference compared to a farrof similar size who is not
confronted with the difficulties existing in theskefavoured mountain area)

- The support to the milk quality control operationghe milk collection centers or the
establishment of mobile centers might representh@nption; yet we consider that
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this is not feasible on the short term as this ajpan is still expensive and difficult to
implement in certain areas

- Intensification of (Intra-Community) imported milkontrol operations by neutral
organizations in order to eliminate the unfair ceitppn of domestic producers (for
example Hungary and Poland did not fulfil the detyw quotas allocated at national
level but they export massive milk quantities maioh the Romanian market

- Support to the establishment of services that shaabdernize and render more
efficient the traditional direct sales to the athgastablished customers of producers
and that should permit the fulfilment of allocatpgbtas; eventually providing services
that facilitate the continuation of the “subscrpti system for the direct delivery of
transformed products (cheese, sour cream and eulkptmthe old customers who
will maintain their preference for this type of prects

- Rural tourism and eco-tourism development in tlemsamwhere the potential exists and
the support, funding (through small projects evaltyli of “agro-tourism” activities
(active participation in taking care of animals, time preparation of traditional
products, organization of contests on such theragaglthe tourism season

- Improvement of the breeding stock quality throulgé &pplication of financial support
measures in livestock breeding, in order to imprthes quality of the raw cow milk
delivered to processing;

- Improvement of the dairy cow farmers’ professionaining; development and
supporting the pro-active consultancy for thesasgreventually co-opting the local
primary school teacher, priest, as part-time cdastjl as it is easier for a consultant to
be the person to provide the information rathentaiting for the producers to look
for him for information;

- Development of the bovine raising sector in the ntam areas while respecting the
biosecurity measures with impact upon the enviramrpeotection conditions.

These are only a few orientative measures based tq@current situation of the sector

and its possible evolution. Maybe after anotherr y@ga CAP running in this sector, the
analyses could be made with higher accuracy.
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Annexes
Annex 1: Dynamics of the sector in the period 1992007

1990 1991 1992 1993 1994 1995 1996 1997 1998 192®00 2001 2002 2003 2004 2005 2006 2007
Dairy cow herds, 2123 2266 2025 1979 1963 1983 1939 1844 1794 1769751 1746 1759 1757 1741 1743 1732 1711
thou heads
% 100 106.7 95.4 93.2 925 93.4 91.3 86.9 84.5 83.83.6 82.2 82.9 82.8 82.0 82.1 81.6 80.6
Yield / head/ year 2133 2245 2366 2495 2848 3034 9630 3116 3071 3066 2925 3014 3133 3263 3493 3510 8 368078
% 100.0 105.3 1109 117.0 1335 142.2 1451 146.84.01 143.7 137.1 1413 1469 153.0 163.8 164.6 9172144.3
Total milk 4.29 4.39 4.34 4,58 5.22 5.59 5.65 5.52 5.32 5.20.105 5.25 5.43 5.69 5.71 5.70 6.01 5.42
production, mil. tons
% 100 102.2 101.2 106.8 1215 130.1 131.7 128.6 .8123121.2 118.8 1224 126.6 1327 133.0 132.8 139126.3
Processed 1.80 1.30 0.96 0.88 0.87 0.87 0.92 1.03 0.97 1.12.081 1.04 1.15 1.33 1.37 1.32 1.26 1.16
production, mil. tons
% 100 72.2 53.3 48.9 48.3 48.3 51.1 57.2 53.9 62.50.0 57.8 63.9 73.9 76.1 73.3 70.0 64.4
Processed milk share 41.9 29.6 22.1 19.2 16.7 15.6 16.3 18.7 18.2 215122 19.8 21.2 23.4 24.0 23.2 21.0 21.4
in total production, %
Direct deliveries to 1.02 1.30 1.71 1.61 1.64 1.63 1.44 1.28 1.441.42 1.35 1.47 1.53 1.60 1.45
consumers, mil. Tons
Direct sales share in 22.3 24.9 30.6 28.5 29.7 30.7 27.7 25.1 27.26.1 23.7 25.7 26.8 26.6 26.7
total production, %
Self-consumption, 1.81 2.35 2.15 2.28 2.05 1.98 1.91 2.01 2.02.16 2.27 2.21 2.15 2.26 2.21
mil. tons
Self-consumption 39.6 45.0 38.5 40.3 37.1 37.3 36.7 39.4 39.489.7 39.9 38.7 37.7 37.6 40.7
share in total
production, %
Yearly 140.1 163.3 154 1765 1795 188.6 192.7 192.4 194.494 193 1974 215 225 238.9 239.2 246.6
consumption/capita
% 100 116.6 109.9 12598 128.12 134.62 137.5 137138.8 1385 137.8 1409 1535 160.6 170.5 170.7 176
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Annex 2: Milk and dairy products consumption

Specification UM 1998 1999 2000 2001 2002 2003 2002005 2006
Liquid milk lhead 67,2 67,2 66,2 680 69,8 70,2 71,2 71,5 702
(3% fat)

Cheese and cream total, kg/head 12,8 12,6 12,8 12,9 131 13,7 13,5 14,2 6 14,
out of which:

- cow milktelemea kg/head 4,6 4,5 4,5 4,6 4,8 4,9 4,7 4,8 4,9
- ewe milktelemea kg/head 3,1 3,0 3,0 2,8 2,6 2,5 2,5 2,6 2,5
- fresh cow cheese kg/head 3,3 3,3

- sour cream and cream kg/head 2,2 2,4
-caciocavallo kg/head 0,8 0,9
cascaval

Butter kg/head 0,6 0,4 0,3 0,2 0,2 0,3 0,3 0,4 0,4
Ice-cream kg/head 0,34 0,43

Milk and dairy products  I/head 1944 194 193 1974 215 225 238.9 239.2 246.6
(butter excluded) in milk
equivalent

Source: “Coordinates of the life standard in Romania. Popialaincomes and consumption for the y€a00-2007",
National Institute for Statistics
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Annex 3 : Territorial distribution of the allocated delivery quotas by classes (%)

Nr. County under 3000- 5000- 50000- above
crt. 3000 5000 50000 100000 100000
1 Alba 10.20 9.05 28.43 6.30 46.02
2 Arad 3.84 3.09 12.43 7.17 73.47
3 Arges 23.12 9.28 22.90 7.67 37.03
4 Bacu 21.08 11.49 23.66 1.43 42.35
5 Bihor 12.11 8.36 27.81 12.81 38.93
6 Bistrita-Nisaud 21.28 19.75 45.61 3.95 9.40
7 Botgani 37.58 17.62 29.05 4.95 10.80
8 Braila 19.80 12.55 30.99 10.16 26.49
9 Brasov 8.79 8.17 35.86 12.59 34.59
10 Bucursti 0.00 0.00 0.00 0.00 0.00
11 Buzu 18.54 11.36 33.29 9.48 27.33
12 Gilarasi 9.41 5.86 15.68 5.99 63.06
13 Cara -Severin 25.01 16.48 20.27 1.87 36.38
14 Cluj 18.04 18.74 40.90 6.02 16.30
15 Constata 7.36 7.67 38.64 7.53 38.79
16 Covasna 10.65 9.58 36.91 9.47 33.38
17 Dambovia 22.63 12.52 23.11 3.87 37.87
18 Dolj 16.25 8.31 31.86 8.16 35.42
19 Galai 20.73 6.08 16.44 11.26 45.49
20 Giurgiu 13.98 7.65 13.67 2.07 62.63
21 Gorj 41.90 23.01 31.09 0.00 3.99
22 Harghita 18.39 13.40 54.50 6.87 6.83
23 Hunedoara 2.50 1.20 3.19 1.67 91.44
24 lalomia 7.29 5.35 29.29 11.57 46.50
25 s 27.79 15.18 24.88 2.78 29.37
26 [Ifov 0.15 0.09 1.26 0.82 97.68
27 Maramure 44.32 23.40 26.62 2.03 3.63
28 Mehedini 28.80 13.09 41.53 16.58 0.00
29 Mure 12.09 13.47 44.62 7.94 21.88
30 Nean 42.14 20.76 27.75 2.12 7.23
31 Olt 20.68 8.73 41.61 15.61 13.36
32 Prahova 23.94 10.79 14.74 3.44 47.10
33 Silaj 35.61 17.04 27.56 9.83 9.96
34 Satu - Mare 12.09 8.81 34.30 10.09 34.71
35 Sibiu 11.90 9.63 40.44 9.02 29.01
36 Suceava 42.78 23.18 26.90 2.99 4.14
37 Teleorman 19.06 15.39 27.09 5.98 32.48
38 Timis 6.70 5.28 25.49 9.71 52.82
39 Tulcea 13.28 11.50 35.05 8.51 31.66
40 Véalcea 22.37 20.33 57.30 0.00 0.00
41 Vaslui 16.17 4.29 10.14 0.86 68.53
42 Vrancea 18.95 6.43 14.43 10.75 49.45
Total 20.00 13.48 33.11 6.74 26.66
Nr. County under 3000- 5000- 50000- above
crt. 3000 5000 50000 100000 100000
1 Alba 10.20 9.05 28.43 6.30 46.02
2 Arad 3.84 3.09 12.43 7.17 73.47
3 Arges 23.12 9.28 22.90 7.67 37.03
4 Bacu 21.08 11.49 23.66 1.43 42.35
5 Bihor 12.11 8.36 27.81 12.81 38.93
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Bistrita-Nasaud
Botmani
Braila
Brasov
Bucurati
Buziu
Gilaragi
Cara -Severin
Cluj
Constata
Covasna
Dambouvia
Dolj

Galai
Giurgiu
Gorj
Harghita
Hunedoara
lalomia

Iasi

[Ifov
Maramure
Mehedini
Mures
Neam

Olt
Prahova
Silgj

Satu - Mare
Sibiu
Suceava
Teleorman
Timis
Tulcea
Valcea
Vaslui
Vrancea
Total

21.28
37.58
19.80
8.79
0.00
18.54
9.41
25.01
18.04
7.36
10.65
22.63
16.25
20.73
13.98
41.90
18.39
2.50
7.29
27.79
0.15
44.32
28.80
12.09
42.14
20.68
23.94
35.61
12.09
11.90
42.78
19.06
6.70
13.28
22.37
16.17
18.95
20.00

19.75
17.62
12.55
8.17
0.00
11.36
5.86
16.48
18.74
7.67
9.58
12.52
8.31
6.08
7.65
23.01
13.40
1.20
5.35
15.18
0.09
23.40
13.09
13.47
20.76
8.73
10.79
17.04
8.81
9.63
23.18
15.39
5.28
11.50
20.33
4.29
6.43
13.48

45.61
29.05
30.99
35.86
0.00
33.29
15.68
20.27
40.90
38.64
36.91
23.11
31.86
16.44
13.67
31.09
54.50
3.19
29.29
24.88
1.26
26.62
41.53
44.62
27.75
41.61
14.74
27.56
34.30
40.44
26.90
27.09
25.49
35.05
57.30
10.14
14.43
33.11

3.95
4.95
10.16
12.59

0.00
9.48
5.99
1.87
6.02
7.53
9.47
3.87
8.16
11.26
2.07
0.00
6.87
1.67
11.57
2.78
0.82
2.03
16.58
7.94
2.12
15.61
3.44
9.83
10.09
9.02
2.99
5.98
9.71
8.51
0.00
0.86
10.75
6.74

9.40
10.80
26.49
34.59
0.00
27.33

63.06

36.38
16.30
38.79

33.38
37.87
35.42
45.49
62.63

3.99

6.83

91.44
46.50
29.37

97.68

3.63
0.00
21.88
7.23
13.36

47.10

9.96

34.71
29.01

414

32.48
52.82

31.66

0.00

68.53

49.45
26.66

Source: based upon the processing of DACL datagR00
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Annex 4: Territorial distribution of the total milk quantity allocated for the direct sales quota

Nr. crt.  County under 3000  3000-5000 5000-50000 B above
100000 100000
1 Alba 24.87 31.79 40.58 1.53 1.24
2 Arad 19.53 21.68 37.11 7.12 14.57
3 Arges 52.56 28.04 18.18 0.84 0.38
4 Baciu 50.47 31.80 16.01 0.69 1.03
5 Bihor 29.52 36.61 32.46 0.84 0.57
6 Bistrita-Nasaud 39.15 31.42 26.68 0.64 2.11
7 Botgani 64.13 18.74 14.85 1.30 0.98
8 Braila 40.70 21.99 30.74 3.19 3.38
9 Brasov 14.53 21.48 49.88 8.30 5.81
10 Bucureti 9.10 16.85 74.05 0.00 0.00
11 Buziu 42.16 29.09 20.19 4.70 3.87
12 Gilaragi 44.46 18.86 25.60 7.21 3.87
13 Cara - Severin 26.85 35.56 37.43 0.15 0.00
14 Cluj 32.83 29.75 35.16 0.84 1.42
15 Constata 22.52 15.13 49.99 8.89 3.46
16 Covasna 28.22 21.23 37.76 3.47 9.32
17 Dambowia 54.46 24.41 18.32 1.08 1.73
18 Dolj 41.88 28.44 24.06 2.04 3.58
19 Galai 57.41 18.94 19.95 2.11 1.59
20 Giurgiu 50.93 26.04 21.70 0.40 0.93
21 Gorj 38.45 35.41 24.24 1.89 0.00
22 Harghita 30.47 27.20 40.11 0.80 1.42
23 Hunedoara 14.98 30.52 52.91 0.92 0.67
24 lalomta 35.98 15.20 18.65 1.61 28.56
25 lasi 64.29 17.86 13.61 0.34 3.90
26 [Ifov 25.67 23.13 38.86 4.96 7.38
27 Maramurg 34.89 34.36 30.24 0.51 0.00
28 Mehediri 34.93 34.30 29.73 1.04 0.00
29 Mures 37.33 21.73 36.86 1.92 2.16
30 Neam 63.65 20.53 13.73 0.91 1.19
31 Olt 61.54 23.22 13.92 1.03 0.29
32 Prahova 51.66 21.99 21.50 2.00 2.84
33 Silaj 36.13 37.40 24.66 1.49 0.32
34 Satu - Mare 37.92 28.89 27.93 1.92 3.34
35 Sibiu 41.36 32.37 8.05 11.24 6.98
36 Suceava 54.76 24.72 18.70 0.23 1.59
37 Teleorman 55.80 24.08 18.89 0.83 0.39
38 Timis 33.11 22.63 35.10 4.32 4.84
39 Tulcea 29.15 15.52 34.51 10.67 10.15
40 Vélcea 50.80 29.04 17.73 1.01 1.42
41 Vaslui 67.46 18.15 11.37 1.39 1.64
42 Vrancea 54.75 27.05 16.68 1.03 0.49
Total 42.30 26.82 26.59 1.94 2.35

Source: based upon the processing of DACL datagR00
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Annex 5
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