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INTRODUCTION

As a concept, ecological recycling agriculture is close to organic farming.
Farmers, consumers and society at large are increasingly supporting
this type of agriculture for a number of reasons. For all three groups the
most notable reason for supporting localised organic production systems
is likely to be the reduction of nitrogen and phosphorus loads into the
waterways and into the Baltic Sea. The environmental effects of recycling
agriculture have been described in another BERAS report and need not
be repeated here (Granstedt, Seuri and Thomsson, 2004). This research
report takes another perspective. It begins by analysing the economic
consequences of switching to local production in combination with
ecological methods. This entails not only focus on either organic
agriculture or localised production but on a combination of these two
requirements. The outcomes depend on which actor one analyses: the
farmer, the consumer, the local community or municipality or society
at large. Furthermore, the reduction of the aggregated emissions to the
Baltic Sea is a matter which needs to be addressed on an international
level. The aim is here to cover aspects of all these levels, although we
do not try to solve all problems. The aim is rather to illustrate the pano-
rama of views and possibilities based in part on case studies of farms,
households and communities.

The report starts out at the production level with an analysis by
Reeder (in this volume) of the costs of production of organic milk on a
dairy farm in the community of Jarna in Sweden. From the farmer’s
point of view, the production of organic milk is connected with higher
costs per unit of milk produced. The environmentally friendly mode of
production is likely to lead to lower environmental costs to society at
large through lower amounts of nutrient emissions. Yet, on the farm
level, the requirements of self-sufficiency in feed, local inputs and
recycling may lead to fewer attractive alternatives and therefore to
higher costs. While it may not be advisable to draw far-reaching
conclusions from one in-depth study, Reeder’s results are quite clear.
Total production costs are in the range of 0.055-0.066 Euro/kg milk (0.50-
0.60 SEK/kg milk) higher than for conventional production. Particularly
the fixed costs seem to be much higher for this farm. The higher
production costs and the lower milk yield are offset by a 0.055 Euro/kg
milk (0.50 SEK/kg milk) higher milk price and a livestock premium of
187 Euro (SEK 1700) per cow.

A production cost survey can give an idea of the costs incurred by
individual farmers. However, it does not tell much about the possibilities
of changes in the production mix or about the effects of institutional
constraints. These issues can be investigated using linear programming
models. Bickman and Kftmalova (in this volume) modelled three
organic farms in the municipality of Juva in south-eastern Finland. The
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main production lines on these farms are dairy, forage and beef
production respectively. The results of the scenarios show the ecological
production options that are available to each farmer in order to improve
gross margins. The analyses include the opportunity cost (incomes lost)
owing to institutional and environmental constraints, for instance the
requirement of self-sufficiency in feed. Backman and Kitimalova also
point out that trade between farmers is an important feature of local
markets and generally improves the economy of the farmers. The article
raises some important questions concerning the effects of the CAP re-
form, which will come into effect 2006.

From society’s point of view the effects of nutrient emissions lead
to eutrophication of waterways and the Baltic Sea and are therefore a
social cost (Larsson, in this volume). The argument in favour of rapid
action is that prevention is less expensive than cleaning up after
environmental degradation has already taken place. Larsson cites two
studies by Gren (1997, 2001) according to which the cost of a 50%
reduction of total nitrogen emissions to the Baltic Sea is estimated to be
1.32 billion Euros (SEK 12 billion) per year if the most efficient solutions
are applied. This estimate requires countries to cooperate since cleaning
costs may be less expensive in one country than in another. Citing
Soderqvist, Larsson reports that the combined willingness-to-pay of the
population around the Baltic Sea has been estimated to be 3.4 billion
Euros (SEK 31 billion) per year. Larsson proposes some economic and
administrative instruments for achieving sustainable agriculture, and
he suggests some dietary options for consumers.

From the local community’s point of view, an increase in demand
for local foodstuffs is likely to have a positive effect on the regional
economy in terms of increased employment and increased tax returns.
Decreased transports may lead to a decrease in energy consumption.
Vihma (2004) has estimated these effects the so-called ReGae input—
output model. This model was used to estimate the effects of a 5%
exogenous increase in demand for local foodstuffs in the province of
southern Savolax, a region in south-eastern Finland with a rather
important food sector. The increased demand would lead to a 0.34%
increase in employment in the regional economy of at least 200 per-
sons. The increase would be the strongest in the food sector with an
increase of 7.45% in employment. Output would grow by 0.31 % and
imports would decrease by 0.52%.

The consumers buy partly conventional and partly organic food.
Thomsson (in this volume) followed the food expenditures of 15
environmentally conscious households in Jarna, Sweden. He then
compared these food expenditures with the average expenditures for
Swedish households. While the environmentally conscious household
had substantially higher food expenditures, the variation within
households was large. Households consuming large amounts of ani-
mal products usually had higher expenditure than those consuming

large amounts of plant products.
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Citing Statistics Finland, Hannula (in this volume, results are
preliminary) notes that the average Finnish household spends 1580
Euro/person/year on food. She studied ten household in the municipal-
ity of Juva in south-eastern Finland and found per capita expenditures
in the same range as the Finnish average. However, individual differe-
nces between households were large.

Taken as a whole, the publication sheds additional light on the

possibilities, constraints and strengths of local organic agriculture.
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