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1. INTRODUCTION

This paper aims to give an overview of the meat sector in Croatia.

The study starts with some general figures about Croatia and after that we look more
specifically into the meat sector. First, there is a general overview of the meat sector in
Croatia that includes farm structure and livestock, which will help you to get a better
understanding of the market.

The following chapters deal with the general regulations, policies of the market and the
import/export activity in Croatia. This information will help you to identify the trends in
this sector.

The ninth chapter continues with an overview of prices in Croatia and the agricultural
competitiveness on the EU market. Croatian accession to the EU will certainly have a
strong influence on the Croatian agriculture, its production structure and competitiveness,
measured by producer price levels.

The next chapter includes a SWOT analysis concerning productivity, competitiveness, and
new technologies, to have a general look on the meat sector and all the opportunities.

2.  GENERAL OVERVIEW OF CROATIA

With an area of 56 594 km? the Republic of Croatia is a Central European and
Mediterranean country, culturally and historically linked to Central and Eastern Europe,
with a good geo-strategic position. It borders with Slovenia, Hungary, Serbia, Montenegro
and Bosnia-Herzegovina. Moreover, Croatia has a marine border with Italy.

The capital city is Zagreb, which is also a political, administrative and economic centre, a
university centre and a city of culture and arts.

During the 20" century, Croatia was part of the Socialist Federal Republic of Yugoslavia,
ruled under the communist system, i.e. having state-owned companies. Croatia became an
independent state in 1991 when a democratic, multi-party political system was adopted and
political/economic reforms were implemented.

In 2011 the estimated population was 4,284,889 million inhabitants with an average density
of 75.8 inhabitants per km?.

Croatia become a member of the European Union on July 7 2013.



21  General Figures

Area 56,594 km?

Population 4,284,889 million inhabitants
Nationality Croatian

Capital Zagreb

Population in Zagreb

779 000 inhabitants

Language Croatian

Currency Croatian Kuna (HRK)

Government Parliamentary Democracy

President Kolinda Grabar-Kitarovic was elected for a

five-year term in February 2015

Prime Minister

Minister of Agriculture

N.N. (after elections on September 11th 2016)

N.N. (after elections on September 11th 2016)

22 Economy

Human Development Index (IDH)

0,818 (2014)

GDP growth rate in 2016

+2.7 (real, Q1 2016)

GDP per capita (nominal, 2014) $13,493
GDP per capita (PPP, 2015) S2Llce
GDP (Composition by sector)

- Agriculture 4,5%

- Industry 26,6%

- Services 68,9%

Inflation Rate

-0,8% (September 2015)

Average Monthly Salary (gross)
Average Monthly Salary (NET)

7,735 HRK/S 1190 (February 2016)
5.652 HRK/S 870 (February 2016)

Unemployment Rate

15.9% (April 2016)

Exports

$14.04 billion (2014 est.)

Imports

$22.90 billion (2014 est.)

Global Competitiveness Index

413




Main Commercial Partners ltaly
Bosnia and Herzegovina
Germany
Slovenia
Serbia
Currency Kuna (HRK)
Average Exchange Rate/Euro 7,50 HRK
Average Exchange Rate/Dollar 6,7 HRK

Table 1: Economic Indicators of Croatia

Croatia’s economy is service-based with the tertiary sector accounting for 70% of total
gross domestic product (GDP). After the collapse of socialism, Croatia went through a
process of transition to a market-based economy in the 1990s, but its economy suffered
badly during the Croatian War of Independence. After the war the economy began to
improve, before the financial crisis of 2007-8 the Croatian economy grew at 4-5% annually,
incomes doubled, and economic and social opportunities dramatically improved.

Croatia joined the World Trade Organization in 2000, NATO in 2009 and became a member
of the European Union on July 1st 2013. The economy was badly affected by the financial
crisis which, together with a slow progress of economic reforms, resulted in six years of
recession and a cumulative decline in GDP of 12,5%. Croatia formally emerged from the
recession with 3 continuous quarters of GDP growth in Q4 2014 (0,3%), Q1 2015 (0,5%) and
Q2 2015 (1,2%). Predictions are that real GDP growth will gradually rise to 2.1% in 2016.

The industrial sector with exports of over €1 billion annually is dominated by shipbuilding
which accounts for over 10% of exported goods. Food processing and the chemical
industry also account for significant portions of industrial output and exports. The
industrial sector represents 27% of Croatia’s total economic output while agriculture
represents 6%. The industrial sector is responsible for 25% of Croatia’s GDP, with
agriculture, forestry and fishing accounting for the remaining 5% of GDP.

Tourism is traditionally a notable source of income, particularly during the summer
months, but also more recently during the winter months as well, due to an increase in
popularity of snow sports such as skiing. With over 14 million tourists annually, tourism
generates revenue in excess of €8 billion. Croatia is ranked among the top 20 most
popular tourist destinations in the world.

Economic growth has been hurt by the global financial crisis. Immediately after the crisis it
seemed that Croatia did not suffer serious consequences like some other countries.
However, in 2009, the crisis gained momentum and the decline in GDP growth, at a slower
pace, continued during 2010. In 2011 the GDP stagnated as the growth rate was zero. Since
the global crisis hit the country, the unemployment rate has been steadily increasing,
resulting in the loss of more than 100,000 jobs. While unemployment was 9.6% in late
2007, in January 2014 it peaked at 22.4%. In September 2012, Fitch unexpectedly improved
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Croatia’s economic outlook from negative to stable, reaffirming Croatia’s current BBB
rating. The slow pace of privatization of state-owned businesses and an overreliance on
tourism have also been a drag on the economy.

Croatia joined the European Union on July 1st 2013 as the 28th member state. The economy
is heavily interdependent on some of Europe’s principal economies, and any negative
trends in these larger EU economies also have a negative impact on Croatia. Italy, Germany
and Slovenia are Croatia’s most important trade partners. In spite of the rather slow post-
recession recovery, in terms of income per capita it is still ahead of some European Union
member states such as Bulgaria and Romania. In terms of average monthly wage, Croatia
is ahead of 9 EU members (Czech Republic, Estonia, Slovakia, Latvia, Poland, Hungary,
Lithuania, Romania, and Bulgaria).

Annual average unemployment rate in 2014 was 17.3% and Croatia has the third highest
unemployment rate in the European Union, after Greece (26.5%) and Spain (24%). Of
particular concern is the heavily backlogged judiciary system, combined with an inefficient
public administration, especially regarding the issues of land ownership and corruption in
the public sector. Unemployment is regionally uneven: it is very high in eastern and
southern parts of the country, nearing 20% in some areas, while relatively low in the
north-west and in larger cities, where it is between 3 and 7%. In 2015 external debt
increased by 2.7 billion euros and is now around € 49.3 billion.

The industrial production increased with 4.90% in April of 2016 compared to the same
month in the previous year. The industrial production in Croatia averaged 1.13% from 1999
until 2016, reaching an all-time high of 11.40% in March 2007 and a record low of -12.40% in
June 2009.

Trade plays a major role in Croatia’s economic output.

3. GENERAL SITUATION OF THE MEAT SECTOR

31 Farm Structure

Croatia covers an area of 56 594 km? of which 99,24% is rural. Of the total area, around
40% is agricultural land while forests cover 36%. The population amounts to 4.3 million —
more than half lives in rural areas. According to Eurostat, the working-age population in
2012 was 2.8 million, of which 17 million were active and 14 million were employed.
Agriculture provides 12.4% of total employment, forestry 1%, the food production and food
processing industry 34% and tourism 57%. The average farm size is 56 ha. This is
considerably less than the average size in the rest of the EU (14.4 ha). Half of all farms are
under 2 ha and the vast majority are below 10 ha (89.4%) The average economic size of a
farm, calculated on the basis of total production value, is € 9 064. Based on this criterion,
40% of farms are below € 2.000. Average crop yields are lower than in other EU countries
due to outdated technologies and frequent droughts. There is a serious structural
challenge in some sectors, including fruit, vegetables and livestock sector, because there is
a need for investment, modernisation, preparation of products for the market and the
promotion of production and market organisation of farmers, all with the common aim of
ensuring stronger productivity growth and the creation of new jobs. Croatia is increasingly
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exposed to extreme weather conditions causing droughts and floods. This is attributed to
climate change. However, only around 1% of agricultural land is irrigated, which
significantly affects productivity. Due to the conflicts between 1991 and 1995, 11 000 ha of
agricultural land currently contain land mines. Natura 2000 sites cover nearly 37% of the
country. The abandonment as well as the intensification of farming in HNV areas have a
negative impact on biodiversity.

Territory Population GVA Employment
(km?) (persons) (Million EUR) (persons)
Year 2013 2014 2012 2014
Predominantly Rural Regions (PR) 44 765 2 381 924 16 401 726 400
Intermediate Regions (IR) 11 188 1 068 019 8424 352 800
Predominantly Urban Regions (PU) 641 796 866 12 441 462 600
Total 56 594 4 246 809 37 266 1 541 800
Source: Eurostat.
Updated: January 208
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Structure of agricultural holdings

Holdings 2005 2013
Total Total | %
= 5 ha 109 270 69.4%
5-10 ha 24 690 15.7%
10-20 ha 12 610 B.0%
By UAA (*) 20-30 ha 3 880 2.5%
30-50 ha 3 030 1.9%
50-100 ha 2 610 1.7%
= 100 ha 1 350 0.5%
= 4 000 € 73 950 48.2%
= B 000 £ 33 420 21.2%
= 15 000 £ 22 880 14.3%
) = 253 000 £ 10 330 6.7%
Ei‘;EEEEE;””" = 50 000 € 8 820 5.6%
= 100 000 £ 3 B840 2.4%
= 250 000 £ 1 600 1.0%
<= 500 000 £ 220 0.1%
=f= 500 000 € 180 0.1%
0 33 300 22.3%
0-3 53 060 59.1%
5-10 13 200 9. 7%
l0-15 5 880 3.7%
By L5U [***) 15-20 2 570 1.6%
20-30 3 500 2.3%
S0-100 780 0.3%
100-300 460 0.3%
= 300 a0 0.1%
= 33 years
35-44 years
By age of holder| 45-34 years
33-64 years
> B4 years
Total 100 157 450 100
UAA in 1 000 ha 1571
UaA (ha) per holding 10.0

Source: Eurostat, Farm Structure Survey 2005 and 2013. Updated: January 20716.

(*) UAA = Utilised agricultural area.

(**) Economic size: The standard output of an agricultural product (crop or livestock),
abbreviated as SO, is the average monetary value of the agricultural output at farm-gate

price, in euro per hectare or per head of livestock.

There is a regional SO coefficient for each product, as an average value over a reference
period (5 years, except for the SO 2004 coefficient calculated using the average of 3 years).
The sum of all the SO per hectare of crop and per head of livestock in a farm is a measure
of its overall economic size, expressed in euro.




(***) LSU = Livestock units. A LSU is equivalent to a dairy cow. The number of animals
(heads) is converted into LSU using a set of coefficients reflecting the feed requirements of
the different animal categories.

32 Livestock

Livestock farming is present on the entire Croatian territory. The largest share of the
production structure belongs to small family farms, whereas the importance of large
production units, that is, of specialized farms has been rising fast in the last few years.
Cattle farming is the most important branch of livestock farming, than pig farming follows
as well as the significant poultry production and sheep and goat farming. Milk production
forms the basis of cattle farming and meat production leans on it.

Croatia is neither self-sufficient in beef production (self-sufficiency rate is less than 80%)
nor in milk production (approximately 85%).

In 2015, as compared to the 2014 final data, the cattle stock increased by 52%, but the
poultry stock decreased by 4%, while that of pigs and of goats was roughly at the same
level. The sheep stock increased by 1%.

The Farm Register is the basis for monitoring the health of domestic animal breeding and
selection, classification of carcasses, and future support (Integrated Administration and
Control System - IACS) specifically through EU farm subsides.

In 2015 3104 farms with 3146 keepers of domestic animals were entered in the Farm
Register. At the moment, there are 156.292 active holdings registered in the Farm Register.

In 2015, for the first time, there was more registered cattle than the year before. Despite
the optimistic tone of mentioned facts, which indicates a positive trend in Croatian cattle
breeding, unfortunately, the main reason for this increase is the growth of cattle import.
However, a great number of imported cattle somehow has a positive impact on the
livestock production in terms of export of fattened cattle with economic value added.
During 2015 the import of cattle increased by 21.147 units compared to the previous year.
Most of that cattle were imported from Romania (72,87%). The number of cows in Croatia
has been decreasing for a number of years.

The aim of the Farm Register was to monitor every movement of domestic animals that
has to be justified and documented in accordance with the Veterinary and Animal Welfare
Act. In this way, it could put an end to the destruction of domestic livestock, especially
calves, because the penalty for breaking the law was losing existing incentives. Specifically,
within seven days after birth, a calf must be registered on the farm, or get an ear tag. After
the cattle, the labeling system was also applied to pigs, sheep and goats.



LIVESTOCK PRODUCTION, 2015

Total

/ndices Unit o1
Production inProduction info15. measure
2014 2015 po14.
72 335 68 579 04,8 ¢ /ncrease of cattle
131 033 130 902 59,9 ¢ /ncrease of pigs
10 595 10 693 100,9 ¢ /ncrease of sheep
915 913 59,8 ¢ /ncrease of goats
99 377 95 356 96,0 ¢ /ncrease of poultry
690 643 674 205 97,6 000 / Cows’ milk
6 874 6 085 38,5 000 / Sheep’s milk
10 044 6140 61,1 000/ Goats’ milk
941 1031 109,6 ¢ Wool
572 003 554 932 97,0 000 p/st |Fggs




NUMBER OF LIVESTOCK AND POULTRY - 1000 head

Indices
1.XI1. 2014, | 1. X11. 2015, | 1-XI.2015.
1. XIl. 2014.
441 458 104 Cattle - total
132 148 112 Young cattle under 1 year old
88 88 100 Cattle between 1 and 2 years old
221 222 100 Cattle of 2 years and over
159 152 96 Dairy cows
1156 1186 103 Pigs - total
442 521 18 Fattening pigs (including cullea
ones)
19 138 16 Breeding pigs
10 19 190 Gilts
70 69 99 Sows
605 608 101 Sheep - total
143 142 99 Milk ewes
61 62 102 Goats - total
10 317 10 064 98 Poultry — total

Source: http://www.dzs.hr/Hrv_Eng/publication/2016/01-01-20_01_2016.htm

4. MEAT CONSUMPTION IN CROATIA

The main factors that have a positive effect on the development of the poultry industry
are the short production cycle, relatively low cost and the lack of religious restrictions on
consumption. Chicken meat has the biggest share in the structure of poultry meat.

The degree of self-sufficiency in the production of poultry meat in Croatia, between 80 and
90%, is higher than in other types of meat. However, a further decrease is expected and in
2016 domestic production would meet 81.177% of the domestic needs.

Pig farming has a very important place in Croatian livestock production. Pig production is
a major consumer of agricultural crops and fodder is the most expensive input in pig
production representing on average 60-70% of production costs. One of the objectives of
Croatia’s agricultural policy is to achieve self-sufficiency in those products for the
production of which conditions are in place in a specific area. Pork is one such product.
Domestic pork production does not meet domestic demand, which leads to a significant

10



import of pork (about 46% of net production and import of live animals for fattening). In
Croatia two processes are simultaneously present: a relatively high demand for pork and a
reduction in the number of pig production.

In the period between 2000 to 2012, the number of pigs in Croatia was constantly
decreasing, although with some annual fluctuations, and this trend is expected to continue
until 2016. The same goes for the degree of self-sufficiency which by the end of 2016 should
be slightly above 50%. The lack of domestic production would be compensated by the
import of pigs for slaughter and the import of pork and pork products mostly from other
EU countries.

Although Croatian consumers tend to be very price sensitive there is a select clientele of
wealthier consumers for beef, who are willing to pay for high quality meat. Croatia imports
most of its beef from the Netherlands, and in 2015 Croatia exported around € 30 million of
beef to its neighbours (approximately € 6,5 million goes to Bosnia and Herzegovina).'

! http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Croatian%20Beef%20Market _Zagreb_Croatia_5-7-
2015.pdf
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Table2. Production and supply balance of powltry meat in Croatia from 2010 to 2012 and projections for 2016

Pokarate§/ indicator 2000./05. 2007. m08. 2008, 00, a1, ma 2016

Kianje (000 koml/ Sughierng

(000 bhead] 758282 48.333,09 | 4895400 | 4210428 | 4581341 | 4373305 42.631,14 | 463664

Progetea tefins truga (kgl/ The

arerage weight (g 1,96 1,93 1,89 1.73 172 .73 1.712 162

Neto tefine zaklarsh 2nvotinga

(1.000 ) Ner wavphy of the

animals (1000 4 a2 23,06 92,52 83,08 7834 7580 73,96 7250
Bilanca/Badance (1000 t)

Demaca prouvednge mesa/Grass

indigenous produciion 23,15 93,40 93,03 8457 7958 %4 74,43 74,15

Uvaz fawh Bvotiega 7a klanjefime

parts of fve animals for shughter 0,26 018 0,18 0,19 0,23 0.7 023 0,17

« iz Ellafirom EU 0,14 018 0,18 0,18 023 o 023 0,29

lovoz fivih Svotnja za klanpe/

Exports of ve anims for sheoe

phter 0,12 0,53 069 158 127 1.4 1,20 1,82

= u Blfin £V 0,05 0,08 0,00 0,003 0 0,0t 0,06 0,0¢

Neto preevodmga mesyiVet

Jproduction 90,29 23,05 92,52 83,08 7834 75,80 713,46 72,50

Uvaz mesafimports 4,86 13 13,93 16,68 1804 171 20714 18

« iz Elaf fom EU 292 5,06 412 3167 375 4,78 §12 6,76

Pu——— P

resowrces 314 108,26 106,46 99,74 96,97 9272 4,20 29,68

Irvoz mesaExponts 4,25 4,90 5,56 6,08 675 8,10 87 9,62

« uBlfn &Y 159 196 218 0,002 29 300 304 3204

Poetne zafihe/initaf stocks 2n 3,08 1,158 2.9 218 2,70 5,64 5,30

Konstme zafefFined stocks 3,04 115 288 2,18 270 5,64 122 am

Promjene zalha/Stock change 033 1,93 1,83 0,81 052 pa- | «4,42 1,28

Daomaca poroinp/lomestc

consumptiog 93,56 103,30 99,07 94,42 89,70 81,87 23,85 .34

Ljudsks potrofnjyfuman

consumpting 23,56 163,30 99,07 94,48 84,70 81,87 23,85 91,34

«Po gl

consumption per capes fav ki 2183 am 2112 2208 20,93 19,06 20,97 21

Stupay

of seNesufcency | ¥/ %73 20,42 93,50 83,51 Bo,16 9358 28 8,17

kevor: bratunae na temelpe podataks DZS., projekcije m 2018 tratun sutory/Sowrce: Calcalated on the basis of the C8S, author’s calcadation of projechion for 2016
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5. GOVERNMENT POLICIES
51  Sanitary and phytosanitary requirements?

Goods imported into the EU must meet the EU sanitary and phytosanitary requirements to
protect human and animal health.

The main requirements can be classified in the sectors: food and feed safety, animal health,
plant health and public health.

Official controls

The EU rules on official controls are divided in two Regulations intended to be
implemented by competent authorities, one that sets out the official control principles and
obligations and the other one on how official controls are to be organised by the
competent authorities, as follows:

= Official controls performed to ensure the verification of compliance with feed and
food law, animal health and animal welfare rules

= specific rules for the organisation of official controls on products of animal origin
intended for human consumption

Food and feed sarety

EU rules on food safety are designed to protect human life and health while the rules on
animal feed aim at protecting human and animal life and health.

Imports of foodstuffs must comply with general conditions, which include:

» general principles and requirements of food law - all stages of food/feed
production and distribution (Regulation (EC) No 178/2002- Section 4)

» traceability- importers of food and feed products must identify and register the
supplier in the country of origin (Regulation (EC) No 178/2002- Article 18)

= general rules on hygiene of foodstuffs and hygiene specifications for food of
animal origin

» rules on microbiological criteria for foodstuffs
» rules on residues, pesticides, veterinary medicines and contaminants in and on food
» special rules on genetically modified food and feed, bio proteins and novel foods

» special rules on certain groups of food products (e.g. mineral waters, cocoa, quick-
frozen food) and foodstuffs aimed at specific populations (e.g. foods for infants
and young children)

» specific marketing and labelling requirements for feed materials, compound feeding
stuffs, and feeding stuffs intended for particular nutritional purposes

2

http://www.exporthelp.europa.eu/thdapp/display.htm?page=rt%2Frt_SanitaryAndPhytosanitaryRequirements.ht
ml&docType=main&languageld=en
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» general rules on materials intended to come into contact with foodstuffs.

If a problem likely to pose a serious risk to human or animal health or to the environment
arises in a non-EU country, the EU may adopt protective measures, either imposing special
conditions or suspending imports of products from all or part of the country concerned.

Animal health

EU health rules on animals and products of animal origin are designed to protect and
improve the health of animals (especially food-producing ones). Imports of animals and
animal products must meet the applicable health standards and international obligations,
including the following general rules:

= the exporting country must be on a list of countries authorised to export the
category of products concerned to the EU

» products of animal origin may be imported into the EU only if they come from
approved processing establishments in the exporting country

= all imports of animals and animal products must be accompanied by a health
certificate signed by an official veterinarian of the competent authority in the
exporting country

» every consignment is subject to health checks at the border inspection post (BIP) in
the EU country of arrival.

If an outbreak of a disease in a non-EU country poses a serious threat to animal or public
health, EU authorities may apply temporary protective measures — including suspension of
imports from all or part of the country concerned or special requirements on products
from that country.

52 Residue monitoring®

A state programme for monitoring residues is approved annually. Transposition of EU
requirements related to veterinary medicinal products requires obligations with respect to
the procedures for the approval of veterinary medicinal products.

EU rules affect trading partners worldwide. Non-EU countries wanting to export to the EU
must ensure the same level of food/feed safety as that of the EU.

Food-producing animals may be treated with veterinary medicines to prevent or cure
disease. These substances may leave residues in the food from treated animals. Food may
also contain residues of pesticides and contaminants to which animals have been exposed
to. In all cases, the levels of residues in food should not harm the consumer.

Obligations

e EU countries must implement residue monitoring plans to detect the illegal use or
misuse of authorised veterinary medicines in food producing animals and
investigate the reasons for residue violations

3 http://ec.europa.eu/food/safety/chemical_safety/vet_med_residues/index_en.htm
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e Non-EU countries exporting to the EU must implement a residue monitoring plan
which guarantees an equivalent level of food safety.

6. IMPORT CONDITIONS

Imports of fresh meat and meat products into the European Union are subject to
veterinary certification. Legally legitimate and adequately empowered authorities in the
exporting country must ensure credible inspection and controls throughout the
production chain, which cover all relevant aspects of hygiene, animal health and public
health. All bilateral negotiations and other relevant dialogue concerning imports of meat
and meat products must be undertaken by the national competent veterinary authority. All
other interested parties and private businesses should contact their competent authority
and communicate with the European Union via this channel.

Specific Key Elements

For meat and meat products from all species, countries of origin must be on a positive list
of eligible countries for the relevant product. The eligibility criteria are:

o Exporting countries must have a competent veterinary authority which is
responsible throughout the food chain. The Authorities must be empowered,
structured and resourced to implement effective inspection and guarantee credible
certification of the relevant veterinary and general hygiene conditions.

e The country or region of origin must fulfil the relevant animal health standards.
This implies that the country should be a member of the World Organisation for
Animal Health (OIE) and should meet that organisation’s standards and reporting
obligations. Adequate veterinary services must ensure effective enforcement of all
necessary health controls.

» The national authorities must also guarantee that the relevant hygiene and public
health requirements are met. The hygiene legislation contains specific requirements
on the structure of establishments, equipment and operational processes for
slaughter, cutting, storage and handling of meat. These provisions are aimed at
ensuring high standards and at preventing any contamination of the product
during processing.

« A monitoring system must be in place to verify compliance with EU requirements
on residues of veterinary medicines, pesticides and contaminants.

» A suitable monitoring programme must be designed by the competent authority
and submitted to the European Commission for initial approval and yearly renewal.

« Imports are only authorised from approved establishments (e.g. slaughterhouses,
cutting plants, game handling establishments, cold stores, meat processing plants),
which have been inspected by the competent authority of the exporting country
and found to meet EU requirements. The authority provides the necessary
guarantees and is obliged to carry out regular inspections.
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« For the import of meat from bovine, ovine or caprine animal species (cattle, sheep
and goats), exporting countries have to apply for determination of their BSE status.
This status is based on a risk assessment and is linked to specific BSE-related
import conditions.

e An inspection by the Commission’s Food and Veterinary Office is necessary to
confirm compliance with the above requirements. Such an inspection mission is the
basis of establishing confidence between the EU Commission and the competent
authority of the exporting country.

Border Inspection

Imports of meat or meat products must enter the EU via an approved Border Inspection
Post of the EU under the authority of an official veterinarian.

Each consignment is subject to a systematic documentary check, identity check and, when
appropriate, a physical check. The frequency of physical checks depends on the risk profile
of the product and also on the results of previous checks. Consignments which are found
not to be compliant with Community (EU) legislation shall either be destroyed or, under
certain conditions, re-dispatched within 60 days. To protect animal health, there is a
general ban on personal imports by passengers or travellers bringing meat or meat
products into the EU.

For more information, see;

http://ec.europa.eu/food/animals/animalproducts/meatproducts/index_en.htm

Technical Assistance

In accordance with the Agreement on Sanitary and Phytosanitary Measures of the World
Trade Organisation (WTO), the European Commission provides technical assistance and
facilities for institutional capacity building. These instruments can help developing
countries to comply with EU import conditions. In addition to national and regional
development programmes, specific horizontal facilities have been established to improve
hygiene, safety and animal health in developing countries and to provide training for
government officials from authorities worldwide. The delegations of the European Union
can provide detailed information on available programmes.

6.1 EU import conditions for fresh meat and meat products

The European Union is by far the biggest importer of food worldwide. Import rules for
meat and meat products are fully harmonised and the European Commission acts as the
competent authority on behalf of the 28 Member States. The EU Commission is the sole
negotiating partner for all non-EU countries in questions related to import conditions for
meat and meat products.

The European Commission’s Directorate-General for Health and Consumer Protection is
responsible for food safety in the European Union. Our import rules for meat and meat
products seek to guarantee that all imports fulfil the same high standards as products
from EU Member States - not only with respect to hygiene and all aspects of consumer
safety but also regarding their animal health status.
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To ensure that imports can take place smoothly and efficiently, interested countries and
businesses should understand the fundamental principles and philosophy of the European
Food Law, which form the basis for our import rules.

Principles of the European Food Law

EU citizens have legitimate, high expectations regarding the safety and quality of their
food. Modern production systems and trade structures are now capable of providing full
transparency, not only on animal health and food safety issues but also on environmental
standards of production and animal welfare. To meet these expectations and take account
of the technical progress made during the past years, the European Union has undertaken
a fundamental overhaul of its food safety legislation. This reform process is now largely
finalised.

The new food law of the European Union put strong emphasis on process controls -
throughout the food chain, from farm to fork. The general food law supports the flow of
information and quality management. This philosophy reflects the demands of the
consumer and exploits the opportunities opened by technical progress. Checks on the end
product alone would clearly not be capable of providing the same level of safety, quality
and transparency to the consumer.

6.2 EU import conditions for poultry and poultry products

Import rules in the European Union (EU) for poultry and poultry products are fully
harmonised and the European Commission acts as the competent authority on behalf of
the 28 Member States. The European Commission is the sole negotiating partner for all
non-EU countries in questions relating to import conditions.

The European Commission’s Directorate-General for Health and Food Safety is responsible
for food safety in the EU. Our import rules seek to guarantee that all imports fulfil the
same high standards as products from EU Member States - not only with respect to
hygiene and all aspects of consumer safety, but also regarding their animal health status.

Importation of poultry and poultry products into the EU are subject to veterinary
certification — which is based on the recognition of the competent veterinary authority of
the non-EU country under EU legislation.

This formal recognition of the reliability of the competent veterinary authority is a pre-
requisite for the country to be eligible and authorized for import into the EU. Legally
legitimate and adequately empowered authorities in the exporting country must ensure
credible inspection and controls throughout the production chain, which cover all relevant
aspects of hygiene, animal health, animal welfare and public health.

All interested parties and private businesses should contact their competent authority and
communicate with the EU via this channel.

Criteria

Non-EU countries of origin must be on a positive list of eligible countries. The main criteria
for imports to the EU are:

» The exporting countries must have a competent veterinary authority which is
responsible throughout the food chain. The authorities must be empowered,
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structured and resourced to implement effective inspection and guarantee credible
certification of the relevant veterinary and general hygiene conditions. Health and
Food Safety.

The country or region of origin must fulfil the relevant animal health standards.
This implies that the country should be a member of the World Organisation for
Animal Health (OIE) and should meet that organisation’s standards and reporting
obligations. In addition, approved countries have to notify within 24 hours
outbreaks of avian influenza and Newcastle disease, including also important
changes in their health situation, to the Directorate-General for Health and Food
Safety of the European Commission and must submit virus isolates to the EU
Reference Laboratory.

Countries wishing to export live poultry to the EU must have in place adequate
avian influenza surveillance programmes. When a country is applying a vaccination
policy against avian influenza, under specific conditions certain imports may be
permitted.

Adequate veterinary services must ensure effective enforcement of all necessary
health controls.

Imports are only authorised from approved establishments (e.g breeding
establishments, other holdings, hatcheries), which have been inspected by the
competent authority of the exporting country and found to meet EU requirements.
The authority provides the necessary guarantees and is obliged to carry out regular
inspections.

The veterinary authorities must have at its disposal one or more laboratories that
comply with certain minimum requirements, ensuring sufficient capability for
disease diagnosis.

The national authorities must also guarantee that the relevant animal and public
health, as well as hygiene requirements are met. The EU legislation contains specific
requirements for holdings, establishments and poultry products. These provisions
are aimed at ensuring good health of animals and high standards at preventing
any contamination of the product during processing.
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7. MEAT PROCESSING AND PRODUCTION

Production of meat: poultry

1000t
980 time | 2030 2011 2002 2013 2014 205
EU28:EU (28 countries) () ep) (C] e R 1«
EU27:EU {27 countries) (<) em) (C] e Ha (]
EA18:Euro area (18 countries) -
EA17:Euro area (17 countries)
BE:Beiglum 404 24 40278 41022 385.09 43327 45294
BG:Bulgana 9602 98 45 9909 | 97.87 101.24
CZ:Czech Republic 188.18 170.08 152,61 148.17 149.41 151.41
DK:Denmark 1506 1593 1472® 1485 143 134.4
DE:Germany 1379.% 1428 1428 1,4% 1827 151
EE:Estonta N 0 L) RC o 16
|EIreland -9 128 21 13241 117.08 12558 128.02
EL Greece 178 17823 181.68 18047 190.53 18963
ES:Spain 134043 1371361 138424 ™ 134258 143669 144326 ®
FR:France 1712 17338 1708 W0 1,605 16780 1,718
HR:Croatia 602 6038 613 557 (@ 6919 63419

Production of meat: cattle

1000t
o sme {2010 011 2012 2013 2014 2018
EU (28 countries) fep} el 7.579.01 7.271.38 © 7,590.34
EU (27 countrios) (<p) t 753223 7.224.11 ) 754808
Euro area (18 countries) . 4
Euro area (17 countries)
Belgium 262 14 27229 26228 249,91 25767 267.88
Bulgaria (< - &) 532 568 48 529
Czech Republic 7426 7212 8571 6483 8553 6829
Denmark 1312 133 1254 125.2 1256 1206
Germany 118672 1,168 1,140 1106 1128 1,124
Estonia B&6 837 7.98 7.88 Xt 962
Ireland 550 676 4954 51757 58181 554 14
Greece 585,03 5923 %618 8012 4504 4192
Spain 60659 80411 & 59128 (0 580.84 5788 &R 77
France 1521179 1559350 1477170 1407.9 ™ 1,420.43 W 145090 M
Croatla 65 .44 8375 %78 4T 27 44 42 4226
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Production of meat: pigs

1000t
oo tma 2010 201 2012 2013 2014 2018
EU (28 countries) 2037710 2247758 22,005 46 21,942.48 2214245 2294284
EU {27 countries) 22,000.21 % 2238023 2192086 2186268 2207375 22.369.34
Euro area (18 countries)
Eure area (17 countries) :
Belgium 112377 1,108.26 1,109.61 1.130.57 1,11833 112431
Bulgaria 3736 482 4884 52,08 5367 8068
Czech Republic 275.9% 262.94 23975 23427 23599 227.74
Denmark 16663 1.7184 16037 1589.4 14039 15087
Germany 544217 5,508 5459 5474 5,507 5,562
Estonia 318 3304 3817 269 4055 4241
Ireland 21413 233.71 24149 23931 254.14 2764
Greace 193.72 14612 1463 10864 9624 %0
Spain 336892 346925 2466 32 0 34 362022 380585 P
France 201033 W) 1.938.32 ¥ 185736 0 1,838.83 M 1,843 55 ¥ 12967610
Croatia 834 882 856 798 8.7 73

Production of meat: sheep and goats
1000 t ) )

g% sme (2010 011 2012 2013 014 2015

£V (28 countries) (ep) 9 (e} © ) @

EU {27 countries) (<p) “ - (e} © e aC

Euro area (18 countries)

Euro area (17 countries)

Belgium 272 244 216 z41 266 272

Bulgaria (©) e -t} (C) « ©

Czech Republic 015 0.18 017 018 0.19 0.18

Denmark 17 15 1.7 18 17 18

Germany 203 2 22 2 9 21

Estonla 0909 0.16 015 011 0.1 009

Ireland 478 4812 53.73 67.47 576 5838

Greeca 107.05 104.76 9337 8571 8231 7683

Spain 14185 14172 131.69 10 1212 12284 12577 W

France s006®  gaps 8aa33 5520 aser @ 584 W

Croatla 081 9 <€) A ) NG|

Source of Data: Eurostat
Last update: 13.06.2016

Hyperlink to the table:

http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&plugin=1&language=en&pcode=tag00044
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The main players in meat processing are.

» Agrokor holding with its subsidiaries Belje, Pik, Vupik

» Vindija holding with its subsidiaries Koka and Vindom, market leaders in poultry
meat processing

Family owned holding Gavrilovic
Family owned Braca Pivac

Podravka with the brands ‘Podravka ' and ‘Danica’

8. EXPORTS TO CROATIA

Fresh/frozen red meat and poultry, meat and poultry products, game meat, products for
pet food manufacture and pharmaceutical processing, and certain other products
intended for export to countries which are members of the European Union must follow
the European Union Requirements.

Consignments of fresh meat, including minced meat and mechanically separated poultry
meat, can be imported into the EU from third countries and the territories of third
countries which are approved by the European Commission for export to the European
Union.*

9. PRICES

Due to different natural and economic conditions, but also budgetary transfers to
agriculture, the prices of agricultural products differ in the Western Balkan countries.
Although statistics are unreliable and not entirely comparable, some conclusions can be
made: the producer price level in these countries is generally high (except in Serbia), and
mostly above the EU level.

The prices of beef (live weight) are above the EU level in Croatia; these prices are at half of
the EU level. Serbia produces pig meat at the EU price levels, while these prices are the
highest in Croatia, Bosnia and Herzegovina and particularly in Albania. Just the opposite,
the price of sheep meat is below the EU level in Serbia and especially in Albania. The price
of cow milk is below the EU level in all analysed countries, especially in Serbia, where it is
at 50% of the EU price. Eggs are more expensive in all analysed countries, but Serbia is the
closest to the EU level.

Membership of the EU will certainly have a strong influence on Croatian agriculture, its
production structure and competitiveness, measured by producer price levels. So far,
different policy mechanisms implemented during the past decade did not result in price
competitiveness for the majority of analysed products.

4

http://www.veterinarstvo.hr/UserDocsimages/Me%C4%91unarodni%20promet/Uvoz%20svje%C5%BEeg%20mes
a%20peradi%20iz%20tre%C4%87ih%20zemalja.pdf
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Until the end of the 1990s, protection for the main agricultural products was high but the
WTO agreement (2000) established a more rational and transparent basis for trade and
price policy than in the past. However, there were major differences in tariff protection
between products, which led to distorted price signals to farmers, and the country’s
resources not being used for the most economically profitable products from the national
perspective. Protection for the first level processing sector (flour, oil, tobacco, sugar,
chicken and other meats, jams, juices, wine, cider, animal feed) which does not suffer from
the problems of small scale, fragmented production, is also usually higher than for the
farm products. This has helped to maintain the inefficiencies in organisation and
management, which characterise much of this sector.

From 1995 to 1998, agricultural price policy was based on a combination of producer and
input subsidies, and high levels of tariff and quantity-based import protection. The system
of floor prices and subsidies were focused on wheat, oilseed crops, sugar, tobacco, and
milk production. Price policy reform was initiated in 1998, in conjunction with the reform
of trade policy required for WTO membership. To compensate farmers for the reduction of
import protection and associated floor (producer) prices, area payments were introduced
for most major crops. Direct price subsidies for crops and all input subsidies were
terminated. The system of support for livestock production remains much the same, with
producer payments for milk and headage payments, plus support to selected livestock
breeding and research institutions. This reform removed price distortions to a greater
extent, but not completely. They still exist because of the highly variable levels of external
protection and the numerous changes associated with the design and implementation of
these reforms has inevitably created uncertainty among producers. The intention of the
last reform from 2003 was to make the support system in agriculture more simple and
transparent, and to gradually adjust the agricultural policies with the policy that is or
should be implemented in the EU. The aim was to re-allocate funds in favour of new
models of structural support, and partial decreasing of production support.

These reforms still did not result in considerably price competitiveness in comparison to
the EU average. In the analysed period (1995-2005), the producer prices for most of the
products show absolute growth, especially for fruits, vegetables and wine. A minor increase
or even a decrease was registered for livestock products, with the exception of cow milk
(where producer prices have considerably increased).

However, in comparison with neighbouring countries, Slovenia and Hungary, Croatian
agriculture needs to put additional effort to achieve price competitiveness, especially in
fruit, vegetables and meat production. Although Croatia is far away from other Western
Balkan countries in adjusting agricultural policies towards the CAP standards, structural
changes did not cause yet the absolute price competitiveness in comparison to these
countries.

Because of the different CAP mechanisms, and even more because of Croatian
incompatible agricultural statistics so far, it is still hard to estimate the effects of Croatian
accession to the EU on Croatian agriculture. However, it can be supposed that the
predominant influence on the structure and value of production, food prices and
consequently farmers” income will have the system of agricultural protection implemented
at the moment of entering the EU. However, after the initial shock, it can be expected that

22



EU membership will result in long-term benefits, such as market enlargement,
improvement of the products’ quality, more rational spending of agricultural budget and
increased agricultural competitiveness on the EU market.

10.  SWOT ANALYSIS

Croatia’s potential in the food sector lies mainly in increasing productivity and
competitiveness with the help of new technologies, alongside a continuing merger and
acquisitions process, especially amongst the larger companies who have already expanded
their network into the neighbouring countries. These large companies/holdings will try to
further grow to strengthen their position in the market to avoid being taken over by
multinationals/EU companies. The vertically integrated approach of production, processing
and retailing could guarantee the market position.®

STRENGTHS WEAKNESSES

- High qualified scientists - Small farms

- Modernization  of  existing  food | - Low competitiveness of small scale
productions producers

- R&D programs and strategies - Low compliance with EU safety and

- Favourable  production  conditions quality standards

(climate) - Insufficient organisation of production

- Highly developed tourist market - Production costs are relatively high,

- Food sector is the main sector (20%) resulting in high product prices

within the Croatian processing industry | - Low share of EU markets
OPPORTUNITIES THREATS
- Membership to the EU (availability of | - Low priority of the sector in scientific
EU funds) community
- Higher involvement in  European | - Limited financial resources for research

research area . :
- Increased competition resulting from

- Agro-tourism EU accession
- Establishment of private consultancy | - Limited resources of financing
services

- Competition from EU countries
- Improvement of networking between
producers, industries, research centres

- Domestic market interesting (local
demand plus increasing tourism)

> http://mazedonien.ahk.de/fileadmin/ahk_mazedonien/Dokumente/DEG-Food_industry_study-
external_version-20-01-2011_02.pdf
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